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Royal Mail Group Limited

Strategic report
Royal Mail Group Limited (the Company) is a wholly owned subsidiary of RMGLS Holdco Limited.

The Company's operating unit comprises Royal Mail's core UK and international, parcels and letter delivery businesses
under the 'Royal Mail" and ‘Parcelforce Worldwide™ brands.

Royal Mail's combined letter and parcel delivery network supports the collection, sorting and delivery of parcels and letters.
This includes services Royal Mail provides as the UK’s designated Universal Service Provider. Parcelforce Worldwide is a
express parcel delivery provider.

Results and dividends

The Company’s revenue for the 52 weeks ending 26 March 2023 was £7.418 million (2021-22: £8,525 million). The
loss after tax for the same period was £1.107 million (2020-21: £999 million profit). The loss has primarily resulted from
a decrease in revenue of ¢.£1,100 million and an impairment charge of £535 million, offset by lower operating costs of
¢.£300 million.

Revenue

Revenue was lower than the prior year, driven by a combination of 18 days of industrial action, economic downturn,
weakening retail trends and a return to the structural decline in letters. The prior year also benefitted from elevated
test kit volumes as well as some COVID restrictions being in place for part of year, which bolstered parcel volumes.

Costs :

Total people costs reduced by £185 miillion (3.3%). This included a reduction in year-on-year voluntary redundancy
charge of c.£50 million. The prior year included voluntary redundancy charges of c.£80 million, of which ¢.£70 million
was in relation to a restructuring programme in operations, focused on streamlining operational management

and improving focus on performance at a lacal level. In the current year, FTE reductions have been managed by
focusing on variable costs and through natural attrition.

The industrial relations environment has had several impacts on people costs:

e  We did not undertake planned revisions in delivery or processing during H1. However, revision activity increased
in H2: but-the- delays meant-that productivity fell 3.6%.

e Though we saw pay annulments on industrial action days themselves, these were partially offset by the costs
incurred in preparing for and recovering from each day of industrial action.

In April 2023, after lengthy negotiations, we were pleased that the CWU's Postal Executive Committee ratified ‘the
Business Recovery, Transformation and Growth Agreement (see Royal Mail Strategic Review) and are putting it to a ballot
of its members with a recommendation to approve. Total people costs include the 2% pay award for frontline staff that
has already been paid, plus the costs of a one-off payment of £500 per person, estimated to cost c. £61m. This represents
our best estimate of the costs required for 2022-23 to settle the agreement based on our offer at the balance sheet date
of 26 March 2023. This offer remains subject to ratification by CWU members.

People costs also include a number of other 2022-23 inflationary pay pressures such as the flow through impacts of the
one hour reduction in the working week implemented in 2021-22, managerial pay deals and increases due to changes
in the National Insurance social care levy.

There are no residual COVID costs (2021-22: ¢.£60 million) however the level of absence remains higher than before
COVID. In 2022-23 the average total sick absence rate was 7.5% compared with 8.0% in the prlor period. in 2019-20
{excluding any COVID related absence) average total sick absence was 5.87%.

The people cost headwinds outlined above were more than offset by volume related savings associated with revenue
decline and sustainable savings delivered through the prior year restructuring programme focused on streamlining
operational management and improving focus on performance at a local level.

Net assets

At 26 March 2023, cash and cash equivalents were £354 million (2021-22: £753 million). Net assets decreased in the
year by £1,664 million to £2.629 million, largely due to the loss after tax for the year of £1,107 million and a decrease
in the Company's retirement benefit surplus of £766 million.

The Directors do not recommend a dividend (2021-22: no dividend).
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Royal Mail Group.Limited

Strategic report {continued)

Our strategy

Our strategy to transform Royal Mail into a more efficient and better balanced business to reflect the changing needs of
our customers remains the right one. If the business is to deliver sustainable value over the medium and long term

we must improve our customer offering, rebuild trust and modemnise the business to grow and become more agile and
customer focused.

Five-point plan
* Rightsizing the business.
e  (Creating the headroom to invest.
e New resourcing models.
o  Efficient use of network and assets.
e  Building management capability and effectiveness.

The ongoing industrial dispute and our failure to rightsize the business quickly enough to match lower parcel volumes
had a significant impact on our first half financial performance and implementation of our strategy. As a result, in
November 2022 we launched a five-point plan focused on stabilising the UK business. During the second half we made
good progress, detailed below. This progress, together with the changes contained in our proposed agreement with the
CWU, gives Royal Mail a chance to compete.

Qur five=point plan.
Our five-point plan announced in November 2022 to stabilise the business, focused on:

1. Rightsizing our business
o We were successful in rightsizing the business, reducing FTE by 10k as an exit run rate at end of March
2023 vs March 2022, exceeding our target of ¢.5k, with a much lower voluntary redundancy requirement
than originally anticipated.
s Revisions are now completed in all processing and delivery units to align resource to workload. Equalising
workload and improving productivity will allow us t6 improve quality of service for both letters  and parcels.

2 Creating the headroom to invest
. » Tighter cash management enabled us to invest in key change programmes such,as automation, despite a
£100 million reduction in capital expenditure versus our 2022-23 plan. We also started marketing a
property in Royal College Street, in London.

3. New resourcing models
o  New contracts for new starters have been implemented.
-e . Under the Business Recovery, Transformation and Growth Agreement, our new attendance and sick pay
policies will come into effect in August 2023, if approved by CWU members, to help address ongoing high
levels of absence. Lower absence will result in better quality for our customers.

4. Efficient use of our network and assets :

e  On automation we reached 76% parcel automation in March 2023 exceeding our target of 70% by the end
of the year, up from 12% in 2018-19 and 50% in 2021-22. We are currently around 80% and expect to

achieve.our 90% .automated target soon. after the Midlands Super Hub opening in June_2023.

. Scan in, Scan out technology, or SIS0, is deployed in all delivery offices, replacmg written sign in/sign out
sheets, which enables us to better manage our resource. -

e  ¢.346 dedicated parcel hubs are now fully rolled out to enable us to compete in the growing mldn:ght e-
commerce order for dellvery the next day market which is what both our sending and receiving customers
want.

e We have committed to work with the CWU on indoor delivery method changes in Royal Mail. Our delivery
offices need to be optimised for parcels as well as letters.
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Royal Mail Group Limited

Strategic report (continued)

*  We will commence a strategic review of the Parcelforce Worldwide business which will consider how we
move to an integrated single parcel network, to maximise synergies. The review will include how to utilise
our new parcel Super Hubs, the dedicated parcel hubs and Parcelforce Worldwide depots as a single,
parcels network covering the entirety of the UK. For large or small parcels, this network will deliver even
better quality at a more competitive price, whilst reducing emissions. :

5. Building management capability and effectiveness
e Our new operational management structure is now embedded and delivering improved operational grip.
e We are upskilling our managers through our recently opened Royal Mail Academy.
e QOur Trust Score survey has shown our managers’ relationship with our frontline team continues to
improve, despite the backdrop of the CWU dispute, which demonstrates the advantages of smaller teams,
better trained managers and better communication.

The Business Recovery, Transformation and Growth Agreement

The proposed agreement is an important step forward in the turnaround of Royal Mail and, if approved by the CWU
membership, represents a good outcome for customers, employees and IDS plc shareholders. It provides a platform for
the next phase of stabilising the business whilst continuing to drive efficiency so we can compete in the highly
competitive parcels market. The agreement is designed to grow parcel volumes and our share in the market by
operating a 24/7 network, including Sundays, and allow Royal Mail to compete on guaranteed next day services and’
develop a more innovative, customer focused and low carbon product range. Our new infrastructure, combined with the
new working practices contained in the CWU agreement, allows Royal Mail to offer a compelling parcel proposition for
our customers, whilst aiming to deliver our USO commitments, and will underpin a return to growth and future job
security for our colleagues.

A three-year pay deal (from 2022-23 to 2024-25) will provide certainty for our employees and ensure Royal Mail
remains the industry leader on pay, terms, and conditions. The proposed agreement includes a 10% salary increase and
a one-off lump sum of £500 for CWU grade employees in Royal Mail and Parcelforce Worldwide. This is broken down
as follows:

e  The previously consolidated 2% pay rise that applied from 1 April 2022;

e A one-off non-consolidated lump sum payment of £500 (pro-rated for part-time employees);
e A consolidated 6% pay rise applying from 1 April 2023;

e A consolidated 2% pay rise applying from 1 April 2024.

The agreement also covers changes to sick pay, attendance standards, ill health retirement, and agreement on revised
contracts for new starters (introduced in 2022). It also includes a commitment to no compulsory redundancies for the
life of the agreement.

The offer also includes a profit share scheme over the life of this agreement. Subject to Royal Mail generating an
adjusted operating profit in any financial year up to and including 2024-25, 20% of adjusted operating profit will be
distributed as a one-off payment to employees.

Whilst not part of the Business Recovery, Transformation and Growth Agreement, the Company also confirmed a one-
off tump sum payment expected to be at least £900, payabie to all eligible employees of the Company and RM Property
and Facilities Solutions Ltd. The Trustee of the Royal Mail Pension Plan (RMPP) has agreed to release to Royal Mail
some money that has been held in an escrow, separate to the Pension Plan. RMPP is now well-funded and the Trustee
is confident that members’ interests are well protected, even after the release of the escrow funds. The release of the
escrow funds will only be agreed by the Trustee on the ratification of the Business Recovery, Transformation and
Growth agreement.

The infrastructure we need to compete is in place - our Warrington Super Hub is operating to plan, with the Midlands
Super Hub having opened in June 2023, on time. We now need to change our ways of working in our delivery offices to
realise a return on that investment.
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Royal Mail Group Limited

Strategic report (continued)
The Business Recovery, Transformation and Growth Agreement, if approved by CWU members, will also enable us to:

e Move to later start times in delivery, from March 2024: This will help Royal Mail respond to the market demand
for more next day parcels, reduce our impact on the-environment through the removal of 18 domestic flights a
day, improve quality of service and create greater capacity to grow.

e Introduce seasonal working patterns: Delivery postmen and women will work 39 hours per week in the peak
Christmas season, 35 hours per week in the quieter summer season, and 37 hours for the remainder of the
year to better reflect the seasonal variations in letter and parcel volumes. It also means our core team will
deliver a greater proportion of our peak orders which will be good for quality.

e  Be more efficient at indoor mail preparation: Currently postmen and women spend up to two hours a day
sorting mail before their delivery round. Under this agreement we will reduce the amount of time spent sorting
by 20-35 minutes, so that more time can be spent delivering to our customers. It also means that our delivery
office layout and process will be better for parcels and therefore better for letter quality.

Our strategic priorities

Despite concentrating our efforts and resources to deliver our five-point plan and the agreement with CWU, we have
also endeavoured to progress our medium- and long-term strategic priorities which are focused on improving our
customer offering, rebuilding trust and modemnising the business to grow and become more agile and customer
focused.

Customer-
The first pillar of our strategy is all about the customer: simplifying and improving our customer offering, listening,
adapting to what our customers need, and delivering a great service every day.

At the start of the year, we set out plans to get back to achieving our regulatory quality of service targets. We are
disappointed to say that we did not achieve this, largely due to the 18 days of industrial action, but also because of high
levels of absence. For the full year we delivered 73.7% of first class mail the next working day (81.5% adjusted for the
impact of strike action?), against our target of 93%. On second class we delivered 90.7% within three working days
(95.2% adjusted for the impact of strike action), vs. a 98.5% target. Improving quality is a key focus and we need to
change the way we manage absences as well as gear our operations towards better management of larger parcels
through our dedicated parce! hubs, and adapting to the change of traffic mix, with more parcels and fewer letters. The
Business Recovery, Transformation and Growth Agreement will allow us to do just that, through changes to indoor
delivery methods, designed to ensure we can spend mare time outdoors delivering for our customers, along with
continued revisions to allocate work more fairly and better balance resource with mail volumes. Improving quality will
help to underpin the growth of our business, whrch is an important way for us to generate efficiencies in a network of
our scale and make ourselves more competitive. :

We also improved our customer offering with dellvery of parcels to a safe place photo on dehvery auto redelivery if
customners are out and we continued to enhance and grow Parcel Collect. Upgrades to the functionality of the Royal
Mail app mean customers can now book parcel shipments and collections within 60 seconds. Non-account customers -
using our online channel has grown, with now over 40% of items posted online from around a third at the start of the
year.

