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1. Minutes of previous Board and Decision Minutes formally agreed Alwen Lyons 
Committee meetings including Status 
Report 

2. CEO Report CEO report noted CEO to update the Board on the report. CEO 

Including IR updates 
...................................................................... ................................................................................................................................................................................................................................................................................................................................................................................................................................ 
3. Annual Report & Accounts Decision Annual Report and accounts approved as recommended by the Mark Davies/ CFO 

ARC 

4. Approval of STIP performance Decision Approval of STiP performance conditions for recommendation Chairman 
conditions to UKGI (Paper to be walked in) 

........................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................ 
5. Items for noting 

5.1 Sparrow Noting Board aware of the litigation and response to the Letter of General Counsel 
Claim. General Counsel to join the meeting and update. 

5.2 Sealings Board aware of the affixing of the seal; Company Secretary 

5.3 Ratifications Board Decisions ratified: Paddington; General Counsel 

5.4 Modern Slavery 
.. .... ... .. . . .. ... . .. . .... ....... .. .. . .. .. ..... .. .. . .. .... ..... .. _. . . .. .. . . .. .. .. _. _ 

Board note paper on Modern Slavery. 
.. . .. .. . ..... ... . .. .. . ... ....... .. .. . .. .. .... .......... .. .. .... . . . . .. . ... ....... .. 

General Counsel 
.. . ..... ... . .. .. . .. .... . .. 

LUNCH 

6. POAC Update on POAC from the Chairman and a member of the Tim Franklin/ Jane Hill 
council 
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Post Office r 

7. Peregrine Phase 1 Progress noted 

8. POMS — Steve Ashton POMS Chairman Progress noted 
invited 

_ ..................................................................................................................................................................... .. ............._ .. 
9. Crown and Network Strategy Discussion 

10. Any Other Business 

CLOSE 

Update the Board on Phase 1 of Peregrine, negotiation with the Nick Kennett 
Bank of Ire'and 

Presentation of POMS strategy, milestones and risks by the Steve Ashton/ 
POMS Chairman & CEO Nick Kennett 
..............................................................................................................................................................................._.._.........................,......................_........ 
To update the Board on the Crown & Network strategy Kevin Gilliland 
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POLB 16(2nd) 

POLB 16113— 16/15 

POST OFFICE LIMITED 
(Company no. 2154540) 

(the 'Company') 

Minutes of a Board meeting held at 12.00 noon on 09 February 2016 
at 20 Finsbury Street, London EC2Y 9AQ and by telephone conference 

Present: 
Tim Parker 
Richard Callard 
Alisdair Cameron 
Virginia Holmes 
Ken McCall 
Carla Stent 
Paula Vennells 

Chairman 
Non-Executive Director (by telephone) 
Chief Financial Officer 
Non-Executive Director 
Senior Independent Director 
Non-Executive Director 
Chief Executive (by telephone) 

In Attendance: 
Alwen Lyons Company Secretary 
Jane MacLeod General Counsel (GC) 
Piero D'Agostino Head of Legal Commercial 
Alison Jaap Head of Design 

Apologies: 
Tim Franklin Non-Executive Director 

4614::[:I`K Ikirr:z•]p II*l[s] I 

(a) A quorum being present, the Chairman opened the meeting. 

(b) The directors declared that they had no conflicts of interest in the 
matters to be considered at the meeting in accordance with the 
requirements of section 177 of the Companies Act 2006 and the 
Company's articles of association 

liTI:s[:lhCl :Ziaj21009N1►INWA 

(a) The CEO thanked the team for the work undertaken on project 
Trinity and acknowledged the complexity involved in addressing the 
issues arising from the Front Office IT plans. 

(b) The CFO explained that four key questions had been considered 
before recommending the Trinity changes to the Board: 

1. Would this be the right option commercially and operationally 
for Post Office? 

2. Would the extension of the Fujitsu (FJ) contract on the terms 
described be in the best interests of Post Office? 

3. Could the change be made in a legally compliant way? 
4. Would it deliver a long term cost effective relationship with FJ? 

POL Board minutes. 09 February 2016 DRAFT v1 
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(c) The Board discussed the options available and asked for more 
detail on the termination of the IBM contract. 

(d) The GC explained that the IBM contract specifically permitted 
termination for convenience and set out a formulaic calculation of 
amounts payable in the case of exercise. In the current 
circumstances this resulted in a payment of c£13 million to IBM 
plus the cost of the work already completed. The Board asked if the 
£13m could be reduced and the GC advised that this would be 
difficult to achieve, although the amounts payable for work 
undertaken to date would need to be negotiated. 

(e) The Board asked which companies might challenge the 
procurement process. The CFO advised that both Accenture or 
CSC would be aggrieved by the decision and that they represented 
the greatest risk. The numbers contained in the business case 
included provision for a challenge. 

(f) The Board discussed the length of the proposed contract with FJ. 
The GC explained that Post Office had proposed an extension to 
the FJ contract of 4 years with 2 further one year extensions. . 
However FJ had suggested a 6 year term, with the ability to 
terminate after 4 years. The GC explained that the risk of a 
successful challenge would increase if there was a material 
extension to the term, as a longer term may not be considered a 
`modification' of the existing contract, but rather the award of a new 
contract, in which case the Regulation 72 exemption would not 
apply. The CEO noted that this risk needed to be considered in 
light of the benefits that would be obtained from a longer contract. 

ACTION: (g) The GC was asked to test the impact of a longer term contract 
GC period on regulation 72 of the Public Contract Regulations 

2015. 

ACTION: (i) The GC was asked to consider whether the termination costs 
GC would need to be disclosed under an FIO request. 

(j) The Chairman requested the GC to provide an update on the risk of 
an action for misfeasance in public office. The GC explained that a 
complainant, who has suffered a loss, could bring an action for the 
tort of misfeasance in public office. However there were a number 
of elements of the tort which would need to be established, one of 
which was to establish that the Company and/or the Board had 
acted with malice or bad faith, causing deliberate injury to the 
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complainant. Accordingly, the GC noted that if the Board believed 
in good faith that a change of contractor was not possible for the 
economic and technical reasons set out in the Board papers, and 
that a change would cause significant inconvenience and/or 
substantial duplication of costs, then it would be more difficult to 
establish that Post Office or the Board had acted with malice or in 
bad faith. 

(k) The Board considered the decision to terminate the IBM contract 
and agreed that it was in the best interests of the Company and 
although the £13m termination cost was high, it was a contractual 
obligation and could be defended if required. 

ACTION: (I) The CEO proposed that a review would be undertaken of the 
CFO/GC initial procurement processes leading up to the decision to 

award the contract to IBM, to ensure that any lessons from 
that review were captured. The findings from that review 
would be reported at the ARC. 

(m) The CFO stressed that Trinity enabled the Business to remain 
within its funding plan to March 2018, explaining that the funding 
post 2018 was still to be agreed. 

ACTION: (n) The Board asked, as part of the presentation of the 3 year plan 
CFO in March, to be provided with a list of projects, their value and 

the committed spend. 

(o) After careful consideration, the Board: 

Noted the proposal for the termination of the IBM contract and the 
extension of the Fujitsu contract for Horizon. 

Noted the risks and issues arising around delivery and legal and 
procurement. 

Approved the termination of the IBM contract. 

Approved the extension of the Horizon contract with Fujitsu on the 
terms set out in the paper. 

Approved the on-off costs of £39.1m and the operating costs of 
£107.3m for the committed minimum contract of 4 years. 

Authorised each of the Group Chief Executive Officer (CEO) and 
the Chief Financial Officer (CFO) to: 

POL Board minutes. 09 February 2016 DRAFT v1 
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• finalise the necessary contractual documentation (including the 
Notice to Terminate and all ancillary documentation) to 
terminate the IBM contract; 

• finalise the necessary contractual documentation to extend the 
Fujitsu Horizon contract and any ancillary documentation; and 

• authorise the execution of all such documentation. 

POLB 16/15 CLOSE 

(a) There being no further business, the Chairman declared the meeting 
close. 

.............................. . .... . ............... ................. . .. . ... . .. . . . .. 
Chairman Date 

POL Board minutes. 09 February 2016 4 DRAFT v1 
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POLB 16(3rd) 

POLB 16/16 — 16/25 

POST OFFICE LIMITED 
(Company no. 2154540) 

(the 'Company') 

Minutes of a Board meeting held at 9.00am on 21 March 2016 
at 20 Finsbury Street, London EC2Y 9AQ. 

Present: 
Tim Parker 
Richard Callard 
Alisdair Cameron 
Tim Franklin 
Virginia Holmes 
Ken McCall 
Carla Stent 
Paula Vennells 

In Attendance: 

Chairman (Minutes POLB 16/19-16/25) 
Non-Executive Director 
Chief Financial Officer 
Non-Executive Director 
Non-Executive Director 
Senior Independent Director 
Non-Executive Director 
Chief Executive 

Alwen Lyons Company Secretary 
Martin Edwards Director of Strategy (Minute POLB 16/19 only) 
Dave Carter Group Financial Control ler (Minute POLB 16/19 only) 
Mark Ellis Supply Chain Director (Minute POLB 16/20 only) 
Nick Kennett Financial Services Director (Minute POLB 16/22 only) 

(a) In the absence of the Chairman Ken McCal l, Senior 
Independent Director took the Chair, noted that a quorum 
was present and opened the meeting. 

(b) Each Director confirmed that they had no confl icts of 
interest in relation to the business to be considered at the 
meeting. 

POLB 16/17 MINUTES OF THE PREVIOUS BOARD AND COMMITTEE 
MEETINGS INCLUDING STATUS REPORT 

Minutes 
(a) The minutes of the meeting of the Board held on 22nd 

January 2015 were approved as accurate records and the 
Chairman was authorised to sign them. 

(b) The minutes of the Audit, Risk and Compliance Committee 
meeting held on 10th November 2015 were noted.

POL Board minutes. 21 March 2016 1 FINAL 
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Status Report 
(c) POLB 16/10 (c) - The Board noted the options set out in 

the Prosecutions Policy paper and endorsed the publication 
of the policy on the Post Office's website. 

(d) POLB 15/102 (d) - The Board noted the paper provided. 
The CFO said that the approach to suppliers covered cyber 
security as a whole and not purely Distributed Denial of 
Service (DDoS) risk. 

.1 L!1 _______ 

(e) The Board noted the Status Report dated 14/03/2016. 

POLB 16/18 CEO REPORT 

CEO Report 
(a) The CEO introduced the CEO Report, focusing on the 

following key points: 

Scorecard performance 
(b) The CEO believed that the Business was now well placed to 

hit the financial target for the year and that the 6000t 
transformed branch would be opened before the Easter 
break. 

s r: 

Project Paddington 
(c) The CEO explained that Project. Pa.cd.inctto..n,_the_.urQ czs. l._tq_, 

,_.continue_the__relationship with IRRELEVANT 
IRRELEVANT ;would need emaii - appi'®val - lay - fhe' 

1 
Board 

within 

t-he next three weeks. The CEO assured the 

IRRELEVANT 
Project Pathfinder

(d) The CEO explained that the; IRRELEVANT ;had 
been extended by a month fo fake account of 

a request for 
_mQre_time_from.i.adividuals affected; the timing of; IRRELEVANT; 

IRRELEVANT and to enable a considered view 6n-th 
effect of any announcement. 
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(e) "The" CFO clarified" that the IRREL.EVAN.T".".".".".".".". 
_._._._._._._._.__.___._._._._._._.__._._._._._.__.___IRRELEVANT._._._._._._._._._._._._._._._._._._._._._._. _.. 

IRRELEVANT He 
expTainea hat fileffusiness" needed totie sure thatfhe; IRRELEVANT 

IRRELEVANT ;did not have a significant effect on` trtiL--
L consultation: --  1'he Board acknowledged that thP._._timina_.wa,s 
complex and asked IRRELEVANT I to review•, IRRELEVANTn 
light of rI and to opine on how 'the;IRRELEVANTTS 1TkelyTo 
respond. - _ 

L._._._._._._._._._.. 

IRRELEVANT 
Ministerial Meeting. 

(f) Richard Callard reported that the Minister had recently met 
Brian Scott, Unite, and that they had discussed both 
franchising and pensions. The Minister had taken the line 
that these were commercial decisions for the Board and the 
Executive. 

(g) Transformation Report 
The CEO explained that the transformation plans were being 
rebased after the Trinity project. It was agreed that the IT 
strategy would be presented at the July Board. 

(f) The Board noted the CEO report. 

a 

(a) The Chairman welcomed Martin Edwards, Director of 
Strategy, and Dave Carter, Group Financial Controller, to 
the meeting. 

Period 11 Financial Results 
(b) The CFO introduced the Period 11 Financial Results. The 

Board acknowledged the EBITDAS performance for 
2015/16, recognised that this had been driven by cost 
reduction and asked whether this delivered the necessary 
growth and run rate for 2016/17. The CFO explained that 
over the next two years he expected slight income decline 
during a period of right sizing the cost base, but that the 
year-end run rate for 2015/16 was consistent with the 
budget for 2016/17. 

POL Board minutes, 21 March 2016 3 FINAL 
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(c) The Board noted the Period 11 Financial Results. 

2016/17 Budget and 3 Year Plan 
(d) The CFO introduced the 2016/17 budget and 3 year plan. 

(e) The proposed budget and year 2 of the three year plan were 
al igned with the rebased funding targets agreed with ShEx, 
being an EBITDAS targets of -£10m in 2016/17 and +£28m 
in 2017/18. Year 3 of the plan was outside of the existing 
funding agreement. 

(f) Tim Parker joined the meeting. 

(g) The Board questioned the shape of the income in the 3 year 
plan which remained flat for 2 years and then showed 
significant Financial Services (FS) growth. Martin Edwards 
explained that year 3 of the plan included £15m FS income 
from the buyout of Junction. 

(h) The CFO explained that the next 2 years were the main 
focus of the plan as these years aligned to the current 
Government funding agreement. The Executive and ShEx 
would start to consider the next funding agreement in the 
summer after the Board strategy day. 

(i) The CFO noted that there was considerable risk in achieving 
the -£10m target in 2016/17 and therefore the Group 
Executive was in the final stage of agreeing more stretching 
cost targets to mitigate that risk. 

(j) The Board approved the 2016/17 budget. 

(k) The Board approved the 3 year plan and noted that the plan 
would be overlaid by the new Strategic Plan. 

(I) The Board discussed the 2016/17 scorecard and the 
proposal to have EBITDAS as the only target aligned to the 
STIP (Short Term Incentive Payment). The CFO explained 
that the GE had discussed this proposal and agreed that it 
should be recommended to the Board as a 1 year proposal 
to support the rightsizing of the cost base. 

(m) The CEO assured the Board that she and the Executive 
recognised the need for a balanced scorecard including 
customer, people and operations targets and that GE 
personal objectives for 2016/17 would also include 
attestation for the areas of risk for which they are 
accountable. 

(n) Richard Callard reminded the Board that the Government 
had to approve STIP measures and targets and that they 
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may prefer to continue with a Network Transformation 
element as this related directly to the funding. 

(o) The Board approved the 2016/17 scorecard and noted that 
the bonus structure, thresholds and targets would be 
discussed at the Remuneration Committee on 12th Apri l. 

Release of Budget information to ShEx to fulfil the 
funding obligation 

(p) The Board approved the release of the 2016/17 budget 
information submission to ShEx in order to release the 
Government funding. 

(q) Martin Edwards and Dave Carter left the meeting. 

(r) Tim Parker took over the role of Chair. 

POLB 16/20 

IRRELEVANT 
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IRRELEVANT 
ACTION: ME 

Cash and Working Capital 
(a) The CFO introduced the Cash, Working Capital and 

Headroom paper. The Board discussed the paper and 
agreed that more focus would be required on cash in the 
future with the possibil ity of it becoming a bonus worthy 
objective as headroom tightened. 

(b) The Board noted the paper. 

Trinity Contract 
(c) The CFO introduced the project Trinity paper and updated 

the Board on a FOI request received from a legal firm. The 

POL Board minutes. 21 March 2016 6 FINAL 
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GC would lead on the response to the request ensuring any 
commercial information was redacted. 

(d) The Board noted the progress made. 

Sealings 
(e) The Board resolved that the affixing of the Common Seal of 

the Company to the documents set out against items 
numbered 1379 to 1399 inclusive in the seal register is 
hereby confirmed. 

I I']UW!iP Ill 

IRRELEVANT 'Contract Extension
(a) The CFO introduced the ContractExtension paper and 

explained the rationale behind extending thdIRRELEVANTIcontract 

for two years. ---.---.-

(b) The Board .approved the aw—ar_d_._of a two year contract 
extension teIRRELEVANTat a Cost QIRRELEVANT!delegating authority to 
the CEO or the -CF'O to sign the contract. 

IRRELEVANT Contra  Ct 

(c) '-- rrre- rsoard approved a new contract ta+itF a -maximum term 
of five years and a maximum cost Ol IRRELEVANT' and delegated 

authority to the CEO and CFO to sign a c®ntract within these 
pa ra meters. 

IRRELEVANT Contract 
(d) Ttie CFiairman_ welcomed Nick Kennett, Financial Services 

Director to the meeting. 

(e) Nick Kennett explained the._,_. short  term agreement 
negotiated with the; IRRELEVANT lwhich is targeting 
to generate an additionaC RREiE~ANT incami= to Post Office in 
2016/17; in receiving this payment, Post Office wil l support 

LIRRELEVANTHeduce the size and cost of its liability balance sheet. 
The additional income is included in the 2016/17 AOP. 

(f) The agreement also included an extens.1o.n_.1rom two to four 
years of the run - off processes in the IRRELEVANT vontract if Post 

Office were to advise!IRRELEVANTI from 202-1 - that it._.is._.ex.iti.ao_ 
Financial Services. This extension supports IRRELEVANT; 
manage the risks associated with Post Office '-exitfh—d wTh 
the impact on Post Office being negligible as it pre-supposes 
that Post Office had made the strategic decision to exit the 
personal financial services market. Post Office would 
receive income over four, rather than two, years. 

(g) Nick Kennett also assured the Board that this agreement 
did not affect any negotiation regardingLIRRELEVANTIor the wider 

IRRELEVANT; he confirmed that the core exit/termination 
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provisions, were Post Office to remain in Financial Services, 
are unchanged. 

(h) The Board approved the proposed agreement with IRRELe rind 
authorised the CFO and Director of Financial Services to 
finalise the terms of the arrangement with IRRELE_VANT
approve the form of legal agreement to give effect to the 
arrangement and sign any such agreement(s) in accordance 
with Post Office's usual procedures. 

(j) Nick Kennett left the meeting 

I IRRELEVANT IArticies 
(k) ' The Board approved the specified amendments to thEIRRELEVANTj 

articles as set out in Appendix A of the paper. ---.--- ` 

POLB 16/23 VERBAL UPDATES FROM BOARD COMMITTEE CHAIRS 

Remuneration Committee (RemCo) Update 
(a) Ken McCall gave a verbal update from the RemCo meeting 

held on the 9th February 2016. 
The main areas the meeting covered were: 

• The letter to the Minister regarding bonus claw-back 
for the Postmaster Compensation provision error. 

• Directors' remuneration report and key trends in the 
market. 

• LTIP trends in the market place and design 
principles. 

• The need to recalibrate the LTIP to provide 
meaningful incentives. 

The Board noted the update. 

Nomination Committee (NomCo) Update 
(b) The Chairman gave a verbal update from the NomCo 

meetings of 25th November 2015 and 9th February 2016. 
The main areas the meetings covered were: 

• Appointment of two new NEDs. 
• Confirmation of Board Committee membership. 
• Recruitment of a Digital Director and Sales Director. 
• Changes to the senior leadership population and 

introduction of the L300 group. 

The Board noted the update. 

Audit, Risk and Compliance Committee (ARC) Update 
(c) Carla Stent gave a verbal update from the ARC meeting held 

on the 17th March 2016. 
The main areas the meeting covered were: 

• Update from the POMS ARC Chair and the 
relationship with POMS. 
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• Risk & Controls framework update. Two new risks 
were included; Health & Safely and Pensions. 

• Report & Accounts corporate governance statement 
agreed. 

• Approved the internal audit plan including a cyber-
security audit. 

• Yearend audit discussed with Ernst &Young (EY) and 
the audit partner challenged to explain how the audit 
would be more effective this year. 

The Board asked what Health & Safety issues had moved 
the risk to Amber on the risk register. The CFO explained 
that the new Director of Property was putting new processes 
in place to manage 3rd parties, the issues raised by these 
processes had been included on the agenda of the Executive 
Health & Safety Committee. Until this was complete the risk 
should remain as Amber. 

The Board noted the update. 

Post Office Advisory Council (POAC) Update 
(d) Tim Franklin gave a verbal update from the POAC meeting 

help on the 17th March 2016. 
The main areas the meeting covered were: 

• The network branch proposition was debated with 
input from the Business, Onestop and an 
independent postmaster. 

• Input from the Council on customer and retailer 
proposition. 

• Review of Council membership - everyone has asked 
to stay on the Council - they are invaluable source of 
feedback. 

ACTION: CoSec Circulate the POAC minutes to the Board 

The Board noted the update and that POAC is an agenda 
item at the next Board meeting. 

POLB 16/24 ANY OTHER BUSINESS 

Sale of[ IRRELEVANT I
c (a) The CFO explained the opportunity to sell I IRRELEVANT of Pos t 

Office; IRRELEVANT which would generate!IRRELFYPAZj_,(nf_,_,_,. 
income Tf his was the limit which could be sold under; IRRELEVANT' 

IRRELEVANT! L , 

(b) The Board approved the sales of! IRRELEVANT 

POLB 16/25 CLOSE 

(a) There being no further business, the Chairman declared the 
meeting close. 
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................................................... ................................ 
Chairman Date 
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POLARC 16(15t) 

POL ARC 16/01 —16/09 

POST OFFICE LIMITED 
(Company no. 2154540) 

(the `Company') 

Minutes of a meeting of the AUDIT, RISK AND COMPLIANCE COMMITTEE 
held at 9.30am on 22 January 2016 

at 20 Finsbury Street, London EC2Y 9AQ 

Present: 

Carla Stent Chairman (Chair) 
Tim Franklin Non-Executive Director (TF) 
Ken McCall Non-Executive Director (KM) 
Richard Callard Non-Executive Director (RC) 

In Attendance: 

Paula Vennells Chief Executive (CEO) 
Alisdair Cameron Chief Financial Officer (CFO) 
Garry Hooton Audit Manager (GH) 
Alwen Lyons Company Secretary (AL) 
Jane MacLeod General Counsel (GC) 
Mike Morley-Fletcher Head of Risk and Assurance, Corporate Services, (MMF) 
Angus Grant Ernst & Young, (AG) 
Mounia Mukina Ernst & Young, (MM) 
Amanda Bowe Post Office Management Services Limited Non-Executive 

Director & Chair of ARC (AB) (Minute 16/07 only by phone) 

Zeiit. [:ti 1 11:t+71ll"l[i3i' 

(a) A quorum being present, the Chairman opened the meeting. 

(b) Each Director confirmed that they had no conflict of interest in 
relation to the business to be considered at the meeting. 

POLARC 16/02 MINUTES OF THE MEETING HELD ON 10 NOVEMBER 2015, STATUS 
REPORT AND MATTERS ARISING 

(a) The minutes of the meeting held on 10 November 2015 were 
approved as presented and the attendant Committee member was 
authorised to sign them as a true record. 

(b) The Committee noted the action list dated 1 S' December 2015. 

(c) The CFO explained that Audit fee for 2015/16 had yet to be 
finalised as the focus had been on completion of the 
subpostmasters' compensation issue. 

ACTION: CFO Report back on the on the finalisation of the Audit fees. 

(d) The Committee asked how the Executive were dealing with the 
issue of inappropriate expenses claims. The GC explained that the 
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issue. relating to confusion over LIW/Homebase categorisation, 
was being addressed by the introduction of an annual 
reconci liation. The ARC asked for an update on the implementation 
of the recommendations from the Financial Crime audit at the 
March meeting. 

.. - « •Jh « 
• 

(e) The Committee noted that at the last meeting the CEO had 
requested a review to give assurance regarding the security of 
customer data (minute POLARC 15/44 (e)). The GC was asked to 
circulate the outcome of the review to the Committee 

The Chair asked the GC to review the Internal Audit timetable 
ACTION:GC to include cyber risks. 

(a) MMF introduced the Risk Update and undated the Committee with 
the progress made to date on the Risk Management Project Plan. 

(b) MMF explained the new Group Risk Profile which identified and 
evaluated the (GE) Group Executive's proposed top risks for the 
Business. The Committee discussed the Risk Profile and 
challenged whether Industrial Relations was the highest risk. They 
asked the Business to consider whether: 

• 

_.f ili .f ....

• IRRELEVANT nd 
• `uyuer-securrcy artar.-KuwrncrrursruTsrsys-1eTT1 -Tor-example, 

those affecting payments to POCA customers; 
should be identified as higher risks. 

Reconsider the Top Risks and whether thPu-shn,.dri.aia.r_.bmto.---. 
fai_lu_ re to achieve cost_.rd_u__ction targets; IRRELEVANT 

ACTION MMF IRRELEVANT and cyber security attacks whiich 
disrupt sysfeiiis ® for bzi5Mple, attacks which affect payments 
to POCA customers. 

(c) The Chair asked that the Risk Profile be amended to clearly show 
GE accountability for managing each risk. KM suggested that the 
sign off by the GE owner should be included in any year end 
attestation process. 

Ensure the Risk Profile shows clearly which GE member is 
accountable for managing each risk. Include GE signoff, for 

ACTION:MMF the individual risks for which they are accountable, as part of 
the new yearend attestation process for year ending March 
2017. 

(d) MMF explained that general controls had been identified and 
collected into a "Framework", so that the GE could ensure that the 
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controls in place were at the right standard, and have the right 
effect enabling them to be evidenced for yearend attestation (year 
ending March 2017). The Committee asked if the Group Executive 
would have personal objectives aligned to the Framework. The 
CEO assured the Committee that personal objectives for GE 
members would be aligned to the General Control Framework. 

(e) The Committee discussed the 'Tone from the Top and agreed it 
needed more clarity as the project progressed. It was agreed that 
this would be the key messages, behaviours and communication 
that the CEO and GE demonstrated at all times. These needed to 
be aligned and to exempl ify the values of the Post Office. 

(f) The CFO explained the alignment with the Financial Controls 
project which was building systems to enable attestation that 
financial controls were working. He noted that this was work in 
progress. 

(g) The Committee discussed the frequency of attestation and 
reporting and AG explained that in the Financial Services industry 
quarterly reporting would be expected. The CFO proposed the 
introduction of six monthly reporting to align with the external 
reporting calendar. The Chair noted that it took time to embed 
attestations and recommended that the Executive have "dry runs" 
prior to the year end attestation (year end March 2017). 

The CFO/GC to ensure that the areas in the General Controls 
Framework are understood and that the Group Executive 

ACTION: GCICFO recognised their accountabilities to attest to the controls 
being in place in time to support the Directors' statement in 
the 2016/17 Report & Accounts. 

(h) The Committee asked for an update on the Control Framework at 
the next ARC with more details of controls, GE owners and subject 
matter experts, plus a timetable for when the ARC will receive 
assurance. 

Produce a statement including more details of controls, GE 
ACTION: MMF owners and subject matter experts, plus a timetable for when 

the ARC will receive assurance. 

(i) MMF updated the Committee on the progress in the Policy 
Framework project, explaining that the 'strawman' included in the 
paper was likely to change, and that the approach was being tested 
using the policies owned by the GC. The Committee asked for 
dates and timelines for establishing the succinct set of Key Policies, 
setting out what can be expected over the next quarters. 

A 
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(j) The CFO highlighted the challenge in articulating a pricing policy 
across the wide range of products sold by the Business. The 
complexity was acknowledged and it was accepted that the policy, 
if required, may need to be restricted to a set of principles. 

(k) The Committee asked Ernst & Young (EY) to provide a list of the 
key policies which they would expect to see in a market median 
company, to act as a benchmark. 

(I) MMF introduced the Business Continuity project and explained the 
aim of the Business to benchmark against the measurable 
15022301 business continuity standard. 

(m) The Committee were perturbed by the findings to date. The CEO 
was disappointed by the language in the report and chal lenged the 
extent to which the 'business continuity & crisis management is 
deficient, unpractised and not embedded within the organisation's 
culture' . The CEO gave examples of the recent flood crisis where 
offices had been given support and reopened because people were 
very aware of how to manage the network in a crisis. The CEO 
believed that, since separation from RMG, more could have been 
done to document and test the procedures in place. 

(n) The Committee asked the GE sponsor of the paper to update the 
ARC on the progress being made. Including a list of top suppliers 
and whether they have contingencies in place; specifical ly before 
the next meeting. 

Continue to update the ARC on the progress being made to 
improve Business Continuity. Including a list of top suppliers 

ACTION:GC and whether they have Business Continuity contingencies 
plans in place before the next meeting. 

(o) MMF gave a progress update on Incident Reporting processes. 
The Committee asked for an explanation as to what constitutes a 
P1, P2 or P3 incidents how they are monitored and the SLA in 
place to report and deal with them. The Committee also asked how 
the Executive remediate the root cause of problems and challenge 
suppliers to change processes. 

I I 
• • • ri r 

(p) The Committee discussed the statement made in the Annual 
Report & Accounts that the Business complied with the 'spirit' of the 
UK Corporate Governance Code (Code) and the implications of 
changes in the Code. AG recognised that the Business was not 
legally caught by the Code and that significant work would need to 
be done to continue to state a compliance with the `spirit' of the 
code. The key areas where the Business does not comply with the 
Code are those concerned with reporting and risk management 
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maturity, particularly providing evidence of the review of the internal 
controls. 

The Committee agreed that the Executive should focus on 
improving risk management before any public benchmarking 
statement. The Committee asked the Executive to work with the 
external auditors to set out what a three year roadmap to 
benchmark against the Code would look like. 

ACTION: GC The Executive to work with the external auditors to set out 
what a three year roadmap to benchmark against the UK 
Corporate Governance Code would look like. 

(r) 
The GC supported the decision to withdraw from making a 
statement in the Report & Accounts but recognised the importance 
of benchmarking against the best practice of the Code albeit 
designed for public companies. 

(s) 
The Committee agreed that the Business should pull back from a 
reference to the Code in the Report & Accounts but agreed that a 
statement was necessary to explain the Business was still 
maintaining high standards. 

ACTION: GC/CFO The Executive would discuss how it would reference the 
Corporate Governance Code in the Report & Accounts, and 
revert to the Committee by email before discussing with the 
Board Chairman 

(t) 
After providing feedback on its elements, the Committee noted the 
Risk Update. 

POLARC 16104 INTERNAL AUDIT UPDATE 

(a) GH introduced the Internal Audit Update focussing on the following 
key points: 

Contract Management. Significant progress has been made with 
50% of actions now complete and the other 50% on track for 
completion by the end of March. A further report would be provided 
at the March ARC. 

Property and Health & Safety compliance. Good progress with a new 
Head of Property Compliance now in place and although there are 
still actions to complete GH believed the controls were improving. 

Open Actions. A detailed revised report would be provided for the 
March ARC. The Committee recognised the number of internal 
audits and reports due in the last quarter and asked for assurance 
that the internal audit team had enough resource to complete the 
work. GH gave assurance that the plan would be delivered. The 
Chair asked for reports to include feedback on closure of high rated 
actions. 
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ACTION: GH GH circulated a paper detailing the Internal Audit Planning Process 
(b) and the Draft Audit plan proposed for 2016/17. The Committee were 

asked to feedback any comments to GH who would collate and share 
with the Chair in February before returning to the Committee with a 
final proposal 

ACTION: Committee members to feedback to GH on the audit plan 
Committee proposal 
members 

Committee members agreed that all audit reports with a red report 
(c) rating would be circulated in full the Committee as soon as the report 

was available. Audit reports with an amber or green report rating 
would be summarised and reported at the subsequent ARC meeting. 

GH to ensure that all reports with a red rating are circulated to 
the Committee and to the Chair of the POL Board. 

ACTION: 
GH Having taken all the discussion points into consideration, the 

Committee noted the outcomes of the recent audits and reviews and 
(d) further noted the current and upcoming work. 

(a) The CFO introduced the Financial Controls Progress Report and 
recognised the importance of the work to give the Executive and the 
Board the confidence to sign the 2015/16 Accounts. He explained 
that the project had started by testing its methodology by checking 
the fixed assets, as this was a relatively easy task. The next 
reconci liation would be the income numbers, as this was the most 
complex area and material to the accounts. The CFO explained the 
interfaces between the systems involved which complicated the 
reporting process. He did not believe that systematic errors existed 
as these would lead to complaints from customers and clients, but 
could not yet prove this was the case. 

(b) The Chair asked the CFO to focus on ensuring the systems were 
secure and providing the correct information, with a plan to automate 
as soon as possible. 

(c) The Chair asked for progress reports at every ARC and for Financial 
Reporting to be flagged in the risk reports. 

ACTION:CFO Provide Financial Reporting progress reports at every ARC and 
include in the risk reports. 

(d) Having taken all the discussion points into consideration, the 
Committee noted the Financial Controls Progress Report. 

POLARC 16106 POSTMASTER COMPENSATION ISSUE I SIGNING OF INTERIM 
ACCOUNTS 

Postmaster compensation 
(a) 
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The CFO introduced the Provisions for Compensation paper and 
explained the background to the understatement of the provision. 
The error had arisen because agreements with subpostmasters had 
not been captured accurately, and the provisions based on this 
information had been wrongly calculated. After significant work the 
provisions had been increased by £67m in September 2014 and 
£87m in March 2015. Adjustments to both accounts were supported 
by EY. 

The CFO stressed that there were no implications for payments to 
subpostmasters or adjustments to the EBITDAS in the reports. 

(c) 
The Post Office Interim Reports and Accounts for September 2015 
and the Post Office Holdings Company Report & Accounts could now 
be signed and published. 

RE
The Chair asked why the mistake had not been discovered sooner 
by the Business or EY, and if both the CFO and AG were now 
absolutely sure of the accuracy. 

a 

The CFO stressed that the compensation provision would always by 
its nature be an estimate as individual branch details change, but 
that he was now comfortable that the provision was prudent and 
would cover the right level of compensation. AG agreed and 
emphasised that the provision was an estimate as individual 
contracts changed during the process. The Chair pointed out that the 
recording and aggregating of information had been completed 
incorrectly and asked for assurance from AG that the provision was 
now accurate. AG explained that the auditors had checked the last 
nine months of actual payments and that a lot of work had been done 
to check the manual processes with a branch by branch analysis, 
and that they were now comfortable with the provision as restated. 

(f) The Committee asked why EY had not identified the problem during 
the original External Audit. AG explained that they had done limited 
testing and with hindsight should have focussed more on the manual 
processes. This was being addressed in this year's external audit 
plan. 

(g) The Committee asked what other provisions were made in the 
Balance sheet and how they were tested. 

ACTION: CFO The CFO was asked to provide the next meeting with an 
analysis and assurance of the provisions on the balance sheet. 

The CFO to agree with EY the audit approach for each financial 
ACTION: CFO/AG statement area. 

Having taken all the discussion points into consideration, the 
(h) Committee noted the progress and the next steps. 

Interim Report 
The Interim Report for the six months ended 27 September 2015, 

(i) had been circulated to the Committee. 
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The Committee challenged whether the provision was a true timing 
(j) error' as reported in the narrative to the interim report. The CEO 

promised to check the narrative before the accounts were signed on 
Monday 251h January. 

The CEO promised to provide a briefing pack including; the 
ACTION: interim report; the press statement; and Qs & As to the Board 
CEO before publication of the interim accounts. 

The Committee asked for clarification about a second restatement in 
(k) the accounts concerning cash and debtors. The CFO explained that 

this was a technical classification which EY had requested at the end 
of 2014115, and was not a new issue. The Committee asked for this 
issue to be included in the Qs & As circulated as it would be easy to 
conflate the two issues. 

Richard Callard explained that the mistake had knocked the 
(I) Minister's confidence in the Business and its reporting. 

Having taken all the discussion points into consideration, the 
(m) Committee noted the Interim Report. 

I1i]A_\:Z'i[.1('):141]:4 aZe]t5~1eIPil;IT_1`Z« 

(a) The Chair welcomed Amanda Bowe, Post Office Management 
Services Limited Non-Executive Director and Chair of ARC, to the 
meeting by conference call. 

(b) AB introduced the Report from Post Office Management Services 
ARC and explained that work was underway to establish a risk 
framework and risk appetite for POMS. 

(c) AB highlighted two key risks: 
• the role of Post Office as the Appointed Representative of 

POMS, and 
• POMS oversight of branch compliance. 

(d) AB stressed the importance and risks to both Post Office and POMS 
of poor branch compliance and its mitigation through 1St and 2"d line 
oversight arrangements. 

(e) AB acknowledged that POMS was at an evolutionary stage in its 
development and had resource and capacity risk especially in its 
Risk and Compliance function. 

(f) AB explained that she was meeting the External Auditors in February 
and currently waiting to agree the POMS audit plan. 

It was agreed that the POL and POMS audit plans should be 
ACTION: GH aligned. 

(g) The Committee thanked AB for the POMS ARC report, which 
contained the right level of detail from the wholly owned subsidiary 
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(h) The Committee noted the report. 

(i) AB left the meeting. 

POLARC 16108 ANY OTHER BUSINESS 

(a) There being no further business the meeting was closed. 

POLARC 16109 DATE OF THE NEXT MEETING 

(a) It was noted that the next meeting of the Committee would be 17th 
March 2016. 

........................ . . . . . . . . . . . . . . . ............ ................. . .. . . . I . . . . . . .. 

Chair Date 
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Post Office Limited Board 
Status Report as at: 16/05/2016 

REFERENCE ACTION Action Owner Due Date STATUS Open/Closed 
(GE Member) 

January 2016 CEO Report and Transformation Update CEO September Open 
POLB 16/2 (c) How should the Business recognise exceptional Board Meeting 

contribution by individuals. Consideration to be 
given to Chairman's awards or best Post Office 
awards. 

January 2016 Prgiect TYinity_ General July Board Open 
POLB 16/14 (I) To undertake a review of the initial procurement Counsel 

process leading up to the decision to award the 
contract to IBM, to ensure that any lessons from 
that review were captured. The findings of the 
review are to be reported to the ARC. 

January 2016 CEO_Reportand_Transformation- pdate_ Neil Hayward iMay Board Action point closed, noting paper Closed 
POLB 16/2 (g) To provide a paper explaining the rationale behind provided and appended to status 

the NFSP funding and the move to a trade report. 
association to assist new Board members. 

--. --.. . 
March 2016 

.... ..~......__... 
Status Re ort CFO July This should be covered as part of Open 

POLB 16/17 (d) The CEO proposed that a supplier strategy be the IT Strategy. 
presented at a future ARC covering the Top 20 
Supplier relationships and Supplier compliance. 

March 2016 Post Office Advisory Council (PQAC Update) Company Ongoing Closed 
POLB 16/23 (d) To circulate the POAC minutes to the Board " Secretary 

March 2016 Project Iris Mark Ellis Closed 
16/20 (i) To include the IRRELEVANT  in the Iris stakeholder IRRELEVANT undertaken by Mark 

plan. Ellis andCnris Doutney. 

March 2016 CEOReport CEO May Board Completed Closed 
POLB 16/18 (b) The Board asked the CEO to pass on their Meeting 

congratulations to Kevin Gililland and the Network 
Transformation team for the excellent result. 
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March 2016 CEO Report 
--- 
CFO July Board IT strategy on July Board. 

-------------
Open 

POLB 16/18 (g) The IT Strategy would be presented as a topic for 
discussion at the July Board meeting. 

