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Royal Mail Group results for the six months ended 26 September 2010

Chairman’s Statement
“A tough six months - but confidence for the future”

The first half of 2010-11 has seen some major events in the development of Royal Mail Group. First, | am delighted to report that
our new Chief Executive Officer, Moya Greene, has taken up the reins with vigour; and second, that the Government has published
the Postal Services Bill aimed at opening the way for the Group to gain access to private capital and proposing actions in relation to
the pension fund deficit and the removal of regulation where there is competition.

Moya joined at a time of tough trading. Royal Mail Group’s core business faced increased competition in a difficult economic
environment in the first half of 2010-11. Margin pressure added to the difficult trading conditions. Plans and processes are in place
to meet the challenges we face as we continue to modernise operations to ensure a strong future for the business. Real progress
has been made towards a transformation of the operations in our business.

Despite revenue falling from £4,575 million to £4,402 million the Group remained profitable at an operating level. Operating profit
was £52 million, against a comparable performance of £184 million last year. The fall in operating profit (£132 million) was
significantly lower than the fall in revenue (£173 million), showing improvement in our performance as we continue our
modernisation programme. Revenue was impacted by a further decline in mail volumes in a highly competitive market. However, the
benefits of efficiency gains in the Royal Mail Letters business from further progress in modernisation helped offset some of the
impact from lost revenue from volume decline. Group profit was further impacted by a reduction in operating profit in Post Office
Limited - down to £20 million from £41 million at the previous half year. Revenues from Government services in Post Office
branches declined further and sales of financial service products remained difficult, however, the very recent Government
announcement of a £1.3 hillion funding package for the next four years to maintain and modernise the Post Office Network is great
news that we warmly welcome. Despite difficult trading conditions in its highly competitive and unregulated market, Parcelforce
Worldwide achieved growth in both revenue and operating profit. Operating profit in the Group’s European parcels business, GLS,
also improved. In all businesses, cost control has been an important ingredient of performance.

The Group continues to have negative cashflow - £229 million in the first six months as a consequence of continuing investment in
modernisation. The Group remains steadfast in its determination to modernise so that we can be more responsive to customers and
to their changing needs, and at the same time achieve the necessary cost reductions. Moya is leading a programme of self-help in all
areas of the business.

Despite all the headwinds, customer quality of service in the Letters business has further improved and key services, including First
Class mail, are being delivered above target.

Key performance figures - six months ended 26 September 2010

External revenue Operating profit/(loss)*

Business Unit 2010 2009 2010 2009

£m £m £m £m
Royal Mail Letters 3,074 3,210 (66) 48
General Logistics Systems 707 718 51 45
Parcelforce Worldwide 197 191 8 7
Post Office Limited 398 426 20 41
Other businesses 26 30 39 43
Group 4,402 4,575 52 184

* All references to operating profit/(loss) are before exceptional items, interest and taxation

2010 2009
£m £m
Group net cash outflow before financing and investing activities (229) (284)
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Chairman’s Statement (continued)

Changes to strengthen the Board

| am pleased to report that the Board has been further strengthened. Matthew Lester joins the Board in November as Group Finance
Director from ICAP plc, replacing lan Duncan. Recognising the increasing customer focus of the Group, Dave Smith has been
appointed Chief Customer Officer. He has been succeeded as Managing Director of Post Office Limited by Paula Vennells, formerly
Post Office Limited's Chief Operating Officer, and | also welcome her as a new member of the Group Board.

In addition, Nick Horler, Cath Keers and Orna Ni-Chionna all joined the Board as Non-Executive Directors bringing regulated industry
and customer insights to the governance of the Group.

Baroness Prosser retires from the Board in November after six years of service to the Group. Her background in industrial relations
and interest in minority participation has been particularly valuable.

Pension funding

The Board warmly welcomes the measures in the Government's Postal Services Bill to resolve the historic £10.3 bhillion actuarial
pension fund deficit. The Bill has now received its Second Reading and continues its Parliamentary passage but until the measure
becomes law and a solution is agreed and executed, the Company will continue to be responsible for payments to the pension fund
to cover the deficit. Under the new funding payment schedule agreed between the Group and the Pension Plan Trustee in June
2010, the Company will - until relieved of the obligation by the Government - pay £282 million a year (rising in line with inflation)
towards eliminating the deficit.

The future

| remain confident Royal Mail Group is effectively tackling the challenges it faces while continuing to focus on its customers and
providing the Universal Service. The consensus in the postal world is that we can expect to see further falls in letter volumes, more
business will migrate to the web and competition at all levels will further intensify. We are very determined to ensure that our core
services - together with innovative products - will continue to ensure our businesses remain a central part of everyday life in the UK.
Great progress has been made since the Company embarked on its renewal plan in 2002 and many then would not have believed
that in less than a decade, the Group would have embraced new working practices and be using technology at every level of our
operation in an efficient and customer-focused way.