Despite the industrial dlsruptlon we maintained our number one posmon on net promoter score for customers sending
parcels and were number two for receiving parcels

We know customers increasingly value a lower environmental Impact for their deliveries. Steps to Zero is our
environment strategy to achieve net zero by 2040 and reduce our average emissions per. parcel to 50gC02e ahead of
this date. Over the past two years, we have invested significantly in deploying electric vans and the charging
infrastriicture to support them. Our electric van fleet programme now has over 4,900 vehicles. These vans operate at
over 154 delivery and collection units across the UK. We will also reduce the use of domestic flights, moving volume to
rail or road to reduce our environmental impact, enabled by later start times as part of our agreement with CWU.

it is clear that when letter volumesvhave declined by more than 60% since their peak m 2004-05, in order to be
financially sustainable, the Universal Service requires major reform now. Ofcom’s own research shows that a five-day
(Monday-Friday) letters service would meet the needs of 97% of consumers and SMEs.

1 Quality of Service - performance adjusted by removing all survey items posted on or due delivery on a strike day or posted during the three recovery
days afterwards (parcels) or the five recovery days afterwards (letters).
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Royal Mail Group Limited

Strategic report (continued)

Being required to provide a service that customers have said they no longer need, at significant structural cost to Royal
Mail, increases the threat to the sustainability of the Universal Service. We urge the Government to recognise Ofcom's
findings, to enable this change quickly, and work with us to protect the long-term sustainability of the one-price-goes-
anywhere Universal Service.

Trust

Our colleagues are pivotal to the delivery of our mission to own trust at the doorstep. They are the people our
customers see every day. Rebuilding their trust to work tagether to meet ever changing customer needs in an efficient
way is key.

During a turbulent year our employee relations climate has been challenging. We have worked hard throughout to
engage and maintain the relationships we have with our people. Our focus was to stay connected, keeping the lines of
communication open and answer the tough questions being asked.

Despite the challenging industrial relations environment, our Trust score fell by only one point, to 67. Building “Trust”
is a key component of our employee strategy and we track progress through a series of “Trust Check-ins” which ran
monthly from September 2022 to January 2023. Whilst the aggregate Trust index score fell, scores for questions that
assess the relationship our colleagues have with their Managers improved, “My Manager delivers on promises” and "My
Manager treats people fairly” improved by +4 and +7 points respectively.

Approximately 7,000 managers attended our new Academy at the Midlands Super Hub in Daventry. The “Beyond”
event was a significant investment in our leaders where we provided them with visibility of our strategic plan, our
environmental ambitions, the future of the Universal Service Obligation and the key role everyone has to play in its
delivery.

To achieve the objectives of the proposed Business Recovery. Transformation and Growth Agreement, joint Royal
Mail/CWU recovery and transformation boards will be created, to track progress and flag up any issues requiring urgent
resolution. The CWU and Royal Mail have also committed to a joint review to rebuild trust and confidence between the
parties and reset our relationship to develop a positive shared approach to joint working, recognising that all employees
have a stake in how the business is run and that change can best be delivered with their support.

Growth
Transforming our network and working practices to adapt to parcels is key to our growth. We need to do this as quickly

) as possible to ensure we are operating efficiently, and profitably, to make the most of the opportunity we have in the
- market.

Our state-of-the art North-West Super Hub opened in June 2022, with the capacity to sort over 800,000 parcels a
day. Our Midlands Super Hub, based in Daventry, opened in June 2023. '

In addition to the new Super Hub, this year we also installed 12 parcel sorting machines in mail centres across the
country. At the end of March 2023, the total number of machines in operation was 36, three less than our initial target
of 39 as we optimised our rollout. We exceeded the major milestone of 70% automation in parcel sortation by the end
of the year - we are currently around 80% - and are on track to reach 90% by end of 2023-24.

We also expanded our Sunday delivery service which saw growth of over 60% in volumes year on year, excluding test
kits.

We have a significant opportunity in the next day delivery market, using our Tracked 24® product. The proposed
Business Recovery, Transformation and Growth Agreement enables more flexibility to deliver more next day parcels.
L-ater-start times allow for parcels to come into our network later in the day, with dedicated parcel hubs and a “Single
Parcel Network™ approach leveraging both Royal Mail and Parcelforce Worldwide networks.

The future »
Royal Mail has many strengths - our trusted brand, our trusted people, our hyper local network, low CO2 per delivery
and a strong portfolio of products and services.

The coming year 2023-24 will be one where we start to rebuild Royal Mail. If we can work together with the CWU to
deliver the change we need, the business can be successful, grow in the parcels market, and provide job security for our
people.
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Royal Mail Group Limited

Strategic report (continued)
Measuring performance -

The Company’s financial performance is measured as part of the KPIs within the International Distributions Services plc
Group consolidated financial statements, using IFRS-based financial statements, but adjusted for specific and underlying
iterns that distart the consolidated reported results of the IDS plc Group. These financial KPls are not therefore disclosed
in these Financial Statements.

Detaits of the Company’s non-financial KP| are provided below.

Non-financial KPI Performance in 2022-23 Performance in 2021-22
Lost Time Accident Targets a continualty LTAFR of 0.79 increased LTAFR of 0.54, a 38% increase
_Frequency Rate improving safety culture for | by 4§% compared with compared with 2020-21
(LTAFR) employees, customers and ™ | 2021-22. ‘ ’
communities.
Total accident frequency
Measured as the total rate (TAFR) also increased
number of accidents from 2.26 to 2.76. This

resulting in an absence on | was driven by an increase
the next day or shift, per in falls outdoors when

1
100,000 hours worked?. working off-site and an

"increase in dog attacks.
Slips & trips increased by
24% which are more likely
to lead to absence than
dog attacks (our other
highest impacting accident

type).

1 Refers to direct employees only.

In the IDS plc Annual Report and Financial Statements 2022-23, which was approved on 22 May 2023, the LTAFR for
2022-23 was incorrectly stated as 0.73 and the TAFR for 2022-23 was incorrectly stated as 2.56. This change does not
affect the assurance process undertaken by Bureau Veritas and the LTAFR data above is assured.
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Strategic report (continued)

Principal Risks and Uncertainties

Royal Mail Group Limited

The table below details each principal business risk, those aspects that would be impacted were the risk to materialise, our
assessment of the status of the risk and how the Company mitigates it.

Risk

Status

Controls and actions to mitigate

1. Industrial action - High risk

There is extensive trade union
representation across our workforce,
with strong and active trade unions.

One or more material disagreements
or disputes could result in
widespread localised or nationat
-industrial action.

Industrial action would continue to
cause material disruption to our
business and would result in an
immediate and potentially ongoing
significant loss of revenue. it may
also affect Royal Mail’s ability to
restore Quality of Service levels and
meet targets prescribed by Ofcom,
which may lead to enforcement
action, fines and loss of customers.

Classified: RMG,——'Internal

Stable risk

During the course of the year, the CWU
balloted its members in July and August
2022 and February 2023 on pay,
change and job security, all of which
resulted in a majority in favour of
industrial action. Between August and
December 2022, there were 18 days of
industrial action, which have had an
estimated adverse direct net impact on
adjusted operating profit.

in April 2023, following lengthy talks,
including facilitation by Acas and Sir
Brendan Barber, a Business Recovery,
Transformation and Growth Agreement
was reached and ratified by the CWU's
Postal Executive Committee. The CWU
will now ballot its members with a
recommendation to approve

the agreement. However, there remains
a risk of industrial action until the
agreement is approved by CWU
members, or if other disputes arise in
the future.

Any further-industrial -action-would

cause significant damage to the
business, necessitate further job losses
and make the deal unaffordable.

- Going forward, there are risks

over the improvement of industrial
relations to ensure effective
execution of the agreement

and business transformation.

e  QOperational contingency plans
during industrial action.

» Joint implementation of the
Business Recovery,
Transformation and Growth
Agreement.

¢ Rollout of a modern and
collaborative framework to
allow quicker decisions, trials
and change implementation.

e  Joint review of the Royal Mail/
CWU relationship supported by
appropriate expertise where
required.



Risk

Royal Mail Group Limited

Status

Controls and actions to mitigate

2. Failure to reduce our operationat cost base {previously ‘Failure to reduce our cost base’) - High risk

We must become more efficient and
agile to compete effectively in the
parcel and letter markets.

The successful delivery of Royal Mail
strategy relies on the reduction of
our operational cost base whilst
managing wider economic pressures
and the industrial relations
environment in Royal Mail to deliver
productivity benefits across all areas
of the business. :

Failure to reduce operational costs
while at the same time delivering
high-quality services could result

in a loss of customers, market share
and revenue.

Classified: RMG - Internal
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Stable risk

Royal Mail has a significant fixed cost
base, with high operational gearing.
Further declines in parcel and letter
revenue and volumes during the year,
due to macro-economic pressures, high
inflation, a squeeze on consumer
spending and a prolonged dispute with
the CWU, has placed further pressure
on our cost base.

While the Royal Mail delivery network

provides a strong competitive position,

particularly in the combined delivery of
letters and small parcels, it is not
currently optimised for the increased
demand for flexible acceptance times
and larger parcels. In addition, the high
fixed labour, cost structure makes it
difficult to flex the cost base 'when sales
volumes are down.

Effective working relationships with: the
CWU and Unite/CMA are key to the
delivery of our transformation and
efficiency benefits. The dispute with the
CWU (see Risk 1) significantly impacted
progress in 2022-23 on operational
unit revisions designed to right size the
operation over a three-~year flight path.

In Royal Mail, there is a five-
point plan and a number of
initiatives in place to stabilise
the business and drive
efficiency whilst delivering high
quality service. These include:
Implementing short-term
measures to improve
operational performance,
reducing headcount to right
size the business and-a
programme of revisions
including dedicated

parcel routes.

Establishing parcel hubs and
improving automation in mail
centres to increase throughput
and reduce costs per parcel.
Trialling a new framework to
deliver operational
improvements at a greater

_pace, such as removal of letter

sortation frames within
delivery offices.

Use of digital tools to align
scheduled and actual hours to
match variation in workload
throughout the year and scan-
in‘scan-out technology across
the delivery network.
Improving network efficiency
including introducing later
start times and longer spans
and a strategic review of the
parcels network including
optimising synergies with -
Parcelforce Worldwide.

The- éffective implementation
of the Business Recovery
Transformation and Growth
Agreement is key in delivering
operational efficiencies.



Risk

Royal Mail Group. Limited

Status

Controls and actions to mitigate

3. Economic and political environment - High risk

Macro-economic conditions and/or
the political environment across our
markets may adversely affect the
Company's ability to control costs
and maintain and grow revenue due
to reducing volumes or by driving
customers to adopt cheaper
products or formats for sending
letters and parcels.

Classified: RMG — Internal

Stable risk

Recovery of the global economy post-
pandemic has been stowed by high
inflation and upward pressure on
commodity prices caused by the Russia-
Ukraine war and further lockdowns in
China. Economic growth is expected to
remain low until 2024 in most of the
markets across the Royal Mail business.

Weakening consumer confidence

and demand due to a squeeze on
household incomes and discretionary
spending has impacted revenue growth.

Prolonged fiscal tightening in Royat Mail
markets, including tax policy revisions,
could increase our costs or further
impact consumer confidence, which
could affect parcel and letter volumes.

10

e Ongoing monitoring of the
economic and wider external
environment across all of our
markets.

s  Executing a five-point plan
and efficiency programme to
stabilise the Royal Mail
business and build resilience
into its operating modet (see
Risk 2).