March 2016 CEO Report Neil Hayward VH and Natasha Wilson caught up Closed 
POLB 16/18 (e Neil Hayward to consult Virginia Holmes on and NW explained process and 

Pathfinder in light of Iris, and to opine on how the rationale. 
Trustee is likely to respond. 

March 2016 Status Report CFO Done. Closed 
POLB 16/17 (d) Provide 

a 

list of the Top 20 suppliers to the ARC 
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Author: N ck Beal Sponsor: Neil Hayward Meeting date: 24 Play 201.6 

Context 
The Grant Agreement with NFSP, which funds the NFSP's day to day operation, grants 
for support projects (value p.a. £1.5m +£1m) and their transition to a Trade 
Association, was approved by the board in June 2015. In advance of the end of the 
first year of the agreement, this paper is an update on how the agreement is working, 
key areas that have benefitted from NFSP support and a summary of the background 
to the agreement. 

Questions addressed in this report 
1. What progress NFSP have made in their transition to a Trade Association? 
2. What activity in Post Office has benefited from NFSP support? 
3. What was the rationale in establishing the agreement? 

Conclusion 
Progress since establishing the agreement has been good but there have inevitably 
been occasional tensions that have meant that NFSP have been challenged to 
reconcile the reality of being funded by Post Office vs their traditional role that they 
have yet to fully move away from. 

But the agreement is a strong basis for both organisations working together and we 
will expect an approach over the next 12 months that will reinforce this opportunity 
and see some very different initiatives between us. 

Strictly Confidential 
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What progress NFSP have made in their transition to a Trade Association? 
What activity in Post Office has benefited from NFSP support? 

L.OoE;. °•. i"nq Back 

1. NFSP have transitioned to a company limited by guarantee and therefore 
legally adopted the framework of a Trade Association. 

2. All postmasters are entitled to free membership and subscriptions have ceased 
NFSP are therefore fully dependent upon the funding from Post Office 

3. NFSP have widened their focus on supporting postmasters' retail business 
NFSP are having to (and are beginning to) improve their expertise in this area 
and the structure of the recent annual conference was much more weighted 
towards retail than in previous years - both in terms of the content of the 
conference sessions and the seminars run by Post Office teams 

4. As well as the retail focus, the NFSP conference (8t' to 11th May) demonstrated 
good progress in their transition. 

Overal l conference format 
Small but growing number of younger & newer postmasters attending 
Presence of external retail industry experts 
Overal l messaging that a Post Office is a great asset to a retail business and 
that, when retail and post office is run well together, can be very successful 

5. There have been a number of key initiatives in Post Office that have benefited 
from the support of NFSP 

the successful deployment of the final phase of NT 
the increased response rate to the engagement survey 

---> internalisation of challenges made relating to remuneration reductions (i.e. we 
have kept our differences out of the public domain) 

> development of the Apprenticeship Programme 

Strictly Confid:~ntiai 
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8. Supported by the grant project funding, NFSP wil l continue to develop their role 
in supporting postmasters' retai l 

This should improve the viability of branches and make them less dependent 
upon revenue from the Post Office 

9. NFSP can support Post Office in improving our engagement with postmasters 
-4 Postmasters will perform better 

10.We wi l l work closely on developing other initiatives e.g. using our resource to 
support retail development (funded by the project grants), developing a wider 
range of support services to improve other areas of the postmaster lifecycle 
e.g. business planning 

Outcomes will have a better chance of buy in by postmasters and our 
investment challenges can be supported by the grant funding 

11.The sensitivity of very difficult future changes e.g. remuneration/network re 

In Cone usion 
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1. What was the rationale in establ ishing the agreement 

Context 
Post Office wishes to ensure that there is effective engagement between its branch 
operators and the management structures within the organisation - it is a very large, 
complex organisation made up of more than 8,000 separate businesses. 

We believe a transformed NFSP can support this - a strong and credible body that is 
the voice of the UK's Post Office branch operators which can reflect views that add 
value to the overall Post Office customer proposition through effective challenge, 
contribution to business/operational/product development and also provide a range of 
benefits to operators. 

Post Office's view is that supporting, via grant payments, the NFSP to transform itself 
and securing a future will be commercially beneficial to both Post Office and 
operators, by helping to drive the development of products and services which are 
more attractive and relevant to our customers and identifying opportunities to do 
things more efficiently and effectively. 

Background
The current activity re-structuring the network (and the last decade's closures) has 
had a major impact on the NFSP - for many new operators, membership of what has 
been seen as a quasi-trade union is not particularly important. For many branches, 
the post office aspect will not be the prime part of their business, unlike for the 
majority of traditional subpostmasters, and therefore their inclination to view paid 
membership of NFSP as value for money will be lowered and membership was 
predicted to decline. 

NFSP recognised this was a threat to the future of their organisation and in the main 
accepted that their traditional role would not exist in the future. They were therefore 
looking to move from a quasi-Trade Union role to a Trade Association type of 
organisation - representing the totality of the agency network and also have role in 
the wider retail interest of members rather than just the post office aspects. 

Developing the Grant Agreement 
Tied primarily to their agreement to a revised Network Transformation approach that 
includes mandated change for some aspects (the previous programme being 
voluntary), Post Office agreed to develop a approach with them that would provide 
long term funding and hence stabil ity. 

This has evolved into the completion of the Grant Agreement between Post Office and 
NFSP (see below for a summary of features) - the provision of annual and project 
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grant payments to support the operation and development of NFSP whilst providing 
free membership for all postmasters. 

Whi lst in the past they have asserted a fairly typical trade union position of trying to 
negotiate as much as possible for their individual members without really recognising 
the bigger picture of the business as a whole, the Grant Agreement is seen as a 
significant opportunity for both organisations to introduce a new type of relationship - 
although this will not happen overnight and current ways of working can still be 
unpredictable 

• The Grant Agreement was formally approved by the Board in June 2015 and 
signed in July 2015 

• Free membership for postmasters on the new models was launched in October 
2015 and to all postmasters from Apri l 2016 

• First payments for the Annual Plan were made in January 2016 

Key Features 
• The GA is based upon the principles brought to and endorsed by the Board 

initially in October 2013. 
• This provides a 15 year funding arrangement (£1.5m pa annual grant + 

discretionary Lim pa project specific grants) for the NFSP and commits them to 
supporting Network Transformation, including acceleration of the final phase of 
Network Transformation. The project specific grants can only be accessed via 
business cases submitted against existing POL processes i.e. funding is not 
guaranteed. 

• The annual grant enables the provision of free membership to all postmasters 
• The agreement sets out specific activities NFSP can and cannot undertake, 

defining clear activities that would represent a breach of the GA which Post 
Office could then, if it chose, seek to rely on to terminate. This includes, 
amongst other things, any public activity which may prevent Post Office from 
implementing any of its initiatives, policies or strategies or other activities 
which may be materially detrimental to Post Office. 

• It also ensures that the NFSP must become representative of the whole network 
- they must achieve and maintain a minimum membership of 50% of each 
operating model (Main, Local etc). 

• In line with the original principles, the 15 year term does not have a "for 
convenience" break clause. However, the specific detail of termination events 
and the detailed definition of the last phase of NT built into the agreement are 
based on the principles brought to the board in October 2013 and the level of 
detail achieved through negotiation has strengthened Post Office's position. 
The agreement can be terminated in the event of the NFSP breaching the clear 
criteria as defined above. 

• Therefore, whilst we envisage a 15 year agreement, we can and will terminate 
it against the specific requirements we've defined as termination events if it's 
not working - the 15 years is not guaranteed and expenditure beyond the 
annual grant wil l only be made on a case by case basis. 

• The GA is intended to assist the NFSP on their journey from a trade union to 
trade association and enables a relationship between the organisations that 
supports the engagement, development and growth of thousands of small 
businesses. 

Strfctl/
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Context 

Our goal for 2016--17 is to achieve 
EBITDAS of (E10m), 

PAGE 1 OF 6 

Our 3 year goals are: 

1. To establish the foundations of a 
successful independent business. 

2. To accelerate the transformation 
of Post Office and reach 
breakeven. 

3. To secure commercial 
sustainability for the long term. 

In summary, our strategy is to stabilise our income in mails and grow in 
financial services by focusing on the customer, moving up the value chain where 
suitable; modernise our physical and digital channels; streamline our support 
services; build a simpler, more cost effective operating model; alongside 
improving our colleague and network engagement. 

Questions this paper addresses 
1. What is on my mind? (successes, challenges, opportunities and risks) 
2. What are the implications for our outlook and plans? 

Conclusion 
1. Building on a strong year end, we have had an encouraging start to this 

financial year with EBITDAS and income ahead of target. 
2. Our transformation is on track and we have delivered some significant 

milestones in recent weeks, including completing separation from Royal Mail 
and opening our 6000th modernised branch. 

3. We are entering a critical period in the restructuring of Post Office Ltd with 
multiple, associated industrial relations challenges. 

Input Sought 
The Board is invited to note the report and highlight any issues where a future 
discussion would be welcome. 
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• Financial Performance - P1 
EBITDAS in P1 is £2.5m favourable driven by income from Financial Services 
and Government Services. It is £5m higher than a year ago. 
Performance was particularly strong in P1 on Credit Card and Home 
Insurance. Life Insurance, Banking, Identity and Passports also performed 
well. 
Total Expenditure was in line with budget, with Postmaster costs being 
£(1.1)m adverse (simply the flow down of improved income), offset by non-
staff costs (£0.5m favourable) and Project Opex (£0,6m favourable). 
As it is P1, we have not provided a full financial report. A summary of P1 
performance is attached at annex A. Al Cameron will provide an update at the 
Board meeting. 

• Transformation 
As highlighted in the Transformation Update accompanying this report, we 
completed technical and contractual IT separation from Royal Mail Group at 
the end of March. 
There was some minor disruption but nothing significant or ongoing. 

-> This represents the conclusion of four years of hard work and collaboration 
across both businesses and major investment in the Post Office infrastructure. 
In addition, I accompanied Tim Parker to open our 6000 1' transformed branch 
in Nyetimber, West Sussex in early April. An outstanding achievement by the 
Network Transformation Team. 

• NFSP Conference 
Last week Tim and I attended the NFSP's annual conference, along with other 
colleagues from Post Office Limited. 

> The event was well-attended and the debate was lively; with a strong theme 
of creating a sustainable proposition for agents based on Post Office within a 
retail environment coming through. 
Feedback was very positive and the conference represented a significant 
milestone in the transformation that the NFSP is going through alongside POL. 

titrictty Gontzdentirtt 
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As reported last week, we were subject to a significant incident with Horizoil ~1_ 
on 9t'' May. 
Between 8.55 am and 10.15 am, approximately 65% of transactions on I i ii

Horizon failed to complete as the system began to degrade owing to memory 
issues. The system was brought back to full trading capacity by 10:30.

-4 This incident occurred following a week's live proving of the secondary system 
and following transfer back to the primary system which, with no changes to 
configuration, had run without incident for a year. It had also run on low 
volumes on the Sunday without incident.
The incident was wholly unacceptable and has been the subject of a formal,;:,,:
contractual escalation with Fujitsu, who are working through the root cause. 

— There was some media coverage on the day itself and the following day, but 
this was relatively low-key and short-lived. iai.l I I' l 1  sasl  1 i i 'ii i ' l i i 
A configuration change enabled the system to start operating effectively and 
no further issues have been experienced. However, we do not yet understand 
why that change had the impact it did and until we do we will not be 
switching between primary and secondary servers. 
We will revert to the ARC with a full root cause analysis and steps undertaken 
when our work is complete 

Look Lookng Ahead 

OPPOPT TIE 

• Strategy 

The Group Executive and I dedicated two days earlier this month to discussing 
the future strategy for Post Office. 
These were highly productive discussions centred on how we become a 
consistently profitable business so we can invest from a position of strength; 
cement our position as the number one retailer of letters and parcels; 
continue to grow our financial services business; complete the restructuring of 

Stric;tu j ("(nZ1Ti.dczfzti+d 
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POL to be a much smaller, lower cost business that is aligned to the needs of 
retailers in our agency network. 
Further work is now underway to prepare for the Board's strategy days next 
month. 

• Project Paddington 

Further to signing the Paddington deal with;.__._._._.__._._.__IRRELEVANT 

IRRELEVANTIWe have now finalised the detailed business case for the deal 
Wni

s 

in line with the outline case signed off by the Board. 
The business case payback period remains at 2.8 years although there have 
been small mpvements.-in.-inves.tm.e:n.t_co$ts and benefits. 
Costs are novL IRRELEVANT on the pre-contract signature 
assumption. This arises from updated branch build and redundancy costs 
following detailed costing work. The total EBITDAS benefits now stand at t 

IRRELEVANT an improvement otRRELEVANTowing 
to 

IRRELEVANT

IRRELEVANT 

• Industrial Relations 

We have entered into a critical period in delivering our restructuring with the 
associated challenges in industrial relations across the Crown network, Supply 
Chain, Customer Support Centres, pay and pensions. 

> We continue to have discussions with both CWU and Unite but the risk of 
industrial action across the business remains significant 

tric;t5j C;a;r [Ic1 ftia? 
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It is too early in P1 to give a sense of 
confidence for the year but the start in 
terms of business performance and 
transformation is very encouraging, 
especially given the industrial relations 

ftric;tfli C;a;rz1[i.dczfztia? 
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Context 

PAGE 1 OF 5 

The Post Office is undertaking a complex transformation programme, designed to 
modernise our network and IT infrastructure, simplify our cost base and create the 
platform for customer-led growth. The core objective is to create a commercially 
sustainable business equipped to cope with lower levels of government funding after 
March 2018. 

Questions tions this paper addresses 

1. Overall, are we on track to del iver our key Transformation programmes? 
2. What are the impl ications of any variance, for our outlook and plans? 

Con clu ioiii 

1. Following a strong finish to 2015-16 we are on track to deliver our transformation 
plans: 
• We achieved key Transformation year end targets including modernising 1,904 

branches, Crown Break-even, separation from Royal Mail and delivery of £63m 
of benefits vs a target of £51m, including and £54m of cost efficiencies. 

• The risk profile has improved and remains stable following conclusion of Trinity. 
• Automation of Post Office Card Account transactions in the Crown network is 

delayed. 

2. The latest view of costs and benefits have been included in the three year plan. 

• We are on track to deliver Transformation financial benefits that are included in 
the three year plan. 

• The delay to automation of the Post Office Card Account transactions in Crown 
branches creates a £1.5m gap in the programme's benefits in 2016-17. Options 
to accelerate Crown Network Change activity to close the gap are being 
considered. 

Input Sought 

The Board are asked to note the progress made, key chal lenges faced and actions 
taken to address them. 
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WHAT HAS GONE WELL (SINCE LAST PROGRESS REPORT IN MARCH)? 

• Network Transformation 
• In 2015-16 we opened 1,904 modernised branches against a target of 

1,850. 
• As at 9t''May we have 6,155 modernised branches open (3,009 Local and 

3,146 Mains). 
• From our modernised network we have: 

• Contributed an extra 192,150 hours in the network which is the 
equivalent of 4,177 extra Post Offices operating core hours. 

• Reducing fixed pay to postmasters by £23m in 2015/16 and are 
forecast to save £31m in 2016/17. 

• Crown Network Development 
• Subject to audit, the Crown network is forecast to exceed the break even 

IRRELEVANT 
• These are key milestones in achieving our ambition of a Crown network 

going from break-even to a £10m profit run-rate by March 2018. 

• Point-of-Sale Software (Trinity) 
• There have been no legal challenges following the termination of the 

Front Office contract with IBM and the extension of the Fujitsu contract 
for provision of the Horizon Point-of-Sale system. 

• Separation 
• The programme to technically and contractually separate Post Office Ltd 

from Royal Mail has successfully completed. 

• Delivery of Benefits 
• Transformation initiatives have delivered £63m of benefits in 2015-16 

against a target of £51m. 
• £53.9m from cost efficiency savings including Crown and IT 

savings 
• £4.8m from project Hawk. 
• £4.6m from Network Transformation 

Stric;ttli("(nZ1fld1 J1tkt 
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• The new Call Centre in Chesterfield has been operational from 25th April, 
delivered 8 days early. 

• Delivery of benefits on track to start in July 2016, which enables delivery 
of annualised savings of £3.3n-m benefits in 2016/17 in l ine with the 
business case. 

• Crown Network Development 

• IRRELEVANT 
• This is due to issues with the technical interfaces between suppliers to 

verify the POCA PIN number. Resolving the issue requires significant 
development. 

• Options to accelerate Crown Network Change activity to close the gap 
are being considered with the Industrial Relations Steering Group. 

Looking Ahead 
^!/....':`ti ̂ ,^~G.;v;z-Yh~i'.".:Gsi r ,x!~%r ... ..,. .. yj .; 

UI" }r/iNG AcT :t l '!

• Support Services Transformation 
• Chesterfield Call Centre to increase operational capacity from 20 desks to 

95 by the end May. 
• Closure of St Helens and Leeds sites with the work transferring to 

Chesterfield due at the end May. 
• One third of colleagues will transfer from the existing call centre in 

Dearne, and two thirds will be newly recruited and trained. 

• Defined Benefit Pension Scheme 
• The consultation period has been extended to 31. May to allow 

employees and their representatives to take the potential for 
redundancies into account when responding to the proposed changes to 
pensions. 

• Group Executive session on 2411, May will review progress with 

consultation. 

• Project IRIS (Supply Chain Transformation) 
• Plans for Supply Chain will be communicated to colleagues on 17"h May 
• The programme plans are subject to consultation. Timelines and 

business case are currently on track. 
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Post Office >c <'arsl-141C;5/l P 41 of 5,57 



POL00030888 
POL00030888 

2. CEO Repo=rt including IR updates 

POST OFFICE PAGE 4 OF 5 

• Simple To Run Network 
• This programme's objective is to deliver an attractive retail proposition 

which is commercially sustainable for the Post Office. 
• A hypothesis to achieve this objective has been presented to the Group 

Executive and further detailed analysis is being undertaken ahead of the 
June Board. 

• Transforming Agents Proposition 
• This programme has an objective to complete an integrated strategic 

review of our commercial model and relationship with our Agents. 
• The programme is currently in a design phase. 

• Currently, we are not reporting any 'red' risks and are confident that delivery risks 
continue to be tightly controlled and managed. 

• Risks are regularly reviewed within and across Transformation programmes, clear 
mitigation actions are agreed and broken down into manageable deliverables 
ensuring we are regularly reducing the probability and impact of these risks. 

• There are three Transformation Programmes (Iris, Paddington and Pathfinder) 
which are entering a phase which will significantly increase the likelihood of 
industrial action. The IR Risk is well documented and managed by P&E, who work 
closely with the IR Steering Group to ensure this is managed, controlled and the 
impact is minimised. 

In Conclusion 

Our confidence in delivering 
Transformation continues to increase due 
to: 
1, Achievement of key Transformation 
year end targets. 

2, The risk profile remaining stable 
following conclusion of Trinity. 

3, Progress across Transformation 
programmes is in line with plans. 

Strictty Gontidential 

We are on track to deliver 
Transformational financial benefits that 
are included in the three year plan. 

We need to continue to closely manage 
and mitigate risks in line with risk 
appetite. 
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Risks do exist across the portfolio and 
there is an increased risk of industrial 
action as a result of Transformation 
activity. 

Network 
Transformation 

Crown Network 
Development 

EUC Branch 

Point of Sale 
Software 

Back Office IT 
Transition 

Support Services 
Transformation 

Simple To Run 
Network 

Transforming 
Agents Proposition 

Defined Benefit 
Pension 
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Delivered 2015-16 targets, on track for 2016-17 
targets. 

Subject to audit, the Crown netwark.is_.for .cast._t 
axrapri tha hraak avan tarnat IRRELEVANT 

I 
The project remains at Amber status whilst we work 
through the commercials and confirm the end state 
support model for the Simple To Run Network 
environment. 

Good progress is being made against the delivery 
schedule for release 1 of Horizon improvements. 
Amber status pending baselining of plan and business 
case. 

On track for delivery in September 2016. Amber 
status due to delays in agreeing exit plans with 
incumbent vendors. 

On track to deliver a rationalised, consolidated 
Support Services operation into Chesterfield by the 
end of July 2016 and annualised savings of £3.3m. 

Further detailed analysis required ahead of the June 
Board. 

On track. 

Project will remain on amber until the outcome of the 
consultation period is known. 
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Context 

PAGE 1 OF 13 

DECISION PAPER 

The Post Office Advisory Counci l (the Council) has been in existence for two years. 

This paper is to update the Board on the background to its formation, the benefits it 
has brought and its future purpose. 

Questons addressed in this report 

This paper seeks to address the question: why is the Council important to the Post 
Office? The answer is twofold: 

• it has developed and matured into a forum that makes a positive contribution. 

• it symbolises a shift to more mutual ways of working by the Post Office. As the 
potential for mutual ownership of the Post Office is still part of the legislative 
framework in which we operate, the continuation of the Council supports this 
strand of public policy. 

Con c1LISian 

The Council is an essential conduit between the Board and its key stakeholders, 
providing a ready forum for engagement, feedback and discussion around key policy 
changes and future plans. 

c rid v ..,nn rdenriai Board Intefl gence Hub tempiate 
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The Post Office Advisory Counci l (the Council) was established in March 2014 to 
provide a mechanism for the Post Office to engage stakeholders and to provide advice 
and feedback on business issues. (It is not part of the formal governance 
arrangements for the Post Office.) Terms of reference are in Annex 1. 

Membership comprises employees, postmasters, representatives from the unions the 
NFSP and other businesses including Google and Unilever. Short biographies of 
members are in Annex 2. Members are not paid. The Council meets three times a 
year - in March, July and November - and is chaired by Non-Executive Director Tim 
Franklin. 

The Public Affairs team acts as secretariat and also provide strategic oversight and 
delivery. Our approach during the first year was to bring all members up to the same 
level of knowledge about the Post Office, our strategy and the challenges we face. 
During the Council's second year we have moved to a more output-focussed 
approach, seeking input and insights from members on current issues. The Council is 
now starting to make a valuable contribution. 

Two years on and seven meetings in, the Council has developed and matured into a 
forum that has the potential to make a positive contribution to the Post Office at an 
important time in its evolution. It acts as a critical friend, without being dominated 
by the interests of either the unions or the NFSP, while bringing the customer 
perspective as well as insights and experience from other sectors. The Council has 
become a useful sounding board on current business issues and for testing emerging 
thinking. Furthermore, members are an engaged and increasingly trusted group. 
They are also keen to continue with their roles. 

The Council was established during the 2010-15 Coalition Government when 
mutual ising the Post Office was a policy objective of Liberal Democrat ministers. A 
"path to mutualisation" was set out in the Government's response to a public 
consultation in 2012 - Building a Mutual Post Office. A number of pre-requisites 
were identified, the most important being "achieving commercial sustainability" and 
"building a mutual culture". On the latter, "the input of those with an interest in the 
Post Office will be an essential ingredient in that cultural shift" 2 . The creation of the 

Building a Mutual Post Office: The Government's res ortse 
Building a Mutual Post Office: The Government's response 
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Post Office Advisory Council was to be a mechanism for achieving this cultural shift 
and there was an initial emphasis on the Council's stakeholder engagement role. 

Whi le mutualisation of the Post Office has sl ipped down the Government's agenda, the 
potential for mutual ownership is still part of the legislative framework in which we 
operate. The 2011 Postal Services Act provides for only two ownership models: to 
remain in government ownership or to become a mutual. Today the Council remains 
the biggest symbol of this mutual ism strand of policy in which policymakers have a 
residual interest. Disbanding the Counci l at this point in time could be seen as a 
deliberate move against this strand of public policy. 

Experience from recent meetings tells us that the Council adds most value when there 
is a clear l ive issue, or work in progress, on which we are asking for input, and the 
relevant business lead participates in the session. Over the past year we have 
aimed to have at least one such item on the agenda at each meeting. 

Recent examples of these sessions have been: 

Post Office Vision (March 2015): Council members challenged the purpose and 
clarity of an early draft, presented by the Communications Team, leading to a review 
of the purpose and content of the Vision. 

Social purpose of the Post Office (November 2015): the Council was asked to 
consider how the social purpose of the Post Office should evolve in a commercially 
sustainable way, to help inform the businesses approach to negotiations with 
Government on future funding and strategy. Discussions during the session 
highlighted the importance of the economics for the agent - with differing 
perspectives from both the multiple represented on the Counci l, as well as 
independent postmasters. The session also underlined the role of agents as guardians 
of our social purpose, and the need for a more joined-up approach with their own 
initiatives to be part of their local communities. 

Future approach to network design (March 2016): the Counci l was asked to 
consider how the Post Office could become a more attractive proposition for agents, to 
inform development of the Simpler to Run Network. The session provided some very 
clear areas for the Network team to focus on. For example, the need to simplify our 
products and operation, integrate better with a retailer, align online and store, and do 
more to promote opening hours. 

Through its membership, the Council has also allowed us to foster closer links with, 
and to learn from, other businesses and sectors. Last year colleagues from People & 
Engagement were invited by Andrew Moys to attend the John Lewis Partnership 
Council, the organisation's main democratic body which represents partners and 
ensures the business is run on their behalf. 
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We have also benefitted from Google's membership of the Council with Google 
organising a workshop for Post Office colleagues to look at the opportunity for 
harnessing the benefits of technology. 

Individual Council members have also supported commercial teams, with both their 
professional expertise and perspective as customers. For example, Marcus Buck, who 
joined Unilever as a marketing management graduate trainee and is now responsible 
for one of their global brands, has been working with the Post Office Head of Brand. 
And Rebecca Glenapp, who runs a successful e-Commerce business, took part in some 
consultation work that has helped us refine our offer to SMEs. 

What do we need to do next to progress? 

We intend to develop our approach to the Counci l, utilising the skills and experience of 
members to benefit the business. 

Each Council meeting agenda will have at least one "work in progress" item, on which 
we ask for input, with the relevant business lead participating in the session. We will 
do so by working with the Strategy team to set each agenda, and with the business 
lead for each agenda item setting clear objectives for the session. 

The Council's Terms of Reference set out that, in addition to the Chairman, a second 
Non-Executive Director would become a member. Neil McCausland took on this role 
until he stood down from the Post Office last year. Rather than replace him, we 
propose to invite non-executive members of the Board to attend Council meetings on 
a rotating basis instead. A list of future Counci l meeting dates is at Annex 3. 
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2. Members' biographies 

3. Future Counci l meeting dates 

I. Terms of Referen 
Pt 1PPC P 
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The Post Office Advisory Council (Council) exists to provide a forum for Post Office stakeholders 
and other experts to discuss issues of interest and importance that impact on customers, 
stakeholders and their communities. 
The Post Office Board of Directors provides the primary governance of Post Office Limited (Post 
Office). 

ROLE 

The role of the Council is to: 
• provide a two-way channel of communications between the Post Office and its 

stakeholders 
• provide a mechanism for stakeholders and experts to offer views and advice to Post Office 

Board and the Group Executive on subjects brought to it 
• increase understanding and strengthen relationships between Post Office, its stakeholders 

and wider interest groups 
• provide a community for advocacy and communication of Post Office issues 

The Council 
• is not part of the formal governance arrangements of the Post Office 
• is not a representative body 
• has no decision-making authority 
• may provide advice and views on matters brought before it but neither the Post Office 

Board nor the Group Executive is required to act on that advice or those views 

IMIN;rrre»rz4ei1W 

The Chairman will be appointed by the Post Office Board and will be one of the Board Non-
Executive Directors. 

There shall be about twenty members plus two Non-Executive Directors of Post Office. Other 
attendees will be members of the Group Executive (as required by the agenda), and guests as may 
be invited from time to time at the discretion of the Chairman. 

In the absence of the Chairman, a Council meeting may be chaired by any Post Office Non-
Executive Director in attendance who is appointed to act as Chair by the members. 

Members will be selected to provide a diverse and balanced mix of skills, experience and stakeholder 
representation. Selection will be through a mix of invitations for nominations from key stakeholder 
groups and advertised competition, with interviews to ensure the membership has a strong mix of 
skills, and fully reflects the geographical, stakeholder, social, community and commercial interests. 
The aim is to ensure members represent views from the following broad categorisation of areas. 
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Geography Diversity Experience 
England Young Commercial 
Scotland Later life Financial Services/Banking 
Wales Carers Marketing 
Northern Ireland 
Rural areas 

Ethnic groups Retail 
SME 

Urban areas Social 
Disadvantaged areas Community 
Affluent areas Government 

Mails 

Initial appointments will be for periods of two, three or four years to ensure continuity of membership. 
Thereafter members will generally be appointed for a term of four years, renewable upon application 
for further terms of one year at the discretion of the Chairman. 

There is no right to renew membership and renewal may be refused on any reasonable grounds 
including the need to refresh membership in order to stimulate fresh debate. 

Membership will be terminated if a member misses two meetings within the term of their 
appointment. 

CONDUCT OF MEETINGS 

All members will be given reasonable written notice of meetings. 

Meetings will be held three times a year, and will last a full morning. 

Members cannot send deputies except in the case of corporate members whose attending member 
is unavailable. No deputy shall be allowed to attend unless approved in writing in advance by the 
Post Office. 

Members cannot bring guests unless approved in writing in advance by the Post Office. 

All meetings shall be treated as confidential unless otherwise specified. 

Recording of meetings on any form of media is not permitted. 

Any member may be requested to leave a meeting if in the absolute discretion of the Chairman he 
believes the member's conduct is or is likely to be detrimental to the purpose of the Council and the 
overriding objective of a constructive exchange of views and debate. 

The Chairman will feed back the views of the Post Office Board and Group Executive at each 
meeting. 

Following each Council meeting, the Chairman will provide feedback to the Post Office Board and 
Group Executive as appropriate. 

EXPENSES 

Members will not be paid, but will be reimbursed reasonable out of pocket expenses for attending 
meetings upon production of written receipts for the expenses incurred. If there is any dispute as to 
the extent of any expenses to be recovered, the Chairman's decision will be final and binding. 
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The Post Office Secretariat will attend all meetings, and take a note of proceedings and discussions 
at meetings. 

Agendas and a summary of minutes of Council meetings will be published, redacted where 
appropriate to protect confidential information and circulated to members. 

The agenda will be set by the Post Office. Requests for items to be included on the agenda should 
be made to the Chairman in writing (including email). The Chairman is not obliged to accept any item 
on to the agenda. 

If the Chairman does accept an agenda item, he may request that the point under discussion be 
supplemented or supported by an accompanying document or documents. Failure to supply any 
supporting documents reasonably requested by the deadline given will lead to withdrawal of the item 
from the agenda. 

February 2015 
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Elizabeth Armstrong 
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Elizabeth has a background in customer services for tat orwide Building Society 

where she was also National Executive Officer and Individual Cases Officer for the 

Nationwide Group Staff Union. Now retired Elizabeth is involved in local politics and is 

a parish councillor. Not only does she bring a background of working in the financial 

services area she also has a keen interest in enhancing services for rural 

communities 

Theo Bertram is Head of Public Policy and Government Relations at Google UK. Prior 

to joining Google in 2011, Theo was Head of Public Affairs at Telefonica 02, Between 

2006 and 2010, he was a Special Adviser to the Prime Minister for both Tony Blair and 
Gordon Brown and was Head of the Research and Information Unit at 10 Downing 

Street. 

Marcus Suck 

Marcus was born and grew up in Liverpool. After graduating from Cambridge 

University with a degree in History he worked for a large advertising agency on 

campaigns for Radox, Santander and Boots. He then joined Uni lever as a graduate 
trainee in their Marketing function; he has also been the Brand Manager for Dove 

Ml err +Oa re. 

Andy Burrows

Andy Burrows is the Head of Post Office Policy for CITA. He leads the organisation's 

work to promote the consumer interest in all aspects of Post Cf ce services, including 

the quality, accessibility and sustainability of the branch network. His work 

croaramme also explores potential new services which could be offered through the 

Post Office, including government services, credit unions and banking solutions for 

ovv iracor consumers. 

Andy previously worked for a predecessor body, Postwatch, managing its consumer 

scrutiny and research programme; and before 'that undertook research projects for 

think tanks. 

Tim Coomer 
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Tim has a background in rural retailing and has worked for a FMCG wholesaler before 

spending some time working for Community First where his work involved managing 
successful support, advisory and training programmes tai lored for rural retailers and 

postmasters across the south west. Tim has a wide range of experience with both 
independent and commun ity retail coupled with art extensive knowledge of issues 
faced by both rural communities. 

Pardeep Duggal 

Pardeep is Head of Digital Marketing at E.ON. Pardeep's team manage the E.ON 
website, mobile app and email campaigns, as well as digital marketing including 
social, paid activity and working with third parties, 

Prior to joining E.ON, Pardeep worked in retail and financial services, always in 
marketing, and moved into digital during its infancy, 

Chris is an Area Manager for a high street chain and has worked for them for over 20 
years, holding a variety of positions in Yorkshire, Greater Manchester and North 
Wales. Chris sits on Community Pharmacy Wales, supporting the interests of 
community pharmacies in Wales. 

Tim Franklir (Chair) 

Tim Franklin joined the Board of Post Office Limited as a lon-Executive Director on 19 
September 2€ 12, He has 30 years experience working at board level in a variety of 
financial services businesses in both the mutual and private sectors. 

David is the Chief Executive of three Chambers of Commerce, an Industrial Professor 
at East Kent College and a Director of Academy FM, Dover Peoples Port Trust and 
Thames Capital Ltd. He sits on the board of a variety of community organisations and 
private companies in different sectors of the economy. 
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Rebecca Glenapp launched LUX FIX with Alice Hastings-Bass in the summer of 2012. 

Rebecca started her career in strategy consufting before leaving to work in business 

development for digital start-ups for several years. The aim behind LUX FIX was to 

build a business that offered an alternative to mass-market brands, working with 

independent designers who provide the quality in materials and design without the 

normal "designer" price tag. They now have over 150 designers on the site and have 

launched e-  -slaps for the Telegraph, Independent and Evening Standard fashion 

teams. 

Farida has been working with Post Office Ltd for 18 years in a variety of different roles 

and has seen the business adapt to the changing needs of its customer's. Farida's 

experience includes working as a counter clerk at Crown branches, supporting teams 
in the agency network, working with payment services on tenders for energy and 

water utilities and she now works on the Network Transformation Programme. 

Nilesh , oh! 

Nilesh Joshi, is the National Executive Officer of the National Federation of 

Subpostmasters. He has been an active member of the Federation for the last 15 

years and joined the executive team after taking various roles at branch and regional 

level. 

In November 1990, Nilesh became the postmaster of the Forest Hill Road branch in 

East Dulwich, which he still runs. In 2009 the branch won the Asian Trader 

Independent Retailer of the year. 

Marc K'•: on 

Marc is the Chair of the British Youth Council, a national youth campaigning charity, 

and has been a researcher at the Institute for Government, a cross-party think tank 

yelping to improve the effectiveness of government. He served on the Post Office's 
Stakeholder Forum from October 2011 to December 2013, looking at how the Post 

Office defines its public purpose as an organisation. 

Ben Lucas has a background as Chair of Public Services at the RSA. He is a public 
policy and communications entrepreneur and has worked at the heart of the public 

policy world for over three decades. He was previously founding Director of the 2020 
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Public Services Trust, He began his working life as the research officer for the 
construction union, UCAT "; before becoming lack Straw's adviser during the mid-
1990s. Following this, he co-founded and became Managing Director of LLM 
Communications, which became the leading independent public affairs advisory firm in 
the UK. Ben is a founding Trustee of the think tank, New Local Government Network, 
and an adviser to the Joseph Rowntree Foundation. 

Ismail Loonat 

Ismail has around twenty years' experience as a postmaster and over the years has 
built a strong rapport with the local community and businesses. Ismail's efforts were 
acknowledged when he was one of finalist for the Royal Mail Chair excellence award in 
2009. 

More recently, his Post Office obtained funding from the Post Office Community 
Enterprise Fund. Ismail is an active community worker and has been a volunteer for 
numerous charities. 

Andrews Moys 

Andrew has recently moved on from his roie of Diractor of Commu Jka .runs at John 
Lewis Partnership. He managed the Partnerships c m'miunica . ons team of 25 with 

responsibility for government and media relations, internal communications including 

the Partnership's weekly magazine, The Gazette and the John Lewis Partnership 
website. 

Andrew started his career in management consultancy, before spodia lning in 

corporate communications working for BAA, the world's largest airports company, and 
then at Cadbury, the global confectionery brand. 

Brian Scott is the Unite Officer for the CMA. Sector of Unite. His responsibil ities are for 
all Unite members in the postal sector. Other areas for which Brian is responsible are 
the European Social Dialogue and the Uni--Europa Postal Committee. 

Brian has been a member of the Labour Party for over 30 years and is currently chair 
of the 'I ywforfd branch. He joined the Post Office in 1974 and worked in B

. .. 
for a 

number of years before taking on his current role. He was a member of the CMA 

Executive Council from 1984 to 1991 and held the position of National Vice-Chair for 
three years and was Chairman of the Telecom Executive Committee for 4 years, during 

this period. He was made a National Honorary Member of the CMA in 1992. 
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Lynn Sknpson 

Lynn ., : ?r t he Comrnl .... This 

year she V.55 elect* V ; ` .an from Post 

Office to i s: : 

OtheroC:st005 she has v ' inckei Area. Htaith and Safety, Industrial Refit tmns Area 

1 . a=' ` O __"p programmes i. nu. >ouu `: viti, as iE A nal Duty reviews and a 

ne,,, . f o ...n.. trial which had stoP engagement, customer satisfaction and 
increased ncOr,. ._ . to heart of t ;• . t, 

Nicholas Stuart 

Nicholas is an NHS Consultant Cancer Specialist working in North Wales as a Professor 

of Cancer Studies at the University of Bangor. Nicholas has worked in North Wales for 

the past 21 years having previously trained in Southampton, Birmingham and Oxford. 
Previously Nicholas has been Lead Cancer Cl inician for .N orth Wales Cancer Network 

and Chair of the Welsh Forum of Local Negotiating Committees. He is involved with a 

number of charitable groups including those that raise funds to help local cancer 

services in North Wales and with the Northwest Cancer Research Fund based in 

Liverpool. 

K. i Twynholrn 

Kevin is a lifelong retailer with a passion for innovation and meeting the ever-

changing needs of customers. He currently works for One Stop Stores Ltd overseeing 

Retail Projects, Store Productivity and Services. 

He has been involved with the Post Office Network Transformation programme since 

the days of Post Office Essentials and has led the conversion of over 100 branches to 

the new Local and Mains models. 

Donna Underhill 

Donna joined the Post Office in 2004 as a counter clerk and has worked in various 

roles in the Crown Network before becoming Branch Manager 6 years 

ago. Previously Donna has worked with First Friday and has been influential on all 

aspects of the Crown Leadership Excellence Programme which has underpinned the 

whole vision strategy. 
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1 N's 

6t" July 2016 

2nd November 2016 

15"' March 2017 

5t" July 2017 

8t" November 2017 
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Author: Nick Kennett Meeting date: Nov 2016 

,Context 
Post Office Management Services (POMS) was establ ished in late 2014 as a wholly 
owned subsidiary of the Post Office Limited, to develop the consumer insurance 
business. POMS launched a travel insurance proposition in early 2015 and became 
directly regulated by the FCA as an insurance intermediary in June; in October 2015 
POMS acquired the Post Office insurance business from Post Office Limited, which had 
acquired it from the Bank of Ireland (UK) plc (BoI). 

At it 1 IRRELEVANT; meeting, thei IRRELEVANT: board approved a five business strategy. It is 
proposed thaf a summary of this strategy is presented to the Post Office Board in July. 

