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discussion with a supplier of iRed that triggered some
concerns regarding the controls within the organisation and
that precipitated an enquiry by Royal Mail Internal Audit
which was followed by investigations by Royal Mail Security.
As a result of those investigations, Ray Huntzinger was
suspended on 29" September 2011and Declan Salter, a
turnaround specialist, was appointed to manage the company
in the interim;

The initial recommendations from Declan Salter were as
follows:-

i. close iRed and transfer existing work into the Royal Mail;

ii. investigations into the conduct with iRed suppliers would
continue;

iii. ensure that similar errors are not occurring elsewhere
(and similar reviews would include Specialist Services,
Parcelforce, Stamps & Collectables and China office
initially);

iv. consider a programme for external review of
divisions/companies, perhaps one organisation per
quarter,;

v. review the senior management structures in all
divisions/subsidiaries such that there are appropriate
internal management structures that are not controlled
by one individual and where the majority of members
must be full-time employees (not contractors):

vi. review the Corporate Governance for all
divisions/subsidiaries; and

vii. review the processes for allowing concerns to be raised
(and perhaps its ‘whistle-blowing’ policies).

The Committee noted the main learning points, in particular
the lack of formal business reviews by the iRed Board. Paul
Murray asked Derek Foster to include details of any business
areas not covered by the annual audit plan to help the Audit
& Risk Committee understand any residual risk.

INTERIM REPORT & ACCOUNTS  ARC(11) 46- 48

Sign Off Process ARC (11)46b: The Committee noted a
paper setting out the formal sign off procedure that
management had followed for the interim financial
statements 2011-12. For the half year a formal compliance
statement was not required. However the paper outlined a
number of actions that had been undertaken to assure the
Audit & Risk Committee that the financial position at 25
September 2011 and the financial performance in the first
half of 2011-12 were fairly presented in the Interim Financial
Statements;

The Committee noted the balance sheet review performed as
at September 2011;

Matthew Lester asked the Committee to note that
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management had selected a set of long term pension
assumptions which were not ‘middle of the pack’ but
remained within the normal distribution used by other
corporates. This resulted in a pension deficit of £4.6bn
compared to £3.7bn had the mid-range assumption been
selected. These assumptions had been approved at the .
Pension Committee and given these were interim results ama
the long-term trend assumption for cpi still had to settle ; .
down, proposed that a more conservative position, consistent

with the year end, be adopted. .

The Committee agreed these assumptions. The Committee
noted that the actuarial deficit was some £11bn and
recognised that it was almost impossible to explain why
accounting deficits and actuarial deficits moved in different
ways to stakeholders. Donald Brydon asked the external
auditors to work with the actuaries to produce a presentation
which explained this in simple terms: o

Matthew Lester introduced the Half -Year results
presentation, a pro-forma results presentation pack which
provided a summary of the interim results versus last year.
He highlighted the key messages around revenue growth,
cost control and cash generation.

The Committee noted the full draft interim report for the half
year ended 25" September 2011:

Summary Briefing Book: The Committee noted the summary
briefing book for the half year ended 25" September 2011.

Fines Compensation & Material Litigation: The Committee
noted a paper providing an update on accruals and
provisions covering potential fines, quality of service
compensation and current material litigation and
environmental issues and agreed they were reasonable in
light of the risks and factors that had emerged since March
2011; and

agreed that the Horizon claims were a contingent liability
which was considered remote at this stage which meant no
accrual would be booked and no disclosure made.

Cash & Going Concern: The Committee noted the update on
cash headroom management in RMG ex POL and its status
as a going concern based on October 2011 actuals, together
with an indicative forecast for 2011-12 and 2012-13 obtained
via the Quarterly Business Review process. The range of
forecasts included a “realistic but pessimistic downside case”
which assumed no pension deficit relief and a recession in
2012 similar to that of 2008. In this downside case headroom
ran out in August 2012;

at period 7, the actual headroom was £516m higher than
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