.  Implementing sustainable
pricing/surcharge
opportunities across Royal
Mail that do not inhibit value
growth.,

e  Reviewing the liquidity position
on a regular basis, '
implementing short-term
measures to conserve cash
including capex reduction and
raising cash through asset
disposals/leasing
arrangements (see Risk 12).

¢  Ongoing monitoring of the
political landscape and regular
engagement with politicians
and policy makers, as
appropriate.



Risk

Royal Mail Group Limited

Status

Controls and actions to mitigate

4. Major breach of information security, data protection regulation and/or cyber-attack - High risk

Due to the nature of our business,
we collect, process and store
confidential business, operational
and personal information. As

a result, we are subject to a range
of laws, regulations and contractual
obligations around the governance
and protection of various classes

of data to protect our customers,
employees, and suppliers.

In common with all major
organisations, we are the potential
target of cyber-attacks that could
threaten the confidentiality, integrity
and availability. of data, systems and
trigger material-service and/or.
operational interruption. 4

Also, a major breach of information
security, data protection laws and
regulations -and/or cyber-attack
could adversely impact our
reputation, resulting in financial
loss, regulatory action,

business disruption and loss

of stakeholder confidence.

Classified: RMG — Internal
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Stable risk

Given the evolving nature, sophistication
and prevalence of cyber threats and an
increasing reliance on technology and
data for operational and strategic
purposes, this continues to be a
principal risk.

We recognise that in a business with
around 125.000 people who use data
and devices to deliver our services and
process large quantities of
documentation, there is a possibility of
human error in-the protection of data.

Royal Mail's International business
experienced a cyber incident in January
2023 that impacted export mail items.
Upon discovery of the incident,
immediate action was taken, a
comprehensive investigation initiated
and relevant authorities were notified
and engaged. The international business
products and.services were restored
iteratively over several weeks. Work is
ongoing to leam lessons and improve
the business’ cyber resilience.

We continue to invest in our cyber
capabilities. recognising that an ongoing
multi-year programme that targets the
highest priority areas is required to
bring this risk within the tolerance levels
of the Company’s risk appetite.

11

Continually investing in cyber
resilience including. enhancing.
our cyber control capabilities
across our technology estate
to protect our customers,
employees, services

and dssets.

Strengthening our
preparedness to quickly detect
and respond to threats before
they become incidents,
including ransomware.
Improving assurance of
organisational and technical
measures, including disaster
recovery and assessment of
third-party supplier controls.
Prorhoting good behaviours
and stressing the importance
of maintaining vigilance
through regular
communication, training and
awareness across our
workforce.

Encouraging an open and
prompt reporting culture so
appropriate remedial action
can be taken as soon as -
possible.

Data privacy and protection
policies and compliance
framework, which includes
assessment and monitoring of
data risks and controls across
all our operations.



Royal Mail Group Limited

Risk Status Controls and actions to mitigate

5. Customer expectations and our responsiveness to market changes - High risk

Failure to deliver against existing

and changing customer needs and
expectations (including quality of

service) could impact the demand
for our products and services.

Our success at growing new areas of
business is dependent on identifying
profitable and sustainable areas of
growth and having in place
appropriate structures to support
transformation.

Classified: RMG — Internal

Stable risk

The decline in the economic
environment (see Risk 3) and the cost-
of-living crisis, together with the impact
of industrial action in Royal Mail

(see Risk 1) have impacted consumer
confidence and spending, which

has adversely affected parcels

and letters revenue in Royal Mail.

This risk recognises that societal
expectations continue to change rapidly
and demand is continuing to grow for
high-quality, convenient and sustainable
deliveries that are competitively priced.

12

We are responding to market
changes and becoming more
customer centric.:

Leveraging its footprint as the
sole designated Universal
Service Provider and growing
doorstep services such as
Parcel Collect.

Focusing on restoring quality
of service.

Driving new. product
development and

simple digital services.
Increasing tracked services
and barcoding of products.
Moving to a 24/7 parcel
service with Sunday deliveries.
Growing new areas of
business and expanding
service offerings.



Risk

Royal Mail Group Limited

Status

Controls and actions to mitigate

6. Talent: workforce for the future - Moderate risk

Our performance, operating results
and future growth depend on our
ability to attract and retain talent
with the appropriate skills and
expertise across the Company.

In Royal Mail, workforce planning
could be adversely impacted by an
ageing workforce and a reduction in
available workforce due to socio-
economic factors and

demographic change.

A high level of employee trust and
engagement is essential if we are to
deliver Royal Mail’s transformation
and growth strategy.

Stable risk *

The Royal Mail transformation.

programme and structural market

change is changing the nature of some

roles and creating the need for new and
different skills. ®

In Royal Mail, there has been upward

pressure on risk in the year as a result

of elevated levels of attrition and

recruitment challenges in head office o
roles resulting from the decline in

business performance, the industrial

action and sustained pressure .
on personnel.

Longer-term strategic workforce
planning and next generation talent also
continues to be a key area of talent risk
for Royal Mail, driven by these same
factors and an already stretched and
highly competitive labour market.

This pressure has eased following the

reduction in industrial action and the °
Business Recovery. Transformation

and Growth Agreement being reached

and ratified by the CWU's Postal

Executive Committee. '

Developing a Future Leader
Framework that will provide
an understanding of
leadership capabilities at all
levels.

Creating a ‘Talent Ecosystem’
to enable internal mobility,
provide opportunities

for career progression and
improve succession planning.
Developing an Employee Value:
Proposition and employer
brand. '
Accelerating diversity, equity
and inclusion (DE)) initiatives
to improve DEIl across

Royal Mail's teams.
Implementing a future
workforce plan aligned with
the business’ strategy and
the commercial outlook.
Introducing next generation
employee change initiatives.
Improving employee
communications through the
use of digital tools and
increasing the number of
regular trust and employee
engagement surveys.

7. Failure to secure USO reform - Moderate risk

Without reform, the continuing
structural decline in addressed letter
volumes and broader changes in the
parcels market pose significant risks
to the financial sustainability of the
USO. Royal Mail has made a request
to Government to make a permanent
change to legislation to move to

a five-day letter service (Monday to
Friday).

Classified: RMG — Internal

New risk .

According to Ofcom, a financially

sustainable Universal Service should be

able to achieve-an EBIT margin of 5- *
10%. Since privatisation in 2013, the

Universal Service network has only

achieved this twice. Letter volumes have
declined by more than 60% since their

peak in 2004-05. Reforming the

Universal Service is essential if Royal

Mail is to have a sustainable future.

Ofcom’s 2020 User Needs research .
showed that a five-day (Monday t6:

Friday) letter sérvice would meet

the needs. of 97% of consumers and

SMEs (in comparison to 98% of

consumers and 97% of SMEs for the

current six-day, service). o

The previous ‘UK Regulatory
Framework’ risk has been removed
as the framework has now been set
by Ofcom for the next five years.
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Work with Government, and
Ofcom, on the case for change.
with support of our unions.

A five-day letter service would
meet the needs of the majority
of consumers and SME and
any change would

not significantly impact them.
Royal Mail is working with
those most impacted to
proactively manage potential
future change.

Run an employee engagement
programme on the
opportunities that change
presents.
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Status

Controls and actions to mitigate

8. Climate change and environmental management (previously ‘Environment and sustainability’) - Moderate risk

Climate change is a global threat
and, in common with all major
organisations, it poses a number of
risks and opportunities. We have
identified priority physical and
“transition risks that could impact
our businesses.

Transition risks: As our customers
and stakeholders seek to adapt to
climate change, demand is
increasing for more sustainable
‘products and-services. The cost of
operations could increase as we
adapt to government and regulatory
changes (including potential carbon
taxes) to progress towards net zero
emissions and air quality targets for
towns and cities.

"Physical risks: An increase in the
frequency -of -extreme -weather
events may result in disruption to
operations and impact our ability

to meet customer expectations,

the USQO or other contractual
requirements. We may also see cost
inflation as a result of resource
scarcity, increased operational costs
and required investment to protect
the business and our people from
extreme weather events.

We must also ensure that we
continue to meet all existing
environmental legislation

and regulation, and prepare for
emerging requirements to avert
the risk of reputational damage,
increased costs and potential fines.

Classified: RMG — Internal

Stable risk

Demonstrating leadership on
environmental issues, including the
impact of our activities, is the right thing
to do. It is also essential if we are

to achieve competitive advantage, create
value and deliver our strategy.

Delivering a sustainable network has
been embedded in Royal Mail strategy
for some time and we have increased
our focus in this area. Royal Mail
environmental strategies will help us
reduce our environmental footprint and
play our part in the transition to a low-
carbon future while offering a wide
range of green solutions to our
customers.

We are committed to implementing the
TCFD recommendations and have made

‘progress during the year on our ongoing

TCFD implementation project.
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ESG Principles are aligned to
the ESG issues that matter
most to our businesses

and stakeholders.

Executing environmental

strategies across Royal Mail,

including accelerated
ambitions for decarbonisation
to reach zero emissions before
2050 in support of the Paris
Agreement.

Investing in zero- and low-
emission vehicles and
installing efficient equipment
across our property estate.
Improving network efficiency,
including rationalising the
property estate and
investment in innovative )
technologies to reduce energy
and fuel. consumption.
Monitoring the impact of
extreme weather events on
operations and across our
property estate to determine
suitable preventive and
precautionary measures.
Engaging our people in our
efforts to become more
efficient and reduce our

use of natural resources.
Reducing our energy and
water consumption and
reducing the amount of waste
we generate.

Monitoring compliance with
environmental legislation and
regulation.
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Risk ) Status Controls and actions to mitigate

9. Actual or suspected breaches of material law and/or regulation - Moderate risk

Failure to comply with relevant
material laws and regulations that
apply to our business, including
competition, anti-bribery, regulatory
conditions imposed by Ofcom
{including quality of service (Q0S)
targets), trade sanctions and
corporate governance. Actual or
suspected breaches could result

in financial loss, fines, regulatory
enforcement action, criminal
charges, debarment and/or
reputational damage impacting
our ability to operate and grow.

Stable risk

There continues to be a focus on
controls in relation to material laws
and regulations for which the Company
must comply.

Royal Mail's appeal against the
Competition Appeal Tribunal's judgment
to uphold Ofcom’s decision to fine it £50
million has now concluded. The fine and
interest (c.£52 million) were paid to
Ofcom on 10 August 2022.

The stay on Whistl's related damages
claim has been lifted and initial
pleadings have been exchanged
between the parties. Royal Mail believes
Whistl's claim is without merit and

. will defend it robustly.

In December 2022, Ofcom concluded
that under the particular circumstances
prevailing during the 2021-22
regulatory period. it would not be
appropriate to find Royal Mail in breach
of its USO QoS targets. Royal Mail's
current year USO QoS performance
has been below Gfcom’s regulatory
targets, Management is actively
engaging with Ofcom to explain why

Policies, regular training and
guidance to colleagues to raise
awareness of risks, required
mitigation and expected
standards of conduct.
Regular assessment of risks
and advice by specialist
lawyers and compliance/
regulatory professionals.
Horizon scanning to prepare
for legislative changes and
developing policies and
processes to address them.
Monitoring of compliance and
provision of assurance.
Fostering a culture where
colleagues can speak up so we
can promptly address any
issues and stop them
happening again.
Engagement with Ofcom and
USO QoS monitoring and
restoration activity.

current performance is below target due
to unprecedented circumstances.

Following publication of our USO QoS for
2022-23, Ofcom has now opened a full

Classified: RMG - Internal

investigation.
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Status

Controls and actions to mitigate

10. Business continuity and operational resilience - Moderate risk

We may fail to successfully respond
to, recover from, or reduce the
impact of a major threat or
disruptive incident that could cause
widespread operational disruption
and financial loss to the Company,

our customers and our supply chain.

This could also impact on the ability
of Royal Mail to meet its regulatory
obligations.