Questions this paper addresses 
1. What progress was made in 2015/16 towards delivering the strategic objectives? 

IRRELEVA" 2. What return on investment wil ll ._._._._._._._._bchieve? 

3. What is the strategic plan for! IRRELEVANTI and will this deliver the long term growth 
anticipated in the FS strategy puff? -----

4. What are the key risks to the delivery of the Plan and what is the level of confidence 
for its delivery? 

.oncl usion----------
1. In 2015/16 IRRELEVANT 

Completed many of the key building blocks as anticipated in the 
long term strategy and the value opportunity from the business model is being 
real ised; core board, risk and governance structures are operational. 

2. After a slow start, with d,completing 
RRrIEVAIT! later than originally budgeted, 20.i._S.L.J_&, 

._E-B.I.TDA (excluding exceptional costs) waJIRRELEVANT_i. xceeding Q2 forecast b\;IRRELEVANTI 

i IRRELEVANT; paid Post Office Limited commissions of IRRELEVANTn the year. The 2
1

0.16717 
Luraugvit targets a IRRELEVANT 

3. The near term focus is to IRRELEVANT 

IRRELEVANT 
4. IIH»IAT/1ViI 

IRRELEVANT 
} .-.--.- 

d i ~t iC$L F~ii{~F  IRRELEVANT f )J?~,£'T~fi?C;1`£ ~ -,f _t1FE: 
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IRRELEVANT 
Input Sought 
The Board is asked to note the progress made and confirm support to the strategic 
direction and business intent set out. 
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58 of 557 Past Office 8 oard-24105/1€f 



POL00030888 
POL00030888 

5. POMS 

31Nage 

The Report 
Looking Back 

1. The 
a 

IRRELEVANT 

3. In particular following IRRCLtvANT4 POMS has established clear organisational and 
governance processes and controls, including: 

Organisation structure complete, integrating existing Post Office POI ! IRRELEVANT; 

and selected recruits (in particular risk, strategy and product) into aY-s-irrgie; 
focused team; 

—* Board structure complete with the addition of a second INED, as Chair of the 
POMS Audit, Risk and Compliance Committee; 

Strictly Confidential BOMB Update to the Post Office Board May 2016 
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Executive management structures in place in accordance with FCA principals, 
with Executive, Risk & Compliance and Product Committees operational; 
Operational processes established with Post Office to drive sales, ma_r_k_et_in_g_,_ 
digital and service activities; IRRELEVANT

IRRELEVANT  _._._  _._._ _._._._._._._._._._._._._._._._._.. 

4. Projects to build ! IRRELEVANTlcapabi l ity to deliver the long term strategy are well 
advanced and wilrcrenver in 2016/17: 

IRRELEVANT 

IRRELEVANT 
5. In Q3 and Q4 General Insurance sales have been strong, with Home Insurance 

generating record annual sales and life having strong year-end momentum: 
Sales momentum has continued into P1. 
As at March 2016 ! IRRELEVANT! had sufficient capital and funding to meet its 
operations I,_.an.d_._r_e..c~ix«rw_u'_ reoixirQments..._._.As_.nt._.M.arnh_.7._.0.1.6_,_. th.e_._ce.a_u.lat.pry 
capital was _ _ _ _ IRRELEVANT__._.__._._._._._.__._._._._._.__._._._._._.__._._._._. 

6. In conclusion^IRRELEVANT ! is well established to deliver the opportunities forecast in 
the original business plan: 

> Financial and operational momentum are established; 
> Management and governance processes are in place; 

—* IRRELEVANT;is gaining control of customer proposition and process design from third 
arzre~; 

Initial capability acquired to deliver long term strategic objectives. 

1. In 2015/161---,_._._._._._ _._._ .- _._ ._._ IRRELEVANT

Net commission income in 2015/16 was IRRELEVANT as a result 
------ --- -- . -- ---of lower branch sales and delays launching on aggregator websites; 

Office 
----------------------- 

IRRELEVANT`and _.Post . 

Office.GZI_~.w...„„` N•  '. 
+*IRRELEVANT---- 

IRRELEVANT 

trict j i%onfd[?netio? IRRELEVANTI  dute to {,h Fos!(Jittte Board .0 2W5 
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IRRELEVANT 

1. The 2016J17 budget targets, an EBITDA o>j IRRELEVANT With IC1COfTt2 €RRELEVANT 

IRRELEVANT 

2IRRELEVANT has updated its business strategy 1 targeting to build a sustainable 
competitive advantage and_grow__market__s_hare_by_;_____._._._._.___._._._._._._._.___._._._._._.___._.___._.___._._____._. 

IRRELEVANT 

3. In 2016/17 we will continue to build the capabilities required to realis4 €RRELEVANT 

potential: 

IRRELEVANT 

Ric uir:mgy N ,,Qi:3tt d i sse: iol' aj7 ;r! fca€ az :ix Ma s' "E i1 
IRRELEVpN 

_3aadrtce'tia ?. 
r ~ 

1_._._._..._1 
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IRRELEVANT 

IRRELEVANT 

There are a number of risks that need to be reviewed and managed accordingly„;
including:_______ 

IRRELEVANT 
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IRRELEVANT 
IRRELEVANT 

4. IRRELEVANT could under-estimate the complexity_and capabilities required to take on 
`tfie responsibilities undertaken by• IRRELEVANT 

IRRELEVANT 

M 

Failure to deliver will impact IRRELEVANT 

financial growth and return on 
investment. 

RRELEVANT' is focused on working with Post 
Office to build confidence that is it able 
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Nicholas Kennett 
CEO, POMS 
May 2016 
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2016/17 Plan 
The proposed 20. 16/17 Plan is for net income of IRRELEVANT 

IRRELEVANT 

IRRELEVANT!16/17 vs 15/16 15/16 Forecast 

15/16 16/17 Re-stated cntc 

Q3 Forecast Plan Var Annualised Basis Var to 16/17 Plan 

Em Em Em Ern Em % 

dross income 
---------------------------------------- --------------------------------------------------------

Cost of Sales 

Net Income

IRRELEVANT P0L Cormiss~on 

Total Expenditure 

EBITDA 

EST 

The mid-year 2015/16 acquisition of th(I-E1E_ T business from. IRRELEVANT has a distorting 
effect on year-on-year comparisons. To remove that dist®rti®n; a restated 2015/16 
comparator has been calculated on a current run rate basis, excluding any unique one-
offs, to give a like-for-like view. _ __ _ _ 

Against this restated comparator, IRRELEVANT with 
IRRELEVANT growth more than offsetting a decline in The The Plan for total 

operating costs is flat atIRRELEVANTvith saviinas.in.operating costs off-setting increased 
staff costs (reflecting the expansion of th6 1RRELEVANTteam headcount) and increased POL 

-..cQm.rnissj.ox],s due to increased net income. Together these. result_ in, an EBITDA of LIRRELEVANTI 

IRRELEVANT ;than the latest Q3 2015/16 forecast and; IRRELEVANT than the postl,RRELEVANT; '

adjusted -forecast _.._._ However, _planned ._EBITDA continues to include an unallbz,ateu` 
income stretch o IRRELEVANT ;(actions have been identified in 
order to deliver

The plan profit increaser IRRELEVANT excess capital. 
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IRRELEVANTJpdate to Post Office Board
~. 

1rt3?' €~'i'e'K'Funrt ;tt Meeting date: May 2015 

Executive Summary 

Context 
Post._ Office._. Management._Services. IRRELEVANT 

IRRELEVANT 
At itsi IRRELEVANT m eeting, the;;RREiE„ANT-~oard approved a five year business strategy. It is 
prop®sed'trafa'summary of i.TYT.s-5crdtegy is presented to the Post Office Board in July. 

Questions this paper addresses 
1. What progress was made in 2015/16 towards delivering the strategic objectives? 
2. What return on investment wil l achieve? 

IRRELEVANT' 

3. What is the strategic plan for and will this deliver the long term growth 
anticipated in the FS strategy plan? 

4. What are the key risks to the delivery of the Plan and what is the level of confidence 
for its delivery? 

Conclusion 
1. In 2015/16 IRRELEVANT completed many of the key building blocks as anticipated in the 

long term strategy and the value opportunity from the business model is being 
real ised; core board, risk _and _9overnance structures are operational. 

2. After a slow start, withiIRRELEVANTI completing later than originally budgeted, 2015/16 
EBITDA (excluding exceptional costs) Wa IRRELEVANT exceeding Q2 forecast b RRELEVANT 

IRRELEVANT; paid Post Office Limited .commissions of l IRRELEVANT'I.In the year. The 2016/17 
budget targets IRRELEVANT ;growth 

Ir41RRELEVANTi 
income and a i IRRELEVAN! growth in EBITDA. 

3. ._Th.e-.near_ter_m_fociis._i~.to.rontjnuE._-- ----- ----- --.IRRELEVANT 

IRRELEVANT 
4. The key financial risk to the current plan is the IRRELEVANT 

IRRELEVANT 
Strict' GS. SfIC:lYS`j{~ i IRRELEVANT (f of i I.F p 1 (J tic,£ . ~fi?C;1`£ Mi 2i )t 
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IRRELEVANT 
Input Sought 
The Board is asked to note the progress made and confirm support to the strategic 
direction and business intent set out. 
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The Report 
Looking Back 

1. The ouerar_chir 
a. 

b., 

IRRELEVANT 

2. Following- the_estal 

of the core building 
---'----'-'---'-'----'----'-'--'-

h.ment .of4RREyEVAtiitin 20.14 
IRRELEVANT 

mnagement of the! IRRELEVANTi 

delivered a nutnuer_ 

n 2015/16, including: 

IRRELEVANT 
3. In particular following IRRELEVANT has established clear organisational and 

governance processes and corifro1 including: 
Organisation structure complete, integrating existing IRRELEVANT 
and selected recruits (in particular risk, strategy ante-pF6CMJ-into -a sirigT2; 
focused team; ----------------------------------- 
Board structure compete with the addition of IRRELEVANT 
-------- -------------- IRRELEVANT._.

xecutive rrianagemerit structures in place in accordance with FCA principals, 
with Executive, Risk & Compliance and Product Committees operational; 

IRRELEVANT,YUXtt tO dWPU. t QJ)iCe 11OW' . :~+:l~fXJ 201ô 
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Operational processes establishgd._with_ Pos .Offic. _.to._ Iriv._ ._ ale. ,_.markkting,_._ 
digital__and _service activities; IRRELEVANT 

IRRELEVANT    _._._._._._ 

Projects to build; IRRELEVANT apabil ity to deliver the long term strategy are well 
advanced and will deliver in 2016/17: 

ELEVANT 

5. In Q3 and Q4 General Insurance sales have been strong, with Home Insurance 
generating record annual sales and life having strong year-end momentum: 

Sales momentum has continued into P1. 
As at March 2016. ..RRELE.ANT had sufficient capital and funding to meet its 
operational and regulatory requirements. As at March 2016, the regulatory 
capital wad_._._._  IRRELEVANT_._._._._._._.

6. In conclusion1 IRRELEVANT is well established to deliver the opportunities forecast in 
the original business plan: 

—, Financial and operational momentum are established; 
Management and governance processes are in place; 

IRRELEVANT  :is gaining control of customer proposition and process design from third 
parties; 
Initial capability acquired to deliver long term strategic objectives. 

1. In 2015/1x; . IRRELEVANT 

-3 Net commission income in 2015/16 wal IRRELEVANT ps a result 
of lower branch sales and delays launcf~ing' on aggregator websites; .-- .._ _._.. 

—,i IRRELEVANT 2nd Post Office are T_ ._.__._.___._._._._._.__.__._._._._._._._.,. 

IRRELEVANT 

Strictly i.(JTt "Ide tial 
i 
''date to the Post Office Board May 2016 
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2. 2015/16 operating costs were IRRELEVANT ;from higher contact centre costs 
anC IRRELEVANTjeing dependent on consuifanfs -and contractors ahead of IRRELEVANT 

Contact centre costs have been brought down and we are working with our 
provider (WebHelp) to bring this down further; 
Consultancy costs have been cut, in particular for compliance services, as third 
party team have been replaced by specialist IRRELEVANTstaff. 

Looknq Ahead 

STRATEGY OVERVIEW & OP PORT OLT't 
--_ 

1. The 2016/17 budget targets an EBITDA of IRRELEVANT with income'RRELEVANT 

- - - - - - - -IRRELEVANT _'---.---.---.---.----.---.-_-------'-'-'-'---'-'--'- 

2 IRRELEVANT has updated its business strategy' targeting to build a sustainable 
competitive advantage and grow market share by; 

IRRELEVANT 

3. In 2016/17 we wil l continue to build the capabi l ities required to realisei IRRELEVANTi 

potential _._._ _._._._ _._._ _._._._._._._ _._._._.-._._ -.-...-.-...........-...........-._....-.-...-.-.-.-.-..-.-.-.-._._ _._._ _._._._ -..._ _._..............., 

IRRELEVANT 

IRRELEVANT 
6.^:3t g'y FSfra:'3 ,d i'. f. Pi iY; .r..:'.€ :I :::̂,C'. May i s ' C I ~'- ~' . ~i IRRELEVANT F" ~ . 
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IRRELEVANT 

There are a number of risks that need to be reviewed and managed accordingly, 
including: 

---....-

IRRELEVANT 
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can 

I IRRELEVANT 

I DIZI 

uld under-estimate the 

CX/A K17 

pabilities required to take on 

51 IRRELEVANT 

In Concuson 

Overall , RRE E '; is well positioned to Failure to deliver will impact IRRELEVANT'`I' 

Nicholas Kennett 
CEO, PONS 
May 2016 
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2016/17 Plan 
The proposed_.2016/17 Plan is for net income of 

IRRELEVANT 
IRRELEVANT 

IRRELEVANT 16117 vs 15/16 I 15/16 Forecast 

15/16 1.6/1 R•e-stated onto 

Q3 Forecast Flan Var Annualised Basis Var to 16/17 Flan 

£m fl r fill fin fryl 
r ---------'-------------'---'-'---'---'-'---'-------'--- -'- -----------'------'-----'-------'-----'-------------'------------- 

Gross income 

Cast of SAs es 

Net Income 

staff Costs~_5far s ~5s IRRELEVANT 
PO L Commassiol 
Total Expenditure L 1 

ESITDAA 

EST 

The mid-year 2015/16 acquisition of thy-wa_:_--- business from IRRELEVANT has a distorting 
effect on year-on-year comparisons. To remove that disto`rl:rorr;-'-a -'rrrstated 2015/16 
comparator has been calculated on a current run rate basis, excluding any unique one-
offs, to give a like-for-like view. 

A.amain.st_._th_.is._._restated._.,comparator, i IRRELEVANT with 
IRRELEVANT growth. more than offsetting a decline in,I-EEaNE The Plan for total 

operating costs is-ffat'at 'i IRRELEVANT; with savings in operating costs off-setting increased 
staff costs (reflecting the expansion of theIRRELEVANT team headcount) and increased POL 
commissions due to increased net income. Together these.result. in.an EBITDA of `IRRELEVANT; 

IRRELEVANT; than the latest Q3 2015/16 forecast and IRRELEVANT ! than the post IRRELEVANT 
acrjusmcr forecast.._._._i7Lo.vv.ev_er._._o.lane.ed._._E.BITDA._.cQnti.nues to include an unallocated -
income stretch of IRRELEVANT (actions have been identified in 
order to deliver the cost stretch). 

The plan profit increases '. IRRELEVANT! excess capital. 

7 }} IRRELEVANT f ~(( T 't TD ) 
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Author: Dave Carter Sponsor: Alisdair Cameron Date: May 2016 

.. . 

Context 

PAGE t_ OF 4 

1. The draft 2015/16 Annual Report and Accounts (ARA) is presented to the Board for review. 

2. POL usually signs and publishes its ARA at the end of June or the first week of July. This 
timetable has been maintained, giving an extended post balance sheet review period to 
provide further assurance over the completeness and accuracy of the results. 

3. The papers comprise a draft ARA, a briefing book setting out details of the financial results 
and a report from Ernst & Young on their findings to date. 

4. This draft of the ARA has been slightly updated for individual comments from the version 
sent to the ARC but has not benefited from the debate at the ARC which meets on 19th. It 
is proposed that the Chairman of the ARC presents a verbal update for the Board 
summarising the ARC's discussions. However, if there are material re-writes proposed, we 
will let you know. 

5. The Board is being asked to delegate authority to the ARC to approve the ARA on its 
behalf. It is proposed that a short ARC call is arranged for the end of June to confirm the 
completion of the work, review any findings and agree that the ARA can be signed and 
published, within the Board's delegated authority. 

Questions 
6. The following questions are addressed: 

• In summary, what were POL's financial results for 2015/16? 
• What is the status of the work to support the ARA? 
• What issues are we drawing to the Board's attention in their review? 

The Man Report 
Financial 

Results 

7. Post Office made an operating profit of £105m and an EBITDAS loss of £24m in 2015/16. 
This represented a significant improvement in EBITDAS from a loss of £57m in the previous 
year. Commercial turnover was broadly flat at £981m, with total revenue declining with the 
planned reduction in the Network Support Payment. Progress towards break-even has been 
made by reducing net costs, especially through the impact of Network Transformation on 
agents' pay and in spite of higher pensions and bonus costs. 

Strictly Private and Confidential 1 
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8. Overal l, in line with our plans and budgets, POL is in a temporary period when we are 
spending more on transformation than we receive through the declining Government 
Grant. As a result, we uses more of our facility with government, increasing borrowings by 
£155m to £465m, against a limit of £950m. 

Audit Status 
9. As previously discussed with the ARC, given the need to strengthen the financial control 

environment, additional accounting and audit procedures are being carried out. The bulk of 
this work is finished. 

10. No significant issues have been identified in the work to date. Internal POL reviews have 
identified a number of smal l adjustments, netting at a £1.2m reduction in EBITDAS, which 
have been adjusted for in this draft of the ARA. The ARA also reflects some judgemental 
adjustments agreed with EY and summarised in their report: these net to a £0.1rn 

reduction in profit, with no impact on EBITDAS. 

11. As agreed with the ARC, procedures will be completed during the next few weeks and 

updated with ongoing reviews of post year end transactions. 

Matters for the Board's attention 

Basis of preparation 

12. The financial statements have been prepared on a basis that is consistent with prior years, 
including the assumption that POL is a going concern. The logic underpinning this 
assumption is set out in section 12 of the Briefing Book. 

13. Nonetheless, the Board has recognised that the longer term financial stability of POL is 
uncertain, with no funding or facilities guaranteed after March 2018. We have therefore 
continued to impair the bulk of our capital expenditure and intangible assets in the year in 
which it is incurred. The amount written off in 2015-16 was £136m (2014-15 £140m) and 
further details are set out in section 19 of the Briefing Book. 

14. The exceptions to this pol icy have been freehold property and long leasehold property and 
land, reflecting their long term economic value independent from business activities. 

IRRELEVANT 
Strictly Confidential 



POL00030888 
POL00030888 

6. "1n'3uai Report & Accounts 

POST OFFICE 

Restatement 

PAGE 3 OF 4 

16. As disclosed in the Interim report and accounts, the comparative figures for the year ended 29 
March 2015 have been restated. The provision for postmasters' compensation, included in 
Network Transformation, has now been fully recognised in the results for the year ended 29 
March 2015. The restatement affects exceptional costs, provisions and retained earnings as set 
out in the table below. Within this report, the comparative income statement, statement of 
comprehensive income, balance sheet and statement of changes in equity for the year ended 
29 March 2015 have been restated. There has been no effect on the cash flow statement. 

As previously Restatement 29 March 2015 
reported Restated 

Total provisions (63) (87) (150) 

Shareholders' funds (retained earnings) (72) (87) (159) 

Profitl(loss) for the year (54) (87) (141) 

Discontinued Operation 

17. Prior to the year end the business took the decision to discontinue the Mobile telephony 
operation. In consultation with EY, this has been treated as a Discontinued Operation in the 
financial statements, reported below EBITDAS and Operating Profit. 

18. The net impact is a £2.8m increase in 2015-16 EBITDAS (2014/15: £3m) as operating 
costs of £3m and income of £0.16m are removed. Within Discontinued Operations, the 
total impact is a £10m cost, additionally reflecting £3.7m of balance sheet write-offs 
(2014/15: £1m) and £3.5m of provisions relating to estimates of exit and termination 
costs. 

Disclosures 

19. In the draft ARA, we have made some reductions in the amount of disclosure. The ARC 
previously took the view that we should no longer be seeking to comply with the Combined 
Code as an objective in itself, given the associated costs and bureaucracy. As a result, 
some disclosures are optional. 

20. In summary, we have removed the segmental reporting note as the key information is 
already stated in the Financial and Business Review. We have retained a section on Risks. 
We have removed the very detailed report on Directors' Remuneration. However, on the 
advice of our shareholder, we have put more disclosure around directors' remuneration in 
the notes to the accounts than is required by legislation, including a table of individual 
earnings and a brief explanation of the incentive plans. 

21. In the note on Commitments (Note 19 to the Group Financial Statements), we have 
included a general statement headed `Contingent Liabilities", noting that from time to time 
we may face legal claims and concluding that"The Directors do not consider the outcome 
of any current claim or action will have a material adverse impact on the consolidated 
position of the Group." 
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22. We have been notified by a law firm of a claim on behalf of a group of 91 Postmasters. The 
claim has been filed in the High Court, but has not been formally served on us. Among the 
claimants are individuals who we believe may not participate in a class action, either 
because they are time limited, have criminal convictions or have previously reached a full 
and final settlement with us. The claim is not valued and no new information has been 
provided. 

23. Clearly, no provision has been raised as we think the chances of making a payment that we 
can reliably estimate is remote. In addition, we have concluded that to disclose the 
existence of the claim would give it a spurious importance. EY are keen that the ARC and 
the Board debate this point and have recommended it is disclosed. Potential, additional 
wording might be: "A High Court Claim has been issued on behalf of a number of Sub-
postmasters against Post Office in relation to various legal, technical and operational 
matters. Full Particulars of Claim have not yet been received by Post Office. " 

Input Sought 

24. The Board is requested: 
• to review and comment on the draft Annual Report and Financial Statements for 2015-16; 
• give delegated authority to the ARC to approve the Annual Report and Financial 

Statements; and 
• give delegated authority to the Chairman, the Chief Executive and the Chief Financial 

Officer to sign the Annual Report and Financial Statements fol lowing approval by the ARC. 
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2015/16 Annual Report and Financial Statements 

1. Overview 

1.1 Chairman's foreword 
1.2 Chief Executive's statement 

2. Financial and Business Review 

3. Governance 

3.1 Board Biographies 
3.2 Corporate Governance 
3.3 Directors' report 

4. Financial Statements 

4.1 Statement of Directors' responsibilities 
4.2 Independent Auditor's report 
4.3 Consolidated income statement 
4.4 Consolidated statement of comprehensive income 
4.5 Consolidated statement of cash flow 
4.6 Consolidated balance sheet 
4.7 Consolidated statement of changes in equity 
4.8 Notes to the financial statements 
4.9 Parent Company financial statements 
4.10 Corporate information 
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• Ii iuIi1a.114!Ak.1i.
I was delighted to be appointed Chairman of the Post Office in September 2015, and I have very 

much enjoyed getting to know the business over the last few months. In the first place the job of the 

Post Office is to provide some essential services to our customers, and we are very conscious of our 

obligation to ensure that 90 per cent of the population has a post office within a mile of where they 

live. This amounts to operating the largest retail network in the UK with over 11,600 branches 

dedicated to meeting the needs of a myriad of different communities throughout the country. I am 

proud to be part of this long tradition of service to the public. But we are also a commercial 

business, and in this report we have sought to provide a clear view of how we are performing, and 

the challenges that lie ahead. For many years the Post Office has relied on a subsidy from the 

Government and has also received a considerable amount of investment from public sources to 

modernise the network. As a result of this investment, and thanks to the efforts of postmasters and 

our staff to improve our business in many areas, the public subsidy has declined steadily and 

EBITDAS, our key measure of performance before subsidy, has improved from a loss of £57m last 

year to a loss of £24m in 2015/16.* Considering that the EBITDAS three years ago was a loss of 

£116m, this demonstrates the substantial progress made in recent years. During 2015/16 the actual 

Network Subsidy Payment received from the government reduced from £160m to £130m. 

In a time of straightened public finances, we cannot expect to call on the taxpayer indefinitely, and 

the time has come for the Post Office to take on the challenge of becoming a fully sustainable 

profitable business, whilst at the same time maintaining its public service obligations. If we are to be 

successful over the medium term, we need to be capable of generating sufficient resources 

internally so that we can invest in business development and growth in the future. The Post Office is 

a national brand, trusted by consumers across a range of activities: postal services, cash 

transactions, financial services and telecoms. Whilst we may need a small element of Government 

funding over the medium term to maintain 3,000 or so community branches, there is no reason why 

we cannot achieve positive financial results from the rest of our business. In particular the Post 

Office has significant potential in the financial services market, but that will require substantial 

investment behind our brand in what is a competitive marketplace. 

Over the last few years there has been significant investment in the Network Transformation 

Programme, and this is now bearing fruit in terms of a business model that is more flexible and 

meets the needs of our customers. I was very pleased to open the 6000th branch to be modernised 

in Nyetimber in West Sussex earlier this year. Now operating from a bright refurbished local 

convenience store, it is open an extra 25 hours a week, including Sunday. It seemed to me that the 

postmaster, Than Thevarajah, epitomises the energy, entrepreneurial spirit and customer focus that 

lies at the heart of the modern Post Office. Whilst maintaining a comprehensive service offer, the 

post office till fits well into a thriving retail business, creating footfall, and an opportunity to enhance 

a personal service to customers. 

At the same time as we have invested in our sub post offices, we have also made good progress with 

our own operated post offices: self service kiosks have proved popular, and have helped to reduce 

queues at peak times. To operate post offices in expensive prime retail town centre locations with 

limited commercial add-on activity, can be a financial challenge, although considerable progress has 

been made on stemming the losses in this area. 

* Please see the Financial and Business Review on Page 7 for the calculation of EBITDAS. 
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As Paula's report explains, several of the markets we operate are experiencing some turbulence, but 

it can be done; the post office can still be a very attractive business proposition in an appropriate 

retail setting. 

This year has seen some changes to our Board. I would like to thank three of our members who 

retired last year for their contribution to the revitalisation of the Post Office: Alice Perkins, my 

predecessor, Neil McCausland and Alastair Marnoch. I very pleased to welcome two new members 

of the Board — Carla Stent who is chairing our Audit and Risk Committee, and Ken McCall, who is 

chairing our Remuneration Committee. I would also like to acknowledge the supportive role of our 

shareholder, the Department of Business, Innovation and Skills, in the continuing development of 

the Post Office. Similarly, I would like to record my appreciation of the work done by our Post Office 

Advisory Group, chaired by Tim Franklin. 

I have been struck by the diversity of our branches around the country, and yet there is a common 

thread: they are places where all people and businesses can, and do, use a range of services that are 

important to them in their everyday lives. This combination of commercial focus and community 

involvement is exemplified by local postmasters such as Bryan Hewson at Amble in Northumberland. 

Bryan has fully modified his branch which contains a community hub where people can come in and 

use computers and get online. He is actively expanding his business and is a key part of the 

community that won the coastal town section of the Great British High Street awards this year. 

Bryan and his team are great examples — but they are not unique. So most of all, I would like to pay 

tribute to everyone looking after our customers in the front line or in support, for their hard work 

and their dedication to the highest service standards. All of these men and women make a 

difference every day of the week to the lives of the many people who depend on the Post Office: 

thank you. 
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Chief Executive's Statement 

The Post Office results for 2015/16 show continued progress towards commercial sustainability and 

reduction in reliance upon Government. In 2015/16 we have reduced our operating loss before 

subsidy by £33 million and financial support from Government by £50 million. 

I am pleased we have increased our commercial turnover from £976 million to £981 million, in the 

face of very challenging market conditions. We have grown revenue in our Financial Services and 

Telecoms markets and maintained our Mails market position; our Government Services revenue has 

declined. We have also delivered a £28 million reduction in cost across the business. 

In 2015/16 we posted a loss of £24 million in our key EBITDAS measure maintaining a trend of steady 

improvement: 

The cash position of the company continues to be sound. It operates well within its facilities to meet 

its own trading needs as well as enabling its network of Post Offices to pay and receive money on 

behalf of the range of partners with whom we operate. 

Our strategy is to build profitability whilst at the same time reducing year on year funding from 

Government, thereby creating the potential to re-invest to secure the future of our nationwide 

network. This enables around 60,000 of our Post Office colleagues in 11,600 communities to 

undertake around a billion transactions a year on behalf of our customers — increasingly essential 

services to local communities as banks and other businesses withdraw. 
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The implementation of this strategy is reflected in our performance; 
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To continue this progress, the Post Office needs to enhance its competitiveness and customer 

service in the fast changing Mails, Financial Services, Government Services and Telecoms markets in 

which we operate. And our central and support services need to become simpler - and cheaper - to 

run, thus creating the conditions for postmasters to trade profitably and sustainably. 

This requires: 

- continued investment in the transformation of the branch network, and in IT and digital 

capabilities to promote convenience to customers and flexibility in meeting their needs. 

- A greater focus on simplifying our central and support functions, enabling a more ambitious 

reduction in costs 

- ongoing development of profitable own brand products in Financial Services and continued 

effective long term relationships with both the Royal Mail and others for whom we are a 

trusted distributor. 

In 2015/16 we have made progress in each of these areas. Working with postmasters across the UK, 

we have passed the milestone of modernising 6000 branches, adding 190,000 extra opening hours 

and improving adjacent retail/convenience offers too. I'm delighted these postmasters and their 

staff have achieved over 95% customer satisfaction. We have started to restore the financial position 

of our larger branches where we faced particularly high operating costs: my thanks to colleagues in 

the Crown Post Offices who over a four year period have moved from a £46 million annual loss to a 

breakeven position. We have completed the separation of our IT infrastructure from that of Royal 

Mail Group. We have made our first acquisition, buying our joint insurance business from the Bank 

of Ireland. We have commenced the restructuring and simplification of our central support functions 

and service centres that support our branch network and its service to our customers. 

These are important milestones and, combined with our improving financial results, they provide 

confidence in our capabilities for the future. I am grateful to all those who work in Post Offices and 
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those who support them in various centres across the UK for their huge commitment, their 

professionalism and their delight in serving customers. 

Looking forward, I am in no doubt that the Post Office has a bright future. But at present our reality 

is that we still make a loss. Some of our product markets are in structural decline — particularly in 

Government Services where the shift online has reduced turnover by 9.2%. And where we have 

identified significant potential growth in areas such as Financial Services and Telecoms, these 

markets are intensely competitive with well established incumbents. The mails market is evolving 

rapidly and success will demand ongoing innovation and flexibility. Our Government funding is only 

in place until 2018 and is reducing significantly. 

Our overriding objective is to support a sustainable and thriving network of Post Offices, from a low 

cost support structure. There remains further work to do before we make enough money in 

competitive and changing markets to reinvest sufficiently and sustainably in our systems, branches 

and customer propositions. That means continuing to ask the hard questions of ourselves and being 

resolute in implementing the answers. 

To that end we have launched consultations with our people on closing our defined benefit pension 

scheme to future accrual and [on reducing the operating cost of providing cash to Post Offices]. 

Further changes will follow but I am determined that, as we implement change, we stay true to our 

values. The trust in the Post Office brand is built on its people; and especially as we go through 

change we will take care to ensure everyone is treated with respect. 

The prospect of further and potentially difficult change can be a hard message on the back of the 

real progress that has been made during 2015/16. But it is the right thing to do and the only way we 

can ensure that Post Offices remain open in every community and have a bright future serving our 

customers and delivering our public purpose, ensuring services are available across the UK for 

another generation. 
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Summary results 
The Post Office has maintained its commercial turnover with growth in Financial Services and 
Telecoms offsetting a planned decline in the Royal Mail fixed fee in Mails and decreases in 
Government Services and lottery turnover. 

Our total revenue decreased by £25 million (2.2%) because of the planned reduction in the 
Network Subsidy Payment (NSP) from Government. In spite of that, cost reduction and the 
benefits accruing from continued high levels of investment enabled operating profit before 
exceptional items to increase by 1.9%. Moreover, the critical measure of EBITDAS (operating loss 
before interest, taxation, depreciation, amortisation, subsidy and exceptional items) which strips 
out the Network Subsidy Payment showed significant improvement reducing the loss from £57 
million to £24 million. 

Key Financial Performance Indicators 

2015 

2016 Restated Change 

Turnover £981m E976m £5m 
Operating profit before exceptional items £105m E103m £2m 

Operating loss before, depreciation, amortisation, exceptional items 

and Network Subsidy Payment (EBITDAS) (£24m) (£57m) £33m 

Net cashf low (£109m) £184m (£293m) 

s

2015 
2016 Restated Variance Variance 

Em Em Em % 
Turnover 981 976 5 0.5 
Network Subsidy Payment 130 160 (30) (18.8) 
Revenue 1,111 1,136 (25) (2.2) 

People costs (233) (238) 5 2.1 
Other operating costs (808) (831) 23 2.8 
Total costs (1,041) (1,069) 28 2.6 
Share of profit from joint ventures and associates 35 36 (1) (2.8) 
Operating profit before exceptional items from continuing operations 105 103 2 1.9 

Add: Depreciation 1 0 1 
Less: Network Subsidy Payment (130) (160) 30 (18.8) 
EBITDAS (24) (57) 33 57.9 
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The Post Office's total revenue decreased by £25 million (2.2%) to £1,111 million due to a decrease 
of £30 million in the Network Subsidy Payment (government grant revenue put towards the costs of 
maintaining the Post Office network). The Post Office segments income into four pillars: Mails and 
Retail, Financial Services, Government Services, and Telecoms. This commercial turnover increased 
by £5 million to £981 million. The pillars and their performance are detailed on the next pages: 

2015 

2016 Restated Variance Variance 
£m £m £m % 

Mails and Retail 380 388 (8) (2.1) 

Financial Services 303 290 13 4.5 

Government Services 128 141 (13) (9.2) 

Telecoms 130 120 10 8.3 

Other income 40 37 3 8.1 

Turnover 981 976 5 0.5 

Network Subsidy Payment 130 160 (30) (18.8) 

Revenue 1,111 1,136 (25) (2.2) 

Mails and Retail 

Mails and Retail includes the sale of parcels and other Mails products provided by Royal Mail and 
Parcelforce. It also includes Lottery and Retail services such as sales of collectibles as well as 
packaging and stationery. Revenue decreased in the year by £8 million (2.1%) whilst transactional 
volumes in mails increased slightly. 

2016 2015 Variance 

£m £m % 

Mails services 334 340 (1.8) 

Retail and Lottery 46 48 (4.2) 

Mails and retail 380 388 (2.1) 

Overall mails services revenue reduced by £6 million (1.8%) to £334 million.l_ ._.!RRELEVANr 

tELEVANTI Product sales improved slightly by £1 million in the year. This position was underpinned by 
8 good sales and service performance over the Christmas peak period (year on year trading 
income was 3.6% higher) and by growth in areas related to online shopping (Home shopping 
returns grew by 25%). The mails market remains competitive and fast changing as it continues to 
shift towards package related activity and premium tracked products like Special Delivery. 

The £2 million reduction in turnover from Retail and Lottery services was primarily driven by a 
reduction in Lottery sales due to fewer rollovers and lower prizes. 
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Financial Services 

The Financial Services pillar includes Post Office Money personal financial services products such as 
mortgages, credit cards, insurance, savings, ATMs and travel products as well as traditional services 
such as bill payment and over-the-counter banking transactions. 

On 30 September 2015, Post Office Limited acquired from Bank of Ireland UK plc the business and 
assets of our joint insurance business. Immediately following acquisition, Post Office Limited 
transferred the business to its subsidiary Post Office Management Services Limited, a FCA regulated 
entity, which operates the business alongside its existing travel insurance activities. 

2016 2015 Variance 

£m £m % 

Personal Financial Services 152 127 19.7 
Bill payment, banking and other financial services 151 163 (7,4) 
Financial Services 303 290 4.5 

Across Financial Services in aggregate, turnover increased by £13 million to £303 million (2015: £290 
million), a 4.5% rise. This performance was the aggregate of strong growth in personal financial 
services such as insurances and mortgages and a decline in more traditional services such as bill 
payments. 

Personal Financial Services turnover increased by £25 million (19.7%). This was primarily driven by 
increased turnover from new insurance intermediation activities undertaken by Post Office 
Management Services Limited, and through growth in savings and International money transfers. 

Turnover from traditional Financial Services products declined by £12 million. Bill payment turnover 
fell by £4 million reflecting a continuing shift from paper-based to electronically-delivered products 
and the increasing use of alternative payment methods. NS&I premium bonds turnover fel l and 
ceased to be available from Post Offices from 1 August 2015. 

Offsetting this reduction within traditional products was an increase in banking revenue of £3 
million with a 10% growth in banking transactions. Enhanced agreements with Barclays and HSBC 
to add business customers were made during the year. 95 % of all personal bank accounts in the 
UK are now accessible via post offices as work continues with the banks to secure an overall 
framework for universal access. In an era of closures by the major banks, the Post Office network 
maintains its position as the provider of a national infrastructure which meets community banking 
needs across the UK. --.-.-.-.-.-.--.-.--.-.-.--.-.-.-.-.-.--.-.-.-.-.-.--.-.--.-.-.--.-.--.-.-.--.-.--.-.-.-.-.-.-.-.-.-.-.-.-.-,-.-.-.--.-.--.-.-.-.-.-.--.-
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IRRELEVANT 
L E 

The Telecoms pillar includes Post Office HomePhone and Broadband services as well as e-top up 
services and phonecards. 

2016 2015 Variance 

HomePhone and Broadband 126 115 9.6 

E top-ups and phonecards 4 5 (20.0) 

Telecoms 130 120 8.3 

Telecoms turnover of £130 million (2015: £120 million) increased by £10 million. This was driven 
by a strong performance in our Homephone and Broadband services with a £11 million (9.6%) 
increase in annual revenue to £126 million. E top ups and phonecard revenue fell by £1 million in a 
generally declining market. 

In the competitive Telecoms market an increase of 36,000 additions to the broadband customer 
base were achieved and pricing adjustments in November 2015 improved revenue per customer 
whilst maintaining our position as one of the best value providers in the market. 

Our approach is characterised by tight management and effective margin control enabling strong 
performance against market incumbents. Development of this business however needs to be 
managed carefully to maintain these characteristics and in March 2016 Post Office made the 
decision to withdraw from the development and roll out of a proposed mobile offer in order to 
focus on its Homephone and Broadband activities. 

Other income increased by £3 million to £40 million largely due to a change in the amortisation of a 
historical agreement. Other income is generated primarily from the Supply Chain business that 
manages and distributes cash for Post Offices and for third parties. The revenue generated by the 
Supply Chain business has fallen by £3 million as the relatively high cost base made it difficult to 
attract and retain external revenue. 
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Total costs decreased by £28 mil l ion to £1,041 million (2015: £1,069 million). 

Ern Costs- Prior Year to current Year 

2015 People Costs Other Operating 2018 
Costs 

People costs of £233 million (2015: £238 million) decreased by £5 million net of an increase to pension 
costs of £2 million reflecting efficiency savings. Other operating costs decreased by £23 million to £808 
million largely due to postmaster remuneration costs being lowered by £22 million arising from the 
Network Transformation programme. The fixed element of postmaster remuneration cost has fallen 
by £20 million in the year in addition to a reduction in indirect tax of £2 million. The variable element 
has remained flat year on year. 

has a joint venture with thei-•-•-•-•-•-•-•-•-•-•-•-•------------IRRCLCVHnI__________________-

hose principal activi is thl IRRELEVANT 
IRRELEVANT IRRELEVANT 
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The decision to withdraw from the development and roll out of a mobile offer has been disclosed in 
the Financial statements as a discontinued operation, showing a loss for the financial year after tax 
from discontinued operations on the consolidated income statement of £10 million. 