We know we still have much to do but there is real momentum behind us as we continue to modernise and respond to the digital
world around us.

Donald Brydon
Chairman

Royal Mail Group
2 November 2010
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Chief Executive’s Statement

In the short time | have been at Royal Mail, | have been impressed by the commitment of its people and the way the entire Company
is facing up to challenges posed by a rapidly changing market - the same challenges and uncertain future that face postal services
across the globe.

The current climate is extraordinarily tough, with ever intensifying competition, falling mail volumes and adverse economic
conditions. However, we are committed to working with our people to make modernisation work; ensuring that a passion for
customers remains at the centre of everything we do; and innovating to serve our customers’ changing needs. Our World Class Mail*
programme is introducing entirely new ways of working to achieve world class standards in safety, productivity and quality. People
are encouraged to be actively involved and share ideas on all aspects of their work, from workplace organisation to quality control to
cost effectiveness. In Gatwick alone, accidents have been reduced by 88 per cent, while Cardiff has saved £1.5 million in 16 local
World Class Mail projects.

However, it is clear that in light of the rapid and continuing contraction and change in the UK mails market and around the world, the
pace of change has got to be accelerated. That is why the Company is going through a major restructure - so we have the right
people, and the right number of people, in the right jobs - and why we have asked Postcomm for the ability next year to increase
prices on business mail products over and above the levels allowed in the existing price control. What we are asking for is the chance
to charge a fair price to other companies who use our network to carry mail, and to end what is in effect the very substantial built-in
subsidy which our rivals have enjoyed for years.

The downturn and uncertainty in the mails market means that - without appropriate mitigating action - Royal Mail faces the prospect
of cash headroom reaching a level which could represent a risk to a business of this scale with these cash outgoings. As the financial
health of Royal Mail and the Universal Service are intimately linked, action must be taken to safeguard the financial sustainability of
Royal Mail and the Universal Service.

Royal Mail had a £157 million operating loss after exceptional items last financial year, 2009-10, on “access” mail - the letters,
packets and parcels collected by its rivals but delivered by Royal Mail. The loss amounted to an average of 2.5p per item for the 6.4
billion pieces of access mail delivered by Royal Mail, and access mail continues to grow. More than one in three of all letters delivered
by Royal Mail is an access item of mail.

Royal Mail is implementing a package of measures to raise cash including reducing headcount, tightening spend with suppliers and
raising proceeds from asset sales. But securing additional revenue is also an essential measure. We recognise the difficulty of raising
extra revenues from prices in the current mails market. However price rises are one of several measures that are needed to address
the potential short term cash position and Royal Mail does not intend to raise the additional earned revenue through the price of mail
to single piece mail services - in other words Royal Mail will not increase 1% and 2™ class stamp prices beyond the level allowed in
the current price control.

Finally, let me turn to the Postal Services Bill. | welcome the Government's plans for deregulation of the postal services market and
its intention to resolve the £10.3 billion historic pension deficit. | am also very pleased to see the package of proposals that allow
Royal Mail flexible and timely access to capital in future as it continues to invest in modernisation.

Deregulation of the UK postal services market is long overdue and the Government has said it wants to ensure that the new
regulatory framework is proportionate to the needs of the market and allow for rapid deregulation where there is competition. That
is very good news because it is simply wrong that a suffocating regulatory approach should apply at all in a competitive market - and
that it applies only to Royal Mail, which is the only company able to provide the Universal Service on which so many people depend.

* The World Class Mail programme is a comprehensive system of continuous improvement, made up of 10 “pillars” ranging from
safety to people development. It actively engages frontline staff, training and encouraging them to look at how improvements can be
made in each individual step of the many processes that take place. Often simple changes can have a dramatic effect on productivity
and, when multiplied across the business, can lead to significant savings.
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Chief Executive’s Statement (continued)

Key commentary on the six months ended 26 September 2010:

e Royal Mail Letters (‘Letters’) moved from an operating profit last year to an operating loss of £66 million as mail volumes
continued to decline - by a further 5% during the half year. The average daily postbag now contains 68 million letters,
packets and parcels - 16 million lower than the peak daily volume of 84 million items in 2005, a fall of 24% in just five
years as, like in other countries around the world, customers are using email, websites and, increasingly, social media for
communications in place of the traditional letter. Competition from rival carriers, especially in the fiercely competitive
packet and parcel market for delivery of goods ordered online, also further intensified.