Classified: RMG — Internal

Stable risk

Royal Mail is classified as a critical part
of national infrastructure and also has
a responsibility to provide sustained
and continued postal services under
the USO.

Lessons tearned from the COVID
pandemic response have informed
revisions to our crisis management
plans, which have been further tested
during the year by the industrial action
in Rayal Mail and the cyber incident
earlier this year (see Risk 4).
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e Regularly review business
continuity and
crisis management
governance including lessons

- learned.

e Deploy a strategic crisis and
resilience governance
structure and response teams
to ensure an integrated
resilience approach.

e Implement tactical
arrangements to support

- operational contingency plans
. and incident management.,

e  Plans to align crisis
management with critical IT
systems and test disaster
recovery plans.

e  Developing business impact
assessments to map systems
and interdependencies of
critical products and services.

e  Developing cross-functional
business continuity plans
aligned to critical products
and services.

e Regular horizon scanning and
threat assessments.



Risk

Royal Mail Group Limited

Status

Controls and actions to mitigate

11. Health, safety and wellbeing - Moderate risk

A health and safety incident or
global health crisis could result

in the serious injury, ill health or
death of our people, third parties
(including contractors) or members
of the public. An incident, near miss
or health and safety breach may lead
to criminal prosecution or fines by
the enforcing authority or civil action
by the injured party resulting in
large financial losses and/or
reputational damage.

Failure to manage the health, safety
and wellbeing of our people could
lead to reputational damage, loss of
employee goodwill and financial
losses through increased sickness
absence, lower productivity, and
failure to deliver the USO,

civil action or criminal prosecution.

Classified: RMG — Internal

Stable risk

The health, safety and wellbeing of our
people, customers and members of the
public is of paramount importance.

We have many employees, including
seasonal staff and agency workers. We
also operate a very large fleet of
vehicles, a significant real estate
footprint and employ a large number
of contractors and interact extensively
with members of the public. A large
proportion of our people spend most
of their time working outdoors, on foot
or driving, where the environment

is unpredictable and can be more
difficult to control.

Whilst health and safety risks can be
assessed and controlled, the risk of
harm to people cannot be eradicated.

Whilst rates are declining, there
continues to be high long-term
employee absence. Management, in
conjunction with the CWU, is making
changes to attendance policies and sick
pay to enable a step change in
performance.
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Policies. directives, procedures
and systems, supported by
tailored training and -
awareness programmes to
embed a compliance culture
and engage our employees in
safety improvement.

Board and ESG Committee
monitoring of health and
safety performance metrics.
Refreshed programme of
focused audit activity in Royal
Mail commenced in Q4.
Extensive employee health and
wellbeing policies and
programmes to support
absence and return to
workplace.

Continuing to streamline and
simplify the various health and
safety systems in place

to enhance their effectiveness.
Deploy Company-wide
measures to protect and
support our employees,
ensuring necessary safety
precautions, in line with ~
guidance and provision of
wellbeing support.

Monitor and review measures
in place to assist in risk control
and accident prevention,
including undertaking
appropriate investigation
following incidents and near
misses.



Risk

Royal Mail Group Limited

Status

Controls and actions to mitigate

12, Failure to manage liquidity - Low risk for IDS plc but represents a material risk for Royal Mail Group Ltd

There is a risk that the Group fails
to secure ongoing access to finance.

The decline in.the macro-economic
environment, high inflation and
impact of industrial action has
adversely affected Royal Mail’s sales
volumes and revenue. This has
driven operating losses and trading
cash outfiows in that subsidiary. As
a result, there is a risk that the
Royal Mail fails to secure ongoing
access to finance and/or is unable to
manage working capital and cash

to support the ongoing running of,
and investment in the Royal Mail
business.

Classified: RMG ~ Internal

New risk

IDS plc management has taken effective
action to preserve Group liquidity,
including the amendment of the
covenants associated with the
syndicated £925 million bank loan
facility in order to secure access to that
facility in the event of further downside
risk, together with the agreement of °
bridging finance to support the
refinancing of the Euro500m bond in
June 2024.

The difficult trading circumstances and
industrial dispute last year have been
damaging to Royal Mail. Significant
operational changes and improvements
required in Royal Mail are fundamental
to its turnaround and to restore
profitability. Approval of the CWU
agreement is fundamental to the
delivery of the business plan.

The IDS plc Board will keep under
review whether it is appropriate to
provide support to Royal Mail and has
asked that Royal Mail takes all
reasonable steps to finance the
necessary transformation and
turnaround from its own resources.
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Royal Mail Group Ltd:

e Delivery of Royal Mail
turnaround plan and focus on
efficiency programmes.

e  (ash conservation measures
and prioritisation of capitat
expenditure.

¢ Raising of cash through real
estate asset disposals and
exploring leasing options.

e Implementing sustainable
pricing changes and initiatives
to recover revenue.

IDS Group plc:

e Ongoing monitoring of Royal
Mail's performance.

e  Royal Mail access to Group
resources subject to
satisfactory progress against
business plan and/or to meet
short term working capital
requirements.

Ongoing review of capital
allocation and priorities.
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Strategic report (continued)

Financial risk management objectives and policies

Interest rate risk

The Company's policy is-to-manage its net interest expense using an appropriate-mix-of fixed and floating rate financial
instruments, combined with external hedging of interest rate risk, as appropriate, to keep a high percentage of its gross
debt fixed. At 26 March 2023, there was no external hedge of interest rate risk (2021-22: none). Interest on financial
instruments classified as floating rate is re-priced at intervals of less than one year. Interest on financial instruments
classified as fixed rate is fixed until the maturity of the instrument.

Foreign currency transaction risk

The Company is exposed to foreign currency risk due to interest payments on the €500 miillion and €550 miillion bond -
related loans from Intemational Distributions Services plc; certain obligations under Euro-denominated leases; trading
with overseas postal administrations; and various purchase contracts denominated in foreign currency. The €500
million from International Distributions Services plc was novated to the Company's immediate parent RMGLS Holdco
Limited in settlement of the euro-denominated, bond-related loan from the Company to RMGLS Holdco Limited.

Where possible, exposures are netted internally. Any remaining exposure is hedged using a combination of external
spot and forward purchase and sale contracts. Hedging will not normally be considered for exposures of less than £1
million. Hedging is normally confined to 80 per cent of the forecast exposure, where forecast cash flows are highly
probable but will be increased to 100% in certain circumstances where there is more certainty (e.g. for capital
programmes where there is contractual liability).

Foreign currency translational risk

The Company's functional currency is Sterling (£). The loan from International Distributions Services plc relating to the
€500 million bond issued in July 2014 (prior to its novation); the loan from International Distributions Services plc
relating to the €550 million bond issued in Octaber 2019; €9 million (2021-22: €24 million) Euro-denominated leases:
and the bond-related €487 million loan (2021-22: €487 million), prior to its novation, to RMGLS Holdco Limited (the
immediate parent company), are revalued at closing Sterling/Euro exchange rates, and the gains/losses recognised in
the income statement. .

The €550 million bond-related loan from International Distributions Services plc is fully hedged by the Company for
foreign currency risk by a cross-currency swap: The gains/losses on this bond are offset by gains/losses on the
revaluation of the cross-currency swap. During the year, foreign currency exchange losses on the bond-related loans of
£52 million (2021-22: £23 million gains) and foreign exchange losses on the lease payables of £1 million (2021-22:
£1 million gains) were largely offset by foreign exchange tosses of £26 million (2021-22: £11 million losses) on the
loan to RMGLS Holdco and foreign exchange losses of £26 million (2021-22: £12 million losses) on the cross-currency
swap and were recognised in the income statement.

Commodity price risk :

Royal Mail is exposed to fuel price risk arising from operating one of the largest vehicle fleets in Europe - which
consumes around 140 million litres of fuel per year - and a jet fuel price risk arising from purchasing air freight
services. The Company’s fuel risk management strategy aims to reduce uncertainty created by the movements in the oil
and foreign currency markets. The strategy uses forward commodity price swaps to mitigate this risk by entering into a
combination of US Dollar and forward currency purchase or Sterling contracts to manage these exposures as it sees fit.

In addition, the Company is exposed to the commodity price risk via its requirement to purchasing electricity and gas.
The Company's risk management strategy aims to reduce uncertainty created by the movements in the efectricity and
gas markets. These exposures are managed by locking into fixed price contracts with suppliers and using forward
commodity price swaps in Sterling.

Included within derivative assets as at 26 March 2023 are diesel and jet contracts and gas contracts which have been
designated as hedge instruments. The diesel and jet hedges are for 228 million litres of fuel (2021-22: 324 million
litres) with a net derivative asset value of £12 million (2021-22: £72 million). The gas hedges are for 19 million therms
of gas (2021-22: 24 million therms) with a net derivative liability value of £4 million (2021-22: £32 million net
derivative asset). The movement in the fair value of these three hedged programmes of £5 million loss (2021-22: £119
million gain) has been recognised in other comprehensive income and hedge ineffectiveness of £1 million loss (2021-
22: £4 million gain) has been recognised within other operating costs.

Credit risk : o : :

The level of credit granted to customers is based on a customer’s risk profile, assessed by an independent credit
referencing agent. The credit policy is applied rigidly within the regulated products area to ensure that Royal Mail is not
in breach of compliance legislation. Assessment of credit for non-regulated products is based on commercial factors,
commensurate with the Company’s appetite for risk. An analysis of aged debt is included within Note 17.

Classified: RMG — Internal
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Strategic report {continued)

The Company’s exposure to credit risk from other financial assets arises from default of the counterparty, with a
maximum exposure equal to the carrying amount of these instruments. At 26 March 2023, 84% (2021-22: 77%) of
financial assets were held with AA or above rated counterparties. '

Apart from trade and other receivables, none of the financial assets is either past due or considered to be impaired.
Liquidity risk

The Company’s primary objective is to ensure that it has sufficient funds available to meet its financial obligations as
they fall due. This is achieved by aligning short-term investments and borrowing facilities with forecast cash flows.
Borrowing facilities are regularly reviewed to ensure continuity of funding. The unused committed facilities of the .
Company’s ultimate parent company IDS plc at 26 March 2023 of £925 million expire in 2026 (2021-22: £925 million
expiring in 2026). See the going concern disclosure in Note 1 to the Financial Statements for further details.

20

Classified: RMG — Internal



Royal Mail Group Limited

Strategic report (cantinued)

ESG Review

In line with the IDS plc Group as a whole, the Company seeks to be an integral, trusted and valued part of every
community. operating in a responsible and sustainable way. Demonstrating leadership across the broad ESG. agenda.is.
also essential to achieving a competitive advantage and creating value for stakeholders.

Our ESG approach

In recognition of the impact our operations have on society and the continuing growth in demand for sustainable
products and services, our ESG Principles are built around the issues that are most relevant to our stakeholders and
our businesses. These Principles, which are set out below, encapsulate our commitment to operate in a sustainable way
and support several United Nations Sustainable Development Goals (SDGs).

Royal Mail undertakes regular materiality assessments to ensure-that its ESG programmes continue to take account of
the areas stakeholders consider most important. Information about Royal Mail's most recent materiality assessment
and further detail about its ESG programme, are included in the IDS plc ESG Report, which is available at
www.internationaldistributionsservices.com/en/sustainability/reporting -and-performance.

Our ESG Principles
Our ESG Principles underpin Royal Mail's strategy which aims to create stakeholder value and achieve sustainable
growth. It focuses on the topics identified by our stakeholders as being material while supporting a number of UN SDGs.

Environment
We aim to operate in an environmentally responsible way. focused on reducing the impacts associated with our
operations, and playing our part in the transition to a low-carbon future.

Social
We aim to deliver economic and social benefits for our people, our customers and the communities we serve. As the
UK’s Universal Service Provider, we are in a unique position to play an active part in the UK economy.

Governance

We endeavour to act with integrity and transparency in the interest of our stakeholders, ensuring we have effective
mechanisms in place to deliver our business operations in a responsible manner. Our stakeholders trust us to deliver
for them. Maintaining that trust, and operating with integrity, are fundamental to protecting our valued place in society.