.11 [ii ii.1:I t14iiL1 

Exceptional items are shown t,elova: 

2016 2015 

Restated 

£m £m 

Operating exceptional items: 

Restructuring costs including postmasters' compensation (283) (301) 

Impairment of intangible assets, property, plant and equipment (136) (140) 

Government grant 150 170 

Net exceptional items (269) (271) 

Operating exceptional items include the costs of delivery of major change and the impairment of 
non-current assets. These are offset by Government grant funding, received towards the 
transformation programmes and recognised to match the associated costs. The Government grant 
funding for 2015-16 of £150 million (2014: £170 million) was received on 1 April 2015 and was fully 
recognised in the year. 

As disclosed in our Interim Report for the six months ended September 2015, an error was identified 
in the calculation for postmasters' compensation within the Network Transformation programme on 
the balance sheet and exceptional items charged in the 2014/15 half year and full year. The March 
2015 exceptional charge has been restated by £87 million. This was a timing error related to 
recognition of the liability. It has not impacted payments to postmasters or the overall cost of the 
programme. 

Restructuring costs are shown below: 

2016 2015 

Restated 

£m £m 

Network Transformation programme 

-Postmasters' compensation 102 154 

-Programme costs 75 73 

Crown Transformation programme 23 10 

ITTransformation programme 30 16 

Business Transformation programme 9 12 

Redundancy costs 29 25 

Business Transformation payments 4 1 

Other exceptional items 11 10 

Restructuring costs 283 301 
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Due to ongoing operational losses (excluding the Network Subsidy Payment) the carrying value of 
intangible assets and all property, plant and equipment other than freehold and long leasehold 
property has been impaired to nil. 

Goodwill is initially recognised at cost, being the excess of the aggregate of the consideration 
transferred and the amount recognised for non-controlling interests, and any previous interest 
held, over the net identifiable assets acquired and liabilities assumed. After initial recognition, 
goodwill is recognised at cost less any accumulated impairment losses. Goodwill is tested for 
impairment annually as well as when there are any indicators of impairment. As noted above 
Goodwill relates to the business combination and there are no indicators of Goodwill impairment at 
the balance sheet date. 

•rLti1iiTii iIt1i1

In addition to the Network Subsidy Payment, the Post Office receives Government grant funding 
towards the transformation programme. Government grant funding of £150 million was received in 
the year (2015: £170 million). The additional government grant funding is included within operating 
exceptional items to match the associated costs. 

The grant was allocated to cover £31 million capital expenditure (2015: £59 million), £66 million 
network transformation related postmasters' compensation (2015: £43 million) and £53 million 
network and IT transformation programme costs (2015: £68 million). 

The level of grants will continue to reduce as set out in the current funding agreement with the 
Government. State Aid approval for the funding from 2015/16 to 2017/18 was received on 19 March 
2015. 

Post Office Limited operates a Treasury function and manages its own financial assets (including 
network cash) and financial liabilities (mainly Government loans). 

The Treasury function derives its authority from the Board and has the authority to undertake 
financial transactions relating to the management of the underlying business risks, however, it does 
not engage in speculative transactions and does not operate as a profit centre. The principal financial 
instruments utilised are deposits and borrowings. 

The cash and cash equivalents amounted to £712 million (2015: £821 million) at the year end. 
There was a net cash outflow during the year of £109 million (2015: inflow £184 million). Net debt 
(excluding cash in the Post Office network) increased by £209 million year on year as shown in the 
table below. As planned, Government Grants, which are not expected to cover all of the costs of 
Transformation, were received ahead of the associated spend. As a result we are in a period of net 
expenditure. 
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2016 2015 

£m £m 

Net cash (outflow)/inflow from operating activities (123) (15) 

income tax recovered 9 11 

Net cash outflow from investing activities (145) (116) 

Net cash (outflow)/inflow before financing activities (259) (120) 

Add/(deduct) movement in cash in the network included in net cash 

inflow 55 (51) 

Finance costs paid (5) (3) 

Net (increase)/decrease in net debt (209) (174) 

Net debt brought forward at the beginning of the year (197) (23) 

Total net debt carried forward at the end of the year (406) (197) 

Post Office Limited's borrowing facility from the Government and the associated Framework 
Agreement imposes constraints on the availability of external borrowing and limits the purposes for 
which the facility can be used to fund the cash and near cash items held within the Post Office 
Limited network. 

Post Office Limited's treasury policy is to minimise the amount drawn down on the loan in order to 
reduce its interest cost. The facility is limited to a maximum of £950 million, the unused but 
available facility at the end of the year was £485 million. The maximum drawn down under the 
facility during the year was £509 million on 6 January 2016. The facility is available at two days' 
notice and has an end date of 31 March 2018. 

Post Office Limited is a participating employer within the Post Office Section of the Royal Mail 
Pension Plan (RMPP), and until 31 March 2015 was a participating employer within the Royal Mail 
Defined Contribution Plan (RMDCP). 

Royal Mail plc is the principal employer of the Royal Mail Senior Executives' Pension Plan (RMSEPP) 
and Post Office Limited is a participating employer within RMSEPP. RMPP and RMSEPP are both 
defined benefit plans. The Post Office operates a Defined Contribution Scheme - the Post Office 
Pension Plan. 

On 1 April 2012 - after the granting of state aid by the European Commission on 21 March 2012 - 
almost all of the pension liabilities and pension assets of the Royal Mail Pension Plan (RMPP), built up 
until 31 March 2012, were transferred to HM Government. 

On this date, the RMPP was also sectionalised, with Royal Mail plc and Post Office Limited each 
responsible for their own sections from that point. This pensions transfer left the RMPP fully funded 
on an actuarial basis in respect of historic liabilities at this date. 

The balance sheet pension position moved from an asset of £205 million at March 2015 to an asset 
of £196 million at March 2016. The movement in the surplus is primarily due to an increase in the 
long term liability partly offset by an improvement in the asset values. 

Valuation of the RMPP scheme is carried out triennially with the next valuation being performed as at 
1 April 2015. The valuation has not yet been completed due to the current consultation on proposals 
to close the RMPP scheme to future accrual. 

Both defined benefit plans closed to new members in March 2008, and RMSEPP closed to future 
accrual on 31 December 2012. New employees were offered membership of the RMDCP following 
this date. With effect from 1 April 2015 new employees were offered membership of the Post Office 
Pension Plan, previous to this they were offered membership of the RMDCP. 

Post Office Annual Report and Financial Statements I Page : 14 

Post Office z oard-24105:16 91 of 557 



POL00030888 
POL00030888 

Draft to Board — IN STRICTEST CONFIDENCE —17 May 2016 

The future funding of ongoing pension contributions into RMPP and deficit payments into RMSEPP 
was agreed with the respective pension trustees during the year and payments were made in 
accordance with the agreements. The net cash payments made are detailed below: 

2016 2015 

£m £m 

Regular pension contributions (20) (22) 

Funding of the pension deficit - RMSEPP (1) (1) 

Payments relating to redundancy (3) (2) 

Net cash payments (24) (25) 

The income statement charge for the year was £3 mil lion (2015: £3 mil lion) in relation to the 
defined contribution scheme and £27 mil lion (2015: £25 mil lion) in relation to the defined benefit 
scheme. 

The regular future service contributions cash rate for RMPP expressed as a percentage of 
pensionable pay remained at 17.1% (2015: 17.1%). The regular rate of employee contributions for 
the RMPP remains unchanged at 6%. 

Events after the reporting period 

In accordance with the funding agreement with government announced on 27 November 2013, for 
which State Aid approval was received on 19 March 2015, Post Office Limited received £220 million 
of funding on 1 April 2016, £80 million of which was the Network Subsidy Payment and £140 million 
other Government Grant funding towards the transformation programme. 
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Good corporate eovernance continues to sunnort Post Office's journey 

Legal Ownership Structure 

Post Office is a wholly owned subsidiary of Postal 

Services Holding Company Limited. The Secretary of 

State for Business, Innovation and Skills (BIS) holds a 

special share in Post Office and the rights attached to 

that special share are enshrined within Post Office 
Articles of Association. 

Neither Postal Services Holding Company nor BIS, 

through its Shareholder Executive (ShEx), have any day 

to day involvement in the operations of Post Office or 

the management of its branch network and staff. 

However, Richard Callard, the ShEx representative, sits 

on the Post Office Board as a Non-Executive Director. 

Corporate Governance Overview 2015/16 

• I : ~I1T11 I 

At Post Office we maintain standards of corporate governance appropriate for our ownership structure, our 

commitment to social purpose and our strategy to achieve commercial sustainability. We regularly review 

these standards to ensure they continue to deliver at the appropriate level for our developing business needs 

and relevant legal and regulatory advances. As a Government-owned entity we are committed to acting in 

accordance with the Nolan Principles of Public Life, namely: selflessness; integrity; objectivity; accountability; 

openness; honesty; and leadership. The Board is mindful of these principles both in its decision making and in 

its responsibility for organisational culture. 

IRRELEVANT 
Rationalisation of Committee Structure 

During 2015/16 the Board reviewed its committee structure. The proposals resulting from this review 
were to dissolve two committees: Financial Services; and Pensions. 

Following dissolution, financial services and pensions risk is now considered by the ARC as part of a 

consolidated risk approach. In considering the implementation of these changes, the Board reviewed 

and revised the ARC's terms of reference and membership to ensure that members had sufficient 

expertise and experience, particularly in financial services. A formal arrangement was also put in place 

for the POMS ARC to report into the Post Office ARC. 
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Board of Directors (as at 27 March 2016) 

The Board is responsible for setting the business' strategic aims, putting in place the 
leadership to deliver them, supervising the management of the business and reporting to 
the Shareholder and determining the Post Office vision, values and organisational culture. 

During 2015/16 there was a 50 per cent change in non-executive Board membership but gender 

diversity was maintained with 37.5 per cent women. This figure is in excess of Lord Davies' 

recommendation for FTSE Boards of 25 per cent women and significantly ahead of the 19.6 per cent 

on FTSE 250 boards, as stated in Lord Davies' five year review published in October 2015. 

Diversity in terms of time served is important for good succession planning and to maintain an 

effective level of corporate knowledge and understanding. An appropriate spread of time served 

ensures freshness of approach combines with knowledge and experience to deliver the most effective 

strategic leadership for Post Office. 

Time Served on Post Office Board 

E3 uia Vennel : {CF 

V:rgln:a o'', r. ~ 

Tir Franklin 

Richard Cu i l d 

Alisda r Cameron (C (.}i 

f •in Pa' .,r {Ch 'ma

Ken McCai i (ill)) 

Caf:a Ste'it 

0,00 LOU: 2.00 3,00 4.00 5.00 0.00 

C Time served (fears) 

The Board is comprised of an independent Non-Executive Chairman, the Chief Executive, the Chief 

Financial Officer, five Non-Executive Directors (one of whom is designated the Senior Independent 

Director) and the Company Secretary. Further information on the Board roles and responsibilities 

can be found on page XX. Non-Executive Directors are not employees of Post Office but provide 

services under the terms of an individual letter or appointment, signed at the commencement of 

their directorship. 

Directors' statutory duties are set out in the Companies Act 2006. The primary duty of the directors 

is to promote the success of Post Office Limited as a Company for the benefit of its Government 

shareholder and the wider stakeholder community. 

Three new Non-Executive Directors were appointed to the Board in 2.015/16 and the process 

followed for their recruitment is set out in more detail in the Nominations Committee report on 

pages XX. Post Office seeks the most suitable candidates as directors and considers diversity in its 
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appointments, including diversity of skills and experience. This is in keeping with the belief of Post 

Office that a varied balance of backgrounds, experience and insights and a culture of inclusivity 

across the entire workforce is in the best long-term interests of Post Office and should reflect the 

communities it serves. In April 2015, Post Office was included in The Times' top 50 employers for 

women. 

Paula Vennells 

Chief Executive 

Joined the Board 18 October 

2010 

PHOTO 
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Richard Callard Alisdair Cameron 

Non-Executive Director Chief Financial Officer 

Joined the Board 26 March 2014 Joined the Board 28 January 

2015 
PHOTO 

PHOTO 

Tim Franklin 

Non-Executive Director 

Joined the Board 19 September 

2012 

PHOTO 

Alwen Lyons 

Company Secretary 

Appointed as Company 

Secretary 4 July 2011 

PHOTO 

Post Office would like to thank the following previous members of the Board who served as Non-

Executive Directors during the year 2015/16: Alice Perkins who stood down as Chairman on 31 July 

2015; Neil McCausland who stood down as Senior Independent Director on 30 September 2015; and 

Alasdair Marnoch who stood down on 31 July 2015. 
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Group Executive (as at 27 March 2016) 

The Group Executive is the most senior management body and is comprised of the Chief Executive, 
each of her direct reports and the Company Secretary 

Membership 
The Group Executive is chaired by Paula Vennells, Chief Executive and the other members are: 

Alisdair Cameron 
Martin George 
Kevin Gilliland 
Neil Hayward 
David Hussey 
Nick Kennett 
Alwen Lyons 
Jane MacLeod 

Chief Financial Officer 
Commercial Director 
Network and Sales Director 
Group People Director 
Business Transformation Director 
Financial Services Director 
Company Secretary 
General Counsel 

Other members of the Group Executive during 2015/16 were: 

David Ryan Group Business Transformation Director (left the Post Office in May 
2015) 

Role of the Group Executive 
The Group Executive implements the strategy agreed by the Board and monitors business 
performance and development at a day to day level. It meets regularly to discuss latest 
developments, to discuss proposals for new business development, to receive financial and other 
performance reports and to monitor business transformation and commercial development. It will 
also address any urgent issues that have arisen within the business and which require senior level 
resolution. Twice yearly, it reviews the results of personal performance assessments undertaken 
throughout the organisation. 

The Chief Executive, Chief Financial Officer and the Company Secretary also attend meetings of the 
Board which facilitates and strengthens the communication channels between the senior leadership, 
the Board and its Committees. 
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Board 

Role and responsibilities 

The Board is accountable to the Secretary of State for BIS for the performance of Post Office and is 

required to notify the Shareholder of certain actions, as set out in the Articles of Association. 

The Board is also responsible for ensuring compliance with all legal and regulatory requirements, 

supervising the management of the business, providing constructive challenge to the Group 

Executive and communicating with the Shareholder. It has a schedule of matters reserved for its 

decision and has approved terms of reference for its committees which are provided on the Post 

Office website. 

The Board approves the annual budget and business plan each year and did so last in March 2016. 

The Board regularly reviews reports on performance against that Plan, together with receiving 

periodic business reports from senior management. Directors are briefed on matters to be 

discussed at Board and Committee meetings by papers distributed in advance, as well as by 

management presentations. 

In setting the risk appetite for Post Office and establishing a framework to manage and mitigate risk, 

the Board takes guidance from its Audit, Risk and Compliance Committee, to which it delegates 

oversight of risk management. This committee receives reports from the Group's Head of Risk and 

from the internal and external audit teams. Further detailed information on the management of risk 

within Post Office, together with identification of principal risks, their impacts and mitigation can be 

found in the Management of risk section on pages XX to YY. 

Accountability 

The Board is accountable to its Shareholder and to the large and diverse group of stakeholders of the 

Post Office. 

Key focus and achievements in 2015/16 

During the year to 27 March 2016 the Board oversaw further significant progress in network 

transformation, with another 1,904 branches modernised, bringing the total so far to 6,001 and 

delivering a better service to customers. The Board also considered the development of the 

financial services strategy including the approval to acquire the business and assets of ourjoint 

insurance business from Bank of Ireland (UK) plc. Owning 100 per cent of the insurance business, 

through the subsidiary Post Office Management Services Limited, was a significant development 

contributing to the 19.7 per cent growth in personal financial services to £152m in 2015/16. 

In 2015/16 the Board went through a period of transition with a change in 50 per cent of its Non-

Executive Directors. This refreshed Board will focus in 2016/17 on driving forwards efficiency and 

ensuring that all support services are optimised to deliver the ongoing transformation journey 

towards a sustainable and thriving network of Post Offices. 
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Non-Executive Directors' Terms of Office at 27 March 2016 

Non-Executive Date of appointment Term of Unexpired term at Committee 
Director office 27 March 2016 memberships 

Tim Parker 1 October 2015 3 years 2 years 6 months 5 Nominations 
days (Chairman) 

Remuneration 

Richard Callard 26 March 2014 Until N/A Audit, Risk and 
removal Compliance 

Tim Franklin' 19 September 2012 4 years 5 months, 23 days Audit, Risk and 
Compliance 

Virginia Holmes 4 April 2012 3 years2 2 years, 8 days2 Nominations 
Remuneration 

Ken McCall 21 January 2016 3 years 2 years, 9 months, Remuneration 
25 (Chairman) 

Audit, Risk and 
Compliance 
Nominations 

Carla Stent 21 January 2016 3 years 2 years, 9 months, Audit, Risk and 
j 25 Compliance 

(Chairman) 

1. Tim Franklin is also Chairman of the Post Office Advisory Council 
2. Virginia Holmes began a second three year term on 2 April 2015 
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Board Meetings 

During 2015/16 the Board met ten times (including extraordinary meetings in person or by 

telephone for time critical issues). A record of Directors' attendance is set out in the table below. 

E~IFI I~' _ ~ ►_ ;~; . ~ ~ '_!! L Imo: a:; . 

Director Meetings 

(attended/eligible 
to attend) 

Extraordinary Meetings 

(attended/eligible to 

attend) 

Alice Perkins' 

Tim Parker2

2/2 

4/4 

2/2 

1/1 

Richard Callard 

Tim Franklin 

7/7 

7/7 

3/3 

3/3 

Virginia Holmes 7/7 1/3 

Alasdair Marnoch3 2/2 1/2 

Neil McCausland 4 3/3 2/2 

Paula Vennells 7/7 3/3 

Alisdair Cameron 7/7 3/3 

Carla Stents 2/2 0/0 

Ken McCall6 212 0/0 

1. Alice Perkins resigned 31 July 2015 

2. Tim Parker was appointed to the Board 1 October 2015 

3. Alasdair Marnoch resigned 31 July 2015 

4. Nei', McCausland served as interim Chairman from 1 August 2015 until his resignation on 30 

September 2015 

S. Carla Stent was appointed to the Board 21 January 2016 

6. Ken McCall was appointed to the Board 21 January 2016 

Conflicts of Interest and Independence 

The Board may, in the furtherance of its duties, seek independent professional advice at the expense 
of Post Office. During the period, no director sought independent professional advice. The Articles 

give the directors power to authorise conflicts of interest. The Board has adopted a procedure by 

which situations giving rise to potential conflicts of interest are identified to the Board, considered 

for authorisation and recorded. 

During the period, none of the directors had a material interest in any contract of significance with 
Post Office or any of its subsidiaries. There was careful management of any potential conflicts of 
interest for Alisdair Cameron during the period up to 30 October 2015 when he served as a Non-
Executive Director on the Board of Post Office Management Services Limited. 

At all times during the periods of their appointments in 2015/16, the independent directors met the 
criteria for independence set by the Board . 

Post Office has arranged appropriate insurance cover in respect of legal action against directors of 
Post Office and its subsidiaries. 
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Committees 

To assist in the execution of its corporate governance responsibilities, the Board has established a 
governance structure of three committees which deal with specific topics requiring independent 
oversight, specifically: audit, risk and compliance; nominations; and remuneration. Each committee 
is chaired by a Non-Executive Director and the Board delegates certain authorities to these 
committees which operate within their own agreed, documented Terms of Reference. 
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Nominations Committee 

Introduction from the Committee Chairman 

- 3€ During 2015/16 the Committee has been key in bringing new 

Gha* mar oft le Pt rrtlmmohs 
capability to the Board to ensure the right talent is in place to 

support the Post Office during its ongoing transformation. To do so 

we have used a combination of external search capability coupled 

with internal resourcing to ensure that we are able to access 
i ~airrr +r~ €~ric r: - specialist expertise relevant to each role. The Committee is mindful 

Iii 1 ii) of the value which diversity brings to the Board and considers this 

when making any proposals for appointments. 

2015/16 Priorities While the focus in 2015/16 has been on external appointments, 

• ~` ra, i~ 0;e<, rr;_,wnt going forward the Committee will focus on ensuring that we begin to 

rn=k , ;tit, E ,rTt ;le t fir .e~s< for ;, build a strong internal talent pipeline to create a sustainable 

tl : de nc s~ P= UIJvE organisation. 

Tim Parker 

Qvie,vr ~ the'ccrr-[p =sitian of Membership and Attendance 
arirl the f:.11 tii - The Committee is chaired by Tim Parker, Chairman and the other 

cuasu members are Virginia Holmes and Ken McCall, the Senior 

Independent Director. During 2015/16 Tim Parker and Ken McCall 

' s joined the Committee, replacing Alice Perkins and Neil McCausland 

who stood down from the Board. 

p;anriir5 at hot the The Committee operates in accordance with its Terms of Reference, 

Huti tr which were last approved by the Board in March 2015and reviewed 

levr_ls. in November 2015. 

Focus The Committee' key responsibilities are to: 

cis v cc s o pans f ,i • keep under review the structure, size and complexity of the 

t~rtI 1 e ecutiV _ te_?m. 
Board, together with the balance of skills, experience and 
diversity available within the Board and each of its committees; 

r sut l3pra'f3ri ,tc t 
• make recommendations to the Board regarding any changes in 

pip eIire nr, it p1 ce t r ee, Board membership; 
the Heads 4f the tra .i~fgrmitt 

organ i~atian • manage the process for recruiting and replacing Board 
Directors (excluding the non-executive director nominated by 
the Shareholder as their representative), members of the 
Group Executive, the Company Secretary and Directors of Post 
Office Management Services Limited; 

• actively manage succession planning for the Board and the 
Group Executive; 

• review the process for the engagement of external search 
agents for senior appointments; 

• ensure Directors' appropriate disclosures of other business 
interests and any potential conflicts of interest; and 

• oversee the process for Board and Committee performance 
evaluation. 
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Work carried out by the Committee in 2015/16 

During the period the Committee oversaw the recruitment and appointment process for three new 

Non-Executive Directors. Using a skills matrix the Committee ensured the Board was comprised of 

Members with the requisite skills and experience, including: PLC Board experience; non-executive 

experience; financial services exposure; retail exposure; public sector and government exposure; IT 

and digital knowledge; business transformation expertise; and experience of mails and logistics. The 

use of this matrix was key in ensuring that all skills were represented, securing a strong and effective 

Board for the future. The Committee also oversaw the process to appoint to the Board of Post Office 

Management Services Limited an independent Non-Executive Director to chair its Audit, Risk and 

Compliance Committee. 

The Committee used the services of Russell Reynolds Associates to undertake market searches for 

executive and non-executive appointments and to advise on succession planning. This firm did not 

have any other connection with Post Office. 

In 2015/16 the Committee also made recommendations to the Board for membership of its 

committees and considered succession planning (in particular for the Group Executive) and talent 

management. The Committee noted the formation of the L300, a forum for the top 300 leaders of 

Post Office, to foster senior accountability and to develop the internal talent pipeline. 
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Remuneration Committee 

Introduction from the Committee Chairman 

Having joined the Post Office Board as Senior Independent 

Director and Chairman of the Remuneration Committee in 

January 2016, I would like to thank my predecessor, Neil 

McCausland, for his chairmanship. 

In 2015/16 the Committee has effectively delivered against its 

objectives to provide oversight for senior level remuneration 

across Post Office Group and to use benchmarking as one 

measure to ensure the appropriateness of this remuneration. 

It has also provided oversight of the short term and long term 

incentive plans. 

Two of the three Committee members have changed during 

the year. I am grateful for the consistency Virginia Holmes' 

continued membership brings and am confident that the 

refreshed Committee will discharge its duties effectively in the 

coming year and with fairness and transparency. 

Ken McCall 

Membership and Attendance 

The Committee is chaired by Ken McCall, Senior Independent 

Director and the other members are Tim Parker, Chairman, 

and Virginia Holmes. During 2015/16 Tim Parker and Ken 

McCall joined the Committee, replacing Alice Perkins and Neil 

McCausland who stood down from the Board. 

The Chief Executive may attend meetings, at the invitation of 

the Chairman, to discuss matters relating to the remuneration 

of the Chief Financial Officer and members of the Group 

Executive. However, the Committee is careful to recognise 

and manage any potential conflicts of interest when receiving 

views from the Group Executive and upholds the principle 

that no individual may be involved in discussions concerning 

their own remuneration. 

The Committee operates in accordance with its Terms of 

Reference, which were last approved by the Board in March 

2015 and reviewed in November 2015. 

Any changes in remuneration for directors of Post Office must 

be approved in advance by the Shareholder, while the 

remuneration of the Chairman and of the Non-Executive 

Directors is set by the Shareholder. Also, no material changes 

can be made to Directors' base salaries, benefits or incentives 

without Special Shareholder consent. 
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Work carried out by the Committee in 
2015/16 

During the year, the Committee reviewed and 
made recommendations for the 2014/15 
payments against the short and long term 
incentive plans and the targets, scorecard 
measures (including stretch targets) and 
objectives for 2015/16. 

The Committee also reviewed the rules of the 
long term incentive plan, the remuneration for 
the Chief Executive and the Chief Financial 
Officer and the fees paid to Non-Executive 
Directors. 

Prior to the acquisition in October 2015 of the 
insurance arm of Post Office via its wholly 
owned subsidiary Post Office Management 

Services Limited, the Committee reviewed, 
and recommended for approval, the 
Remuneration Policy for the subsidiary. 

The Committee is permitted to engage 
external consultants and in the year under 
review, advice was primarily obtained from 
New Bridge Street Consultants on market 

The Committee' key responsibilities are to: 

• make recommendations to the Board on the 
remuneration strategy and any changes to individual 
elements of the remuneration package for Executive 
Directors; members of the Group Executive who 
report directly to the Chief Executive; and other 
senior level appointments with comparable 
remuneration; 

provide an oversight function for the remuneration 
of the Directors of Post Office Management Services 
Limited; 

obtain information on salary levels across the 
business and within external organisations of 
comparable size, in order to set remuneration levels 
within an appropriate context, while being mindful 
that any remuneration increases should correspond 
with corporate and individual performance 
improvements; and 

have oversight of, approve and make 
recommendations to the Board in respect of 
remuneration levels for new senior executive 
appointments. In doing so, it liaises and works 
closely with the Nominations Committee. 

practice and benchmark development. New Bridge Street Consultants is part of the Aon Consulting 
Group that, under its Aon Hewitt brand, acts as investment adviser to the Post Office section on the 
Royal Mail Pension Plan. Post Office is satisfied that these two provisions of advice, from different 
parts of the Aon Consulting Group are managed separately and therefore present no compromise of 
independence. 

Directors' Remuneration Report 

Statement by the Chair of the Remuneration Committee 

This is my first statement on behalf of the Remuneration Committee. The executive remuneration 

strategy and framework within Post Office Ltd is structured to support improvement in profitability 

and reduction in reliance upon Government funding and subsidy. This is to create a sustainable 

business which can deliver its public purpose. 

During 2015/16 progress has been made in these areas despite challenging market conditions. Most 
of the targets for progress in the year have been achieved but it remains clear that the Post Office is 

still only part way through its corporate transition. Targets will continue to be stretching in 

recognition of the challenges ahead. 

The bonus performance outturn in 2015/16 reflects the progress made in reducing our EBITDAS 

loss, pace and extent of transformation of the network, high levels of customer service and 

significant financial improvement in the performance of our Crown branches. 

Post Office Annual Report and Financial Statements I Page : 28 



POL00030888 
POL00030888 

6. Annuol Rc,,,ork & Accounts 

Draft to Board — IN STRICTEST CONFIDENCE —17 May 2016 

For 2016/17 our long term incentive plan will continue the focus on significant and sustained 

EBITDAS improvement and the maintenance of the unique access that people across the United 

Kingdom have to Post Office branches. 

The short-term incentive plan will continue to focus on financial improvements in a challenging 

commercial environment in line with our business strategy and transformation objectives. 

The Remuneration Committee is confident that the current policy maintains the strong link between 

reward and demonstrable performance against the measures which drive the financial and 

structural transformation of the Post Office to become a sustainable commercial business able to 

deliver its public purpose. 

The Remuneration Committee will continue to monitor and benchmark external best practice and 

apply the highest standards of governance. 

Details of directors' remuneration can be found at XX 

Ken McCall 

Chair, Remuneration Committee 
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Audit, Risk and Compliance Committee 

Introduction from the Committee Chairman 

Having joined the Post Office Board as Chairman of the Audit, Risk and 

Compliance Committee near the end of 2015/16 1 would like to thank 

my predecessors for their chairmanship of the Committee. 

In addition to its regular cycle of business, during the year the 

Committee has also supported the further development of the Group-

wide Risk Management and the General Controls Frameworks. 

Reviewing Group-wide risk oversight has been an important 

development, ensuring that risk is appropriately managed as the 

organisation undergoes transformation. 

Looking forwards to 2016/17, the Committee will continue to build on 

the good work of 2015/16 and will particularly ensure appropriate 

oversight of financial services risk and the consideration of any impact 

of prospective regulatory changes on this developing area for Post 

Office. 

I am confident that the revised membership of the Committee 

encompasses a strong set of relevant skills and experience and will 

Membership and Attendance 

The Committee is chaired by Carla Stent, and the other members are Ken 

McCall, the Senior Independent Director, Richard Callard and Tim Franklin, 

both Non-Executive Directors. During 2015/16 Richard Callard, Ken 

McCall, Tim Parker (until 20 January 2016) and Carla Stent joined the 

Committee, with Alasdair Marnoch and Neil McCausland both leaving as 

they stood down from the Board. 

The Head of Internal Audit attended all meetings of the Committee and 

also met the Committee Chairman, as required, through the year. The 

external auditor was also invited to attend meetings of the Committee as 

appropriate. 

The Board considers that the Committee's members have broad 

commercial knowledge and extensive business leadership experience and 

that this constitutes a broad and suitable mix of business and financial 

experience and expertise. 

The Committee operates in accordance with its Terms of Reference, which 

were last reviewed by the Committee and approved by the Board in 

September 2015. 

Further detailed information on the management of risk within Post 

Office, together with identification of principal risks, their impacts and 

mitigation, can be found in the Management of Risk section on pages XX. 
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Work carried out by the Committee in 

2015/16 
The Committee' additional responsibilities are to: 

During the year, the Committee reviewed and 

recommended that the Board approve the 

annual report and financial statements for 

2014/15 and the interim report for 2015/16, 

including consideration of principal and 

strategic risks. It also approved the annual 

audit plans for both the internal audit function 

and the external auditors, Ernst & Young LLP. 

The Committee reviewed the work carried out 

by internal audit and by the external auditor, 

further details of which can be found below. 

As part of an holistic review of risk 

management and internal controls, the 

Committee supported and provided guidance 

on the further improvement of the Risk 

Management Framework and clarification of 

our general controls. This work included the 

development of a framework of key policies, 

reviewing business continuity procedures and 

increasing the clarity and robustness of 

accountabilities. The Committee's review of 

cyber risk during the year will continue into 

2016/17. 

• provide governance of the auditing services, which 

includes reviewing and making recommendations to 

the Board on the nomination or discharge of the 

external auditors; 

• review and agree the annual audit plans for both 

internal and external audit; 

• ensure the appropriateness of the Post Office 

relationship with the external auditor is managed, 

including consideration of the external auditor's 

independence and endorsement of its remuneration 

and terms of engagement for approval by the Chief 

Financial Officer; 

• review the provision of any non-audit services 

provided by either internal or external audit; 

• devote specific time to the consideration and 

overview of risks relating to the financial services 

businesses of the Group and to any risk relating to 

existing and new pension schemes; and 

• consider the impact of any new legislative, regulatory, 

market or other developments which could materially 

or adversely affect Post Office and its subsidiaries. 

Following the rationalisation of the committee structure to ensure comprehensive oversight of 

Group-wide risk at the Committee, there was a formalisation of the reporting procedures between 

the Committee and the equivalent committee for Post Office Management Services Limited. The 

Committee also scheduled regular deep dives on financial services and pensions risk. In the year, 

financial conduct risk was considered and a review was carried out on the Anti-Money Laundering 

and Counter Terrorist Financing Framework on which the Committee will receive regular follow up 

reports. 

Internal Audit 

The Committee received assurance from Internal Audit over Post Office's key risk areas. To maintain 

independence, the Head of Internal Audit reports functionally to the Chairman of the Committee 

and operationally to the General Counsel. Assurance is achieved through a mixture of in-house 

auditors, with skills and experience relevant to Post Office operations, supplemented by a co-

sourcing arrangement currently with PwC for more specialist, one-off expertise and Deloitte LLP for 

business transformation assurance. 

The annual plan is developed by Internal Audit across the risk universe with input from 

management. It is approved by the Committee and may be updated, with the Committee's consent. 

Updates and findings are provided by the Head of Internal Audit at each meeting of the Committee. 

Any significant findings or identified risks are closely examined so that appropriate action can be 

taken. 
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During the year, Internal Audit conducted 11 mainstream reviews, two financial services reviews and 

facilitated a further seven on Business Transformation. 

Business Area Audits Conducted 

Mainstream Treasury Operational Risk, Social Media, Contract Management, Financial 

Crime, Common Digital Platform, Agents Remuneration, Data Protection, 

Mobile Proposition, Drop and Go, Property Regulatory Compliance, Travel 

Expenses 

Financial Services FS Conduct Risk, POMS Regulatory Readiness 

Business Transformation Portfolio Design, End to End Financial Management, Benefits Management 

Framework, Cross Towers Governance Structure, Programme Assurance 

Authority, End User Computing, IT Separation from Royal Mail 

At the end of the year, Internal Audit conducted a self assessment of compliance with the Internal 

Audit Charter, which was reviewed by the Committee. Next year, this process will incorporate 

feedback from auditees and Committee members on Internal Audit's effectiveness. 

External Audit 

The external auditors are engaged to express an opinion on the financial statements. They review 

and test the systems of internal financial control and the data contained in the financial statements 

to the extent necessary to express their audit opinion. They discuss with management the reporting 

of operational results and the financial condition of the Post Office and present their findings to the 

Committee. 

During the year the external auditors met once with the Committee in the absence of the executive. 

The Committee agreed the external audit fee and considered the external auditors to have an 

appropriate level of independence. Prior to the end of year a change in the external audit partner 

provided enhanced levels of independence. 

During the year XX% of the total fees paid to Ernst & Young were for non-audit services, an 

increase/decrease on the 29% paid in 2014/15. 

Annual Assessment 

During the year, the Committee reviewed and recommended that the Board approve the 

effectiveness of the: 

• risk management framework, by reviewing evidence of risk assessment activity and the 

summary of the material risks and action plans, via the Group Risk Profile 

• systems of internal control, primarily through agreeing the scope of the internal audit plan 

and reviewing its findings, but also from reports from Management and external advisors 

• preparation of the annual and interim financial statements and a review of the nature and 

scope of the external audit. 

In consequence, the Board, through the Committee, confirmed that there is a regularly reviewed 

ongoing process of identifying, evaluating and managing the principal risks faced by Post Office and 

their related controls. The process is continuing to evolve, but has been in place for the year under 

review and up to the date of approval of the annual report and financial statements. The Board has 

reviewed its effectiveness. 
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Subject to acknowledgement of the reinstatement referred to on page XXX, the Board considers the 

risk management, internal control systems and processes appropriate for Post Office activities and 

designed to manage rather than eliminate the risk of failure to achieve Post Office strategic 

objectives, protect our reputation and comply with regulatory standards. They provide reasonable, 

but not absolute assurance, against material misstatement or loss. 
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Management of Risks 

Our Approach to Risk 

We define risk as anything that can adversely affect our ability to meet the Post Office's objectives, maintain its reputation and 
comply with regulatory standards. Risk is an inherent part of how the PO seeks to grow and create value. We seek to 
understand and harness risk in the pursuit of our aims and business plan objectives. As we progress, our aim is to operate 

within an acceptable level of risk taking, in accordance with risk appetite parameters set by the Board. All staff are expected to 

be aware of risks in their areas of responsibility and manage those risk intelligently in their day-to-day activities. 

Risk Management Governance 

The Board is accountable for the risk management and internal control systems in the Post Office, for reviewing their 

effectiveness and for determining the nature and extent of the principal risks. Responsibility for day-to-day operations rests 

with members of the Group Executive. The Risk and Compl iance Committee, on behalf of the Group Executive, reviews the 
operation of the risk management process and management of the principal risks. The committee is chaired by the General 

Counsel, membership includes all of the Group Executive and the output is reported to the Audit, Risk & Compliance 
Committee (ARC). 

Assurance for the Board over the effectiveness of our risk management and internal controls is provided by the Audit, Risk and 
Compl iance Committee, through review of reports from Management, particularly the Risk & Compl iance Committee (RCC), 

Internal Audit, external advisers and External Audit. 

Our Risk Management Framework 

To improve our ability to consistently identify, manage and monitor risks, and take advantage of opportunities we might 
otherwise miss, we have developed a structured framework for assessing, managing and communicating risk. The framework 

identifies roles and responsibilities, the pol icies for how risks are managed, the tools and processes used, a risk appetite 

statement and the reporting outputs to inform both Management and the ARC. 

Material risks are identified by business areas (bottom up analysis) for their own risk management; Group Executive members 

review these and add further strategic and external perspectives (top down review). The scope of risks to consider is facil itated 
by a Risk Universe. Impact and l ikel ihood is assessed for evaluating each risk, after consideration of the controls we have in 
place. Where the resultant "net" risk profile is considered in excess of our risk appetite, consideration wil l be given as to how 

the risk could be brought back within an acceptable level of risk taking. For other risks we may want to introduce monitoring 

procedures. Details of our Principal Risks are included on page ZZZ. 

Our Control Framework 

Our risk management efforts are underpinned by our internal control framework. The Board has put in place an organisational 

structure with formally defined lines of responsibi lity and delegation of authority. Executive Management have established 

procedures for setting our direction, planning and controlling the operation of our business, and reviewing and monitoring our 
performance and conduct. These include: 

• communication of the Group's strategy, objectives and targets 

• expectations of standards of conduct by our colleagues as set out in our Code of Business Standards 

• definition and review of our social purpose 

• annual and three-year operating and capital plans which are reviewed by the Board. This includes the identification 
and assessment of risks compared to our appetite 

• monthly comparisons actual financial performance with budget by operating divisions, with consideration by the 
Board of year end forecasts 

• an organisational structure with lines of responsibi lity and appropriate segregation of duties 

• change management approach, resources and governance are used to manage significant projects 
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• formally defined delegations of authority, including capital investment limits and a treasury policy 

• appointment of employees of the necessary calibre to fulfil their allocated responsibilities, with formal personal 
development and appraisal procedures 

• senior management remuneration designed to align personal and business objectives, as well as to discourage 
dishonest, illegal or unethical acts 

• a framework of operating, financial and IT policies 

• a whistleblowing procedure for colleagues to raise concerns in confidence and if required, anonymously; a complaints 
procedure is available to customers and third parties. 