e Revenue loss in the Letters business from declining mail volumes amounted to £188 million although this was partially
offset by price rises in April 2010 yielding an additional £52 million over the six month period. Belt tightening by customers
further depressed revenues with downtrading to lower priced products and services while a 13% increase in access mail
handled by rivals meant that the average income the Letters business received per item of mail fell by 1p compared to the
position a year ago.

e  Further progress was made in modernising the Letters business. A huge positive effort by both the Letters business and
the CWU has gone into implementing the three-year agreement between the business and the union - Business
Transformation, 2010 and Beyond - and | pay tribute to our frontline people for the scale of the changes they are
undertaking. A key challenge, however, is to step up the pace of the modernisation to earn more swiftly further benefits
from efficiency savings on top of the cost reductions we have already seen.

e  Postmen and women are delivering First and Second Class mail ahead of target, according to the latest preliminary figures
from independent measurement, as well as Mailsort bulk mail services and Standard Parcels. We are determined to
increase our focus on customers yet further.

e  The number of UK employees in the Group fell by 2,800 in the first six months, the large majority in the Letters business.
Job numbers have been falling for eight consecutive years and we can expect further losses as we seek further efficiencies
and adopt new working practices. A programme to reduce non-operational jobs in support functions is already underway.

e  Post Office Limited saw further decline in its core businesses driven mainly by a reduction in income earned from the DWP
on the Post Office Card Account. The loss in revenue from this business - as well as reduction in footfall from fewer visits to
Post Offices - has been accompanied by falling revenues in newer products, including foreign currency and travel insurance
- which both competed in a tough market in what has been a testing period for the wider travel industry - and Post Office
HomePhone revenues also dipped as people made fewer calls on fixed line telephones.

e Parcelforce Worldwide's focus on first-time delivery - its performance of 96.7% is comfortably above the industry norm -
along with customer quality of service helped drive a further increase in the business’ revenues - up 3% in what remains an
intensely competitive market for packets and parcels. Profits also rose by 14% - up £1 million to £8 million comparing this
half year to the last.

e GLS, Royal Mail Group’s European parcels business delivering more than 1.3 million parcels each working day in 36
European states, made a £51 million operating profit - up 13% compared to the same period last year. Its reported
revenues fell as a result of the weakening of the euro against sterling but when the impact of currency exchange was
removed, the underlying picture showed a revenue growth of 2%, despite operating, like the rest of the Group, in an
exceptionally difficult and competitive market.

e A number of steps have been taken to address the underlying negative cashflow including drawing down a further net
£235 million at commercial interest rates from the existing loan facility agreed with the Shareholder in 2007 - the money
will, of course, have to be repaid - and selling property and leasing it back. Royal Mail also had the one-off benefit of £71
million from the sale of the Group’s stake in Camelot plc.

Moya Greene

Chief Executive Officer
Royal Mail Group

2 November 2010
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Summary Financial Performance for the six months ended 26 September 2010

Group external revenue has fallen year on year by £173m, £147m when excluding the impact of foreign exchange in GLS. This

reflects the continued impact of general economic pressures and structural change in the mails market
Group operating profit before exceptional items has decreased by £132m to £52m
Group cash inflow after financing and investing activities of £212m is driven mainly by net new borrowings

Royal Mail Letters have reported an operating loss of £66m compared with a profit last half year of £48m, largely due to revenue

decline and the delay in reaching the Pay and Modernisation agreement
Operating profit in GLS has increased year on year by £6m, benefiting from tight margin control

Parcelforce Worldwide operating profit has grown by £1m in a highly competitive market through continued focus on quality and

cost

Post Office Limited operating profit has decreased by £21m driven by reduced revenue, mainly in Government services, partly

offset by efficiencies as a result of cost control

External revenue pgl:;?lﬂzg)*
Business Unit 2010 2009 2010 2009
£m £m £m £m
Royal Mail Letters 3,074 3,210 (66) 48
General Logistics Systems 707 718 51 45
Parcelforce Worldwide 197 191 8 7
Post Office Limited 398 426 20 41
Other businesses 26 30 39 43
Group 4,402 4,575 52 184
* All references to operating profit/(loss) are before exceptional items, interest and taxation
Summary Group Cash Flow
2010 2009
£m £m
Operating profit before exceptional items 52 184
Adjusted for:
Depreciation and amortisation 133 141
Share of post tax profit from joint ventures and associates (29) (26)
Earnings before interest, tax, depreciation, amortisation (EBITDA) and exceptional items 166 299
Network Subsidy Payment* 75 75
Net movement in working capital (a73)  (234)
Cash impact of redundancy, other provisions and exceptional items (222) (181)
Net capital expenditure (187)  (185)
Dividends received from joint ventures and associates 6 3
Other operational cash movements 6 (61)
Net cash outflow before financing and investing activities (229)  (284)
Net new borrowings 235 197
Proceeds from sale and leaseback of assets 143 =
Proceeds from divestment of associate company 71 -
Finance lease agreements 21 9
Net movement in financial asset investments (29) (60)
Total net cash inflow/(outflow) 212 (138)

*Additional £75m (2009 £75m) recognised in first half year operating profit before exceptional items of £52m (2009 £184m)
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Summary Financial Performance for the six months ended 26 September 2010 (continued)

Royal Mail Letters

Revenue decline of £136m is driven by volume decreases amounting to £188m, partially offset by price rises which have yielded £52m.
Average Unit Revenues are 1p lower than last half year reflecting customers buying lower priced products and services and switching to
access mail.