Environment

Supporting the transition to a low-carbon future

Royal Mail's environmental strategy includes pathways, targets and mitigating actions that will help us reduce our
environmental footprint and play our part in the transition to a low-carbon future while offering a wide range of green
solutions to our customers. The metrics and targets associated with their implementation are set out below.

Decarbonising Royal Mail

We recognise the need to take decisive steps to help tackle the global climate emergency and prepare our business for
a low-carbon future. We aim to take a leadershlp role in our industry’s transition and to support the |mplementat|on of
the Paris Agreement.

Royal Mail is the UK's greenest delivery option_ for letters and parcels1 The business is currently awaiting validation by
the Science Based Targets initiative (SBTi) of its target to reduce Scope 1 and 2 emissions by 50% by 2030, reduce
Scope 3 emissions by 25% by 2030 and reduce Scopes 1, 2 and 3 emissions by 90% by 2040 in alignment with the
latest climate science and a 1. 5°C decarbomsatlon pathway.

On its route to net zero, Royal Mail (excludlng Parcelforce Worldwide) also aims to reach an average of 50g CO2e per
parcel delivered, a ¢.75% reduction compared with 2020-21. Largely as a result of its final-mile foot delivery model,
Royal Mail's average reported'COZe per parcel through its domestic network is currently 218g COZ2e. In comparison, the
reported-ernissions of its |ndustry competltors are between ¢.300g and 500g CO2e per parcel (based on publicly
reported data).

As part of its Steps to Zero' environmental strategy Royal Mail wnll
e Optimise its distribution network and modernise its vehicles to reduce transport fuel emissions.

. Improve the energy efficiency of its buildings, making space for more parcel automation and technology.
. Transform its operations and behaviours to embrace circularity by enabling re-use models and reducing single-
use items.

" 1. Based on reported CO2e per parcel.
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Strategic report (continued)

. Use its size, scale and reputation to play a positive role in championing sustainability initiatives in its industry, for
its workforce and customers.

During the year, as a result of updates to the Royal Mail business plan 2023-24, investments in initiatives to support
the environmental strategy were scaled back. However, these have not impacted the ambitions and targets detailed in
the adjacent panel. ‘

Carbon ambitions and targets
Net zero by 2040 across Scopes 1. 2 and 3 at UK operations, aligned to 1.5°C, the latest climate science? and science-
based target standards.

T0-2040 our targets are:

GHG emissions 90% reduction in Scope 1, 2 and 3 emissions
Renewable electricity 100% by 2022

Zero-emission final mile 100% by 2035

Company cars ‘ 100% zero emission by 2030

Royal Mail will achieve this target by increasing its use of low- and zero-emission transport alternatives, including rail,
while minimising the use of domestic air freight. Royal Mail will also decarbonise its network and buildings.

2 We report our carbon emissions in line with the GHG Protacol Corporate Standard. The standard classifies a company’s GHG emissions into

three scopes. Scope 1 emissions are direct emissions from sources that are owned or controlled, including combustion of fuel and operation of facilities.
Scope 2 emissions are indirect emissions from the purchase of electricity, heat, steam and cooling purchased for own use. Scope 3 emissions are all
indirect emissions {not inctuded in Scope 2) that occur in the value chain of the reporting company, inciuding both upstream and downstream emissions.

We use the latest conversion factors from the UK Government (source: www.gov.uk/government/coliections/government -conversion-factors-for-
company-reporting).

Social

Delivering economic and sodial benefits

. Our IDS plc Group's purpose - connecting customers, countries and companies - positively impacts society. We aim to
be an integral, valued and trusted part of every community that our service reaches. Social issues are also important to
our stakeholders, including our approach to health, safety and wellbeing, engagement, diversity and inclusion.

Creating a safe and healthy wark environment
We want to create a safe and healthy working environment for our people. Our goal is to ensure a workplace where
everyone is free from injury and enjoys good physical and mental health.

A strong health and safety culture is key to safeguarding our people and customers. We want to ensure that everyone
understands their role and how they can protect themselves and others from harm. As we move forward, increasing
the priority given to safety through proactive leadership and management will be essential if Royal Mail is to further
strengthen compliance to standards and continue to provide a safe working environment.

In auturnn 2022. Royal Mail carried out a full review of its safety function to determine the structure and resource
needed to deliver a full audit programme for 2023-24 and maintain health and safety support across all of its sites.
The recruitment of an additional 28 team members is underway. This will double the size of the field team and enable
the business to further improve its standards. Royal Mail's Health and Safety policy, which is available at
www.internationaldistributionsservices.com/en/sustainability/governance/policies, is implemented through the business’
integrated Safety, Health and Environment (SHE) management system. This provides the framework for managing risk,
improving performance and maintaining a safe, healthy and environmentally responsible workplace.
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In the year, Royal Mail also took steps to ensure the continued robustness of its safety measures, including the rollout
of a new risk-based safety audit methodology supported by next-day managerial coaching to ensure that actions are
fully understood and compliance is maintained. This approach reinforces the importance of compliance to standards as
a foundation for improving safety culture and safety performance. The business also deployed a new off-site risk
assessment system via posties” handheld scanners to improve the management of significant off-site risks, such as dog
attacks.

Upskilling managers has remained a priority for the field safety team. As part of a wider training programme, managers
in Royal Mail’s delivery function undertook a combination of classroom and web-based training in key safety topics such
as risk management, culture, inspection, and accident investigation.

Royal Mail continues to support the wellbeing of its people with an extensive range of programmes and tools. Practical
guidance is provided within the business’ three main health and wellbeing programmes:

. ‘Feeling First Class’ to promote proactive health management.

. ‘Stamp Out Aches and Pains’ to raise awareness of musculoskeletal heaith.

. ‘Because Healthy Minds Matter’ to reduce stigma, normalise conversations about mental health and signpost to
support.

In October 2022, Royal Mail launched Help@hand, a new confidential wellbeing platform that provides all Royal Mail
colleagues and their immediate family with fast, free, direct access to health and wellbeing support. This includes a
remote GP service with an unlimited number of free video consultations with private GPs 24/7. 365 days a year.-Instant
employee assistance for any life, money or wellbeing issue remains available 24/7 for-all colleagues through the
business’ Employee Assistance Programme (EAP). The EAP is free, independent, and provides confidentiat helpline

and online services.

Royal Mail has also expanded its Let's Talk Menopause campaign through a dedicated working group that aims to help
raise awareness, listen and signpost colleagues to support while normalising menopause conversations.

fn February 2023, Royal Mail launched its new partnership with British Heart Foundation. A key strand of the
partnership will be to support the heart health of Royal Mail's.employees and train. 100,000 colleagues.in CPR. Further
information about the partnership is included in the Royal Mail ESG Report, which is available at
www.internationaldistributionsservices.com/en/sustainability/reporting -and-performance.

Health and safety performance
Royal Mail strives to continuously improve its health and safety performance and monitor and report key safety metrics
regularly to the Board and the ESG Committee. '

Royal Mail also monitors and reports its road traffic collisions frequency rate (RTCFR) as a key safety performance
metric. In 2022-23 RTCFR reduced by 2.7% compared with the previous year. During the year, there was a strong
focus on improving compliance to vehicle checks through the launch of a simplified checklist on posties’ handheld
scanners. Royal Mail celebrated a ten-year partnership with road safety charity Brake and again supported the charity's
annual road safety week ‘Safe Roads for All' which aims to raise drivers’ awareness of vulnerable road users.

Royal Mail is working hard to reduce the number of collisions colleagues are involved in. All road traffic accidents are
investigated by a manager. Serious and fatal accidents are investigated by a safety professional and these incidents
have a separate protocol which guides our investigations, reports and the actions we take. The business liaises closely
with the police where necessary and carries out detailed investigations to establish root cause(s) and, where possible,
determine what lessons can be learned. Details of serious and fatal incidents and resulting investigations are also
shared with the Board.

In 2022-23, Royal Mail's sigkﬁess absence level Waé 7.50% (2021-22: 7.98%). As part of the recent negotiator’s
agreement with our main union, a new approach to pay and attendance standards has been agreed.

Employee engagement

Royal Mail's aim to own ‘Trust at the Doorstep’ by being brilliant for customers and establishing trusted relationships
everywhere, including with its employees, faced a number of challenges in 2022-23. Industrial action has significantly
impacted the business and it has not always provided the service its customers and society need and expect.

Ongoing_dialogue with colleagues across the Royal Mail business has been more important than ever and employee
trust check-in surveys have continued to be conducted on a monthly basis. In total, over 47,000 colleagues have
participated in these surveys and provided valuable feedback on a range of issues.

As at the date of this Annual Report and Financial Statements, Royal Mail's annual Big Trust Survey was not yet open.
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Rewarding people fairly .

We believe Royal Mail provides the best terms and conditions for workers in our industry in the UK. Fair employment
conditions are the foundation of how Royal Mail does business. It offers permanent employees a competitive salary, paid
holiday and a good pension.

In 2022-23, UK postie's basic pay was 33% more than the UK National Living Wage (NLW) for the same period. All
temporary workers receive at least the NLW, with the majority receiving hourly pay above the Real Living Wage.

‘Providing development opportunities )

Royal Mail aims to provide the tools, knowledge and resources for its people to have fulfilling careers, and it offers
learning and development opportunities to colleagues at all levels of the organisation. In 2022-23, it invested £8.4
million in tearning and development equivalent to 30,000 days compared with £6 million and 23,000 days in 2021-22.

In July 2022, Royal Mail launched The Academy, which is designed to develop the next generation of leadership talent
at every level..It will equip managers with industry-leading skills to accelerate Royal Mail's transformation to better
meet the changing demands of its customers. One of The Academy's key development programmes is the Diamonds
programme, which is designed to strengthen the succession pipeline by identifying potential future leaders earlier in
their careers and support the progression of female senior leaders. The programme is focused on equipping delegates
with the future-focused skills needed to create a high-performance culture across Royal Mait and currently 32% of its
participants are women. A further leadership development programme specifically tailored to support the progression of
female operational colleagues into leadership opportunities is currently in development.

Through The Academy, the business also aims to create a new culture of growth, innovation and learning to boost
Royal Mail's reputation as an employer of choice. Employees can access The Academy, both virtually and via in-person
classroom learning, which takes place at the training centre in the new Daventry-based Midlands Super Hub.

Further information on Royal Mail's training and development initiatives is included in the Royal Mait ESG Report, which
is available at www.internationaldistributionsservices.com/en/sustainability/reporting-and-performance.

Working with our unions

A productive and cooperative working relationship with our unions is a core part of our strategy. We recognise two
unions: the Communication Workers Union (CWU) and Unite/CMA. Around 91% of our operational and administrative
grade employees are members of CWU. Around 99% of our people are covered by agreements with these two unions.

In Aprit 2023 we were pleased that the CWU Postal Executive Committee ratified the Business Recovery,
» Transformation and Growth Agreement and are putting it to @ members’ ballot with a recommendation to approve.
Details of the agreement are included on page 4.

Diversity, equity and inclusion (DEI)
We strive to create an inclusive, fair, respectful and accessible working environment across the Company. To achieve
this, Royal Mail has developed a DEI strategy relevant to its markets and business.

Royal Mail's DEI strategy underpins the business’ ambition to build trust by developing a workforce that reflects the
broad diversity of the communities it serves. The-business’ DE|strategic priorities dre to:

e Increase diversity across Royal Mail to create a workforce that reflects its society.
e Transform its generational profile.

e Be aforce for good by partnering with others to lead the way in social mobility.
e  Build an environment of inclusion, faimess and accessibility for all.

*  Focus on creating vibrant and inclusive national networks open to everyone.