Progress during the year and plans for next year 

During the year, we have continued to develop our risk management capability. Highlights of what's been achieved and what is 
planned for next year include: 

Risk assessment: during 2015/ 16, there has been more 
regular use of the risk management framework in business 
areas and by RCC, with greater focus on defining further 
actions required to manage risks and the introduction of 
longer term horizon scanning 

Risk assessment: for 2016/ 17, we plan to focus our incident 
reporting process to provide lessons learnt on our risk 
assessments and operationalise our risk appetite further 

Control environment: during 2015/ 16, we have reviewed the I Control environment: for 2016/ 17, we plan to formalise our 
appropriateness of our Internal Control Framework and our monitoring mechanisms for both our Internal Control 
key policies and identified appropriate remediations Framework and our key policies 

Our Principal Risks and Mitigations 

These are our principal risks, detailed with their potential consequences if they were to crystallise and how the Post Office 
manages them. Any of these risks could have a material impact on our results, condition and prospects. However, these 
risks should not be regarded as a complete and comprehensive statement of all potential risks; some risks are not yet 
known and some that are not considered material could later turn out to be material. 
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Potential risks Consequences Key Mitigations 

STRATEGIC RISKS 

A) Competitive threat Crystallisation of these • Customer perceptions and competitor behaviour are 
risks could result in not key inputs to decision making. 

Post Office faces both opportunities for and threats achieving our growth • Our strategy focuses on customer requirements, 
to income from our competitive market place. objectives, losing market trends and competitor behaviour, working 

market share and with partners where appropriate, to offer customer 
- The Mails and parcels market remains intensely centric propositions, supported by a clear 
ompetitive. revenues. 

distribution strategy. 

- Government Services are impacted by increased use of 
• Each product proposition developed in the context of 

digital channels and reduced public spending. a customer strategy which describes target market, 
channel of distribution and completing attributes. 

- financial Services is a challenging market where 
responding quickly to different strategies, business models, 
erd products is essential to growth. 

B) Dependency on strategic relationships This could result in not • Close working relationships established with our 
achieving our growth strategic relationships. 

Post Office has strategic relationships which are key objectives, losing • Interactions scheduled with our strategic partners to 
to its product offering and growth, for instance with revenue and market improve the product offering and service to drive 

Royal Mail Group and Bank of Ireland (UK) plc. share, growth and profitability for both parties. 

Misalignment of the strategic direction or focus with • Contractual arrangements monitored and managed 

the strategic partner could result in products that do to ensure that they are aligned with commercia 

rot support our growth strategy or meet our objectives and that relationships deliver to 

customer or market requirements. expectations. 

TRANSFORMATION RISKS 

C) Benefits from business transformation This could result in not • Programme management office established, with 

not realised achieving our growth assurance oversight. 
objectives, loss of • Detailed plans in place to manage the 

revenue and cost transformation, and identify risks to ensure 
Budgeted savings from our transformation savings, reduced transformation activities are delivered within budget 
prog-amme may be delayed or not achieved, or customer satisfaction and on time. 
overal l service compromised, due to pressures on 

and damage to • Flexible resource augmentation model implemented 
capability, capacity and the scale of change. 

reputation with to ensure supply of people with the right capabilities., 

stakeholders. 
skills and experience. 

• Benefits tracked from inception to delivery and into 
business as usual operations through formalised 
reviews during the lifecycle. 

D) IT transformation not delivered in full This could result in • Strategy and Integrated Service model developed 
systems and and monitored. 

Our programme of IT transformation may not be infrastructure that are • Programme teams and operational business tearns 
r:elivered in full due to the level of complexity of not fit for purpose, may work closely to ensure that the objectives of the 
replacing legacy IT and simultaneously implementing add costs and lead to strategy are delivered, 

new integrated service model business interruption. • Business and Technology Transformation 
governance, assurance and oversight plan in place 
and operational. 

E) Industrial action This could result in • Well defined agreements with relevant unions. 
business disruption • Comprehensive engagement programme in place 

Tile withdrawal of support from staff or 
leading to loss of with staff, unions and postmasters so as to ensure 

postmasters to the ongoing implementation of revenue, reduced that there is alignment with our vision and strategy 

Post Office transformation has the potential to customer satisfaction around transformation. 

r'amage the business in terms of both reputation and brand damage. •• Contingency planning in place to minimise the impact 
of potential industrial action. 

and financial performance particularly if industrial 
action takes place. 

I.
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F) Lack of appropriate capability This could result in not • Continual review of our organisational structure to 
achieving our strategic ensure it evolves and supports our requirements. 

l he Post Office is dependent on its dedicated work objectives and loss of • Key capabilities for our current and future state 
force to meet the expectations of its customers and staff engagement, needs identified with a capability heatmap. 

stakeholders. Continuing to attract, motivate, • Investment in developing our people, 
develop and retain people is key to its success. 

G) Decline in customer experience This could result in • Customer strategy continually monitored to ensure 
reduced customer that it meets changing customer product and service 

If we are unable to deliver an attractive castcmer satisfaction and brand expectations and reflects current market and 
experience, via our products, service and channels, reputation, with competitor trends. 

ewe risk losing the support of our customers. consequential loss of • Channel strategy ensures we meet the changing 

market share and customer requirements for access and ut lises 

revenues, available and emerging technology to reflect 
changing customer needs. 

H) Unattractive network proposition As well as loss of • New branch model being developed to provide 
revenue, this could retailers with an attract ye proposition relative to 

As we transform, there is a risk that the Post Office result in shrinkage to other categories. 
may not'oe able to retain, or attract sufficient new, our network and breach • New branch model also ensures that we use modern 

retai partners because of the complexity of our our public purpose technology to drive simplicity of operations, 

etwork proposition and relative value to the retail commitment, efficiency and cost reduction for the retailer, as we 

partner particularly compared to other categories, as a better customer experience. 
• Branch model continually reviewed and updated to 

respond to ongoing competitive threat and market 
conditions. 

I) Business interruption and cyber threat This could result in • Business continuity plans updated through review, 
disruption of service testing and enhancements. 

Post Office is dependent on the continued leading to negative • New contracts have provisions covering the security, 
availability of its information systems and associated customer experience, resilience and availability of our IT systems and 

infrastructure. These could be threatened, either breach of contractual infrastructure. 

due to internal issues, external events or cyber obligations and brand • Information Security policies in place. 

attack. damage. 0  Penetration testing schedule to assess and improve 
the security of our systems. 

J) Dependency on third parties Th s could lead to • Contract management framework to monitor our 
business interruption contracts and suppliers. 

Post Office works in partnership with a number of and additional costs • Assessment of risks and monitoring of mitigating 
third parties to deliver high quality services. We through failure to meet actions. 

need to successfully select, contract and monitor our contractual obligations. • Defined key policies that we require our suppliers to 
key in-source or out-source relationships and avoid comp 'y with and attest compliance. 
any unintentional breaches of contractual terms. 

I<) Stakeholder funding Ths could result in not Proactive engage.mentwith"to
achievng our growth there is full understanding o, ,

he cost of delivering the public purpose of the Post objectives, t"ai l ing to strategic goals and the investment case required to 
office and meet the expectations of stakeholders meet our public deliver them. 

may exceed current forecasts, purpose commitment • Annual and three-year operating and capital plans 

and damaging our developed and risk assessed. 

reputation with • Scheduled feedback to stakeholders and review. 

stakeholders. 

L) Financial reporting and controls failure This could result in loss • Defined and structured delegation of authority which 
of revenue, increased is reviewed and approved by the Board. 

Our financial controls are fundamental to delivering costs, financial • A Financial and Accounting manual and a framework 
our fiduciary responsibilities, management misstatement and of supporting general controls —see our General 
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information, financial reporting and compliance with 
accounting and governance standards. These may 
not operate effectively if they are not documented, 
reviewed andmonitored regularly. 

damage to reputation 
with stakeholders. 

Controls Framework on page XXX. 
• Documented financial controls, with additional 

assurance to be provided from a Control Self-
ssessment process. 

M) Pension cost increases This could result in • Valuation assumptions and pension funding strategy 
material increases in have regular external and internal monitoring and 

The cost of servicng the current Defined Benefits required contributions, review. 
scheme could become unbearably onerous as a adversely affecting our • Options being developed to minimise the impact of an 

result of the prolonged low interest rate ability to achieve adverse valuation, with assistance from professions' 

environment, resulting in substantially increased commercial advisors. 

contributions. sustainability. • Consultation process initiated on options for the 
future of the Defined Benefit plan. 

N) Financial regulatory breach This could result in • New regulatory obligations monitored by relevant 

regulatory censure, business owners, with support from Corporate 
The Post Office operates under an extensive fines, litigation or Services. 

regulatory environment, covering areas such as curtailment of trading, • On-going training to our staff on legal and regulatory 

financial and postal services, telecoms, procurement, which could impact matters. 

competition law and data security. This environment income and/ or damage • Regular compliance tests and monitoring are 

continues to evolve, particularly in the financial our reputation with conducted. 

services arena, and we need to ensure that the customers and • Internal and external assurance programmes are in 

changing requirements continue to be identified and suppliers. place (including by our regulatory principals) to 

met, ensure that we meet financial, services regulatory 
requirements, including sales practices and conduct, 
customer experience and product experience and 
delivery. 
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Directors' Report 

The Directors present the Group Annual Report and Financial Statements for the year ended 

27 March 2016. 

Expected future developments 

Expected future developments are detailed in pages XX to XX. 

Results and dividends 

The loss after taxation for the year was £XXm (2015: profit £XXm). The directors do not recommend 

the payment of a dividend (2015: £nil dividend). 

Political contributions 

No political contributions were made in the year (2015: £nil). 

Research and development 

There was no research and development expenditure during the year (2015: £nil). 

Directors and their interests 

The following served as Directors during the year: 

R J Callard 

A C J Cameron 

TA Franklin 

VA Holmes 

A Marnoch (resigned 31 July 2015) 

K S McCall (appointed 21 January 2016) 

N W McCausland (resigned 30 September 2015) 

T C Parker (appointed 1 October 2015) 

A Perkins CB (resigned 31 July 2015) 

C R Stent (appointed 21 January 2016) 

P A Vennells 

No director has a beneficial interest in the share capital of Post Office. The emoluments of Directors 

are set out in the Directors Remuneration Report which appears on pages XX to XX. 

People 

Our goal is to ensure that everyone associated with our business — employees and postmasters — are 

engaged and involved in the business and are aligned and equipped to meet our shared objectives. 

We conduct regular employee surveys, which provide employees and postmasters the opportunity 

to express their views and opinions on important issues. This two way communication encourages 

all our people to contribute towards improving the business and delivering our strategic objectives. 

To engender greater engagement, Post Office has structured and systematic communication 

channels in place, ensuring employees and postmasters are informed on matters which impact 

them. 

As part of our commitment to drive better service for customers we continue to focus on improving 

the quality of our leadership, ensuring we have the right skills for today and tomorrow, and 
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achieving greater involvement from employees, postmasters and their representative bodies. 

We have launched a Learning Academy which provides high quality learning for all employees and 

postmasters. We will continue to invest in developing the best talent to support our vibrant, 

sustainable business, including graduate recruitment and active participation in the new 

apprenticeship programme. 

Underpinning all of this, is a need for dignity and respect in the workplace, where everybody feels 

valued, is treated fairly and equally, and all our people play a full part in helping the business to 

achieve its goals. 

Corporate responsibility 

Details of Post Office corporate responsibility activities are contained within a separate report on 

page XX. 

Disabled employees 

The Post Office policy is to give full consideration to applications for employment from disabled 

persons. Employees who become disabled while employed receive full support through the 

provision of training and special equipment to facilitate continued employment where practicable. 

Post Office provides training, career development and promotion to disabled employees wherever 

appropriate. 

Post balance sheet events 

In accordance with the funding agreement with government announced on 27 November 2013, for 

which State Aid approval was received on 19 March 2015, Post Office Limited received £220m of 

funding on 1 April 2016. TBC 

Going concern 

After analysis of the financial resources available and cash flow projections for Post Office, the 

Directors have concluded that it is appropriate that the financial statements have been prepared on 

a going concern basis. Further details are provided in accordance with the fundamental accounting 

concept in note X to the financial statements. 

Financial instrument risk 

The exposure of the Group to market risk, credit risk and liquidity risk has been disclosed in note X of 

the annual report on pages XX-XX. 

Audit information 

The Directors confirm that, so far as they are aware, there is no relevant audit information of which 

the auditor is unaware, that each Director has taken all reasonable steps to make themselves aware 

of any relevant audit information and to establish that the auditor is aware of that information. 

Auditor 

The auditor, Ernst & Young LLP, is deemed to be reappointed under section 487(2) of the Companies 

Act 2006. 

By Order of the Board 

Alwen Lyons 

Secretary 
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Post Office Limited 

(Company Number 2154540) 

Finsbury Dials 

20 Finsbury Street 

London 

EC2Y 9AQ 

X June 2016 

Post Office Annual Report and Financial Statements I Page : 41 

118 of 55? Past Office 6oarrl_ .t ,_... . , 



POL00030888 
POL00030888 

6. nn::ai Report & Accounts 

Post Office Lire€ted 

ost.Office:8oard-24105,' *`s 119 of 557 



POL00030888 
POL00030888 

6. ̂,nr3wai Report & Accounts 

Post Office Lm ted 

The directors are responsible for preparing the Annual Report, which includes the Directors' Report, 
Remuneration Report and Corporate Governance Statement, and the Group and Parent Company 
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 the directors have elected to prepare the Group consolidated financial statements in accordance 
with International Financial Reporting Standards ("IFRSs") as adopted by the European Union ("EU"). 
The financial reporting framework that has been applied in the preparation of the Parent Company 
financial statements is applicable law and United Kingdom Accounting Standards (United Kingdom 
Generally Accepted Accounting Practice). 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 Group and Parent Company, and of the profit or loss of the Group and Parent Company for that 
period. 

In preparing these financial statements, the directors are required to: 
• select suitable accounting policies and then apply them consistently; 
• make judgments and accounting estimates that are reasonable and prudent; 
• state whether IFRS as adopted by the EU, and applicable UK Accounting Standards have been 

followed, subject to any material departures disclosed and explained in the Group and Parent 
Company financial statements respectively; 

• prepare the financial statements on the going concern basis unless it is inappropriate to 
presume that the Group and Parent Company will continue in business. 

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 the Group and to enable them to ensure that the financial statements 
and the Directors' remuneration report comply with the Companies Act 2006 and, as regards the 
Group's financial statements, Article 4 of the International Accounting Standards Regulation. They are 
also responsible for safeguarding the assets of the Company and the Group and hence for taking 
reasonable steps for the prevention and detection of fraud and other irregularities. 

The Directors are responsible for the maintenance and integrity of the corporate and financial 
information included on the Company's website. Legislation in the United Kingdom governing the 
preparation and dissemination of financial statements may differ from legislation in other jurisdictions. 
The Directors are responsible for preparing the Directors' report and the Corporate Governance report 
in accordance with the Companies Act 2006 and applicable regulations. 
The Directors confirm that to the best of their knowledge: 

• The Group consolidated financial statements, prepared in accordance with IFRS as adopted by 
the EU and in accordance with the provisions of the Companies Act 2006 give a true and fair 
view of the assets, liabilities, financial position and profit of the Group; 

• The Parent Company financial statements prepared in accordance with United Kingdom 
Generally Accepted Accounting Practice including FRS 101 "Reduced Disclosure Framework", 
give a true and fair view of the assets, liabilities, financial position and profit of the Company; 
and 

• The management report contained in this report includes a fair view of the development and 
performance of the business and the position of the Group as a whole and of the Company, 
together with a description of the principal risks and uncertainties they face. 
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Independent auditor's report to the members of Post Office 
We have audited the consolidated financial statements of Post Office Limited for the 52-week period 
ended 27 March 2016 which comprise the Group Income Statement, the Group Balance Sheet, the 
Group Statement of Comprehensive Income, the Group Statement of Cash Flows, the Group 
Statements of Changes in Equity, the Parent Company Statement of Comprehensive Income, the 
Parent Company Balance Sheet, the Parent Company Statement of Changes in Equity and the related 
notes i to 26. The financial reporting framework that has been applied in the preparation of the group 
financial statements is applicable law and International Financial Reporting Standards (IFRSs) as 
adopted by the European Union (EU). The financial reporting framework that has been applied in the 
preparation of the parent company financial statements is applicable law and United Kingdom 
Accounting Standards (United Kingdom Generally Accepted Accounting Practice), including FRS 101 
"Reduced Disclosure Framework". 
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 report 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. 

Respective responsibilities of directors and auditor 
As explained more fully in the Directors' Responsibilities Statement set out on page [xx], the directors 
are responsible for the preparation of the financial statements and for being satisfied that they give a 
true and fair view. Our responsibility is to audit and express an opinion on the financial statements in 
accordance with applicable law and International Standards on Auditing (UK and Ireland). Those 
standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors. 

Scope of the audit of the financial statements 
An audit involves obtaining evidence about the amounts and disclosures in the financial statements 
sufficient to give reasonable assurance that the financial statements are free from material 
misstatement, whether caused by fraud or error. This includes an assessment of: whether the 
accounting policies are appropriate to the Group's and the parent company's circumstances and have 
been consistently applied and adequately disclosed; the reasonableness of significant accounting 
estimates made by the directors; and the overal l presentation of the financial statements. In addition, 
we read all the financial and non-financial information in the Annual Report and Financial Statements 
to identify material inconsistencies with the audited financial statements and to identify any 
information that is apparently materially incorrect based on, or materially inconsistent with, the 
knowledge acquired by us in the course of performing the audit. If we become aware of any apparent 
material misstatements or inconsistencies we consider the implications for our report. 

Opinion on financial statements 
In our opinion: 

• the financial statements give a true and fair view of the state of the Group's and of the Parent 
Company's affairs as at 27 March 2016 and of the group's loss for the 52-week period then 
ended; 

• the Group's financial statements have been properly prepared in accordance with IFRSs as 
adopted by the European Union; and 

• the Parent Company financial statements have been properly prepared in accordance with 
United Kingdom Generally Accepted Accounting Practice, including FRS 101 "Reduced 
Disclosure Framework"; and 

• the Group and Parent Company financial statements have been prepared in accordance with 
the requirements of the Companies Act 2006. 

Opinion on other matters prescribed by the Companies Act 2006 
In our opinion the information given in the Financial Report and the Directors' Report for the financial 
year for which the financial statements are prepared is consistent with the financial statements. 
Matters on which we are required to report by exception 
We have nothing to report in respect of the following matters where the Companies Act 2006 requires 
us to report to you if, in our opinion: 

• adequate accounting records have not been kept by the parent company, or returns adequate 
for our audit have not been received from branches not visited by us; or 

• the Parent Company financial statements are not in agreement with the accounting records 
and returns; or 

• certain disclosures of directors' remuneration specified by law are not made; or 
• we have not received al l the information and explanations we require for our audit. 
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Other matters 
® The maintenance and integrity of the Post Office Limited web site is the responsibility of the 

directors; the work carried out by the auditors does not involve consideration of these matters 
and, accordingly, the auditors accept no responsibility for any changes that may have occurred 
to the financial statements since they were initially presented on the web site. 

• Legislation in the United Kingdom governing the preparation and dissemination of financial 
statements may differ from legislation in other jurisdictions. 

Peter McIver (Senior statutory auditor) 
for and on behalf of Ernst & Young LLP, Statutory Auditor 
London 
;bats] 
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Post Office Limited 

Consolidated income statement 
for the 52 weeks ended 27 March 2016 and 29 March 2015 

2015 

2016 (Restated) 

Notes £m £m 

Continuing operations: 

Turnover 981 976 

Network Subsidy Payment 130 160 

Revenue 1,111 1,136 

People costs excluding restructuring costs 2 (233) (238) 

Other operating costs (808) (831) 

Share of post tax profit from joint ventures 10 35 36 

Operating profit before exceptional items for continuing operations 3 105 103 

)perating exceptional items 4 (269) (271) 

government grant 150 170 

restructuring costs (283) (301) 

impairment (136) (140) 

Operating loss from continuing operations (164) (168) 

Profit on disposal of property, plant and equipment - - 

Loss before financing and taxation from continuing operations (164) (168) 

Finance costs 6 (5) (3) 

Finance income 6 - 1 

Net financing income relating to pensions 17 8 7 

Loss before taxation from continuing operations (161) (163) 

Taxation credit 7 4 26 

Loss for the financial year from continuing operations (157) (137) 

Discontinued operations: 

Loss for the financial year after tax from discontinued operations 22 (10) (4) 

Loss for the financial year (167) (141) 

6 
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Post Office Limited 

Consolidated statement of comprehensive income 
for the 52 weeks ended 27 March 2016 and 29 March 2015 

2015 
2016 (Restated) 

Notes £m £m 

Loss for the financial year from continuing operations (157) (137) 

Loss for the financial year from discontinued operations 22 (10) (4) 

Loss for the financial year (167) (141) 

Other comprehensive income not to be reclassified to profit or loss in 

Future periods 

Remeasurements on defined benefit surpluses 17 (9) 54 

Income tax effect 7 5 (9) 

Total comprehensive income for the year (171) (96) 

There are no other comprehensive income items that will be reclassified to the profit and loss in future 
periods. 

7 
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Post Office Limited 

Consolidated statement of cash flows 
for the 52 weeks ended 27 March 2016 and 29 March 2015 

2016 2015 

Notes fm £m 

Cash flows from operating activities 

Operating profit before exceptional items from continuing operations 105 103 

Operating loss from discontinued operations 22 (10) (4) 

Total profit before exceptional items 95 99 

Adjustment for: 

Share of profit from joint ventures 10 (35) (36) 

Pension operating costs 2 30 28 

Vorking capital movements: (81) (17) 

ncrease in trade and other receivables (14) (34) 

Decrease)/Increase in trade and other payables (61) 10 

ncrease in provisions for discontinued operations 22 3 - 

Decrease)/increase/ in non-exceptional provisions 15 (9) 7 

Pension operating costs paid (23) (23) 

:ash payments in respect of operating exceptional items: (109) (66) 

government grant 150 170 

lestructuring costs (253) (224) 

)ther (6) (12) 

Net cash outflow from operating activities (123) (15) 

Income tax recovered 7 9 11 

Cash flows from investing activities 

Dividends received from joint ventures 10 35 30 

Finance income received - 1 

Acquisition of insurance business 21 (44) - 

Purchase of fixed and intangible assets (136) (147) 
Net cash outflow from investing activities (145) (116) 
Net cash (outflow)/inflow before financing activities (259)___ (120) 

Cash flows from financing activities 

Finance costs paid (5) (3) 

Payments to finance lease creditors - (3) 

Proceeds of borrowings from BIS 14 155 310 

Net cash inflow from financing activities 150 304 

Net (decrease)/increase in cash and cash equivalents (109) 184 

Cash and cash equivalents at the beginning of the year . ........................._.........................._............. 12 821 ............................_.............. 637 

Cash and cash equivalents at the end of the year 12 712 821 
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Consolidated balance sheet 
at 27 March 2016 and 29 March 2015 

2015 
2016 (Restated) 

Notes £m £m 

Non-current assets 

Intangible assets 8 44 - 

Property, plant and equipment 9 9 10 

Investments in joint ventures 10 67 67 

Retirement benefit surplus 17 196 205 

Trade and other receivables 11 12 10 

Total non-current assets 328 292 

Current assets 

Inventories 6 6 

Trade and other receivables 11 409 397 

Cash and cash equivalents 12 712 821 

Total current assets 1,127 1,224 

Total assets 1,455 1,516 

Current liabilities 

Trade and other payables 13 (653) (718) 

Financial liabilities - interest bearing loans and borrowings 14 (465) (310) 

- obligations under finance leases 20 (8) - 

Provisions 15 (151) (144) 

Total current liabilities 1,277 1,172 

Non-current liabilities 

Other payables 13 (25) (30) 

Provisions ----------- ---------------------------------- ------------------------------------------------------------------------------------------------------------- 15 (16) ......... - ................... .... .................., (6) 

Total non- current liabilities 41 36 

Net assets 137 308 

Equity 

Share capital 18 - -

Share premium 18 465 465 

Retained earnings (330) (159) 

Other Reserves 18 2 2 

Total equity 137 308 

The financial statements on pages XX to XX were approved by the Board of Directors on XXX 2016 and 
signed on its behalf by: 

P A Vennells A Cameron 
Chief Executive Chief Financial Officer-
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Post Office Limited 

Consolidated statement of changes in equity 
for the 52 weeks ended 27 March 2016 and 29 March 2015 

Share Retained 
premium earnings 

--------------------------Notes £m £m 

At 30 March 2015 (restated) 465 (159) 

Loss for the year - (167) 

Remeasurements on defined benefit surplus 17 - (9) 

Income tax effect 7 - 5

At 27 March 2016 465 (330) 

Other Total 
reserves equity 

-------------£ m------------------ £ m 

2 308 

- (167) 

(9)

5 

2 137 

Share Retained Other Total 
premium earnings reserves equity 

Notes £m £m £m £m 

At 31 March 2014 465 (63) 2 404 

Loss for the year (restated) - (141) - (141) 

Remeasurements on defined benefit surplus 17 - 54 54 

Income tax effect 7 - (9) (9) 

At 29 March 2015 (restated) 465 (159) 2 308 
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Notes to the financial statements 
1. Accounting Policies 

Financial year 
The financial year ends on the last Sunday in March and for this reason these financial statements are made up 
for the 52 weeks ended 27 March 2016 (2015: 52 weeks ended 29 March 2015). 

Basis of preparation 
The Group financial statements on pages XX to XX have been prepared in accordance with International Financial 
Reporting Standards (IFRSs) as adopted by the European Union and with those parts of the Companies Act 2006 
applicable to companies reporting under IFRS. Unless otherwise stated in the accounting policies below, the 
financial statements have been prepared under the historic cost accounting convention. 
The Company is incorporated and domiciled in the United Kingdom. The Group consolidated financial statements 
are presented in Sterling and all values are rounded to the nearest £million except where otherwise indicated. 
Basis of consolidation 
The consolidated financial statements comprise the financial statements of the Company and its subsidiary 
undertaking as at 27 March 2016. Subsidiaries are consolidated from the date of acquisition, being the date on 
which the Group obtains control, and continue to be consolidated until the date such control ceases. A dormant 
set of financial statements for Post Office Management Services Limited (subsidiary) were prepared to 30 
November 2014. The subsidiary began trading in January 2015 and the first set of financial statements have been 
prepared for the 16 month period to 27th March 2016. The year end date is in line with the Company. The subsidiary 
uses consistent accounting policies where appropriate and a its results have been consolidated into the group 
financial statements. All intra-group balances, transactions, unrealised gains and losses resulting from intra-group 
transactions are eliminated in full. 

New standards, amendments and interpretations issued not yet effective for the current year 
The following standards and interpretations, which have been issued by the IASB and are relevant for the Group, 
subject to EU ratification, become effective after the current year-end and have not been early adopted by the 
Group: 
IFRS 9 Financial Instruments 
IFRS 9 Financial Instruments was first issued in November 2009 and had since been amended several times. A 
complete version of the standard was issued in July 2014 and is a replacement of IAS 39 Financial Instruments: 
Recognition and Measurement. IFRS 9 covers the classification, measurement and derecognition of financial assets 
and financial liabilities, together with a new hedge accounting model and a new expected credit loss model for 
calculating impairment. The new standard becomes effective for annual periods beginning on or after 1 January 
2018, subject to EU adoption expected in first half of 2016. It is anticipated that the application of this amendment 
will have no significant impact on the Group's income statement or balance sheet. 
IFRS 15 Revenue from Contracts with Customers 
The IASB issued IFRS 15 Revenue from contracts with customers in May 2014. The new standard provides a 
single, five-step revenue recognition model, applicable to all sales contracts, which is based upon the principle 
that revenue is recognised when control of goods or services is transferred to the customer. It replaces all existing 
revenue recognition guidance under current IFRS and becomes effective for annual periods beginning on or after 
1 January 2018, subject to EU adoption expected in 2016. The Group is currently considering the impact of IFRS 
15 on its consolidated results and financial position. 
Amendments to IAS 16 and IAS 38: Clarification of Acceptable Methods of Depreciation and Amortisation 
The amendments clarify the principle in IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets that 
revenue reflects a pattern of economic benefits that are generated from operating a business (of which the asset 
is a part) rather than the economic benefits that are consumed through use of the asset. As a result, a revenue-
based method cannot be used to depreciate property, plant and equipment and may only be used in very limited 
circumstances to amortise intangible assets. The amendments are effective prospectively for annual periods 
beginning on or after 1 January 2016, with early adoption permitted. The Group is currently considering the impact 
of these amendments on its consolidated results and financial position. 
Amendments to IAS 27: Equity Method in Separate Financial Statements 
The amendments will allow entities to use the equity method to account for investments in subsidiaries, joint 
ventures and associates in their separate financial statements. Entities already applying IFRS and electing to 
change to the equity method in their separate financial statements will have to apply that change retrospectively. 
First-time adopters of IFRS electing to use the equity method in their separate financial statements will be required 
to apply this method from the date of transition to IFRS. The amendments are effective for annual periods 
beginning on or after 1 January 2016, with early adoption permitted. The Group is currently considering the impact 
of these amendments on its consolidated results and financial position. 
Annual Improvements 2012-2014 Cycle 
These improvements are effective for annual periods beginning on or after 1 January 2016. They include: 
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Post Office Limited 

IFRS 5 Non-current Assets Held for Sale and Discontinued Operations 
Assets (or disposal groups) are generally disposed of either through sale or distribution to owners. The amendment 
clarifies that changing from one of these disposal methods to the other would not be considered a new plan of 
disposal, rather it is a continuation of the original plan. There is, therefore, no interruption of the application of 
the requirements in IFRS 5. This amendment must be applied prospectively. 
LAS 19 Employee Benefits 
The amendment clarifies that market depth of high quality corporate bonds is assessed based on the currency in 
which the obligation is denominated, rather than the country where the obligation is located. When there is no 
deep market for high quality corporate bonds in that currency, government bond rates must be used. This 
amendment must be applied prospectively. 
Amendments to IAS 1 Disclosure Initiative 
The amendments to IAS 1 clarify, rather than significantly change, existing IAS 1 requirements. The amendments 
clarify: 
• The materiality requirements in IAS 1; 
• That specific line items in the statement(s) of profit or loss and OCT and the statement of financial position may 
be disaggregated; 
• That entities have flexibility as to the order in which they present the notes to financial statements; 
• That the share of OCT of associates and joint ventures accounted for using the equity method must be presented 
in aggregate as a single line item, and classified between those items that will or will not be subsequently 
reclassified to profit or loss. 
Furthermore, the amendments clarify the requirements that apply when additional subtotals are presented in the 
statement of financial position and the statement(s) of profit or loss and OCT. These amendments are effective for 
annual periods beginning on or after 1 January 2016, with early adoption permitted. The Group is currently 
considering the impact of these amendments on its consolidated results and financial position. 

There are no other standards and interpretations in issue but not yet adopted that the Directors anticipate will 
have a material effect on the reported income or net assets of the Group. 
The Group has not early adopted any standard, interpretation or amendment that has been issued but is not yet 

effective. 

Fundamental accounting concept — going concern 

The Group has net assets of £137 million at 27 March 2016 (2015: £308 million). A funding agreement with 
Government was announced on 27 November 2013 which provided for: 

• Funding of £280 million for 2015/16 
• Funding of £220 million for 2016/17 
• Funding of £140 million for 2017/18 
• Extension of the existing working capital facility with the Department for Business, Innovation & 

Skills (BIS) with a limit of £950 million from 30 March 2015 up to 31 March 2018 (it was 
previously £1.15 billion) 

At 27 March 2016 £485 million of the working capital facility was undrawn (2015: £840 million). 

State Aid approval for the funding from 2015/16 to 2017/18 was received on 19 March 2015. 

This funding takes the form of a Government Grant, enabling the Group to modernise the branch network, and 
the continuation of the Network Subsidy Payment recognises the major social value that Post Offices provide to 
communities which could not support a commercial retail outlet. New main and local branches are currently 
being rolled out across the United Kingdom. Customers are benefitting from a much better retail experience 
including very significantly extended opening hours. This programme is designed to make the Post Office 
network more self-sustaining and, over time, less dependent on direct subsidy. This is a modernisation 
programme and not a branch closure programme. 

The Directors are satisfied with the continued progress made towards modernisation during 2015/16 and that 
the plans in place and the substantial investment secured will enable the Group to continue to modernise and to 
secure its future. However, they note that the scale of change required remains significant and is not without 
risk. 

After careful consideration of the plans for the coming years, the Directors continue to believe that Post Office 
Limited will be able to meet its liabilities as they fal l due for the next 12 months. Accordingly, on that basis, the 
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Post Office Limited 

Directors consider that it is appropriate that these financial statements have been prepared on a going concern 
basis. 

Prior year restatement 
In preparing the financial statements for the current year, the comparative figures for the year ended 29 March 
2015 have been restated. The provision for Postmasters' Compensation, included in network transformation, had 
not been fully recognised in the financial statements for the year ended 29 March 2015. The nature of the 
provision is described in more detail in the accounting policies on page XX. The restatement affects exceptional 
costs, provisions and retained earnings due to the loss in the year changing as a result of a restatement to the 
exceptional charge. This represents an acceleration of an expected cost and there has been no impact on the 
Group's funding position or on payments to Postmasters'. Within this report, the comparative income statement, 
statement of comprehensive income, balance sheet and statement of changes in equity for the year ended 29 
March 2015 have been restated. There has been no effect on the cash flow statement. 

As previously Restatement 29 March 2015 
reported Restated 

Total provisions (63) (87) (150) 

Shareholders' funds (retained earnings) ........................................................................................................................................................................................................................................................................................................................... (72) (87) (159) 

Operating exceptional items - restructuring (214) (87) (301) costs 

Profit/(loss) for the year (54) (87) (141) 

Critical accounting estimates and judgements in applying accounting policies 
The Group makes certain estimates and assumptions regarding the future. Estimates and assumptions are 
continually evaluated based on historical experience and other factors. In the future, actual experience may 
differ from these estimates and assumptions. In addition the Group has to make judgements in applying its 
accounting policies which affect the amounts recognised in the accounts. The most significant areas where 
judgements and estimates are made are discussed below: 
Pension assumptions 
The costs, assets and liabilities of the pensions operated by the Group are determined using methods relying on 
actuarial estimates and assumptions. These pension figures are particularly sensitive to changes in assumptions 
for discount rates, mortality and inflation rates. The Group exercises its judgement in determining the 
assumptions to be adopted, after discussion with its Actuary. Details of the key assumptions are set out in note 
17. 
Pension liabilities are measured on an actuarial basis using the projected unit credit method and discounted at a 
rate equivalent to the current rate of return on a high quality corporate bond of equivalent currency and term. 
Judgement has been applied in determining that for these purposes a high quality corporate bond constitutes AA 
rated or equivalent status bonds. 
Provisions 
The Group has recognised provisions where a present legal or constructive obligation exists as a result of a past 
event, where it is probable that an outflow of resources will be required to settle the obligation and a reliable 
estimate of the amount can be made. Severance provisions are recognised for business reorganisation where 
the plans are sufficiently detailed and well advanced and where appropriate communication to those affected has 
been undertaken at the balance sheet date. Postmasters' compensation provisions are recognised when either 
Postmaster's agree to terminate their existing contracts or sign the new format contracts under Network 
Transformation. The total provision for Postmasters' compensation at the yearend date represents 
management's best estimate of the future obligation. Provisions are detailed in note 16. Due to the nature of 
provisions the future amount settled may be different from the amount that has been provided. 
If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that 
reflects, where appropriate the risks specific to that liability. 
Impairment of non-current assets 
The Group assesses whether there are any indicators of impairment for all non-currents assets at each reporting 
date as well as if events or changes in circumstances indicate that the carrying value may be impaired. Where 
appropriate, an impairment loss is recognised in the income statement for the amount by which the carrying 
value of the asset (or cash generating unit) exceeds its recoverable amount, which is the higher of an asset's 
net realisable value and its value in use. Due to on-going operational losses (excluding the Network Subsidy 
Payment) the carrying value of some assets are impaired to zero on acquisition. Each asset category is 
described below: 
Property, plant and equipment excluding freehold property, long leasehold property and land: 
Property, plant and equipment is recognised at cost, including attributable costs in bringing the asset into 
working condition for its intended use. These assets have a relatively short useful life and due to on-going 
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operational losses (excluding Network Subsidy payment) they are impaired to zero on acquisition. If they were 
not impaired they would be depreciated on a straight-line basis over the following useful lives: 

Range of asset lives 
Plant and Machinery 3 — 15 years 
Motor vehicles and trailers 2 — 12 years 
Fixtures and equipment 2 — 15 years 

Freehold property, long leasehold property and land: 

As with other property, plant and equipment this is recognised at cost, including attributable costs in bringing 
the asset into working condition for its intended use. These assets have a long useful life and a fair market 
value, therefore these assets are not impaired on acquisition but would be considered for impairment if 
indicators existed in line with Group policy noted above. They are instead depreciated on a straight-line basis 
over the following useful lives: 

Range of asset lives ---...... ..._.... ...._ ......... .....--...._.................. .._........................._.........................._.............................................. 
Land and buildings:

Freehold land Not depreciated 

Freehold buildings Up to 50 years 
Leasehold buildings The shorter of the period of the lease, 50 years or the estimated remaining 

useful life 

The remaining useful lives of freehold buildings are reviewed periodically and adjusted where applicable on a 
prospective basis. 

Intangible assets with a finite useful life: 

Intangible assets acquired separately or generated internally are initially recognised at cost. These assets are 
impaired to zero for the reasons noted above. If they were not impaired they would be amortised on a straight 
line bases via a charge to income statement over the following period: 

Software 1 to 6 years 

Intangible assets arising on acquisition or with an indefinite useful life: 

These assets are considered for impairment individually in line with Group policy noted above but are not 
automatically impaired. Goodwill is considered separately below. 
Goodwill 

Goodwill is initially recognised at cost, being the excess of the aggregate of the consideration transferred and the 
amount recognised for non-controlling interests, and any previous interest held, over the net identifiable assets 
acquired and liabilities assumed. 

After initial recognition, goodwill is recognised at cost less any accumulated impairment losses. Goodwill is tested 
for impairment annually as well as when there are any indicators of impairment. 

Non-current assets within subsidiaries 

Subsidiaries are considered separate cash generating units and the need for impairment of assets is considered 
within the subsidiary and is dependent on whether indicators of impairment exist within that subsidiary. At a 
Group level the impairment is adjusted on consolidation to be in line with Group policy. 

Revenue 
Turnover from Government Services, Financial Services, Mails and Retail and Telecoms comprises the value of 
services provided from the Group's principle activities in providing a whole range of services through its physical 
and digital channels. Turnover from Financial Services and some Retail services comprises the commission 
received. Turnover relating to line rental for telecoms services is recognised evenly over the period to which the 
charges relate and revenue from calls is recognised at the time the cal l is made. Turnover from all other 
transactions is recognised when the transaction is completed. All turnover is derived wholly from within the United 
Kingdom. 

Turnover within the subsidiary Post Office Management Services Limited comprises the value of commissions 
received from providing insurance intermediary services. 
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The Network Subsidy Payment is Government grant revenue recognised to match the related costs of making 
available the network of public Post Offices that the Secretary of State for Business, Innovation and Skills considers 
appropriate. 

Operating exceptional items 
Operating exceptional items are items of income and expenditure arising from the operations of the business 
which, due to the nature of the events giving rise to them, require separate presentation on the face of the income 
statement to allow a better understanding of financial performance in the year and in comparison to prior years. 
Items classified within here will be material either because of size or nature and relate to the transformation of 
the business rather than ordinary trading. This separate reporting of exceptional items helps to provide a better 
picture of the Company's underlying performance. 

Leases 
Finance leases, where substantially all the risks and rewards incidental to ownership of the leased item have 
passed to the Group are capitalised at the inception of the lease with a corresponding liability recognised for the 
fair value of the leased item or, if lower, at the present value of the minimum lease payments. Lease payments 
are apportioned between the finance charges and reduction of the lease liability so as to achieve a constant rate 
of interest on the remaining balance of the liability. 