The operating loss of £66m, compared with a profit last half year of £48m, is primarily due to this revenue decline. Business transformation
activities have resulted in underlying people cost efficiencies which are expected to accelerate in the second half of the year as the benefits of
the modernisation agreement begin to impact - particularly as revisions in delivery are implemented.

General Logistics Systems

Reported revenues fell by £11m to £707m, with the weakening of the euro against sterling having a year on year adverse impact of £26m.
At an underlying level, revenues increased by 2% driven by higher domestic and export volumes, partially offset by lower average domestic
prices.

Trading conditions in the majority of GLS markets have improved, but competition continues to be intense and prices remain under
pressure. Operating profit increased by 13% from £45m to £51m including an adverse exchange rate impact of £2m.

Parcelforce Worldwide
External revenue of £197m is £6m higher than last year driven by targeted growth in UK and export contract traffic, offset by lower revenue
in import and retail channels. Focus on first time delivery and quality of service underpinned this growth in revenues and volumes.

Operating profit has increased from £7m to £8m, reflecting both revenue growth and overhead and operational cost efficiencies. Direct unit
costs are 6% lower year on year, mitigating an 8% dilution in the average price per parcel as a result of channel mix and competitive price
pressure.

Post Office Limited

External revenue has fallen by £28m from last year, to £398m. There has been decline in all revenue areas but largely a decrease in
Government services for the provision of the Post Office Card Account. The new contract, effective from October 2009, is at a lower rate per
account and customers have continued to migrate to bank accounts.

Operating profit performance of £20m is a decline of £21m year on year. This is driven by the revenue decline but partially offset by
continued efficiency in both people and non people costs and cost control measures.

Other businesses
The £39m operating profit for Other businesses is largely attributable to Royal Mail Estates Limited, which leases a portfolio of property
interests to the Group.

Pensions
- - — The accounting pension deficit has increased during the half
Accounting Pension Deficit £m 2010 2010 year from £8,041m in March 2010 to £8,473m. The increase
(26 September & 28 March) Sept  March in the deficit of £432m mainly relates to an actuarial loss of
Pension deficit (balance sheet) 8,473 8,041 £344m, driven by increased liabilities due to changes in market
conditions.
Pension Payments: Group 2010 2009 Regular pension contributions reduced by £44m year on year to
Contributions £m m £226m, mainly due to a reduction in the rate of employer
Regular pension contributions 226 270 contributions to the Royal Mail Pension Plan from 20.0% to
; _ - 17.1%, following the March 2009 actuarial valuation, together
Funding of pension deficit 3 7 with reduced pay costs. The regular rate of employee
Payments relating to redundancy 8 28 contributions to the Royal Mail Pension Plan remains
unchanged at 6.0%.
Net cash payments 237 305

Following the March 2009 actuarial valuation, Royal Mail
Pension Plan deficiency payments, payable in March of each
year, have been agreed at £282m per annum (plus RPI) until
March 2047. There have been no employee deficit
contributions.
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Basis of preparation

The information shown in this publication is unaudited and does not constitute statutory financial statements. It includes certain extracts of
relevant financial information for the period ended 26 September 2010. The Group prepares its consolidated statutory financial statements
on the basis of International Reporting Standards (IFRSs) as adopted by the European Union.

The financial information presented herein has been prepared on a going concern basis and in accordance with the accounting policies
expected to be used in preparing the consolidated statutory financial statements for 2010-11. Except to the extent otherwise stated, these do
not differ significantly from the accounting policies used in the consolidated statutory financial statements for 2009-10 which have been filed
with the Registrar of Companies. The report of the auditors on those consolidated financial statements was unqualified and did not include a
statement under s498(2) or s498(3) of the Companies Act 2006.

Cautionary statement

Where this trading update contains forward looking statements, these are made by the Directors in good faith based on the information
available to them at the time of their approval of this report. These statements should be treated with appropriate caution due to the
inherent uncertainties underlying any such forward looking information.

Registered Office & Corporate Website

Royal Mail Holdings plc, 100 Victoria Embankment, London, EC4Y OHQ. Registered No: 4074919

www.royalmailgroup.com