To support implementation of its DEI strategy, Royal Mail has set diversity targets as detailed below.
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2025 diversity targets

Position at 26 March 2023 (%) Target position March 2025 (%)
Female representation (all levels) 20% 25%
Female representation (levels 1-6) 26% 33%
Ethnic minority (all levels) 13% 15%
Ethnic minority representation {levels 1-6) 7% 11%
Youth representation (frontline below level
6) 6% 18%

During the year Royal Mail has continued to implement initiatives to retain, develop and hire female senior leaders.
These initiatives include investment in leadership development programmes to support the progression of female senior
leaders (see previous page), ensuring that balanced candidate shortlists are created, where possible, and increasing
oversight of the recruitment process to drive the best diversity outcomes.

Royal Mail's Women's Steering Group and the One Royal Mail DEI Action Group are currently working together to
develop a clear roadmap for increasing female representation at all levels. Other employee networks operate across the
business and also play a critical role in supporting the needs of colleagues and amplify the colleague voice.

Around 13% of Royal Mail employees are from an ethnic minority background. Royal Mail is a signatory to Business in
the Commumtys (BITC) Race at Work Charter, and actively participates in BITC's internal and external Mentoring Circles
programme. This programme offers its ethnic minority colleagues an opportunity to maximise their full potential
through mentorships by senior colleagues within the organisation and across multiple industries.

Royal Mail remains committed to supporting disabled applicants and colleagues at all stages of the employee cycle. The
business provides training, career development and promotion opportunities, and operations managers complete
Disability and Reasonable Adjustments training to ensure that they are confident and effective in supporting colleagues
with disabilities. Support and training are provided for colleagues with existing disabilities and for those who have
become disabled during their employment. Royal Mail is proud to be part of the UK's Disability Confident scheme and
achieve Disability Confident Employer Status.

Further information on Royal Mail's DE| strategy and progress made during the year is included in the Royal Mail ESG
Report, which is available at www.internationaldistributionsservices.com/en/sustainability/reporting-and-performance.

Gender pay gap

We believe all our people should be rewarded fairly for their work, regardless of gender. For Royal Mail for 2022, the
total average pay for male and female employees continues to be broadly the same, with the mean pay gap now at
1.4% and 3.1% in favour of male employees when measured on a median basis. The Royal Mail 2022 Gender Pay Gap
Report is available at www.internationaldistributionsservices.com/en/sustainability/reporting -and-performance.

Supporting our communities

Royal Mail seeks to be an integral, valued and trusted part of every community in which it operates. In 2022-23, the
business contributed £3.3 million to good causes and charitable schemes. This included match giving for colleague
fundraising and the cast.of its Articles for.the Blind service.-In-addition, Royal Mail colleagues raised £2.17 million for
charity.

Royal Mail builds on the economic and social impacts of its operations by investing in strategic partnerships and finding
ways to use its heritage and busmess assets to contrlbute to society. The business’ communlty investment strategy is
structured into three key areas:

e Leveraging its national scale: In February 2023 British Heart Foundatlon became Royal Mail's national charity
partner. The four-year partnership aims to raise £2 million and encourage the business’ employees to volunteer
and support British Heart Foundation on a pro bono bhasis. Money raised-will be used- to-fund- the-new
Community Hearts programme, which aims to deliver CPR training for one million young people,
fund community defibrillators across the UK and develop accessible heart health information for the nation.
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e Using its local presence: As Royal Mail employees are present in every community across the UK, the business is
uniguely placed to support the search for missing people. Since 2014, Royal Mail has posted alerts from the
charity Missing People to its posties via their handheld scanners. This year marks the 30-year anniversary of the
charity Missing People and the business will be working with the charity through 2023 on a number of other
initiatives to celebrate and raise awareness around this issue.

«  Unlocking potential through education: Royal Mail is a supporter of the National Literacy Trust’s Vision for
Literacy pledge, which aims to close the UK literacy gap and boost social mobility.

Royal Mail continues to support the Disasters Emergency Committee (DEC) by providing a dedicated PO Box which
enables the UK public to respond to national appeals for overseas disasters. Ongoing appeals include the Ukraine Crisis
Appeal and, more recently, the Turkey and Syria Earthquake Appeal. In 2022-23, the DEC directly raised a combined
total of £199 million, with 9.4% (equivalent to £18.9 million) being received via the PO Box.

Serving our customers

Despite working hard to minimise the disruption caused in the UK by industrial action during the year, we have not
always provided the service our customers and society need and expect. We did not achieve our regulatory quality of
service targets largely due to the industrial action, but also because of high levels of absence. Improving quality is a key
focus.

Protecting human rights

We are committed to playing our part to uphold and protect human rights in our businesses and across our supply
chain globally. We obey the laws, rules and regulations of every country in which we operate and implement the UN
Guiding Principles on Business and Human Rights, the UN Declaration of-Human Rights and the International Labour
Organization Fundamental Conventions within our businesses and our supply chain. These cover freedom of
association, the abolition of forced labour, equality and the elimination of child labour.

Building awareness of modern slavery forms part of Royal Mail's induction and compliance training, which is mandatory
for all managers.

Royal Mail continues to focus on-assessing supply chain risks in relation to modern slavery and human trafficking and
is exploring options for certification of third-party suppliers for correct employment standards and signposting them
to modern day slavery training materials. ’

Our Modern Slavery Act Statement is available at www.internationaldistributionsservices.com/sustainability/reporting -
and-performance.

Governance

Operating responsibly

Maintaining stakeholders’ trust by operating with integrity is essential if we are to succeed and generate long-term
value,

The Company implements policies and frameworks and business specific strategies, policies and processes that are
tailored to the needs of the Royal Mail business and its stakeholders. Information about key policies, including the 1DS
plc Group's ESG Policy Statement, can be found in the DS plc 2022-23 Annual Report and Financial Statements. The
Group's ESG Policy Statement is available at
www.internationaldistributionsservices.com/en/sustainability/governance/policies.

The IDS plc Group ESG Committee provides Board-level oversight of the implementation of its ESG Principles across
the Group.

The Royal Mail Group Limited Board, supported by a dedicated ESG function, is responsible for ensuring effective
execution of the Company's ESG strategy and alignment of targets, policies and procedures with the Group’s ESG
Principles and ESG Policy Statement.

IDS plc Group assesses the risks and opportunities arising from social and environmental issues relevant to the Group
at least once a year and use its risk management framework to determine their criticality.
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Our ethical standards

We aim to foster a culture based on hanesty, integrity and openness. The overarching business policies that set out our
approach to responsible conduct in our business and supply chain are outlined below. A copy of the policy is available at
www.internationaldistributionsservices.com/en/sustainability/governance/policies.

Royal Mail employees have access to policies and guidance via the People App. intranet or its communications channel,
MyRoyalMail. Royal Mail operates a comprehensive ethics and compliance training programme. All employees are
required to undertake training relevant to their role and managers are required to complete compliance refresher
training annually which includes an attestation of the Royal Mail Business Standards. The completion rate for this
annual training for 2022-23 was 99.2%. Colleagues, contractors, agency and casual workers, suppliers, business
partners and the public are encouraged to report any suspected policy breaches through the business’ confidential
whistleblowing process.

Royal Mail's procurement vision is to deliver value to its business and stakeholders whilst protecting them from risks.
The business is committed to embedding high standards of social, ethical and environmental conduct across its supply
chain. Royal Mail's approach to responsible procurement also covers the timely payment of suppliers. Its latest Payment
Practices report (which was published in October 2022) showed the percentage of invoices paid in 61 days or more was
3% (October 2021: 2%).

Royal Mail was targeting 50 high-risk suppliers and subcontractors reporting self-assessments or third-party
sustainability audits via Sedex by year end 2022-23. As at 26 March 2023, 43 suppliers were active on the system and
Royal Mail is continuing to work with Sedex to expand coverage, including faunching an onboarding support programme
to identify and sign up more suppliers.

Reporting standards .
We are committed to being as open and transparent as possible about our business. Qur ESG reporting meets:

e  The disclosure requirement Global Reporting Initiative (GRI) Standards (Royal Mail - Comprehensive option).
e  Our obligations as a signatory to the United Nations Global Compact.

We engaged Bureau Veritas to provide assurance over reported non-financial performance indicators and related
assertions. Its assurance covers environmental indicators and metrics used to monitor culture, such as health and
safety, sickness absence and diversity. Assurance was performed in accordance with the ISAE 3000 (Revised) and ISAE
3410 standards, and further information, including the assurance statements, is available at
www.internationaldistributionsservices.cam/en/sustainability/reporting -and-performance.

Policy Scope
Group ESG Policy Statement Sets out our ESG strategy, governance and commitments, including our support for the
United Nations {UN) Globa! Compact and Universal Declaration of Human Rights.

Royal Mail Business Standards Outlines the behaviours Royal Mail expects from its employees, and others working on its

: behalf. The standards are about doing the right thing, foliowing the law, acting honourably
and treating others with respect. They help the business’ employee to do the best job for

: its customers, keep its people safe and protect its reputation.

Royal Mall Ethical Business Policy: Sets out Royal Mail's approach to minimising the risk of bribery and corruption, and the

Anti- Bribery & Corruption, Conflictsfacilitation of tax evasion taking place in any part of our business. The business has a strict

of Interest, Prevention of the zero-tolerance policy towards non-compliance with all.applicable anti-bribery, corruption,

Facilitation of Tax Evasion money laundering, terrorist financing and tax evasion laws. It requires employees to follow
all internal procedures to prevent bribery, corruption,.conflicts of interest, money
laundering, terrorist financing and the facilitation of tax evasion, as well as processes for
setting up new commercial arrangements with suppllers customers and other business

partners. .
Royal Mail Sustainable ProcurementQutlines the environmental, soaal and ethical commitments and behaviours Royal Mail
Code (the Procurement Code} expects from its suppliers and aims to ensure that the business only engages suppliers that

meet its standards. This code, which is based on the UN Global Compact Principles,
requires Rayal Mail's suppliers to adhere to the UN Declaration of Human Rights, which is
part of the business’ commitment to implementing the UN Guiding Principles on Business
and Human Rights. Royal Mail requires its suppliers to communicate the Procurement
Code in full to all relevant employees within their organisations.
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Task Force on Climate-related Financial Disclosures (TCFD)
The Company's parent company, International Distributions Services plc {IDS plc) has provided TCFD information
relevant to the Company in its 2022—23 Annual Report and Financial Statements as outlined below.

TCFD Statement .
IDS plc Group recognises climate change as a key global threat, and one that poses particular risks and opportunities
for its businesses. Identifying these risks and opportunities enables the Group to enhance the resilience of the
businesses and take advantage of thé opportunities it may offer.

' IDS plc Group is committed to implementiﬁg the recommendations of the Task Force on Climate-related Financial
Disclosures (TCFD) established by the Financial Stability Board. During the year it continued to make progress against
these recommendations and has formally embedded the management of.climate-related risks and opportunities into its

governance and risk management framework. However, it has further work to do to implement the guidelines in full .
and meet the expectations of the Financial Reporting Council (FRC).

In accordance with Listing Rule 9.8.6R(8). the IDS pic Annual Report is consistent with seven TCFD recommendations
and partially consistent with four of the recommended disclosures. In assessing IDS plc Group’s consistency, it has
foltowed the ‘Guidance for all sectors’.

The areas where it is not yet fully consistent with the recommendations can be found in the 1DS plc 2022-23 Annual
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Section 172 statement

Our stakeholders are integral to the Company’s success. Qur engagement with our stakeholders helps us understand
what matters to them. It builds trust,.fosters stronger relationships and ensures that we provide the products and
services customers need, which helps drive the Company's long-term success.

The outcomes of decisions are not always positive for all stakeholders. On occasions the Board has to make difficult
choices and prioritise the interests of different stakeholders. In such circumstances, what matters to each stakeholder is
carefully considered and, after taking account of all relevant factors, a decision is made based on the long-term
interests of the Company.

In relation to the decisions taken during the period ended 26 March 2023, and up until 23 June 2023, the Board of
Directors of the Company consider, both individually and together, that they have acted in the way they consider. in
good faith, would be most likely to promote the success of the Company for the benefit of its members as a whole,
having regard to the stakeholders and matters set out in section 172 of the Companies Act 2006.