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset and the lease 
term. 

Leases where substantially all the risks and rewards of ownership of the asset are retained by the lessor, are 
classified as operating leases and rentals are charged to the income statement over the lease term. The aggregate 
benefit of incentives are recognised as a reduction of rental expenses over the lease term on a straight-line basis. 

Investments in joint ventures 
Investments in joint ventures within the Group's financial statements are accounted for under the equity method 
of accounting. Under this method the investment is carried in the balance sheet at cost plus post-acquisition 
changes in the Group's share of the net assets of the joint venture less any impairment in value. The income 
statement reflects the Group's share of post-tax profits from the joint venture. 

Inventories 
Inventories include stationery, retail and lottery products and are carried at the lower of cost and net realisable 
value after adjusting for obsolete or slow-moving stock. 

Taxation 
The charge for current income tax is based on the results for the year as adjusted for items which are not taxed 
or are disallowed. It is calculated using tax rates in legislation that has been enacted or substantively enacted by 
the balance sheet date. 

Deferred income tax assets and liabilities are recognised for all taxable and deductible temporary differences and 
unused tax assets and losses except: 

- initial recognition of goodwill 

- the initial recognition of an asset or liability in a transaction that is not a business combination and, at the time 
of the transaction, affects neither the accounting profit nor taxable profit and loss 

- taxable temporary differences associated with investments in subsidiaries and interest in joint ventures, where 
the timing of the reversal of the temporary difference can be controlled and it is probable that the temporary 
difference will not reverse in the foreseeable future and 

- deferred tax assets are recognised only to the extent that it is probable that taxable profit will be available 
against which they can be utilised. 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the 
tax asset is realised or the liability is settled, based on tax rates that have been substantively enacted at the 
balance sheet date. Deferred tax balances are not discounted. 

Current and deferred tax is recognised in the income statement, except to the extent that it relates to items 
recognised in other comprehensive income or directly to equity. In this case, the tax is also recognised in other 
comprehensive income or directly in equity, respectively. 

Pensions and other post-retirement benefits 
Membership of occupational pension schemes is open to most permanent UK employees of the Company. All 
members of defined benefit schemes are contracted out of the earnings-related part of the State pension scheme. 

The pension assets of the defined benefit schemes are measured at fair value. Liabilities are measured on an 
actuarial basis using the projected unit credit method and discounted at a rate equivalent to the current rate of 
return on a high quality corporate bond of equivalent currency and term. The resulting defined benefit asset or 
liability is presented separately on the face of the balance sheet. Full actuarial funding valuations are carried out 
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at intervals not normally exceeding three years as determined by the Trustees and, actuarial valuations are carried 
out at each balance sheet date and form the basis of the surplus or deficit disclosed. When the calculation at the 
balance sheet date results in net assets to the Group, the recognised asset is limited to the present value of any 
future refunds of the plan or reductions in future contributions to the plan (the asset ceiling). 

For defined benefit schemes, the amounts charged to operating profit, as part of staff costs, are the current service 
costs and any gains and losses arising from settlements, curtailments and past service costs. The net difference 
between the interest costs and the expected return on plan assets is recognised as net pensions interest in the 
income statement. Actuarial gains and losses are recognised immediately in the statement of comprehensive 
income. Any deferred tax movement associated with the actuarial gains and losses is also recognised in the 
statement of comprehensive income. 

For defined contribution schemes, the Group's contributions are charged to operating profit, as part of staff costs, 
in the period to which the contributions relate. 

Foreign currencies 
The functional and presentational currency of the Group is sterling (£). 

Foreign currency transactions are translated into the functional currency using the exchange rates at the dates of 
the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from 
the translation of monetary assets and liabilities denominated in foreign currencies at year end exchange rates 
are recognised in profit or loss. 

Trade receivables 
Trade receivables are recognised and carried at original invoice amount less an allowance for any non -collectible 
amounts. An estimate for doubtful debts is made when col lection of the ful l amount is no longer probable. Bad 
debts are written off when identified. 

Borrowing costs 
Borrowing costs in relation to the working capital loan facility are recognised as an expense when incurred unless 
they are directly attributable to the construction or development of a qualifying asset, in which case they are 
capitalised using the weighted average cost of borrowing for the period of construction/development. 

Government grants 
Government grants are shown separately in the income statement to match the expenditure to which they relate. 

Provisions 
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past 
event, it is probably that an outflow of resources will be required to settle the obligation, and a reliable estimate 
can be made of the amount of the obligation. If the effect of the time value of money is material, provisions are 
determined by discounting the expected future cash flows at an appropriate pre-tax rate. 

Financial instruments 
The classification of financial instruments included on the balance sheet is set out below: 

Financial assets 
Financial assets are measured at fair value at the balance sheet date. They are classified into the following 
categories loans and receivables or available for sale as appropriate based on the purpose for which they were 
required. Financial liabilities are measured at either fair value at the balance sheet date or as financial liabilities 
measured at amortised cost. 
Financial liabilities - interest-bearing loans and borrowings 
Al l loans and borrowings are classified as financial liabilities measured at amortised cost. 

Financial liabilities - obligations under finance leases 
Al l obligations under finance lease and hire purchase contracts are classified as financial liabilities measured at 
amortised cost. 

Fair value measurement of financial instruments 
The fair value of quoted investments is determined by reference to bid prices at the close of business on the 
balance sheet date. 

Where there is no active market, fair value is determined using valuation techniques. These include using recent 
arm's length market transactions; reference to the current market value of another instrument which is 
substantial ly the same; and discounted cash flow analysis and pricing models. 

Derecognition of financial instruments 
A financial asset or liability is derecognised when the contract that gives rise to it is settled, sold, cancelled or 
expires. 
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All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorised 
within the fair value hierarchy, described as follows, based on the lowest level input that is significant to the fair 
value measurement as a whole: 

• Level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities 

Level 2 — Valuation techniques for which the lowest level input that is significant to the fair value 
measurement is directly or indirectly observable 

Level 3 — Valuation techniques for which the lowest level input that is significant to the fair value 
measurement is unobservable 

For assets and liabilities that are recognised in the financial statements on a recurring basis, the Group determines 
whether transfers have occurred between levels in the hierarchy by re-assessing categorisation (based on the 
lowest level input that is significant to the fair value measurement as a whole) at the end of each reporting period. 

Cash and cash equivalents 
Cash and cash equivalents in the balance sheet comprise cash at bank and in hand, including cash in the Post 
Office network and short-term deposits (cash equivalents) with an original maturity date of three months or less. 
In addition the Group uses Money Market funds as a readily available source of cash and these funds are also 
categorised as cash equivalents. Cash equivalents are classified as loans and receivable financial instruments. 

For the purpose of the statement of cash flows, cash and cash equivalents consist of cash and cash equivalents 
as defined above, net of bank overdrafts. 
The subsidiary Post Office Management Services Limited holds some fiduciary cash balances, there are held on 
trust on behalf of insurance third parties, see note 12 for details. 

2. Staff costs and numbers 
Employment and related costs were as follows: 

2016 2015 
People costs excluding restructuring costs: £m £m 

Wages and salaries 184 191 

Social security costs 19 19 

Pension costs (note 17) 30 28 

Total 233 238 

Period end employees._._...._._. ............................ Average employees .._.........------ 
2016 2015 2016 2015 

Total employees 6,605 6,876 6,667 7,281 

Total employee numbers can be categorised as follows: 

Administration 

Crown Offices 

Supply Chain 

2016 2015 

1,261 1,324 

3,344 3,406 

1,360 1,524 

Network and Crown transformation programmes . .............._.........................._...................... ... 640 62.2
Total 6,605 6,876 
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3. Operating profit from continuing operations before exceptional items 
Operating profit from continuing operations before exceptionai items is stated after charging: 

2016 
£m 

2015 
£m 

Postmasters' fees 413 435 

Bureau de Change foreign currency exchange losses - 1 

Depreciation 1 - 

Cost of inventories recognised as an expense 3 4 

Operating lease charges - Land and buildings 17 20 

Fees payable to the group's auditors for audit and other services: £000 £000 

- parent company and group audit 346 391 

-audit of subsidiary 70 - 

-audit related assurance services 40 40 

-other non-audit services 106 173 

4. Operating exceptional items 
2016 

£m 
2015 

(Restated) 
£m 

Government Grant 150 170 

Restructuring: 

Business transformation* (13) (13) 

Network transformation including Postmasters' compensation (note 15) (177) (227) 

Crown transformation (23) (10) 

IT transformation (30) (17) 

Restructuring - severance (29) (25) 

- other (11) (9) 

Total restructuring (283) (301) 

Impairment: 

Impairment of intangible assets (note 8) (93) (56) 

Impairment of property, plant and equipment (note 9) (43) (84) 

Total impairment 136 (140) 

Total operating exceptional items (269) (271) 

Restructuring: 
Restructuring costs are those incurred in order to implement the major transformation programmes primarily the 
Crown and Network programmes which are discussed further in the Financial Review on page XX'. Network 
transformation includes the costs of Postmasters' compensation (2016: £102 million, 2015: £154 million) which 
are payments made to Postmasters' as a result of the ongoing programme. 
*Business transformation costs include £2 million of acquisition costs, see note 21 for further details on this 
acquisition. 

Impairment: 
See the accounting policies on page XX for details. 
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5. Directors' emoluments 
The Directors received the following emoluments: 

2016 2015 
£000 £000

Emoluments, excluding pension contributions and LTIP* TBC 1,234 

Contributions to pension schemes TBC - 

Amounts receivable under Lono-Term Incentive Plans TBC 157 
*Figures include any cash supplements received in lieu of pension and any payments in lieu of notice. 

Directors accruing pension entitlements during the period under: 2016 2015 

Number Number 

Defined benefit schemes - -

Defined contribution schemes - - 

The highest paid Director received the following emoluments: 
2016 2015 
£000 £000 

Emoluments and LTIP, excluding pension contributions but including cash 
supplements received in lieu of pensions TBC 522 

Company contributions to pension schemes - - 

Remuneration fnr earh dirertnr for the finanrial vear 701 5/16 

Name Annualised Actual Benefits Cash in lieu STIP LTIP Total Total 

salary/fees salary/fees 2015/16 of pension 2015/16 2015/16 2015/16 2014/15 

2015/16 2015/16 2015/16 

(note 1) 

Non Executive Directors 

Tim 40,000 40,000 - - - - 40,000 40,000 

Franklin 

Virginia 40,000 40,000 - - - - 40,000 40,000 

Holmes 

- - 15,000 Alasdair 45,000 15,000 - - 45,000 

Marnoch 

(note 2) 

Ken McCall 50,000 12,500 - - - - 12,500 N/A 

(note 3) 

Neil 50,000 25,000 - - - - 25,000 50,000 

McCausland 

(note 4) 

Tim Parker 75,000 37,500 - - - - 37,500 N/A 

(note 5) 
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Alice 100,000 33,333 - - - - 33,333 100,000 

Perkins 

(note 6) 

Carla Stent 45,000 8,831 - - - - 8,831 N/A 

(note 7) 

Richard 0 0 - - - 0 0 

Callard 

(note 8) 

Executive Directors 

Paula 250,000 250,000 9,900 62,500 TBC 143,500 TBC 521,987 

Vennells 

Alisdair 240,000 240,000 13,919 56,189 125,002 - 510,110 90,124 

Cameron +75,000 

(note 9) 

Note 1: The annualised fees are shown as at 27th March 2016 or at the date of leaving. 

Note 2: Alasdair Marnoch resigned from the Board and left on 31st July 2015 

Note 3: Ken McCall was appointed to the Board on 21 January 2016 

Note 4: Neil McCausland resigned from the Board and left on 30th September 2015 

Note 5: Tim Parker was appointed to the Board on 11t October 2015. Mr. Parker donates the after tax value of his 

Board fees to charity. 

Note 7: Alice Perkins resigned from the Board and left on 31st July 2015 

Note 7: Carla Stent was appointed to the Board on 21st January 2016 

Note 8: Richard Callard is an employee of the Shareholder Executive of the Department for Business, Innovation, 

and Skills. 

Note 9: Alisdair Cameron received a bonus of £75,000 in October 2015; this is shown separately in the STIP 

column. This was compensation for the variable pay which Alisdair gave up to join Post Office and was payable 

after six months' service depending upon performance conditions being met. The inclusion of this amount in 

Alisdair's contract and its payment against the performance conditions were agreed by the Remuneration 

Committee and the Special Shareholder. 

Remuneration Policy Summary 

The table describes the STIP and LTIP available for the Executive Director's. 
The remuneration framework for the Executive Directors requires consent from the Special 
Shareholder each year. 

Short-Term Incentive The STIP drives and rewards performance over the single financial year 
Plan (STIP) against a key financial and operational targets taken from the business 

scorecard. Metrics and targets are determined and set each year 
according to business priorities. 

80% of the STIP plan is determined by business targets, with the 
remaining 20% linked to the achievement of personal performance 
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objectives. 

The target opportunities for the Chief Executive and Chief Financial 
Officer are 48% and 40% respectively. 

Long-Term Incentive The LTIP is designed to reward and retain key executives and senior 
Plan (LTIP) managers on the achievement of strategic longer term targets linked 

to the development and growth of a sustainable business. 

The specific performance targets are determined for each LTIP cycle 
with reference to the three-year plan which is agreed with the Special 
Shareholder. 

The target opportunities for the Chief Executive and Chief Financial 
Officer are 70% and 50% respectively. 

Differences in remuneration policy for the Executive Directors and employees generally 

The remuneration policy for the Executive Directors takes account of their level of responsibility and 
their influence over Post Office's performance. Accordingly, a higher proportion of their total 
remuneration package is at risk and subject to performance (under the STIP and LTIP). The incidence 
and potential amounts payable under such incentives across the workforce are determined by their 
role and grade within the organisation. 

Claw-back provision 

Executive Directors have claw-back clauses in their contracts, as well as the STIP and LTIP rules, 
which provide for the return of any over-payments in the event of misstatement of the accounts, error 
or gross misconduct on the part of an Executive Director. These provisions are structured in line with 
market best practice. 

6. Net finance costs 
2016 2015 

£m £m 

Interest receivable - 1 

Interest payable on loans (2) (1) 

Finance charges ------------------------------------ - ----------------------------------(3) . . - . (Z)- - ----------------------------------------------------------------------------------- -
Total (5) 2 

7. Taxation 
(a) Taxation gains recognised in the year 

2016 2015 
Em £m 

Corporation tax credit for year (9) (10) 

Tax under provided in previous years - (7) 

Current tax (9) (17) 

Deferred tax credit relating to the origin and reversal of temporary differences 2 (9) 

Effect of change in tax rate 3 - 

Income tax credit reported in the consolidated income statement (4) (26) 

Deferred income tax of £5 million (2015: £9 million) has been credited (2015: debited) to other comprehensive 
income relating to actuarial movements in the retirement benefit surplus. This offsets the deferred tax debit of £5 
million (2015 (credit): £9 million) that has been reported in the consolidated income statement. 
(b) Factors affecting current tax credit on profit on ordinary activities 
The tax assessed for the year differs from the standard rate of corporation tax in the UK of 20% (2015: 21%). 
The differences are explained below: 
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2016 2015 
£m Restated 

£m 

Loss on ordinary activities before tax from continuing operations (161) (163) 

Loss on ordinary activities before tax from discontinued operations (10) (4 

Accounting loss before taxation (171) (167) 

Loss on ordinary activities multiplied by the standard rate of corporation tax in 
the UK of 20% (2015: 21%) (34) (35) 

Net decrease in tax charge as a result of recognition of deferred tax assets 8 (16) 

Expenditure disallowable for tax 1 2 

Adjustment in respect of prior period - (7) 

Effect of unutilised losses carried forward 28 36 

Joint venture orofit after tax included in Group pre-tax orofit (7) (6) 

Total current tax (see above) (4) (26) 

(c) Deferred tax 

Deferred tax assets relate to the following: 
Balance sheet Income statement 
2016 2015 2016 2015 

£m £m £m £m 

Pensions temporary differences (25) (30) (5) 9 
Losses available for offset against future 
taxable income ......._....._ .........................._......................................................................................................................._.........................._.... 25 30 ............... ... ................. - ...._..................._....... -------------......... ...._......... - ---
Total deferred tax asset - - (5) 9 

Income statement (5) 9 

(d) Factors that may affect future tax charges 
The Group has unrecognised deferred tax assets of £166 million (2015: £141 million), comprising £78 million 
(2015: £74 million) relating mainly to fixed asset timing differences, £1 million (2015: £1 million) relating to 
timing differences on provisions and £87 million (2015: £66 million) relating to tax losses that are available to 
offset against future taxable profits. The Group has rolled over capital gains of £2 million (2015: £3 million); no 
tax liability would be expected to crystallise should the assets into which the gains have been rolled be sold at 
their residual value, as it is anticipated that a capital loss would arise. 

The Finance Act 2013 reduced the main rate of corporation tax to 19% with effect from 1 April 2017 and 18% 
with effect from 1 April 2018. Following these changes, deferred tax balances were reduced from 20% to 18% 
The impact of this change on deferred tax balances is included in these financial statements. 
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8. Intangible assets 

Software Goodwill Total 

2016 2015 2016 2015 2016 2015 
£m £m £m £m £m £m 

Cost 

At 30 March 2015, 31 March 2014 297 243 - - 297 243 
Reclassifications - (3) - - - (3) 
Additions 93 57 44 - 137 57 
Disposals (1) - - - (1) -

At 27 March 2016, 29 March 2015 389 297 44 - 433 297 

Amortisation and impairment 

At 30 March 2015, 31 March 2014 297 243 - - 297 243 
Reclassifications - (3) - - - (3) 
Amortisation and impairment 93 57 - - 93 57 
(see note 4) 
Disposals (1) - - - (1) - 

At 27 March 2016, 29 March 2015 389 297 - - 389 297 

Net book value 

At 27 March 2016, 29 March 2015 - - 44 - 44 - 

Goodwill relates to the acquisition from Bank of Ireland of the business and assets of the joint insurance business. 
The goodwill sits within Post Office Management Services Limited. See note 21. 

The impairment figure for intangible assets in 2015 includes £1 million for discontinued operations, see note 22 
for details. Note 4 only includes figures for continuing operations which explains the £1 million difference. These 
assets were disposed of in the current year as shown above. 
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9. Property, plant and equipment 
Land and Buildinas 

Plant Fixtures 
Long Short Motor and and 

Freehold leasehold leasehold Vehicles machinery equipment Total 
£m £m £m £m £m Em Em 

Cost 

At 31 March 2014 100 17 113 44 1 739 1,014 

Reclassification* (31) 26 6 - - 2 3 

Additions 16 12 - 1 - 55 84 

Disposals..............-.................................................2)_..............................-...........................-(4)..................-.....(5)...........--....-........ ....................... (13)..... -.... ..._(.24).... 
At 29 March 2015 83 55 115 40 1 783 1,077 

Reclassification* (6) 3 (22) - - 25 - 

Additions 1 - - 4 - 38 43 

Disposals

At 27 March 2016 77 58 90 43 1 843 1,112 

Depreciation and 
impairment 

At 31 March 2014 91 16 113 44 1 739 1,004 

Reclassification* (31) 26 6 - - 2 3 
Depreciation and 
impairment 16 12 - 1 - 55 84 

Disposals (2) - (4) (5) - (13) (24) 

At 29 March 2015 74 54 115 40 1 783 1,067 

Reclassification (6) 3 (22) - - 25 - 
Depreciation and 
impairment 
(see note 3 and 4) 2 - - 4 - 38 44 

Disposals (1) - (3) (1) - (3) (8) 

At 27 March 2016 69 57 90 43 1 843 1,103 

Net book value 

At 27 March 2016 8 1 - - - - 9 

At 29 March 2015 9 1 - - - 10 

Depreciation rates are disclosed within accounting policies (note 1). No depreciation is provided on freehold land, 
which represents £3 million (2015: £3 million) of the total cost of properties. 

* Reclassifications have been done in the year between freehold, long leasehold, short leasehold and fixtures and 
equipment in relation to Postmaster's branches. Reclassification between freehold, long leasehold and short 
leasehold asset categories is due to the fact that all land and building assets are classified as freehold whilst they 
are an asset under construction, then once works are complete and lease contracts are confirmed, the asset is 
moved into the correct respective category. 

10. Investments in joint ventures 

The following entity has been included in the consolidated financial statements using the equity method: 

Joint ventures 

During 2015/16 and 2014/15, the Group's only joint venture investment was a 50% interest (1,000 £1 ordinary 
A shares) in First Rate Exchange Services Holdings Limited, whose principal activity is the provision of Bureau de 
Change. First Rate Exchange Services Holdings Limited is a company registered in the United Kingdom. The 
registered address of First Rate Exchange Services Holdings Limited is Great West House, Great West Road, 
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Brentford, Middlesex, TW8 9DF. The financial statements of the joint venture are prepared for the same reporting 
period as the Group. 

2016 2015 
Joint venture Joint venture 

£m Em 

Share of net assets 

Total net investment at 30 March 2015, 31 March 2014 67 
61 

Share of post tax pre dividend profit 35 36 
Dividend (35) (30) 
Total net investment at 27 March 2016, 29 March 20 67 67 

2016 2015 

Joint Joint 
venture venture 

Share of assets and liabilities: Em £m 

Current assets 205 191 

Non-current assets 6 6 

Share of gross assets 

Current liabilities 

211 

(144) 

197 

(130) 

Share of net assets 67 67 

Share of revenue and profit: 

Revenue 79 82 

Profit after tax 35 36 

11. Trade and other receivables 

2016 2015 
£m £m 

Current: 

Trade receivables 93 101 

Prepayments and accrued income 73 106 

Client receivables 229 162 

Other receivables 14 28 

Total 409 397 
Non-current: 
Prepayments 12 10 

The Group receives and disburses cash on behalf of Government agencies and other clients to customers through 
its branch network. Amounts owed from/to government agencies and other clients are disclosed separately as 
client receivables (as above) and client payables (see note 13). 

As at 27 March 2016 trade receivables of £16 million (2015: £14 million) were impaired and fully provided for. 
During the year £4 million (2015: £6 million) of the provision has been utilised and an additional £6 million (2015: 
£3 million) has been provided for. Trade receivables of £21 million (2015: £21 million) were past due but not 
impaired. The aging analysis of the trade receivables are as follows: 
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2016 
£m 

2015 
£m 

Not yet overdue 72 80 

Past due not more than one month 12 8 

Past due more than one month and not more than two months 3 3 

Past due more than two months ----------- ------------- ------------- ------------------------------------------------------------------------------------------------------------ 6 --------------------------------- 10 

Total 93 101 

The fair value of trade and other receivables is not materially different from the carrying value. 

12. Cash and cash equivalents 

2016 2015 
£m £m 

Cash in the Post Office Limited network 653 708 

Short-term bank deposits 57 93 

Fiduciary cash balances held on behalf of 
insurance third parties 2 - 

Money market fund investments - 20 

Total cash and cash equivalents 712 821 

Where interest is earned it is at a floating or short term fixed rate. The fair value of cash and cash equivalents is 
not materially different from the carrying value. 
The fiduciary cash balances are held within Post Office Management Services Limited and are held on trust on 
behalf of insurance third parties and cannot be called upon should the Company become insolvent. 

13. Trade and other payables 
2016 2015 

£m £m 

Current: 

Trade payables 51 30 

Accruals 161 160 

Deferred income 39 29 

Social security 8 9 

Client payables 375 454 

Capital payables 16 25 

Other payables ---- ---- - ---- 3 .........._....._................. 11 

Total 653 718 

Non-current: 

Other payables 25 30 

The fair value of trade and other payables is not materially different from the carrying value. 

14. Financial liabilities - interest bearing loan and borrowings 

2016 2015 
£m Em 

Department of Business, Innovation & Skills loan 
drawn down 465 310 
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The loan under the facility is short dated on a programme of liquidity management and matures on average 1 day 
after the year end (2015: 1 day). The fair value of borrowings approximate their carrying value due to the short 
term maturities of the loan. On maturity it is expected that further loans wil l be drawn down under this facility, 
which expires in 2018. The undrawn committed facility, in respect of which all conditions precedent had been met 
at the balance sheet date, is £485 million (2015: £840 million). The average interest rate on the drawn down 
loans is 1.0% (2015: 1.0%l. 

The facility is currently restricted to funding the cash and near cash items held within the Post Office Limited 
network. 

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office Limited and 
a negative pledge over cash and near cash items. The negative pledge is an agreement not to grant security over 
the assets or to set up a vehicle that has the same effect. 

15. Provisions 

Network 
Transformation 

£m 
Other 

£m 
Total 

£m 

At 29 March 2015 (restated) 127 23 150 
Acquired through the business _ 1 1 combination (note 21)* 
Charged in operating exceptional 123 54 177 items 

Charged in operating costs 
_ 6 6 

Charged for discontinued _ 3 3 operation 

Utilisation (95) (47) (142) 
Unused amounts in the year - (21) (5) (26) 
operating exceptionals 
Unused amounts in the year - (2) (2) operating costs 

At 27 March 2016 134 33 167 

Disclosed as: 

At 27 March 2016 

Current 132 19 151 

Non - current 2 14 16 

134 33 167 

At 29 March 2015 

Current 126 18 144 

Non-current 1 5 6 

127 23 150 

The Network Transformation provision relates to payments due to postmasters in relation to the major 
transformation programme, see the accounting policies note on page XX for further details of this provision.. 

Other provisions of £33 million (2015: £23 million) include £30 million for continuing operations, this includes £19 
million onerous lease obligations, £3 million severance and £8 million of smaller provisions including £1 million for 
personal injury claims and £1 million which sits within the subsidiary Post Office Management Services Limited 
and relates to the repayment of commission received in the event of the cancellation of insurance policies. It also 
includes £3 million in relation to the discontinued operation as disclosed in note 22. 

*A provision was acquired as part of the acquisition from Bank of Ireland of the business and assets of the joint 
insurance business, see note 21. 
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16. Financial assets and liabilities 

a. Financial assets and liabilities by category 

The breakdown of the Group's financial instruments at 27 March 2016 and 29 March 2015 is shown below: 

Current Non Total Current Non Total 
current Current 

£m Em £m Em £m 

Financial assets 

Trade and other receivables 394 

Cash and cash equivalents 712 

Financial liabilities 

Trade and other payables (606) 

- 394 378 - 378 

- 712 821 - 821 

(4) (610) (680) (2) (682) 

BIS loan (465) - (465) (310) - (310) 

Finance leases obligations (8) - (8) - - - 

Total financial assets/ 
(liabilities) 27 (41 23 209 (2) 207 

Except for prepayments, social security and deferred income, which have been excluded from the table above, all 
of the Group's financial assets and liabilities by nature and classification for measurement purposes are considered 
loans and receivables. 

The fair value of the Group's financial assets and liabilities approximate their carrying value due to the short term 
maturities of these instruments. The fair value of financial assets and liabilities is defined as the amount at which 
the Group would expect to receive upon selling an asset or pay to transfer a liability in a transaction between 
market participants at the measurement date. 

The nature of the inputs used in determining the values of the financial assets and liabilities is quoted prices 
(unadjusted) in active markets for identical assets and liabilities. Al l of the Group's financial assets and liabilities 
are therefore considered as Level 1 in the fair value hierarchy. 

The Group has no Level 2 and Level 3 financial instruments and there have been no transfers between the levels 
of fair value hierarchy during the period. 

b. Financial risk management objectives and policies 

The Group is exposed to a variety of financial risks: market risk (including foreign currency risk, interest rate risk), 
credit risk and liquidity risk. The Group's overall risk management programme focuses on the unpredictability of 
financial markets and aims to minimise potential adverse effects on the Group's financial performance. 

Interest rate risk 

The Group is exposed to changes in interest rate on floating rate debt, cash deposits and money market fund 
investments. Interest rate risk on borrowings is managed through determining the right balance of fixed and 
floating debt within the financing structure. Market conditions are considered when determining the desired 
balance of fixed and floating rate debt. Had there been a 50 basis point increase in interest rates, there would 
have been a £5m favourable impact on the Group's equity and income statement. A 50 basis point decrease would 
have resulted in a £5m adverse impact on the Group's equity and income statement. 

Foreign currency risk 
The Group is exposed to foreign currency risk resulting from balances held to operate Bureau de Change services. 

The currencies which these transactions are primarily denominated are the US dollar and Euro. The Group's foreign 
currency risk management objective is to minimise the impact on the Income Statement of fluctuations in the 
exchange rates. The Group hedges its foreign currency risk principally through external forward foreign currency 
contracts to cover near-term future revenues with a number of providers including First Rate Exchange Services 
Holdings Limited. 
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The following table demonstrates the sensitivity of financial instruments to a reasonably possible change in the 
US dollar and Euro exchange rates, assuming they are unhedged and with all other variables held constant, on 
profit/(loss) before tax and equity. 

Strengthening Effect on Effect Strengthening Effect on Effect 
/ (weakening) profit on equity / (weakening) profit on equity 

in US dollar rate before tax in euro rate before tax 

per cent Em £m per cent Em Em 
Increase / Increase / Increase / Increase / Increase / 

Increase / (decrease) (decrease) (decrease) (decrease) (decrease) (decrease) 

2016 10 2 2 10 4 4 

(10) (2) (2) (10) (4) (4) 

2015 10 1 1 10 3 3 

(10) (1) (1) (10) (3) (3) 
Credit risk 
Credit risk refers to the risk that a counterparty wil l default on its contractual obligations resulting in financial loss 
to the Group. Financial credit risk arises from cash balances (including bank deposits and cash and cash 
equivalents) held by the Group and business credit risk arises from exposures to customers. Business risk includes 
commission receivable and client related settlements far amounts paid out of the Post Office network on their 
behalf. 

The Group aims to minimise its financial credit risk through the application of risk management policies approved 
by the Board. Counterparties are limited to major banks and financial institutions. The policy restricts the exposure 
to any one counterparty by setting appropriate credit limits. The maximum exposure to credit risk is limited to the 
carrying value of each class of asset summarised in note 11. 

Business credit risk is monitored centrally. The level of bad debt provision is less than 2% (2015: less than 2%) 
of turnover. 

Capital management 
The Group's objectives when managing capital (defined as the net of borrowings and amounts due under finance 
leases and cash and cash equivalents excluding cash in the Post Office Network) are to safeguard its ability to 
continue as a going concern and to maintain an optimal capital structure in order to support the business and 
maximise stakeholder value. In managing the Group's capital levels the Board and the Group Executive regularly 
monitor the level of debt in the Group, the working capital requirements and the forecast cash flows. The Board 
and Group Executive plan accordingly following this review process in order to meet the Group's capital 
management objectives. 

Liquidity risk 
The Group's primary objective is to ensure that the Group 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. Typical short-term investments include short term bank deposits with approved 
counterparties. Borrowing facilities are regularly reviewed to ensure continuity of funding. 

The Group has adequate cash reserve to meet operating requirements in the next 12 months. 

At 27 March 2016 the Group has unused facility of £485 million (2014: £840 million). The facility expires in 2018. 

The tables below analyses the Group's financial assets and liabilities into relevant maturity groupings based on the 
remaining period at the balance sheet date to the contractual maturity date. The amounts disclosed in the table 
are the contractual undiscounted cash flows and include interest, where applicable. 
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12 1-2 2-5 > Total 
Months Years Years 5 Years 

At 27 March 2016 Em 

Financial assets 

Trade and other receivables 394 - - - 394 

Cash and cash equivalents 712 - - - 712 

Financial liabilities 
T ra d d th a an o er (614) (4) - - (618) 
Pavables 

Interest bearing loan (465) - - - (465) 

Finance leases obli 9 ations . ...-- ......------------...._............_....._ 
(8) 
.. ................--...---...._..................._ 

(8) 
................................................................ ................... 

Total financial assets/ 19 (4) - - 15 
(liabilities) 

12 1-2 2-5 > Total 
Months Years Years 5 Years 

At 29 March 2015 £m 

Financial Assets 

Trade and other receivables 378 - - - 378 

Cash and cash equivalents 821 - - - 821 

Financial Liabilities 
Trade and other (689) (2) - - (691) 
Pavables 

Bank overdraft 

Interest bearing loan (310) - - - (310) 

Finance leases obligations - - -- - ----------------------------- -------------------------------------------------------------------------------------------------------------------------------------------------------------- 
Total financial assets/ 200 (2) - - 198 
(liabilities) 

17. Pensions 

The disclosures in this note reflect the two defined benefit schemes: Post Office Limited sectionalised RMPP 
scheme which is independently operated by the Group and the 7% share of the RMSEPP scheme. Royal Mail 
Group Limited is the principal employer in Royal Mail Senior Executive Pension Plan (RMSEPP) and Post Office 
Limited became a participating employer with effect from 1 April 2012. It also includes the defined contribution 
scheme Post Office Pension Plan. 

The disclosures in this note show how the value of the assets and liabilities has been calculated at the balance 
sheet date. 

The Group participates in pension schemes as detailed below 
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Name Eligibility 

Royal Mail Pension Plan (RMPP) UK employees Defined benefit 

Royal Mail Senior Executive Pension Plan (RMSEPP) UK senior executives Defined benefit 

Post Office Pension Plan* UK emolovees Defined contribution 

*From 1 April 2015 the Post Office Pension plan replaced the Royal Mail Defined Contribution Plan 

Defined Contribution 
The charge in the income statement for the defined contribution schemes and the Group contributions to these 
schemes was £3 million (2015: £3 million) during the year. New recruits joining from 31 March 2008 are able to 
begin paying contributions to the new plan after they have worked for the Group for a year. 
Defined Benefit 
Both RMPP and RMSEPP are funded by the payment of contributions to separate trustee administered funds. The 
latest full actuarial funding valuation of RMPP was carried out as at 1 April 2012 using the projected unit method. 
For RMPP, this valuation was concluded at £135 million surplus. The latest full actuarial funding valuation of 
RMSEPP was carried out as at 31 March 2012 using the projected unit method. For 100% of the RMSEPP plan, the 
valuation was concluded at £83 million deficit. Valuations are carried out triennially and the next one is being 
performed as at 1 April 2015. The valuation has not yet been completed due to the current consultation on 
proposals to closing the scheme to future accrual. RMPP includes sections A, B and C each with different terms 
and conditions: 

• Section A is for members (or beneficiaries of members) who joined before 1 December 1971; 
• Section B is for members (or beneficiaries of members) who joined after 1 December 1971 and before 1 

April 1987 or to members of Section A who chose to receive Section B benefits; 
Section C is for members (or beneficiaries of members) who joined after 1 April 1987 and before 1 April 
2008. 

A series of changes to RMPP and RMSEPP began to take effect on 1 April 2008. 
The changes encompassed: 

the Plans closed to new members from 31 March 2008; 
• all pensions and benefits earned before 1 April 2008 are linked to final pensionable salary, but 

defined benefits built up from 1 April 2008 are earned on a "career average pensionable salary" 
basis; 

• from 1 April 2014, pensionable salary was amended to the amount in force at that date, increasing 
each 1 April thereafter in line with RPI (up to 5% each year), with allowance for certain promotional 
increases. This change resulted in a one-off exceptional gain of £102 million for the 2013/14 
financial year; 
employees can continue to take their pension on reaching 60 but the normal retirement age increased to 
65 for benefits earned from 1 April 2010; 

• from 1 April 2010 it is possible to draw pension earned before the change to normal retirement age at 55, 
and continue working while still contributing to the Pension Plan until the maximum level of benefits has 
been reached; and 

• RMSEPP was closed to future accruals on 31 December 2012. 

Payment of £17 million (2015: £19 million) was made by the Group during the year in respect of regular future 
service contributions, nearly all relating to RMPP. The regular future service contributions for RMPP, expressed as 
a percentage of pensionable pay, has remained at 17.1% (2015: 17.1%), effective from April 2010. This rate is 
not expected to change materially during 2016/17. However, in February 2016, Post Office went out to formal 
consultation with active members (and their representatives) of the Post Office section of the Royal Mail Pension 
Plan regards to the potential closure of the RMPP to future accrual with effect from 1 September 2016. The closure 
is subject to the outcome of the pensions consultation and no final decision will be until the formal consultation 
has been completed. The proposed closure will also require consent of the Trustee of the RMPP. This closure if it 
occurs could affect the rate paid in 2016/17. 

The Group pays 7% of the total deficit payment required to fund the deficit in RMSEPP and a payment of £1 million 
(2015: £1 million) was made by the Group during the year. No RMPP deficit payments were made during 2014/15 
or 2015/16. For RMSEPP, deficit recovery payments will be £1 million per annum, from 1 April 2010 to 31 January 
2024. 
A current liability of £nil (2015: £1 million) has been recognised for payments to the pension schemes relating to 
redundancy. During the year, payments of £3 million (2015: £2 million) relating to redundancy were made. 
The weighted average duration of the RMPP fund is 26 years, and for the RMSEPP fund is 21 years. Over the next 
financial reporting period to 27 March 2016 it is expected that employer contributions to the plans will be £17 
million and £1 million for RMPP and RMSEPP respectively. 
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The following disclosures relate to the gains/losses and surplus/deficit in the scheme recognised for RMPP and 
RMSEPP defined benefit plans in the financial statements of the Group: 

a) Major long-term assumptions 
The size of the RMPP pension surplus, which is large in the context of the Group and its finances, is materially 
sensitive to the assumptions adopted. Small changes in these assumptions could have a significant impact on the 
surplus and overall income statement charge. The major long-term assumptions in relation to both RMPP and 
RMSEPP were: 

At 27 March 2016 At 29 March 2015 
0/o pa % pa 

Rate of increase in salaries 2.8 2.8 

Rate of pension increases - RMPP sections A/B 1.8 1.9 

Rate of pension increases - RMPP section C 2.8 2.8 

Rate of pensions increases - RMSEPP members transferred 
from Section A or B of RMPP 1.8 1.9 

Rate of pension increases - RMSEPP all other members 2.8 2.8 

Rate of increase for deferred pensions - RMSEPP members 
transferred from Section A or B of RMPP 1.8 1.9 

Rate of increase for deferred pensions 1.8 1.9 

Discount rate 3.5 3.5 

Inflation assumption (RPI) - RMPP & RMSEPP 2.9 3.0 

Inflation assumption (CPI) - RMPP & RMSEPP 1.8 1.9 

The ultimate cost of the RMPP plan to the Group will depend upon future events rather than the assumptions 
made. The assumptions made may not be borne out in practice and as such the cost of the plan may be higher 
(or lower) than disclosed. 
In common with other defined benefit schemes, the main risk in relation to the arrangements is the value of the 
assets does not keep pace with the increase in the value of the liabilities. This can arise for many reasons, but 
the most significant risks are as follows: 
Investment risk: If the assets of the arrangements fall short of expectations, this will lead to a decrease in the 
funded status. 
Asset volatility: The arrangements hold return seeking assets (including equities and property) which are 
expected to outperform corporate bonds in the long term but give exposure to volatility and risk in the short 
term. RMPP does, however, invest in liability driven investment (LDI) assets, for example Corporate Bonds, which 
mitigates the impact of interest rate and inflation volatility on the funded status. 
Inflation risk: Higher inflation rates than expected will act to increase the plan liabilities as benefits will increase 
to a higher level than assumed. The arrangements have a maximum pension increase (generally 5% per annum) 
written into the rules which limits the increase for many benefits, so limiting the impact of high inflation. This 
includes pensionable pay in RMPP, which was amended with effect from 1 April 2014. In addition, the arrangement 
holds assets that increase in value as price inflation expectations rise, so mitigating the impact of rising inflation 
expectations. These assets include LDI assets in respect of RMPP. 
Changes in bond yields: A decrease in corporate bond yields will increase the plan l iabilities, although this will 
be partially offset by an increase in the value of the bond holdings and, to some extent, the LDI assets. 
Pensioner longevity: If members live longer than expected, the liabilities would increase because pensions would 
be paid for a longer time. 
Liabilities accrued in the Royal Mail Pension Plan to 31 March 2012 were transferred to the Royal Mail Statutory 
Pension Scheme. These liabilities are substantially no longer an obligation of the Group and consequently the 
transfer resulted in a significant removal of pension risk from the Group. 
The following table shows the potential impact on the RMPP assets and pension surplus of changes in key 
assumptions: 
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2016 2015 
£m £m 

Changes in RPI and CPI inflation of +0.1% pa (5) (4) 

Changes in discount rate of +0.1%pa 5 4 

Changes in real salary growth of +0.1% pa (2) (1) 

Changes in CPI assumptions of +0.1% pa (1) (1) 

An additional._....Year life_expectancy .........................................................( )......................._....- ................ ....( )..............-

The sensitivity analysis has been prepared using projected benefit cashflows as at the latest ful l actuarial valuation 
of the plan. The same method was applied as at the previous reporting date. The accuracy of this method is limited 
by the extent to which the profiles of the plan cashflows have changed since those valuations although any change 
is not expected to be material in the context of the above sensitivity analysis. 
Mortality: The mortality assumptions for the RMPP sectionalised scheme are based on the latest self-administered 
pension scheme (SAPS) mortality tables with appropriate scaling factors (106% for male pensioners and 101% for 
female pensioners). For future improvements the assumptions allow for ̀ medium cohort' projections with a 1.25% 
floor. These are detailed below: 

Average expected life expectancy from age 60: 2016 2015 

For a current 60 year old male RMPP member 27 years 27 years 
For a current 60 year old female RMPP member 30 years 30 years 
For a current 40 year old male RMPP member 29 years 29 years 
For a current 40 near old female RMPP member 32 years 32 years 

b) Plans' assets 
The assets in the plans for the Group were: 

Sectionalised RMPP 
Market value 2016 Market value 2015 

£m £m 

UK equities - 1 
Overseas equities - 10 
Corporate bonds* 233 217 

Property 11 8 
Private Equity 10 12 

Cash and cash equivalents 41 6 

Bond/fixed interest funds 41 50 

Index-linked funds - 10 

Other loan/debt funds 28 20 

Alternative asset funds 43 11 

Equity funds - 34 

Fair value of RMPP assets 407 379 

Present value of RMPP liabilities ..................._.........................._....---...............-----...---......------..-----...._............_....---...._.........-----...---...._..................._......................................................_..............................................................._........... (184) (150) 

Surplus in plan before asset ceiling adjustment 223 229 

Less effect of asset ceiling (29) (27) 

Surplus in plan after asset ceiling adjustment 194 202 

*£15 million relates to UK Government Bonds. £215 million to an LDI investment containing UK Government 
Bonds, it is a liability driven investment and £3 million to an infrastructure debt holding which is EUR 
denominated and fixed interest. 
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Share of RMSEPP 

UK equities 
Overseas equities 
Government bonds 
Alternative asset funds 
Property 
Other assets 

------------------------- 

- - ------------------------------------------------------------------

Fair value of share in plan assets for RMSEPP 
Present value of share in plan liabilities for RMSEPP 

Surplus in plan for the share of RMSEPP before asset ceiling 

Less effect of asset ceiling 

Surplus in plan for share of RMSEPP after asset ceiling 
adjustment 

Market value 2016 Market value 2015 
Em £m 

1 1 
10 11 
15 16 
2 -
2 2 
- 1 

30 31 
27) (26 

3 5 

2 3 

A retirement benefit surplus of £196 million is disclosed on the balance sheet, representing the surplus in plans 
of £223 million and £3 million for RMPP and RMSEPP respectively, and net of tax of £30 million at a rate of 35% 
on the element of the surplus which is recoverable through a refund from the plans. 
There is no element of the above present value of liabilities that arises from plans that are wholly unfunded. All 
RMPP and RMSEPP assets are securities with a quoted price in an active market. 

c) Movement in plans' assets and liabilities 

Changes in the fair value of the plans' assets are analysed as follows: 

Assets Sectionalised 
RMPP 2016 £m 

Sectionalised 
RMPP 2015 £m 

Assets in sectionalised RMPP at beginning of period 379 260 
Contributions paid 19 21 
Employee contributions paid 6 7 
Finance income 14 12 
Actuarial (losses)/gains (8) 81 
Benefits paid to members (3) (2) 

Assets in sectionalised RMPP at end of period 407 379 
Share of Share of 

Assets 
RMSEPP 2016 RMSEPP 2015 

£m £m 

Share of assets in RMSEPP at beginning of period 31 26 
Contributions paid 1 1 
Finance income 1 1 
Actuarial (losses)/gains (2) 4 
Benefits paid to members (1) (1) 

Share of assets in RMSEPP at end of period 
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Changes in the present value of the defined benefit pension obligations are analysed as follows: 

Liabilities Sectionalised Sectionalised 
RMPP 2016 RMPP 2015 

Em £m 

Liabilities in sectionalised RMPP at beginning of period (150) (90) 
Current service cost (27) (25) 

Curtailment costs* (1) (1) 
Finance cost (6) (5) 
Employee contributions (6) (7) 
Actuarial loss - (23) 
Experience adjustments on liabilities 3 (1) 
Benefits paid 3 2 

Liabilities in sectionalised RMPP at end of period (184) (150) 

Liabilities Share of Share of 
RMSEPP 2016 RMSEPP 2015 

£m £m 

Share of liabilities in RMSEPP plans at beginning of period (26) (24) 
Finance cost (1) (1) 
Actuarial loss (1) (2) 
Benefits paid 1 1 

Share of liabilities in RMSEPP at end of period (27) (26) 

*The curtailment costs in the income statement are recognised on a consistent basis with the associated 
compensation costs. Estimates of both are included, for example, in any redundancy provisions raised. The 
curtailment costs above represent the costs associated with those people paid compensation in respect of 
redundancy during the accounting period. Such payments may occur in an accounting period subsequent to the 
recognition of costs in the income statement. 
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d) Recognised charges 
An analysis of the separate components of the amounts recognised in the performance statements of the Group 
is as follows: 

Sectionalised Sectionalised 
RMPP 2016 £m RMPP 2015 £m 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged to operating profit before exceptioi 
items: 

Current service cost 27 25 

Total charge to operating profit before exceptional items 27 25 

Analysis of amounts charged to operating exceptional items: 

Loss due to curtailments 1 1 

Total charge to operating profit 28 26 

Analysis of amounts charged/(credited) to net pensions interest: 

Interest on plan liabilities 6 5 

Interest income on plan assets (14) (12) 

Net pensions credit to financing (8) (7) 

Net charge to the income statement before deduction for tax 20 19 

Analysis of amounts recognised in the statement of comprehens 
income: 

Actual return on plan assets 6 93 

Less: expected interest income on plan assets (14) (12) 

Less: taxation_ on_ surplus recoverable through plan_

Actuarial (losses)/gains on assets (all experience adjustments) (10) 77 

Experience adjustments on liabilities 3 (1) 

Effects of chances in actuarial assumptions on liabilities - (23) 

Actuarial losses on liabilities 3 (24) 
Total actuarial (losses)/gains recognised in the statement of 
comprehensive income (7) 53 

Share of RMSEPP Share of RMSEPP 
2016 £m 2015 £m 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged to net pensions interest: 

Interest on plan liabilities 1 1 

Interest income on plan assets (1) (1) 

Net Pensions credit to financing - - 

Net charge to the income statement before deduction for tax 

Analysis of amounts recognised in the statement of comprehensi 
income: 

Actual return on plan assets (1) 5 

Less: expected interest income on plan assets (1) (1) 

Less: taxation on surplus recoverable throuah olan refunds 1 (1) 

Actuarial (losses)/gains_on assets (all experience adjustments (1) _ 3 

Experience adjustments on liabilities - 

Effects of changes in actuarial assumptions on liabilities (1) (2) 

Actuarial losses on liabilities (1) (2) 
Total actuarial (losses)/gains recognised in the statement of 
comprehensive income (2) 1 
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18. Equity: 

Called up share capital: 

2016 2015 

£ £ 

Authorised 

Ordinary shares of-£1- each 51,000 51 000 

Total 51,000 51,000 

Allotted and issued and fully paid 

Ordinary shares of-£1- each ----------------------------------------------------------------------- 50,003 --- ----------------------------------50,003 

Total 50,003 50,003 

IRRELEVANT 
snare premium: 

On 7 August 2007 1,000 ordinary shares of £1 each were issue in return for £313 million cash paid by the the 
Secretary of State for Business, Enterprise and Regulatory Reform. A share premium of £312,999,999 resulted 
from this subscription. In April 2008 two ordinary £i shares were issued in return for £152 million cash paid by 
the Secretary of State for Business, Innovations and Skills Reform. A share premium of £151,999,998 resulted 
from this subscription. 

19. Commitments 
Capital commitments contracted for but not provided in the financial statements amount to £62 million (2015: 
£96 million). 

The Group is also committed to the following minimum lease payments under non-cancellable operating leases: 

Land and buildings 
2016 2015 

£rri £m 

Within one year 14 17 

Between one and five years 35 43 

Beyond five years 29 27 

Total 78 87 

Contingent liabilities: As a large, nationwide retailer operating in dynamic and competitive markets, we may be 
subject to regulatory investigations and may face damage to our reputation and legal claims. 

From time to time, we may be named as a defendant in legal claims or be required to respond to regulatory actions 
in connection with our activities. This may include claims for substantial or indeterminate amounts of damages 
from customers, employees, consultants and contractors, or may result in penalties, fines, or other results adverse 
to us. Like any large company, we may also be subject to the risk of potential employee or agent misconduct, 
including non-compliance with policies and improper use or disclosure of our assets or confidential information. 

The Directors do not consider the outcome of any current claim or action will have a material adverse impact on 
the consolidated position of the Group. 
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2016 2015 
Present 

value Present value 
of minimum of minimum 

Minimum lease Minimum lease 
payments payments payments payments 

Em Em £m Em 

Within one year 8 8 - -

Between one and five years - - - -

Total minimum lease payments 8 8 - -
Less amounts representing finance 
charges - - - -
Present value of minimum lease 
payments - -

Of which: 

Current 8 8 - -
Non-current - - - -

The aggregate finance charges allocated for the period in respect of finance leases was £nil (2015: £211,078). 
The fair value of finance lease liabilities is not materially different from the carrying value. 

The Group has finance lease contracts for equipment. 

IRRELEVANT 
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22. Discontinued Operation 

In March 2016 the Group decided to discontinue its mobile operation. The results of this operation are disclosed 
below: 

2016 2015 
£m £m 

Revenue - - 

Expenses (10) (4) 

Loss before taxation (10) (4) 

Taxation - -

Loss for the year from discontinued operation (10) (4) 

Balances on the balance sheet at year end for project closure costs and termination charges are as follows: 

2016 2015 
£m Em 

Provisions 3 

Total Liabilities (note 15) 3 - 

Write down of intangible assets and prepayments 

Intangible assets for mobile amounted to £2 million in the year (£1 million in prior year) and these were impaired 
at acquisition in line with Group policy so no further write down was required on closure of the operation. The 
impairment is included in the £10 million above (£4 million above prior year). There were prepayments on the 
balance sheet of £2 million prior to the decision to discontinue this operation and these have been written down 

IRRELEVANT 
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Separately: 

• the Group has certain loan facilities with Government (note 14); 
• the Group has received a Government Grant of £150 million, all of which was recognised through the 

income statement; and 
. the Group has received the Network Subsidy Payment from Government (note 1). 

Key management comprises Executive and Non-Executive Directors of the Post Office Limited Board and the 
members of the Group Executive at 27 March 2016. The aggregate remuneration of the key management 
personnel of the Post Office Group is set out below: 

2016 2015 
£000 £000 

Short-term employee benefits* TBC 3,380 

Post-employment benefits TBC 68 

Other long-term benefits TBC 307 

Total TBC 3.755 

*Payment in lieu of notice has been included in short-term employee benefits. Please refer to the 
Director's Remuneration Report on page XX for further details. 

24. Post balance sheet events 
In accordance with the funding agreement with government announced on 27 November 2013, for which State 
Aid approval was received on 19 March 2015, Post Office Limited received £220 million of funding on 1 April 
2016. 

25. Immediate and ultimate parent company 
At 27 March 2016, the Directors regarded Postal Services Holding Company Limited as the immediate and ultimate 
parent company. The largest group to consolidate the results of the company is Postal Services Holding Company 
Limited, a company registered in the United Kingdom. Postal Services Holding Company Limited financial 
statements can be obtained from Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 
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Company statement of comprehensive income 
At 27 March 2016 

2015 
2016 Restated 

Notes £m £m ....... _ ................... 

Loss for the financial year from continuing operations (157) (143) 

Loss for the financial year from discontinued operations (10) (4) 

Loss for the financial year (167) (147) 

Other comprehensive income not to be reclassified to profit or loss in 
future periods 

Remeasurements on defined benefit surplus it (9) 54 

Income tax effect 5 (9) 

Total comprehensive income for the ear (171) 102 

There are no other comprehensive income items that will be reclassified to the profit and loss in subsequent 
periods. 
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Post Office Lin, ted 

Company balance sheet 
at 27 March 2016 

2015 
2016 (Restated) 

Notes £m £m 

Non-current asset 
Intangible assets 2 - - 

Property, plant and equipment 3 9 10 

Investment in subsidiaries 4 50 - 

Investments in joint ventures 5 1 1 

Retirement benefit surplus 11 196 205 

Trade and other receivables 6 12 10 

Total non-current assets 268 226 

Current assets 

Inventories 6 6 

Trade and other receivables 6 411 399 

Cash and cash equivalents 7 698 817 

Total current assets 1,115 1,222 

Total assets 1,383 1,448 

Current liabilities 

Trade and other payables 8 (648) (716) 

(465) (310) 
Financial liabilities - interest bearing loans and borrowings 9 

- obligations under finance leases 13 ( 8) - 

Provisions 10 (150) (144) 

Total current liabilities (1,271) (1,170) 

Non-current liabilities 

Other payables 8 (25) (30) 

Provisions 10 (16) (6) 

Total non-current liabilities (41) (36) 

Net assets 71 242 

Equity 

Share capital 12 - - 

Share premium 12 465 465 

Retained earnings (394) (223) 

Total eauitv 71 242 

The financial statements on pages XX to XX were approved by the Board of Directors on XXX 2015 and 
signed on its behalf by: 

P A Vennells A Cameron 
Chief Executive Chief Financial Officer 
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Post Office Limited 

Company statement of changes in equity 
at 27 March 2016 

Retained 
Share earnings Total 

premium £m equity 
Notes £m £m 

At 30 March 2015 (restated) 465 (223) 242 

Loss for the year - (167) (167) 

Remeasurements on defined benefit 
surplus 11 - (9) (9) 

Income tax effect - 5 5 

At 27 March 2016 465 (394) 71 

Retained 
Share earnings Total 

premium £m equity 
Notes £m £m 

At 31 March 2014 465 (121) 344 

Loss for the year (restated) - (147) (147) 

Remeasurements on defined benefit 
surplus 11 - 54 54 

Income tax effect - (9) (9) 

At 29 March 2015 (restated) 465 (223) 242 
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Post Office Limited 

Notes to the financial statements 
1. Accounting Policies 
The accounting policies which fol low set out those which apply in preparing the financial statements for the year 
ended 27 March 2016. 

Financial year 
The financial year ends on the last Sunday in March and accordingly, these financial statements are made up to 
the 52 weeks ended 27 March 2016 (2015: 52 weeks ended 29 March 2015). 

Authorisation of financial statements 
The parent company financial statements of Post Office Limited (the 'Company') for the year ended 27 March 2016 
were authorised for issue by the Board of Directors on XX xxx 2016 and the balance sheet was signed on the 
Board's behalf by PA Vennel ls and A Cameron. Post Office Limited is a limited company incorporated and domiciled 
in England and Wales. 

Basis of preparation 
These financial statements were prepared in accordance with Financial Reporting Standard 101 Reduced Disclosure 
Framework (FRS 101). Theses financial statements are prepared under the historical cost convention. 

As permitted by Section 408 of the Companies Act 2006 Post Office Limited has not presented its own income 
statement. The result dealt with in the accounts of the company amounted to £167 million loss (2015 (restated): 
£60 mil lion loss). 

The results of Post Office Limited are included in the consolidated financial statements of Post Office Group which 
are available from Companies House. 

The Company has taken advantage of the following disclosure exemptions under FRS 101: 

(a) the requirements of IFRS 7 Financial Instruments: Disclosures 

(b) the requirements of paragraphs 91-99 of IFRS 13 Fair Value Measurement 

(c) the requirement in paragraph 38 of IAS 1 'Presentation of Financial Statements' to present comparative 
information in respect of: 

i. paragraph 73(e) of IAS 16 Property, Plant and Equipment 

U. paragraph 118(e) of IAS 38 Intangible Assets 

(d) the requirements of paragraphs 10(d), 10(f), 39(c) and 134-136 of IAS 1 'Presentation of Financial 
Statements' 

(e) the requirements of IAS 7 Statement of Cash Flows 

(f) the requirements of paragraphs 30 and 31 of IAS 8 'Accounting Policies, Changes in Accounting Estimates and 
Errors' 

(g) the requirements of paragraph 17 of IAS 24 'Related Party Disclosures' 

(h) the requirements of IAS 24 'Related Party Disclosures' to disclose related party transactions entered into 
between two or more members of a group, provided that any subsidiary which is a party to the transaction is 
wholly owned by such a member. 

Fundamental accounting concept — going concern 

In making an assessment of the Company's ability to continue as a going concern, the Directors have considered 
the going concern assessments made in relation to the Group (see note 1 on page XX) and are of the view that it 
is appropriate that these financial statements have been prepared on a going concern basis. 

Prior year restatements 

In preparing the financial statements for the current year, the comparative figures for the year ended 29 March 
2015 have been restated. The provision for postmasters' compensation, included within network transformation 
had not been fully recognised in the financial statements for the year ended 29 March 2015. The nature of the 
provision is described in more detail in the accounting policies. The restatement affects exceptional costs, 
provisions and retained earnings due to the loss in the year changing as a result of a restatement to the 
exceptional charge. This represents an acceleration of an expected cost and there has been no impact on the 
Group's funding position or on payments to Postmasters'. Within this report, the comparative statement of 
comprehensive income, balance sheet and statement of changes in equity for the year ended 29 March 2015 
have been restated. There has been no effect on the cash flow statement. 
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Post Office Limited 

As previously Restatement 29 March 2015 
reported Restated 

Total provisions (63) (87) (150) 

Operating exceptional items - restructuring (214) (87) (301) costs 

Shareholders' funds (retained earnings) (136) (87) (223) 

Profit/(loss) for the year (60) (87) (147) 

Critical accounting estimates and judgements in applying accounting policies 
The Company makes certain estimates and assumptions regarding the future. Estimates and assumptions are 
continually evaluated based on historical experience and other factors. In the future, actual experience may 
differ from these estimates and assumptions. In addition the Company has to make judgements in applying its 
accounting policies which affect the amounts recognised in the accounts. The most significant areas where 
judgements and estimates are made are discussed below: 
Pension assumptions 
The costs, assets and liabilities of the pensions operated by the Company are determined using methods relying 
on actuarial estimates and assumptions. These pension figures are particularly sensitive to changes in 
assumptions for discount rates, mortality and inflation rates. The Company exercises its judgement in 
determining the assumptions to be adopted, after discussion with its Actuary. Details of the key assumptions are 
set out in note 11. 
Pension liabilities are measured on an actuarial basis using the projected unit credit method and discounted at a 
rate equivalent to the current rate of return on a high quality corporate bond of equivalent currency and term. 
Judgement has been applied in determining that for these purposes a high quality corporate bond constitutes AA 
rated or equivalent status bonds. 
Provisions 
The Company has recognised provisions where a present legal or constructive obligation exists as a result of a 
past event, where it is probable that an outflow of resources wil l be required to settle the obligation and a 
reliable estimate of the amount can be made. Severance provisions are recognised for business reorganisation 
where the plans are sufficiently detailed and well advanced and where appropriate communication to those 
affected has been undertaken at the balance sheet date. Postmasters' compensation provisions are recognised 
when either Postmaster's agree to terminate their existing contracts or sign the new format contracts under 
Network Transformation. The total provision for Postmasters' compensation at the yearend date represents 
management's best estimate of the future obligation. Due to the nature of provisions the future amount settled 
may be different from the amount that has been provided. 
If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that 
reflects, where appropriate the risks specific to that Iiability.Impairment of non-current assets 
The Group assesses whether there are any indicators of impairment for all non-currents assets at each reporting 
date as well as if events or changes in circumstances indicate that the carrying value may be impaired. Where 
appropriate, an impairment loss is recognised in the income statement for the amount by which the carrying 
value of the asset (or cash generating unit) exceeds its recoverable amount, which is the higher of an asset's 
net realisable value and its value in use. Due to on-going operational losses (excluding the Network Subsidy 
Payment) the carrying value of some assets are impaired to zero on acquisition. Each asset category is 
described below: 
Property, plant and equipment excluding freehold property, long leasehold property and land: 

Property, plant and equipment is recognised at cost, including attributable costs in bringing the asset into 
working condition for its intended use. These assets have a relatively short useful life and due to on-going 
operational losses (excluding Network Subsidy payment) they are impaired to zero on acquisition. If they were 
not impaired they would be depreciated on a straight-line basis over the following useful lives: 

Range of asset lives 
Plant and Machinery 3 — 15 years 
Motor vehicles and trailers 2 — 12 years 
Fixtures and equipment 2 — 15 years 

Freehold property, long leasehold property and land: 

As with other property, plant and equipment this is recognised at cost, including attributable costs in bringing 
the asset into working condition for its intended use. These assets have a long useful life and a fair market 
value, therefore these assets are not impaired on acquisition but would be considered for impairment if 
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indicators existed in line with Group policy noted above. They are instead depreciated on a straight-line basis 
over the following useful lives: 

Range of asset lives 
Land and buildings: 

Freehold land Not depreciated 
Freehold buildings Up to 50 years 
Leasehold buildings The shorter of the period of the lease, 50 years or the estimated remaining 

useful life 

The remaining useful lives of freehold buildings are reviewed periodically and adjusted where applicable on a 
prospective basis. 

Intangible assets with a finite useful life: 

Intangible assets acquired separately or generated internally are initially recognised at cost. These assets are 
impaired to zero for the reasons noted above. If they were not impaired they would be amortised on a straight 
line bases via a charge to income statement over the following period: 

Software 1 to 6 years 

Intangible assets arising on acquisition or with an indefinite useful life: 

These assets are considered for impairment individually in line with Group policy noted above but are not 
automatically impaired. Goodwill is considered separately below. 
Goodwill 

Goodwill is initially recognised at cost, being the excess of the aggregate of the consideration transferred and the 
amount recognised for non-controlling interests, and any previous interest held, over the net identifiable assets 
acquired and liabilities assumed. 

After initial recognition, goodwill is recognised at cost less any accumulated impairment losses. Goodwill is tested 
for impairment annually as well as when there are any indicators of impairment. 
Leases 
Finance leases, where substantially all the risks and rewards incidental to ownership of the leased item have 
passed to the Company are capitalised at the inception of the lease with a corresponding liability recognised for 
the fair value of the leased item or, if lower, at the present value of the minimum lease payments. Lease payments 
are apportioned between the finance charges and reduction of the lease liability so as to achieve a constant rate 
of interest on the remaining balance of the liability. 

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset and the lease 
term. 

Leases where substantially all the risks and rewards of ownership of the asset are retained by the lessor are 
classified as operating leases and rentals are charged to the income statement over the lease term. The aggregate 
benefits of incentives are recognised as a reduction of rental expenses over the lease term on a straight-line basis. 

Investments in joint ventures 
Investments in joint ventures within the Company's financial statements are stated at cost less any accumulated 
impairment losses. 

Investments in subsidiaries 
Investments in subsidiaries within the Company's financial statements are stated at cost less any accumulated 
impairment losses. The carrying value relates solely to the Company's investment in Post Office Management 
Services Limited, a 100% subsidiary of the Company and is less than £lm. 
Inventories 
Stocks, which include printing and stationery, retail and lottery products, are carried at the lower of cost and net 
realisable value after adjusting for obsolete or slow-moving stock. 

Taxation 
The charge for current income tax is based on the results for the year as adjusted for items which are not taxed 
or are disallowed. It is calculated using tax rates in legislation that has been enacted or substantively enacted by 
the balance sheet date. 

Deferred income tax assets and liabilities are recognised for all taxable and deductible temporary differences and 
unused tax assets and losses except: 

- initial recognition of goodwill 
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- the initial recognition of an asset or liability in a transaction that is not a business combination and, at the time 
of the transaction, affects neither the accounting profit nor taxable profit and loss. 

- taxable temporary differences associated with investments in subsidiaries interest in joint ventures, where the 
timing of the reversal of the temporary difference can be controlled and it is probable that the temporary difference 
will not reverse in the foreseeable future and 

- deferred tax assets are recognised only to the extent that it is probable that taxable profit will be available 
against which they can be utilised. 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the 
tax asset is realised or the liability is settled, based on tax rates that have been substantively enacted at the 
balance sheet date. Deferred tax balances are not discounted. 

Current and deferred tax is recognised in the income statements, except to the extent that it relates to items 
recognised in other comprehensive income or directly to equity. In this case, the tax is also recognised in other 
comprehensive income or directly in equity, respectively. 

Pensions and other post-retirement benefits 
Membership of occupational pension schemes is open to most permanent UK employees of the Company. All 
members of defined benefit schemes are contracted out of the earnings-related part of the State pension scheme. 

The pension assets of the defined benefit schemes are measured at fair value. Liabilities are measured on an 
actuarial basis using the projected unit credit method and discounted at a rate equivalent to the current rate of 
return on a high quality corporate bond of equivalent currency and term. The resulting defined benefit asset or 
liability is presented separately on the face of the balance sheet. Full actuarial funding valuations are carried out 
at intervals not normally exceeding three years as determined by the Trustees and, actuarial valuations are carried 
out at each balance sheet date and form the basis of the surplus or deficit disclosed. When the calculation at the 
balance sheet date results in net assets to the Company, the recognised asset is limited to the present value of 
any future refunds of the plan or reductions in future contributions to the plan (the asset ceiling). 

For defined benefit schemes, the amounts charged to operating profit, as part of staff costs, are the current service 
costs and any gains and losses arising from settlements, curtailments and past service costs. The net difference 
between the interest costs and the expected return on plan assets is recognised as net pensions interest in the 
income statement. Actuarial gains and losses are recognised immediately in the statement of comprehensive 
income. Any deferred tax movement associated with the actuarial gains and losses is also recognised in the 
statement of comprehensive income. 

For defined contribution schemes, the Company's contributions are charged to operating profit, as part of staff 
costs, in the period to which the contributions relate. 

Foreign currencies 
The functional and presentational currency of the Company is sterling (£). 

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction (or at the contracted 
rate if the transaction is covered by a forward foreign currency contract). Monetary assets and liabilities 
denominated in foreign currencies are retranslated at the rate of exchange ruling at the balance sheet date (or 
the appropriate forward contract rate). All differences are taken to the income statement. 

Trade receivables 
Trade receivables are recognised and carried at original invoice amount less an allowance for any non-collectable 
amounts. An estimate for doubtful debts is made when collection of the ful l amount is no longer probable. Bad 
debts are written off when identified. 

Borrowing costs 
Borrowing costs are recognised as an expense when incurred unless they are directly attributable to the 
construction or development of a qualifying asset, in which case they are capitalised using the weighted average 
cost of borrowing for the period of construction/development. 

Government grants 
Government grants of a revenue nature are recognised to match costs in relation to the performance of certain 
specified activities. 

Provisions 
Provisions are recognised when the Company has a present obligation (legal or constructive) as a result of a past 
event, it is probable that an outflow of resources will be required to settle the obligation, and a reliable estimate 
can be made of the amount of the obligation. If the effect of the time value of money is material, provisions are 
determined by discounting the expected future cash flows at an appropriate pre-tax rate. 
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Financial instruments 
Financial assets 

Financial assets are measured at fair value at the balance sheet date. They are classified into the following 
categories as appropriate loans and receivables or available for sale as appropriate based on the purpose for which 
they were required. Financial liabilities are measured at either fair value at the balance sheet date or as financial 
liabilities measured at amortised cost. 

Financial liabilities - interest-bearing loans and borrowings 
All loans and borrowings are classified as financial liabilities measured at amortised cost. 

Financial liabilities - obligations under finance leases 
All obligations under finance lease and hire purchase contracts are classified as financial liabilities measured at 
amortised cost. 

Fair value measurement of financial instruments 
The fair value of quoted investments is determined by reference to bid prices at the close of business on the 
balance sheet date. 

Where there is no active market, fair value is determined using valuation techniques. These include using recent 
arm's length market transactions; reference to the current market value of another instrument which is 
substantially the same; and discounted cash flow analysis and pricing models. 

Derecognition of financial instruments 
A financial asset or liability is derecognised when the contract that gives rise to it is settled, sold, cancelled or 
expires. 

Cash and cash equivalents 
Cash and cash equivalents in the balance sheet comprise cash at bank and in hand and short-term deposits (cash 
equivalents) with an original maturity date of three months or less. In addition the Company uses Money Market 
funds as a readily available source of cash, and these funds are also categorised as cash equivalents. 

Auditor's remuneration 
The remuneration paid to auditors is disclosed in the Group financial statements (note 3). 

Director's emoluments 
The emoluments paid to Directors are disclosed in the Group financial statements (note 5). 

2. Intangible assets 
2016 2015 

Cost £m £m 

At 30 March 2015, 31 March 2014 297 243 

Reclassifications - (3) 

Additions 91 57 

Disposals - - 

At 27 March 2016, 29 March 2015 388 297 

Impairment 

At 30 March 2015, 31 March 2014 297 243 

Reclassifications - (3) 
Impairment (see note 5 in the 91 57 Group financial statements) 

Disposals - - 

At 27 March 2016, 29 March 2015 

Net book value 

388 297 

At 27 March 2016, 29 March 2015 - - 

The above intangible assets relate to software. 
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3. Property, plant and equipment 
Land and Buildings 

Plant Fixtures 
Long Short Motor and and 

Freehold leasehold leasehold Vehicles machinery equipment Total 
£m £m £m £m £m Em Em 

Cost 

At 31 March 2014 100 17 113 44 1 739 1,014 

Reclassification* (31) 26 6 - - 2 3 

Additions 16 12 - 1 - 55 84 

Disposals..............-.................................................2)_..............................-...........................-(4)..................-.....(5)...........--....-........ ....................... (13)..... -.... ..._(.24).... 
At 29 March 2015 83 55 115 40 1 783 1,077 

Reclassification* (6) 3 (22) - - 25 - 

Additions 1 - - 4 - 38 43 

Disposals

At 27 March 2016 77 58 90 43 1 843 1,112 

Depreciation and 
impairment 

At 31 March 2014 91 16 113 44 1 739 1,004 

Reclassification* (31) 26 6 - - 2 3 
Depreciation and 
impairment 16 12 - 1 - 55 84 

Disposals (2) - (4) (5) - (13) (24 

At 29 March 2015 74 54 115 40 1 783 1,067 

Reclassification (6) 3 (22) - - 25 - 
Depreciation and 
impairment 

2 - - 4 - 38 44 

Disposals (1) - (3) (1) - (3) (8 

At 27 March 2016 69 57 90 43 1 843 1,103 

Net book value 

At 27 March 2016 8 1 - - - - 9 

At 29 March 2015 9 1 - - - 10 

Depreciation rates are disclosed within accounting policies (note 1). No depreciation is provided on freehold land, 
which represents £3 million (2015: £3 million) of the total cost of properties. 

* Some reclassifications have been done in the year between freehold, long leasehold, short leasehold and fixtures 
and equipment in relation to Postmasters' branches. Reclassification between freehold, long leasehold and short 
leasehold asset categories is due to the fact that all land and building assets are classified as freehold whilst they 
are an asset under construction, then once works are complete and lease contracts are confirmed, the asset is 
moved into the correct respective category. 

4. Investment in subsidiaries 

The carrying value of £50,000,100 relates solely to the Company's investment in Post Office Management 
Services Limited, a 100% subsidiary of the Company. It relates to 50,000,000 shares with a nominal value of £1 
and 1 share with a nominal value of £100. The registered address of Post Office Management Services Limited is 
Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 
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5. Investments in joint ventures 

2016 2015 
£m £m 

Investment in joint ventures 1 1 

IRRELEVANT 
6. Trade and other receivables 

2016 2015 
Em Em 

Current: 

Trade receivables 93 101 

Amounts owed by group undertakings 6 2 

Prepayments and accrued income 68 106 

Client receivables 229 162 

Other receivables 15 28 
Total 411 399 

Non-current: 
Prepayments and accrued income 12 10 

7. Cash and cash equivalents 

2016 2015 
Em £m 

Cash in the Post Office Limited Network 653 708 

Short-term Bank Deposits 45 89 

Money -market fund investments - 20 ------- -------- ------- ------- ------- ---- ----- ------ -----

Total 698 817 
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8. Trade and other payables 

2016 2015 
£m £m 

Current: 

Trade payables 51 29 

Accruals 157 159 

Deferred income 39 29 

Social security 8 9 

Client payables 375 454 

Capital payables 16 25 

Other navables 2 11 

Total 648 716 

Non-current: 

Other payables 25 30 

9. Financial liabilities — interest bearing loans and borrowings 

2016 2015 
Em £m 

Department of Business, Innovation & Skills loan 
drawn down 465 310 

The loan under the facility is short dated on a programme of liquidity management and matures on average 1 day 
after the year end (2015: 1 day). The fair value of borrowings approximate their carrying value due to the short 
term maturities of the loan. On maturity it is expected that further loans wil l be drawn down under this facility, 
which expires in 2018. The undrawn committed facility, in respect of which all conditions precedent had been met 
at the balance sheet date, is £485 million (2015: £840 million). The average interest rate on the drawn down 
loans is 1.0% (2015: 1.0%). 

The facility is currently restricted to funding the cash and near cash items held within the Post Office Limited 
network. 

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office Limited and 
a negative pledge over cash and near cash items. The negative pledge is an agreement not to grant security over 
the assets or to set up a vehicle that has the same effect. 
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10. Provisions 

Network 
Transformatio Other 

n £m Total 
£m £m 

At 29 March 2015 (restated) 127 23 150 

Charged in operating exceptional 123 54 177 items 

Charged in operating costs - 5 5 
Charged for discontinued _ 3 3 operation 

Utilisation (95) (46) (141) 
Unused amounts in the year - (21) (5) (26) 
operating exceptionals 
Unused amounts in the year - _ (2) (2) operating costs 

At 27 March 2016 134 32 166 

Disclosed as: 

Current 132 18 150 

Non - current 2 14 16 

134 32 166 

The Network Transformation provision relates to payments due to postmasters in relation to the major 
transformation programme, see the accounting policies note on page XX for further details of this provision.. 

Other provisions of £32 million (2015: £23 million) include £29 million for continuing operations, this includes £19 
million onerous lease obligations, £3 million severance and £7 million of smaller provisions including £1 million for 
personal injury claims. It also includes £3m in relation to the discontinued operation as disclosed in note 19. 

11. Pensions 

The disclosures in this note reflect the two defined benefit schemes: Post Office Limited sectionalised RMPP 
scheme which is independently operated by the Company and the 7% share of the RMSEPP scheme. Royal Mail 
Group Limited is the principal employer in Royal Mail Senior Executive Pension Plan (RMSEPP) and Post Office 
Limited became a participating employer with effect from 1 April 2012. It also includes the defined contribution 
scheme Post Office Pension Plan. 

The disclosures in this note show how the value of the assets and liabilities has been calculated at the balance 
sheet date. 

The Company participates in pension schemes as detailed below. 

Name Eligibility 

Royal Mail Pension Plan (RMPP) UK employees Defined benefit 

Royal Mail Senior Executive Pension Plan (RMSEPP) UK senior executives Defined benefit 

Post Office Pension Plan* UK emplovees Defined contribution 

*From 1 April 2015 the Post Office Pension plan replaced the Royal Mail Defined Contribution Plan. 

Defined Contribution 
The charge in the income statement for the defined contribution schemes and the Company contributions to these 
schemes was £3 million (2015: £3 million) during the year. New recruits joining from 31 March 2008 are able to 
begin paying contributions to the new plan after they have worked for the Company for a year. 
Defined Benefit 
Both RMPP and RMSEPP are funded by the payment of contributions to separate trustee administered funds. The 
latest full actuarial funding valuation of RMPP was carried out as at 1 April 2012 using the projected unit method. 
For RMPP, this valuation was concluded at £135 million surplus. The latest full actuarial funding valuation of 
RMSEPP was carried out as at 31 March 2012 using the projected unit method. For 100% of the RMSEPP plan, the 
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valuation was concluded at £83 million deficit. Valuations are carried out triennially and the next one is being 
performed as at 1 April 2015. The valuation has not yet been completed due to the current consultation on 
proposals to close the scheme to future accrual. RMPP includes sections A, B and C each with different terms and 
conditions: 

Section A is for members (or beneficiaries of members) who joined before 1 December 1971; 
Section B is for members (or beneficiaries of members) who joined after 1 December 1971 and before 1 
April 1987 or to members of Section A who chose to receive Section B benefits; 
Section C is for members (or beneficiaries of members) who joined after 1 April 1987 and before 1 April 
2008. 

A series of changes to RMPP and RMSEPP began to take effect on 1 April 2008. 
The changes encompassed: 

• the Plans closed to new members from 31 March 2008; 
• all pensions and benefits earned before 1 April 2008 are linked to final pensionable salary, but 

defined benefits built up from 1 April 2008 are earned on a "career average pensionable salary" 
basis; 

• from 1 April 2014, pensionable salary was amended to the amount in force at that date, increasing 
each 1 April thereafter in line with RPI (up to 5% each year), with allowance for certain promotional 
increases. This change resulted in a one-off exceptional gain of £102 million for the 2013/14 
financial year; 

• employees can continue to take their pension on reaching 60 but the normal retirement age increased to 
65 for benefits earned from 1 April 2010; 

• from 1 April 2010 it is possible to draw pension earned before the change to normal retirement age at 55, 
and continue working while still contributing to the Pension Plan until the maximum level of benefits has 
been reached; and 

• RMSEPP was closed to future accruals on 31 December 2012. 

Payment of £17 million (2015: £19 million) was made by the Company during the year in respect of regular future 
service contributions, nearly all relating to RMPP. The regular future service contributions for RMPP, expressed as 
a percentage of pensionable pay, has remained at 17.1% (2015: 17.1%), effective from April 2010. However, in 
February 2016, Post Office went out to formal consultation with active members (and their representatives) of the 
Post Office section of the Royal Mail Pension Plan regards to the potential closure of the RMPP to future accrual 
with effect from 1 September 2016. The closure is subject to the outcome of the pensions consultation and no 
final decision will be until the formal consultation has been completed. The proposed closure will also require 
consent of the Trustee of the RMPP. This closure if it occurs could affect the rate paid in 2016/17. 