An example of a principal decision made by our Board during the year, and the stakeholder issues and section 172
matters considered as part of the decision-making process, is set out below. We define ‘principal decisions’ as decisions
which are material or strategic to the Company, and/or significant to any of our stakeholders. In each case, given the
materiality and |mportance of these matters, the relevant management team made recommendations to our Board for
consideration.

Universal Service Obligation

In November 2022 the International Distributions Services plc Board approved the making of a request to the Secretary
of State for Business and Trade to reform the Universal Service. Royal Mail wants to move from a six- to a five-day-a-
week letter service under the USQ, whilst continuing to improve parcel services. As part of this, Royal Mail remains
committed to the ‘one-price-goes-anywhere’ service on a range of letters and parcels to all addresses across the
country. In reaching this decision the Board considered the following matters:

e  Customers: To secure Royal Mail's long-term survival, it must operate a sustainable business model based on
customer demand; that means delivering. more parcels and fewer letters. Ofcom’s User Needs Review showed
that a five-day (Monday to Friday) letters service would meet the needs of 97% of consumers and SMEs. In
relation to those customers who could be affected by the change, for example magazine publishers, it was
noted that Royal Mail was working to manage the change and mitigate the impact.

o  The long-term interests of the Company and all its stakeholders: According to Ofcom, a financially sustainable
Universal Service should be able to achieve an EBIT margin of 5-10%. Since privatisation of the Group in
2013, the Universal Service network has only achieved this twice. Letter volumes have declined by more than
60% since their peak in 2004-05. Reforming the Universal Service is essential if Royal Mail is to have a
sustainable-future.

e  Employees: A reformed USO would enable Royal Mail to grow in @ more financially sustainable way, which
would support job security in the long term. Moving to a Monday to Friday letter service, and focusing on

" parcels at weekends, would create an opportumty to offer employees different working pattems, including
‘more Saturdays off.

lndustrlal relations

In September 2022, following-five moriths of talks, including two d:spute resolutions procedures no agreement had
been reached with the CWU to resolve ongoing damaging industrial action. In light of these circumstances, the
International Distributions Services plc Board agreed that Royal Mail should review or serve notice on Agenda for
Growth protections and other union agreements and work with the CWU to move to a more modem industrial relations
framework. In coming to this demsnon the Board considered the followmg matters:

¢  The long-term mterests of the Company and altits stakeholders During the first half of 2022-23 Royal Mail
made an adjusted operating loss of £219 million. To enable the business to succeed in a highly competitive
market, it must adapt much faster to changing customer demands. However, the CWU had blocked any
meaningful discussion on the proposed change agenda and had not put forward any viable alternative plans.
-.Accordingly, to secure Royal Mail's long-term survival, a more modem industrial relations framework was
required to enable the business to become more agile and compete more effectively.
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¢ Customers: Royal Mail needs to adapt muich faster to changing customer demmands in a highly competitive
market. The angoing industrial action had significantly impacted Royal Mail's custorners and the decision to
serve notice on Agenda for Growth protections and other union agreements was a means of breaking the
impasse and enabling Royal Mail to move ahead at pace. At the same time, the Board recognised that the
action could cause further short-term disruption for customers, however, to secure the long-term survival of
Royal Mail, it was the best course of action. .

e Employees: Rebuilding the trust of Royal Mail's employees and working with them to deliver transformation is
an essential part of the business’ growth strategy. In the long term, serving notice on Agenda for Growth
protections and other union agreements to establish a more modern industrial framework, which would help
secure Royal Mail's survival and its ability to offer long-term job security. was considered to be in the best
interests of the business’ employees. By taking steps to modernise agreements and ways of working with the
CWU, it would allow Royal Mail, amongst other things, to retain its position as the best employer in its
industry,-with-the -best -pay, pensions-and conditions.

Mick Jeavons
Director

Royal Mail Group Limited

Registered Number: 04138203

Registered Office: 185 Farringdon Road, London, EC1A 1AA
23 June 2023
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Directors’ report

The Directors present the Annual Report and Financial Statements of the Company. These Financial Statements relate
to the 52 weeks ended 26 March 2023 (2021-22: 52 weeks ended 27 March 2022).

Directors and their interests
The following have served as Directors of the Company during the period ended 26 March 2023 and up to the date of
approval of these Financial Statements, unless otherwise stated:

Mick Jeavons
Mark Amsden
Simon Thompson (Resigned on 12 May 2023)

No Director has- a-beneficial interest in the-share capital of the-Company.

Except for Mark Amsden, the Directors above were also Directors of International Distributions Services plc, the Company’s
ultimate parent company for the reporting year. and as such their disclosable interests in International Distributions
Services plc are all declared in the financial statements of that company. :

Research and development
During the year no material research and development activities were undertaken.

Political donations
There were no political donations during the year {2021-22: £nil). The Company intends to continue its policy of not
making such donations for the foreseeable future.

Audit information

The Directors confirm that, so far as they are aware, there is no relevant audit information (as defined in section 418 of
the Campanies Act 2006) of which the auditor is unaware and that each Director has taken all reasonable steps that they
ought to have taken as a director to make themselves aware of any relevant audit information and to establish that the
auditor is aware of that information.

Indemnity. of Directors.

To the extent permitted by the Compames Acts, the Company may indemnify any Director or former Director of the
Company or any associated company agamst any liability. The ultimate parent undertaking, International Distributions
Services plc, holds a Directors’ and Officers’ liability insurance policy covering the Directors and Officers or former Directors
of its subsidiary undertakings against any liability.

Cautionary statement regarding forward-looking information

Where this report 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 Annual Report. These statements should be treated
with caution due to the inherent risks and uncertainties underlying any such forward-looking information. A number of
important factors, including those in this document, could cause actual results to differ materially from those contained
in any forward-looking statement. ’

Going concern :

These Financial Statements have been prepared on a going concem basis. The Directors have reviewed business projections
to consider business cash flows under different tradmg scenarios that could reasonably take place during the year under
review., N‘ote 1 to the Financial Statements provides a detailed review of the Company's going concern assessment.

Statement of Corporate Governance Arrangements

In accordance with the Companies (Miscellaneous Reporting) Regulations 2018, Royal Mail Group Limited (the Company)
has, as part of the wider International Distributions Services plc Group (the Group), applied the prlnuples of the UK Corporate
Governance Code 2018 (the Code) for the financial period ended 26 March 2023.

The Group places a high value on good governance and promotes the highest levels of governance throughout the
organisation. Full details of how the Group applied the Code can be found in the International Distributions Services plc
Annual Report and Financial Statements 2022-23, which are available on the International Distributions Services plc
website.
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Statement of employee engagement
Whilst Royal Mail Group Limited is thg employing entity, the principal route by which the Directors of the Company effect
engagement of the Company are the process and practices of the parent Company, International Distributions Services plc.

An extensive colleague engagement programme exists which includes:

e The annual Big Trust survey, regular pulse surveys, Employee Voice Forums and People Panels.

e Two-way dialogue with employees through the Workplace platform, which was extended to all employees in 2021
to enhance the effectiveness of employee engagement. :

e  Face-to-face programmes to enhance colleagues’ understanding of our strategy.

e Sharing of information through intemal communication channels including Courier magazine, Royal Mail TV and
Workplace.

The Group granted free shares to employees upon privatisation and also runs a Partnership and Matching Share Scheme
which are both designed to align employees’ interests with performance through share ownership.

Auditor
The auditor is deemed to be reappointed under section 487(2) of the Companies Act 2006.

Strategic report

In accordance with s414c(ii) of the Companies Act. the Company has set out certain information in its Strategic report that
is otherwise required to be disclosed in the Directors’ report. This includes information regarding results and activities,
dividends, employees and financial risk management.

Statement of Directors’ responsibilities in respect of the Strategic report, the Directors’ report and the Financial
Statements

The Directors are responsible for preparing the Strategic Report, the Directors’ Report and the Financial Statements in
accordance with applicable law and regulations. ' ’

Company law requires the Directors to prepare Financial Statements for each financial year. Under that law they have
elected to prepare the Financial Statements in accordance with UK accounting standards and applicable law (UK Generally
Accepted Accounting Practice), including FRS 101 Reduced Disclosure Framework.

Under company law the Directors must not approve the Financial Statements unless they are satisfied that they give a
true and fair view of the state of affairs of the Company and of the profit or loss of the Corpany for that period. In
preparing these Financial Statements, the Directors are required to:

‘s select'suitable accounting policies and then apply them consistently;
« make judgements and estimates that are reasonable and prudent;

« state whether applicable UK accounting standards have been followed, subject to any material departures disclosed and
explained in the Financial Statements;

e assess the Company's ability to continue as a going concern. disclosing. as applicable, matters related to going concern;
and

* use the going concern basis of accounting unless they either intend to liquidate the Company or t6 cease operations or
have no realistic alternative but to do so. ’

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the Financial Statements comply with the Companies Act 2006. They are responsible for such
internal control as they determine is necessary to enable the preparation of ‘Financial Statements that are free from
material misstatement, whether due to fraud or error, and have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the Company and to prevent and detect fraud and other
irregularities.
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The Directors are responsible for the maintenance and integrity of the corporate and financial information included on the
Company’s website. Legislation in the UK governing the preparation and dissemination of financial statements may differ
" from legislation in other jurisdictions. o '

By Order of the Board"

Mick Jeavons
Director

Royal Mail Group Limited

Registered Number: 04138203

Registered Office: 185 Farringdon Road, London, EC1A 1AA
23 June 2023 ’
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Independent Auditor’s Report to the members of Royal Mail Group Limited
Opinion
We have audited the financial statements of Royal Mail Group Limited (“the Company”) for the 52 week period ended 26

March 2023 which comprise the Income Statement, Statement of Comprehensive Income, Balance Sheet, Statement of
Changes in Equity and related notes, including the Basis of preparation and accounting policies in note 1.

In our opinion the financial statements:

e give a true and fair view of the state of the Company's affairs as at 26 March 2023 and of its loss for the 52 week period
then ended;

« have been properly prepared in accordance with UK accounting standards, including FRS 101 Reduced Disclosure
Framework and ‘ -

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

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)") and applicable law. Our
responsibilities are described below. We have fulfilled our ethical responsibilities under, and are independent of the
Company in accordance with, UK ethical requirements including the FRC Ethical Standard. We believe that the audit
evidence we have obtained is a sufficient and appropriate basis for our opinion.

Material uncertainty related to going concemn

We draw attention to note 1 to the financial statements which indicates that the Company's ability to continue as a going
concern is reliant on the intent of the ultimate parent undertaking, International Distributions Services pic, both in regards
of nonrepayment of the outstanding loan and the provision of ongoing financial support, should it be required, which are
outside the control of the Company. These events and conditions, along with the other matters explained in note 1,
constitute a material uncertainty that may cast significant doubt on the Company’s ability to continue as a going concern.

Our opinion is not modified in respect of this matter.

Going concern basis of preparation

The Directors have prepared the financial statements on the going concern basis as they do not intend to liquidate the
Company, or to cease its operations, and as they have concluded that the Company’s financial position means that this is
realistic for at least a year from the date of approval of the financial statements (“the going concern period”). As stated
above, they have also concluded that there is a material uncertainty related to going concern.

In our evaluation of the Directors’ conclusions, we considered the inherent risks to the Company's business model and
analysed how those risks might affect the Company’s financial resources or ability to continue operations over the going
concern period.

The risks that we considered most likely to adversely affect the Company’s available financial resources over this period
were:

¢ Continuing Industrial Action with the CWU leading to further strike action;
* Reducing parcel and letter volume across the UK business;

» Widespread inflationary increases and the impact of that on consumer behaviour as well as the impact across all cost
captions; and

¢ Underperformance on transformation targets needed to retum to profitability.

We also considered less predictable but realistic second order impacts, such as the potential outcome of the contingent
liabilities relating to regulatory investigations.

Given the level of financial resources, and the risks inherent in the cash flows, particularly the achievement of
transformation, our evaluation of the Directors’ going concern assessment was of particular significance in our audit.

Our procedures included critically assessing assumptions in base case and downside scenarios, considering the forecasted
operating levels and how these relate to historic performance. We also compared past budgets to actual results to assess
the Directors' track record of budgeting accurately. Since the entity may need financial support from the uitimate parent
undertaking (International Distributions Services plc), we assessed the risk that this support would not be available. We
inspected letters received by the Directors indicating the group’s intention to provide this support should certain
conditions be met, examined financial statements to assess its ability to provide this support over the period of the
audited entity’s going concern assessment, and assessed the business reasons why the group may or may not choose to
provide this support. :

We considered whether the going concem disclosure in note 1 to the financial statements gives a full and accurate
description of the Directors' assessment of going concern, including the identified risks, dependencies, and related
sensitivities.
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Independent Auditor’s Report to the members of Royal Mail Group Limited (continued)
Our conclusions based on this work:

o we consider that the Directors’ use of the going concern basis of accounting in the preparation of the financial
statements is appropriate; and
« we found the going concern disclosure in note 1 to be acceptable.

However, as we cannot predict all future events or conditions and as subsequent events may result in outcomes that are
inconsistent with judgements that were reasonable at the time they were made, the above conclusions are not a
guarantee that the Company will continue in operation.

Fraud and breaches of laws and regulations - ability to detect
Ildentifying and responding to risks of material misstatement due to fraud

To identify risks of material misstatement due to fraud (“fraud risks") we assessed events or conditions that could indicate
an incentive or pressure to commit fraud or provide an opportunity to commit fraud. Our risk assessment procedures
included:

e Enquiring of Directors and Internal Audit and Risk Management, and inspection of policy documentation as to the
Company's high-level policies and procedures to prevent and detect fraud, including the internal audit function, and the
Company's channel for ‘whistleblowing’, as well as whether they have knowledge of any actual, suspected or alleged fraud.

o Considering remuneration incentive schemes (Royal Mail LTIP and Deferred Share Bonus Plan) and performance targets
for management and the Directors. ’

* Using analytical procedures to identify any unusual or unexpected relationships.

We communicated identified fraud risks throughout the audit team and remained alert to” any indications of fraud
throughout the audit.

As required by auditing standards, and taking into account possible pressures to meet profit targets, we perform procedures
to address the risk of management override of controls, in particular the risk that management may be in a position to
make inappropriate accounting entries and the risk of bias in accounting estimates and judgements such as deferred
revenue in relation to advance customer payments.

On this audit we do not believe there is a fraud risk related to revenue recognition because we do not deem there to be
sufficient opportunity to fraudtlently adjust revenue, namely due to the high volume and low value of transactions.

We performed procedures including:

o |dentifying journal entries and other adjustments’to test based on risk criteria and comparing the identified entries to
supporting documentation. These included those posted to seldom used accounts, round sum journals posted in period 12,
post close journals and unusual journals posted to revenue, cash and borrowing accounts.

e Evaluated the business purpose of significant unusual transactions

e Assessing whether the judgements made in making accounting estimates are indicative of a potential bias, ‘including
assessing the estimate of deférred revenue associated with advance customer payments for bias.

Identifying and responding to risks of material misstatement related to compliance with laws and regulations

We identified areas of laws and regulations that could reasonably be expected to have a material effect on the financial
statements from our general commercial and sector experience, and through discussion with the Directors and other
management (as required by auditing standards), and from inspection of the Company's regulatory and legal
correspondence and discussed with the directors and other management the policies and procedures regarding compliance
with laws and regulations. As the Company is regulated, our assessment of risks involved gaining an understanding of the
control environment including’ the entity'’s procedures for complying with regulatory requirements and inquiry of the
Company's regulator, Ofcom '

We communicated identified laws and regulations throughout our team and remained alert to any indications of non-
compliance throughout the audit.

The potential effect of these laws and regulations on the financial statements varies considerably.
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Independent Auditor’s Report to the members of Royal Mail Group Limited (continued)

Firstly, the Company is subject to laws and regulations that directly affect the financial statements including financial
reporting legislation (including related companies legislation), distributable profits legislation, taxation legislation, and
pensions legislation and we assessed the extent of compliance with these laws and regulations as part of our procedures
on the related financial statement items.

Secondly, the Company is subject to many other laws and regulations where the consequences of non-compliance could
have a material effect on amounts or disclosures in the financial statements, for instance through the imposition of fines
or litigation or the loss of Company’s license to operate. We identified the following areas as those most likely to have such
an effect: GDPR compliance, health and safety, anti-bribery and corruption, employment law, PC! compliance,

money laundering, foreign corrupt practices, environmental protection, export control, consumer

rights act, misrepresentation act, contract law, distance selling regulations, competition legisiation

and price fixing, and the postal services act as enforced by Ofcom, in recognising the nature of the

Company's activities. Auditing standards limit the required audit procedures to identify non-compliance with these laws and
regulations to enquiry of the Directors and other management and inspection of regulatory and legal correspondence, if
any. Therefore, if a breach of operational regulations is not disclosed to us or evident from relevant correspondence, an
audit will not detect that breach.

For the Whistl follow on claim discussed in note 29 we assessed disclosures against our understanding from legal
correspondence.
-Context-of the ability of the audit to detect fraud or breaches of law or regulation

Owing to the inherent limitations of an audit, there is an unavoidable risk that we may not have detected some material
misstatements in the financial statements, even though we have properly planned and performed our audit in accordance
with auditing standards. For example, the further removed non-compliance with laws and regulations is from the events
and transactions reflected in the financial statements, the less likely the inherently limited procedures required by auditing
standards would identify it. )

In addition, as with any audit, there remained a higher risk of non-detection of fraud, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal controls. Qur audit procedures are designed to detect
material misstatement. We are not responsible for preventing non-compliance or fraud and cannot be expected to detect
non-compliance with all laws and regulations.

Strategic report and Directors’ report
The Directors are responsible for the Strategic report and the Directors’ report. Our opinion on the financial statements
does not cover those reports and we do not express an audit opinion thereon.

Our responsibility is to read the Strategic report and the Directors’ report and., in doing so, consider whether, based on our
‘financial statements audit work, the information therein is materially misstated or inconsistent with the financial statements
or our audit knowledge. Based solely on that work:

* we have not identified material misstatements in the Strategic report and the Directors’ report;
* in our opinion the information given in those reports for the financial year is consistent with the financial statements; and
* in our opinion those reports have been prepared in accordance with the Companies Act 2006.

Matters on which we are required to report by exception
Under the Companies Act 2006 we are required to report to you if, in 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

o the financial statements are not in agreement with the accounting records and returns; or
e certain disclosures of directors’ remuneration specified by law are not made; or
« we have not received all the information and explanations we require for our audit.

We have nothing to' report in'these respects.
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Independent Auditor’s Report to the members of Royal Mail Group Limited (continued)

Directors’ responsibilities

As explained more fully in their statement set out on page 32, the Directors are responsible for: the preparation of the
financial statements and for being satisfied that they give a true and fair view; such intemal control as they determine is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud
or error; assessing the Company's ability to continue as a going concern, disclosing, as applicable, matters related to going
concern; and using the going concern basis of accounting unless they either intend to liquidate the Company or to cease
operations, or have no realistic alternative but to do so.

Auditor’s responsibilities :

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from materiat
misstatement, whether due to fraud or error, and to issue our opinion in an auditor's report. Reasonable assurance is a
high level of assurance, but does not guarantee that an audit conducted in‘accordance with ISAs (UK) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if,
individually or in aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of the financial statements. :

A fuller description of our responsibilities is provided on the FRC's website at. www frc.org.uk/auditorsresponsibilities.

The purpose of our audit work and to whorn we owe our responsibilities

This report is 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 repart and for no other purpose. To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the Company and the Company's members, as a body, for our
audit work, for this report, or for the opinions we have formed.

Andrew Bradshaw (Senior Statutory Auditor)
for and on behalf of KPMG LLP, Statutory Auditor

AndesTorndd

Chartered Accountants
15 Canada Square
Canary Wharf

London

E14 56L

23 June 2023
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Royal Mail Group Limited

Income statement
for the 52 weeks ended 26 March 2023

52 weeks 52 weeks
2023 2022
Notes £m £m

Continuing operations ]
Revenue 2 7,418 8,525
Operating costs? _ (8,000) (8.339)
People costs ; 3 (5.372) . (5.557)
Other operating costs % (2:628) (2.782)
Operating {loss)/profit before specific items (582) 186
Operating specific items 5/6 (482) (158)
Operating (loss)/profit : © (1,064) 28
Profit on disposal of property, plant and equipment (non-operating specific item) 6 73
(Loss)/profit before interest and tax . (1,058) 101
Income from investments 8 12 842
Finance costs 9 (49) (50)
Finance income 9 14 1
Net pension interest (non-operating specific item) © 22 ()d)e) 105 64
(Loss)/profit before tax ) (976) 958
Tax (charge)/credit ' 10 (131) 41
(Loss)/profit for the year . (1,107). 999

1 QOperating costs are stated before operating specific items which include: costs/revenues in respect of impairments and legacy/other itemns.
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Royal Mail Group Limited

Statement of comprehensive income
for the 52 weeks ended 26 March 2023

52 weeks 52 weeks
2023 2022
Notes £m £m
(Loss)/profit for the year (1,107) 999
Other comprehensive income/(expense)'for the year from continuing operations: '
Items that will not be subsequently reclassified to loss or profit:
Amounts relating to pensions accounting . (488) 414
" Withholding tax receivablé/(payable) on distribution of RMPP and RMSEPP surplus 22 413 (1812) |
Remeasurement (losses)/gains of the defined benefit surplus in RMPP and RMSEPP 22(c)(d) (1.285) 457
Remeasurement gains of the defined benefit deficit in DBCBS 22(e) 378 172
Deferred tax 10 6 (34)
Items that may be subsequently reclassified to profit or loss:
Designated cash flow hedges . (70) 83
(Losses)/gains on cash flow hedges deferred into equity ) (2) 117
" Gains on cash flow hedges released from equity ta income ' (85) (24)
Losses released from equity to the carrying vafue of non-financial assets 2 2
Gain on cross-currency swap cash flow hedge deferred into equity 22 2
(GaiH)/loss on cross-currency swap cash flow hedge released from equi& to income - interest
payable _ (26) 8
" Gain on cost of hedging deferred into equity - 2 -
Gain on cost of hedging released from equity to income - interest payable . 0] (1)
Tax on above items 10 18 (21)
Total other comprehensive (expense)/income for the year (558) 497
Total comprehensive (expense)/iricome for the year (1,665) 1,496
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Royal Mail Group Limited

Balance sheet
At 26 March 2023

At 26 March At 27 March

4 2023 2022
Notes £m £m

Non-current assets
Property. plant and equipment 11 1,886 2331

- Intangible assets 13 167 341
Investments in subsidiaries and associates 14 375 370
Financial assets - pension escrow investments 15 208 213
Financial assets - derivatives 3 : 30
RMPP/RMSEPP retirement benefit surplus - net of withholding tax payable 22 1,957 2723
Other receivables : 23 6 38
Deferred tax assets 10 ) - . 122

. 4,602 6.168
Assets held for sale 24 4 - -
Current assets ’
Inventories ) 16 32 26
Trade and other receivables . 17 . 724 1214
Income tax receivable 13 " 35
Financial assets - investments . ) - 70
Financial assets - derivatives S : 23 C 74
Cash and cash equivalents 18 449 831
1,241 2,250
Current liabilities .

" Trade and other payables 19 (1,837) (2.407)
Lease liabilities 12 (142) (146}
Financial liabilities - derivatives (13) (8
Bank overdrafts 20 (95) (78)
Provisions 21 (122) (171)

(2,209) (2.810)
Net current liabilities (968) (560)
Total assets less current liabilities : 3,638 5.608
Non-current liabili