The Company pays 7% of the total deficit payment required to fund the deficit in RMSEPP and a payment of £1 
million (2015: £1 million) was made by the Company during the year. No RMPP deficit payments were made 
during 2014/15 or 2015/16. For RMSEPP, deficit recovery payments will be £1 million per annum, from 1 April 
2010 to 31 January 2024. 
A current liability of £nil (2015: £1 million) has been recognised for payments to the pension schemes relating to 
redundancy. During the year, payments of £3 million (2015: £2 million) relating to redundancy were made. 
The weighted average duration of the RMPP fund is 26 years, and for the RMSEPP fund is 21 years. Over the next 
financial reporting period to 27 March 2016 it is expected that employer contributions to the plans will be £17 
million and £1 million for RMPP and RMSEPP respectively. 
The following disclosures relate to the gains/losses and surplus/deficit in the scheme recognised for RMPP and 
RMSEPP defined benefit plans in the financial statements of the Company: 
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b) Major long-term assumptions 
The size of the RMPP pension surplus, which is large in the context of the Company and its finances, is materially 
sensitive to the assumptions adopted. Small changes in these assumptions could have a significant impact on the 
surplus and overall income statement charge. The major long-term assumptions in relation to both RMPP and 
RMSEPP were: 

At 27 March 2016 At 29 March 2015 
%oa %Da 

Rate of increase in salaries 2.8 2.8 

Rate of pension increases - RMPP sections A/B 1.8 1.9 

Rate of pension increases - RMPP section C 2.8 2.8 

Rate of pensions increases - RMSEPP members transferred 
from Section A or B of RMPP 1.8 1.9 

Rate of pension increases - RMSEPP all other members 2.8 2.8 

Rate of increase for deferred pensions - RMSEPP members 
transferred from Section A or B of RMPP 1.8 1.9 

Rate of increase for deferred pensions 1.8 1.9 

Discount rate 3.5 3.5 

Inflation assumption (RPI) - RMPP and RMSEPP 2.9 3.0 

Inflation assumption (CPIl - RMPP and RMSEPP 1.8 1.9 

The ultimate cost of the RMPP plan to the Company will depend upon future events rather than the assumptions 
made. The assumptions made may not be borne out in practice and as such the cost of the plan may be higher 
(or lower) than disclosed. 
In common with other defined benefit schemes, the main risk in relation to the arrangements is the value of the 
assets does not keep pace with the increase in the value of the liabilities. This can arise for many reasons, but 
the most significant risks are as follows: 
Investment risk: If the assets of the arrangements fall short of expectations, this will lead to a decrease in the 
funded status. 
Asset volatility: The arrangements hold return seeking assets (including equities and property) which are 
expected to outperform corporate bonds in the long term but give exposure to volatility and risk in the short 
term. RMPP does, however, invest in liability driven investment (LDI) assets, for example Corporate Bonds, which 
mitigates the impact of interest rate and inflation volatility on the funded status. 

Inflation risk: Higher inflation rates than expected will act to increase the plan liabilities as benefits will increase 
to a higher level than assumed. The arrangements have a maximum pension increase (generally 5% per annum) 
written into the rules which limits the increase for many benefits, so limiting the impact of high inflation. This 
includes pensionable pay in RMPP, which was amended with effect from 1 April 2014. In addition, the arrangement 
holds assets that increase in value as price inflation expectations rise, so mitigating the impact of rising inflation 
expectations. These assets include LDI assets in respect of RMPP. 
Changes in bond yields: A decrease in corporate bond yields will increase the plan liabilities, although this will 
be partially offset by an increase in the value of the bond holdings and, to some extent, the LDI assets. 
Pensioner longevity: If members live longer than expected, the liabilities would increase because pensions would 
be paid for a longer time. 
Liabilities accrued in the Royal Mail Pension Plan to 31 March 2012 were transferred to the Royal Mail Statutory 
Pension Scheme. These liabilities are no longer an obligation of the Company and consequently the transfer 
resulted in a significant removal of pension risk from the Company. 
The following table shows the potential impact on the RMPP assets and pension surplus of changes in key 
assumptions: 

2016 2015 
£m £m 

Changes in RPI and CPI inflation of +0.1% pa (5) (4) 

Changes in discount rate of +0.1%pa 5 4 

Changes in real salary growth of +0.1% pa (2) (1) 

Changes in CPI assumptions of +0.1% pa (1) (1) 

An additional 1 year life expectancy (6) (5) 
--------------------------------------------------------------------------------------------------------------...--- ------------------------------------------------------------------------------
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The sensitivity analysis has been prepared using projected benefit cashflows as at the latest ful l actuarial valuation 
of the plan. The same method was applied as at the previous reporting date. The accuracy of this method is limited 
by the extent to which the profiles of the plan cashflows have changed since those valuations although any change 
is not expected to be material in the context of the above sensitivity analysis. 

Mortality: The mortality assumptions for the RMPP sectionalised scheme are based on the latest self-administered 
pension scheme (SAPS) mortality tables with appropriate scaling factors (106% for male pensioners and 101% for 
female pensioners). For future improvements the assumptions allow for ̀ medium cohort' projections with a 1.25% 
floor. These are detailed below: 

Average expected life expectancy from age.60_ 2016 .. ..................._.........................._........................................... 2015 

For a current 60 year old male RMPP member 27 years 27 years 
For a current 60 year old female RMPP member 30 years 30 years 

For a current 40 year old male RMPP member 29 years 29 years 
For a current 40 year old female RMPP member 32 years 32 years 

b) Plans' assets 
The assets in the plans for the Company were: 

Sectionalised RMPP 
Market value 2016 Market value 2015 

£m £m 

UK equities - 1 
Overseas equities - 10 
Corporate bonds* 233 217 

Property 11 8 
Private Equity 10 12 
Cash and cash equivalents 41 6 
Bond/fixed interest funds 41 50 

Index-linked funds - 10 
Other loan/debt funds 28 20 

Alternative asset funds 43 11 
Equity funds - 34 

Fair value of RMPP assets 407 379 

Present value of RMPP liabilities (184) (150) 

Surplus in plan before asset ceiling adjustment 223 229 

Less effect of asset ceiling .........._ ..........................................................................................._........................... (29) ...........--..........._............_..........._............ (27) 

Surplus in plan after asset ceiling adjustment 194 202 

*£15 million relates to UK Government Bonds. £215 million to an LDI investment containing UK Government 
Bonds, it is a liability driven investment and £3 million to an infrastructure debt holding which is EUR 
denominated and fixed interest. 

Market value 2016 Market value 2015 
Share of RMSEPP £m £m 

UK equities 1 1 

Overseas equities 10 11 
Government bonds 15 16 

Alternative asset funds 2 - 

Property 2 2 
Other assets ..................._.........................._...........................................--..........._............_..........._........................_..................._.........................._.........................._..............................................................._................ - 1 

Fair value of share in plan assets for RMSEPP 30 31 

Present value of share in plan liabilities for RMSEPP............_ .........................._....-................ .27}.........--....-....._............_....-....._....(26).. ....._.............. 
Surplus in plan for the share of RMSEPP before asset ceiling 3 5 

Less effect of asset ceiling (1) (2 

Surplus in plan for share of RMSEPP after asset ceiling 2 3 
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A retirement benefit surplus of £196 million is disclosed on the balance sheet, representing the surplus in plans 
of £223 million and £3 million for RMPP and RMSEPP respectively, and net of tax of £30 million at a rate of 35% 
on the element of the surplus which is recoverable through a refund from the plans. 
There is no element of the above present value of liabilities that arises from plans that are wholly unfunded. All 
RMPP and RMSEPP assets are securities with a quoted price in an active market. 

c) Movement in plans' assets and liabilities 

Changes in the fair value of the plans' assets are analysed as follows: 

Assets Sectionalised Sectionalised 
RMPP 2016 Em RMPP 2015 Em 

Assets in sectionalised RMPP at beginning of period 379 260 
Contributions paid 19 21 
Employee contributions paid 6 7 
Finance income 14 12 
Actuarial (losses)/gains (8) 81 

Benefits paid to members---------------------------------------------------------------------------------------------------------------------------------------------------(3)------------------------------------c2)-----

Assets in sectionalised RMPP at end of period 407 379 
Share of Share of 

RMSEPP 2016 RMSEPP 2015 
Assets £m £m 

Share of assets in RMSEPP at beginning of period 31 26 

Contributions paid 1 1 
Finance income 1 1 

Actuarial (losses)/gains (2) 4 
BenefitsP aid to members - ---------------..... ........... ---....---... ---......---...---..........--....--...._...... -......_....---...._...........--...---...._..................._.........................._.........................._.. ..... ............................................ 1 1 

Share of assets in RMSEPP at end of period 30 31 

Changes in the present value of the defined benefit pension obligations are analysed as follows: 

Liabilities Sectionalised Sectionalised 
RMPP 2016 RMPP 2015 

Em Em 

Liabilities in sectionalised RMPP at beginning of period (150) (90) 
Current service cost (27) (25) 

Curtailment costs* (1) (1) 
Finance cost (6) (5) 
Employee contributions (6) (7) 
Actuarial loss - (23) 
Experience adjustments on liabilities 3 (1) 
Benefits paid 3 2 

Liabilities in sectionalised RMPP at end of period (184) (150) 

Liabilities Share of Share of 
RMSEPP 2016 RMSEPP 2015 

£m Em 

Share of liabilities in RMSEPP plans at beginning of period (26) (24) 
Finance cost (1) (1) 
Actuarial loss (1) (2) 
Benefits paid 1 1 

Share of liabilities in RMSEPP at end of period (27) (26) 

*The curtailment costs in the income statement are recognised on a consistent basis with the associated 
compensation costs. Estimates of both are included, for example, in any redundancy provisions raised. The 
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curtailment costs above represent the costs associated with those people paid compensation in respect of 
redundancy during the accounting period. Such payments may occur in an accounting period subsequent to the 
recognition of costs in the income statement. 

d) Recognised charges 
An analysis of the separate components of the amounts recognised in the performance statements of the Company 
is as follows: 

Sectionalised Sectionalised 
RMPP 2016 £m RMPP 2015 £m 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged to operating profit before exceptioi 
items: 

Current service cost 27 25 

Total charge to operating profit before exceptional items 27 25 

Analysis of amounts charged to operating exceptional items: 

Loss due to curtailments 1 1 

Total charge to operating profit 28 26 

Analysis of amounts charged/(credited) to net pensions interest: 

Interest on plan liabilities 6 5 

Interest income on plan assets (14) (12) 

Net pensions cred..t to financin.g ......................................................................_.........................._....-................ ----------- -....-............_......8)............_....-....._......... -....-........ ( ) ...._.. 
Net charge to the income statement before deduction for tax 20 19 

Analysis of amounts recognised in the statement of 

comprehensive income: 

Actual return on plan assets 6 93 

Less: expected interest income on plan assets (14) (12) 

Less: taxation on surplus recoverable throw-gh--pl-..n refunds ................._.... ...............----.................._......2)............_.... ...._......... ... (4) 
Actuarial (losses)/gains on assets (all experience (10) 77 

adjustments) 

Experience adjustments on liabilities 3 (1) 

Effects of changes in actuarial assumptions on liabilities - (23) 

Actuarial losses on liabilities 3 (24) 
Total actuarial (losses)/gains recognised in the statement of 
comprehensive income (7) 53 
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Share of RMSEPP Share of RMSEPP 
2016 £m 2015 £m 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged/(credited) to net pensions interest: 

Interest on plan liabilities 1 1 

Interest income on plan assets (1) (1) 

Net pensions credit to financing - - 

Net charge to the income statement before deduction for tax - - - - -- ----------------------------------------------- .-.._..................._.........................._.........................._..............................................................._.......................... 
Analysis of amounts recognised in the statement of comprehensi 
income: 

Actual return on plan assets (1) 5 

Less: expected interest income on plan assets (1) (1) 

Less: taxation on .su..plus recoverable _through plan refunds ............._.........................._.........................._..........._1..............................................._......_(.1).......... 
Actuarial._(losses)/gains on assets (all experience adiustments).._ .........................._.........................._.......(1)..............................................._..........._3.......... 
Experience adjustments on liabilities -

Effects of changes in actuarial assumptions on liabilities ( 1) (2) 

Actuarial losses on liabilities (1) (2) 
Total actuarial (losses)/gains recognised in the statement of 
comprehensive income (2) 1 

12. Equity 

Called up share capital: 

2016 2015 

£ £ 

Authorised 

Ordinary shares of £i each _ 51,000_ 51,000 ........................................................ ....................... --.....- 
Total  51,000 51,000 

Allotted and issued 

shares of £1 each 50,003 

Total 50,003 50,003 

Share premium: 

On 7 August 2007 1,000 ordinary shares of £1 each were issue in return for £313 million cash paid by the the 
Secretary of State for Business, Enterprise and Regulatory Reform. A share premium of £312,999,999 resulted 
from this subscription. In April 2008 two ordinary £1 shares were issued in return for £152 million cash paid by 
the Secretary of State for Business, Innovations and Skills Reform. A share premium of £151,999,998 resulted 
from this subscription. 

13. Commitments 
Capital commitments contracted for but not provided in the financial statements amount to £62 million (2015: 
£96 million). 

Details of the Company commitments under non-cancellable operating leases are disclosed in the Group financial 
statements (note 19). 

14. Finance lease liabilities 
Details of the Company's finance lease liabilities are disclosed in the Group financial statements (note 20). 

15. Related party disclosures 
Details of transactions with related parties are disclosed in the Group financial statements (note 23). 

16. Operating exceptional items 
Details of operating exceptional items are disclosed in the Group financial statements (note 4). 
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17. Taxation 
Details of the taxation gains recognised in the year are disclosed in the Group financial statements (note 7a) 

18. Business combinations 
Details of the business combination which arose in the year is included in note 21 in the Group financial 
statements. 

19. Discontinued operations 
Details of the discontinued operation are included in note 22 in the Group financial statements. 

20. Post balance sheet events 
In accordance with the funding agreement with government announced on 27 November 2013, for which State 
Aid approval was received on 19 March 2015, Post Office Limited received £220 million of funding on 1 April 
2016. 

21. Immediate and ultimate parent company 

At 27 March 2016, the Directors regarded Postal Services Holding Company Limited as the immediate and ultimate 
parent company. The largest group to consolidate the results of the Company is Postal Services Holding Company 
Limited, a company registered in the United Kingdom. Postal Services Holding Company Limited financial 
statements can be obtained from Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 
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1. Glossary 

Below is a listing of key abbreviations used throughout this document with the full 
meaning given: 

Abbreviation Meaning 

AEI Application, Enrolment & Identity 

ATM Automated Teller Machine 

BACS Bankers Automated Clearing Services 

BAU Business As Usual 

BIS Department for Business, Innovation & Skills 

BOI Bank of Ireland 

CPI Consumer Price Index 

DVLA Driver & Vehicle Licensing Authority 

DWP Department of Work & Pensions 

Eagle Deal in August 2012 to sell Post Office Financial Services (POFS) 
to the Bank of Ireland, restructure commission rates for personal 
financial services and extend the contract to 2023 

EU BRP European Union Biometric Residents' Permit 

FRES First Rate Exchange Services 

Gamma A contract variation made in 2007 with POFS generating £100m 
cash and income over a number of years in return for a series of 
commitments through to 2020 

GRNI Goods Received Not Invoiced 

HPBB Homephone and Broadband 

Horizon Horizon Next Generation- IT Counter system in branches 

NBV Net Book Value 

NS&I National Savings & Investments 

NSP Network Subsidy Payment 

POCA Post Office Card Account 

PFS Personal Finance Services 

POFS Post Office Financial Services 

RMPP Royal Mail Pension Plan 

RMSEPP Royal Mail Senior Executive Pension Plan 

RMDCP Royal Mail Defined Contribution Plan 

RBS Royal Bank of Scotland 

RPI Retail Price Index 

SGEI Services of General Economic Interest 
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2. Introduction 

This Briefing Book has been prepared to explain the Post Office Limited results for the 
year ended 27 March 2016. It is a summary of the key data, trends and analyses which 
readers may find useful to further their own understanding of the results for 2015-16. It 
is to be read in conjunction with the Report & Accounts. 

Most of the analysis is based on the comparison of 2015-16's actual results to those of 
the prior year. 

Comparison against budget is discussed in the Monthly Performance Report presented to 
the Post Office Limited Board. 

3. Accounting Policies 

Post Office Limited Group report its results under International Financial Reporting 
Standards (IFRS). Post Office Limited Company and Post Office Management Services 
Limited report under Financial Reporting Standard 101 Reduced Disclosure Framework 
(FRS 101). 
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4.1 Consolidated Income Statement 

2015 

2016 (Restated) 

£m Em 

Continuing operations: 

Turnover 981 976 

Network Subsidy Payment 130 160 

Revenue 1,111 1,136 

People costs excluding restructuring costs (233) (238) 

Other operating costs (808) (831) 

Share of post-tax profit from joint ventures 35 36 

Operating profit before exceptional items for continuing operations 105 103 

)perating exceptional items (269) (271) 

- government grant 150 170 

- restructuring costs (283) (301) 

- impairment (136) (140) 

Operating loss from continuing operations (164) (168) 

Profit on disposal of property, plant and equipment - - 

Loss before financing and taxation from continuing operations (164) (168) 

Finance costs (5) (3) 

Finance income - 1 

Net financing income relating to pensions 8 7 

Loss before taxation from continuing operations (161) (163) 

Taxation credit 4 26 

Loss for the financial year from continuing operations (157) (137) 

Discontinued operations: 
--- -- - ------ - ---- ------- --------- ----

Loss for the financial year after tax from discontinued_operations  (4) 

Loss for the financial vear (167) (141) 
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4.2 Consolidated statement of cash flows 

2016 2015 

£m £m 

Cash flows from operating activities 

Operating profit before exceptional items from continuing operations 105 103 

Operating loss from discontinued operations (10) (4) 

Total profit before exceptional items 95 99 

Adjustment for; 

Share of profit from joint ventures (35) (36) 

Pension operating costs 30 28 

Working capital movements: (Si) (1/) 

Increase in trade and other receivables (14) (34) 

(Decrease)/Increase in trade and other payables (61) 10 

Increase in provisions for discontinued operations 3 -

(Decrease)/increase/ in non-exceptional provisions (9) 7 

Pension operating costs paid (23) (23) 

Cash payments in respect of operating exceptional items: (109) (66) 

Government grant 150 170 

Restructuring costs (253) (224) 

Other (6) (12)] 

Net cash outflow from operating activities (123) (15) 

Income tax recovered ....................................... ................................................_.........................._....---...............-----...---......------..-----...._............_....._..................... .......................... 9 11 

Cash flows from investing activities 

Dividends received from joint ventures 35 30 

Finance income received - 1 

Purchase of business combination (44) 

Purchase of fixed and intangible assets (136) (147) 
Net cash outflow from investing activities (145) (116) 
Net cash (outflow)/inflow before financing activities (259) (120) 

Cash flows from financing activities 

Finance costs paid (5) (3) 

Payments to finance lease creditors - (3) 

Proceeds of borrowings from BIS 155 310 

Net cash inflow from financing activities 150 304 

Net (decrease)/increase in cash and cash equivalents (109) 184 

Cash and cash equivalents at the beginning of the year 821 637 

Cash and cash equivalents at the end of the year 712 821 
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4.3 Consolidated balance sheet 

2015 
2016 (Restated) 

£m £m 
Non-current assets 

Intangible assets 44 - 
Property, plant and equipment 9 10 
Investments in joint ventures 67 67 

Retirement benefit surplus 196 205 
Trade and other receivables 12 10 
Total non-current assets 328 292 
Current assets 

Inventories 6 6 
Trade and other receivables 409 397 
Cash and cash equivalents 712 821 

Total current assets 1,127 1,224 
Total assets 1,455 1,516 
Current liabilities 

Trade and other payables (653) (718) 
Financial liabilities - interest bearing loans and borrowings (465) (310) 

- obligations under finance leases (8) - 
Provisions (151) (144) 
Total current liabilities (1,277) (1,172) 
Non-current liabilities 
Other payables (25) (30) 

Provisions (16) _ ( ) 
Total non- current liabilities (41) (36)
Net assets 137 308 
Equity 
Share capital - - 
Share premium 465 465 
Retained earnings (330) (159) 

Other Reserves ...............--...---..........----.---....-............-....---................---...---...._...................-..........................................................._ _.................................... 2 -- .............................. 
Total equity 137 308 
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5.1 Operating profit bridge analysis 

5.2 Explanations for key movements are as fol lows: 

• Revenue - section 6 

• People costs - section 7.2 

• Postmasters costs - section 7.3 

• Other Operating Costs - section 7.4 
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6. Revenue 

27 March 29 March 

2016 2015 Variance 
£m £m £m 

Mails 334 340 (6) 

Retail & Lottery 46 48 (2) 

Financial Services 303 290 13 

Government Services 128 141 (13) 

Telecoms 130 120 10 

Other 40 37 3 

Turnover 981 976 5 

Network Subsidy Payment 130 160 (30) 

Revenue 1,111 1,136 (25) 

The decrease in year on year total revenue of £25m (2.2%) to £1,lllm (2015 
£1,136m) is driven by the £30m decrease in the Network Subsidy Payment, partially 
offset by an increase of £5m in turnover. 

The following commentary gives further detai l on the turnover variances by category: 

6.1.1 Mails 

A summary of the £5.5m (2%) decrease in Mails turnover is set out below. After 
adjusting for a planned decrease in the fixed fee and an element of back billing the 
underlying trading variance shows a decrease of Lim. 

£m 
Total reduction (5.5) 

Less: planned decrease fixed fee 6.4 
Add: one off (back billing) (1.9) 

Underlying trading variance (1.0) 

The key movements within the underlying trading variance are: 

• £1.3m reduction in stamps and labels income (1%) 

• £1.7m reduction in special mails including international (2%) 

• £0.5m net decrease in other products 

Offset by 

• £2.5m increase in Home Shopping Returns (27%) 
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6.1.2 Retai l & Lottery 

Retai l and Lottery turnover has decreased by £2.4m: 

• Lottery is £1.7m lower than last year, £1.6m of the fal l is due to Camelot income and 
the remainder to Health lottery. This is a combination of a poorly performing games 
and a shift online and represents a trend expected to continue into 2016-17. 

• Retail is £0.7m lower than prior year as a result of smaller retail square footage post 
refurbishments. 

6.1.3 Financial Services 

Financial Services income has increased by £13.2m year on year. Overall PFS 
(MoneyGram, Post Office savings, insurance, travel, lending and current accounts) is 
up by £24.4m (19.7%) year on year. Revenue from traditional products has declined 
by £11.2m. 

By product the main drivers of the PFS £24.4m increase are: 

• £4.4m increase in Savings products. 

IRRELEVANT 
•

o £5.5m increase in Travel Insurance revenues driven by the new POMS 
subsidiary and £0.2m for Travel money card, offset by 

o £1.5m decrease in Bureau income due to the travel sector having seen a 
general decline and the supermarkets expanding their networks and marketing 
investment. 

• £4.1m increase from Moneygram as we have gained market share. Transfers to 
certain Eastern European countries is up 50% and we have increased our network 
access fees 

IRRELEVANT 
• £0.6m increase in Lending revenue from: 

c £0.8m increase in credit cards 

o £0.2m decrease from mortgages and personal loans 

Other Financial Services revenue decreased by £11.2m: 

• A £6.1m decrease in Postal Order income. This is due to a prior year change in 
policy resulting in write back to revenue of uncashed postal orders over 12 months 
old (a change from 24 months previously). 

• A £1.9m decl ine from bill payments resulting from a warmer winter, as well as 
utilities and other bill payment clients continuing to migrate customers to other 
payment methods such as direct debit and online. We have also lost clients such 
as Derby City Counci l to Paypoint and travel ticketing clients such as West 
Yorkshire ticketing scheme. 

• £2.5m decrease in Payment services due to a declining market. 

• £4.Om decrease in NS&I as the product ceased in June 2015. 
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The above decreases were partially offset by: 

• £1.1m increase in ATM revenue driven by the increased volumes as machines 
reach maturity 

• £2.7m net increase in Banking 

o an increase of £3.6m in personal banking because of higher volumes, specifically 
cash withdrawals and the impact of other banks closing their branches, offset 
by 

a f0.8m decrease in business banking revenues due to a fall in corporate deposit 
rates from the Santander contract. 

6.1.1 

IRRELEVANT 

IRRELEVANT 

6.1.5 Telecoms 

The Telecoms Services pillar includes the Post Office Homephone and Broadband 
services, as well as sales of mobi le top-ups and phonecards. 

Telecoms Services revenue of £130.0m (2015 £119.8m) has increased by £10.2m. This 
has been driven by the line rental price increase of £2 introduced in January 2015 and 
a further increase of £1 in November 15. 
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6. "1n'3:: Report & Accounts 

Income from mobile top-ups was £0.7m below prior year, as transaction volumes 
declined due to the mobile networks actively migrating customers away from pre-pay 
and also reducing their transaction fees. 

HPBB 2015/16 2014/15 Variance 

Average customer base 459,356 452,094 7,262 
ARPU £22.85 £21.23 £1.62 

In March 2016 the decisions was taken to withdraw from the development and roll out 
of a proposed mobile offer in order to focus on its core Telecoms activities. The income 
and expenditure in relation to mobile has been disclosed as a discontinued operation on 
the consolidated income statement and is a loss of £10m (2015 £4m). 

2016 2015 

Gross Income 0.2 
Operating Expenses (3.0) (2.9) 
EBITDAS Impact (2.8) (2.9) 
Supplier Termination Costs (2.5) 
Project Shutdown Costs (1.1) 
Balance Sheet - Capex (1.7) (1.0) 
Balance Sheet - Prepayment (2.0) 
Discontinued Operations (10) (4) 

12 
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7. Costs and People 

This section discusses expenditure, excluding exceptionals. 

7.1 Total Costs Analysis (excluding exceptionals) 

The following provides a breakdown of costs for the full year ending 27 March 2016 
compared to the full year ending 29 March 2015 

2016 2015 Variance 

£m £m £m 

Expenditure - (pre- exceptional) Notes 

Wages & Salaries (154) (167) 12 8% 

Pensions (31) (29) (2) (7%) 

Overtime (8) (10) 2 20% 

Bonus & Productivity (15) (7) (8) (114%) 

Employers' NI (19) (19) 0 0% 

Temporary Resource (6) (6) 0 0% 

PEOPLE COSTS 7.2 (233) (238) (5) 2% 

Postmasters' costs 7.3 (413) (435) 22 5% 

Legal Costs 7.4.1 (5) (3) (2) (67%) 

Staff & Agent Related Costs (10) (10) 0 0% 

Consultancy & Advisory Services (4) (3) (1) (33%) 

Brand & Marketing 7.4.2 (25) (34) 9 26% 

Property & Facilities Management 7.4.3 (53) (61) 8 13% 

IT Infrastructure & IT Services 7.4.4 (102) (92) (10) (11%) 

Finance & Losses 7.4.5 (25) (4) (21) (525%) 

Cost Of Sales 7.4.6 (110) (106) (4) (4%) 

Other Operating Costs 7.4.7 (56) (76) 20 26% 

Vehicles (5) (7) 2 29% 

Total Other Operating Costs 7.4 (395) (396) 1 0% 

TOTAL EXPENDITURE (Pre Exceptionals) (1,041) (1,069) 28 3% 

13 
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7.2 People Costs (2016 £233m vs 2015 £238m) 

7.2.1 People costs (2016 £233m vs 2015 £238m) 

People costs have decreased by £4.8m (2.0%) to £233. lm, representing 22.3% (2015 
22.2%) of the cost base. 

The number of people employed also decreased, by 271 net to 6,605 at 27 March 2016 
(2015 6,876), primarily due to redundancies arising from the Crown and Transformation 
Programmes. 

The people cost movement comprises: 

• Wages and Salaries have decreased by £11.9m (7.1.%), a £10.1m reduction in basic 
pay driven by fewer people and cost control and £1,8m relating to reduced staff project 
costs 

• Pension costs have increased by £2.2m (8.1%), reflecting an increase in the RMPP 
IAS19 service cost rate to 28.5% (2015:23.0%) 

• Productivity costs have increased by £7.9m (114.1%), due to increase in management 
bonus accrual to 87% reflecting current performance levels compared to 50% bonus 
booked in prior year, and the release of over accrual of 13/14 in the prior year. 

• Overtime has decreased by £2.0m (20.5%). 

7.2.2 People Numbers 

The People numbers were as follows: 

Period end 
employees Average employees 

2016 2015 2016 2015 
Total em to ees 6,605 6,876 6,667 7,281 

CT &NTP 640 622 616 609 
Average Employees (excl. CTP & 
NT) 6,051 6,672 
Staff Cost (excl. overtime & temporary 
resource) (£219,191) (£221,331) 
Average Cost per employee (£36,225) (£33,175) 

7.2.3 Average Cost per Employee 

The average number of employees for year ending 27 March 2016 was 6,667 (2015 
7,281). The average annual cost per employee, (excluding exceptional costs and 
exceptional heads: CT & NTP), has increased by £3,050 (9.2%) to £36,225 (2015 
£33,175). This is largely due to the prior year bonus accrual which anticipated 50% 
bonus pay out compared to current year bonus anticipation of 87% bonus pay out. 

14 
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6. .nr ux3i R-ork &Account:, 

7.3.1 Total postmasters costs decreased by £21.9m (5.0%). This reduction was largely made 
up of £19.7m reduced fixed costs as a result of Network Transformation and £2.1m 
lower National Insurance as postmasters move to new contracts. Variable costs were 
flat with the prior year. 

The average annual cost per postmaster branch (excluding VAT and NI) is £39,952 
(2015 £41,713). This is a 4.2% decrease on the prior year. The decrease is as a result 
of the reduced fixed income payments through the Network Transformation 
Programme. 

2016 i 2015 

Agency Branches (incl. Mains and 
..... ................. 

10,127 10,172 
Locals) 
Outreach 1,175 1,136 

Crown 316 326 

Total Branches 11,618 11,634 

7.4.1 Legal Costs have increased by £2.Om, £1.2m is driven by legal support of strategic 
projects, primari ly Sparrow and £0,5m is due to risk and compl iance related work. 
The remaining £0.3m is due to other smaller legal costs. 

7.4.2 Brand & Marketing Costs have decreased by £9.4m (26%) year on year. £8.5m in 
relation to reduced creative agency fees, £3.9m to decreased market research costs 
and £1.2m reduced corporate communication. These savings are offset by £3.9m 
increase in advertising costs. 

r~S 

IRRELEVANT 
7.4.4 IT Infrastructure & IT Services costs have increased by £10m (10%) mainly due to 

£16.2m of increased Comnuterr-.lnfr-astructl.rr-e.-costs-f-o.r-bcer-ce.s-.o-n.-sen.arntinn-.from.-.-.-
the Royal Mail IT systems l.- --------

IRRELEVANT 

offset by reduced 

IRRELEVAN__ T_ 
- -- 

IRRELEVANT -.-.-. .---------- ----------- --- ---These 
were.-.-.-. 

Horizon terminal services of £15.4m. 
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7.4.5 Finance costs have increased by £20.7m, mainly driven by a one off lump sum of 
£15.6m VAT rebate in the prior year, which also covered prior years. Current year 
central rebate figure is £1.8m with most of the VAT recovery now appearing against 
the individual cost lines. Credit and debit card processing charges have increased by 
£1.5m and Telecoms losses were £1.3m higher than last year, customer bad debt 
increased by £3.7m partially offset with other smal ler favourable movements. 

7.4.6 Cost of Sales has decreased by £4m (4%), detai led below: 

2016 2015 Variance Variance 
£m £m £m % Comments 

Decrease due to decision to 
Mails & Retail (3) (4) 1 15% restrict product range to higher 

margin items 
Financial 

(4) (1) (3) (270%) Increase is due to POMS 
Services 

Increase of £0.8m is due to 
Government (29) (28) (1) ° (3%) 

£2m related to Verify service 
Services offset by £1.2m lower POCA 

volumes 

Telecoms (74) (73) (1) (2%) Increase of £1.5m due impact 
of higher customer numbers 

Total (110) (106) (4) (4%) 

7.4.7 Other Operating costs have decreased by £19.5m. The prior year included £10.8m for 
client compensation relating to the historical overcharges relating to 'death notified 
accounts; IRRELEVANTS and £10.4m for project expenditure as all was recorded against this 
line in the ofd -finance system, (project expenditure is now recorded across the 
relevant categlories_a_bo_v,_e.}.__The_rema.in. ing._v_.Arian.ce._is.driven._bX._I®wer._managed 
service costs' IRRELEVANT I and 
to lecom m u n ica-aun._cast--reaucrrorrs: _._._._._._._._._._._._._._._._ _._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._I 

7.4.8 Project expenditure is now reported within the appropriate cost categories and has 
decreased by £11.3m to £12.0m and is detailed below: 

2015-16 Project Expenditure £m 

Eagle - contractual commitment to £4m pa sales capability 
(4.0) 

investment 
Mobi le (Wave) (0.7) 

Invest to Grow FS _.__.._....._..... ._..._.____._....._._........._.... ..___......._... _._.___._..._..._..... .. .__._....... (0.4) 

Sparrow (2.8) 

Other Invest to Grow (3.4) 

People & Organisation (0.5) 

Digital (0.2) 

Grand Total (12.0) 
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8. Quality of Earnings 

As in previous years, we look at the impact of any one-off items in EBITDAS as set out in the 
table below. We do not believe that these items change the users' understanding of the 
accounts or require additional presentation. 

2016 2015 Change Change 
£m £m £m % 

Post Office Limited (consolidated) 
Reported profit before other exceptional items 

Network Subsidy Payment 
Add back depreciation 

Reported EBITDAS 

Gamma one-off income release* 
Billing corrections re 2014-15 
Back-bil ling to RM for Certificates of Posting work 
Fujitsu compensation for poor service in 2013-14 
Change in Telecoms bad debt policy 
Client compensation relating to prior years 
ATM rates provision release 
Bonus outturn lower in 2013-14 than accrued 
Bank of Ireland cost recovery debt provision 
VAT and NI recovery re earlier years 

Total adjustments 

Total 

IRRELEVANT 

* Individually disclosed 

Each item in the table is explained further below: 

8.1 

IRRELEVANT 
8.2 Billing corrections and back-billing 

Corrections of £0.8m were made to year end revenue estimates early in 2015-16 
relating to 2014-15. £1m of additional cost was recognised in the year which related 
to overbilling in previous years. In September 2015, Royal Mail were back-billed £2m 
for Certificates of Posting services in prior years and not previously invoiced. 
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8.3 Fujitsu compensation 
Compensation of LIRRELEVANTJ was received in 2015-16 relating to poor service during the 
migration of the Telecoms service from BT to Fujitsu in 2013. 

8.4 Telecoms bad debt pol icy 
During the year the bad debt policy was revised in two ways which in aggregate led to 
a one-off increase in cost. Firstly it was amended to provide for all debt over 90 days 
from a pol icy of providing for all debt over 60 days. Secondly the policy is now to 
provide for the gross amounts owed rather than net of customers who have made 
early payments. 

8.5 Client compensation 
An error was identified that has led to a client being overcharged for approximately 5 
years and a provision was booked for compensation for the overcharges in 2014-15. 

8.6 VAT and NI recovery re earl ier years 
In 2014-15 there were additional VAT recoveries relating to earlier years when the 
recovery rates were confirmed with HMRC, in addition NI recovery was recognised in 
2014-15 relating to the decision by HMRC that the new postmaster contracts for 
Mains were subject to VAT rather than NI. 

18 
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9. Pensions 

9.1 Background 

The Post Office participates in pensions schemes and detailed below: 

------------- ------------------------------- --------------------------------
Scheme Eligibility Type 

--------------- ------------------------------------------------------ - - -- .................. ------------------ - ----------- -------------- -------- 
Royal Mail Pension Plan (RMPP) UK employees Defined benefit 
Royal Mail Senior Executive UK senior Defined benefit 
Pension Plan (RMSEPP) executives (closed) 
Post Office Pension Plan* UK employees Defined 

contribution 

* From 1 April 2015 the Post Office Pension plan replaced the Royal Mail Defined 
Contribution Plan. Royal Mail Pensions Trustees Limited manages the main defined benefit 
scheme Royal Mail Pension Plan (RMPP) which has circa 3,503 Post Office active members. 

9.2 Assumptions 

IAS 19 revised requires a number of assumptions. The choice of assumptions used for the 
calculations is the responsibility of the Directors, based upon advice given by an 
independent actuary. The key assumptions for the year to 27 March 2016 are set out in 
the table below. 

Towers Watson has confirmed that the assumptions have been determined in a manner 
consistent with those used for the disclosures at 29 March 2015 and 27 September 
2015. 

March March 
2016 2015 

% pa RMPP Post Office Section 
Inflation (RPI) 2.9 
Inflation (CPI) 1.8 
Discount rate (i.e. bond rate) 3.5 
Rate of increase in Pensionable 2.8 
salaries 
Rate of pension increases — RMPP A/B 1.8 
Rate of pension increases RMPP C 2.8 
Rate of increases in deferred pensions 1.8 

3.0 
1.9 
3.5 

2.8 

1.9 
2.8 
1.9 

Demographic assumptions, for example mortality, remain aligned with the assumptions 
used for the actuarial valuation and unchanged from those made in March 2015. 

9.3 Movements in the defined benefit surplus 

The movement in the RMPP defined benefit surplus during the year to 27 March 2016 is 
detailed below. Scheme assets are assessed at fair value at the balance sheet date. For 
example, quoted equities are valued at the latest 'bid' price. Scheme liabilities are 
discounted using a high quality corporate bond rate. The IAS 19R surplus/deficit is usually 
therefore different to the cash funding surplus/deficit (the "actuarial" valuation) assessed 
by the Trustees, for which the scheme liabilities are discounted using the expected returns 
available on scheme assets. 
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Year ended Year ended 
27 March 29 March 

2016 2015 
Em Em 

Opening sectionalised RMPP net retirement bene 229 170 
surplus 
Current service cost (27) (25) 
Curtailment costs (1) (1) 
Net financing credit 8 7 
Employers contributions 19 21 
Actuarial gains/(losses) (5) 57 
Closing RMPP net retirement benefit surplus 223 229 
RMSEPP surplus 3 5 
Total net retirement benefit surplus 226 234 
Effect of asset ceiling (30) (29) 
Closing net retirement benefit surplus 196 205 

The current service cost is intended to represent the amount by which the liabi lities will 
increase due to employing active members for one more year. The 2015-16 service cost, 
expressed as a percentage of pensionable pay is 28.5% for RMPP (March 2015 — 23%). 
Payments of £17m were made in respect of RMPP future service contributions at a rate 
of 17.1% (March 2015 - 17.1%) and £2m was paid in relation to 2015/16 in respect of 
enhancements on redundancy in early retirement (a further £1m was paid in respect of a 
balance accrued at the end of 2014/15). There has been a reduction in the surplus due 
to a £lOm difference between the service cost and payments made in respect of RMPP 
future service contributions. 

The net financing credit of £8m, a non-cash item, is reported under finance income and 
reassessed annually. 

Actuarial gains and losses are recorded directly in the statement of changes in equity (and 
not the income statement). The actuarial loss of £5m during the year arose primarily due 
to a decrease in the value of assets which resulted in an actuarial loss of £8m; this was 
as a result of changes in market conditions. This actuarial loss was partially offset by an 
actuarial gain on the Defined Benefit Obligation of £3m, has been caused by an 'experience 
adjustment of liabilities' due to early leavers and lower than expected benefit increases. 

The RMSEPP surplus has decreased to £3m due to actuarial losses of £3m (£2m loss on 
assets, Elm loss on liabilities) offset by contributions paid of Elm. 

The charge in the income statement and cash contributions for the defined contribution 
scheme were £3m in the year to 27 March 2016. 

9.4 Assessment of recoverability of surplus under IFRIC 14 

In order to recognise a surplus it is necessary to prove that the Post Office could recover 
the surplus either through lower future contributions or through a refund. Royal Mail took 
legal advice both before and after sectionalisation. This confirmed that Post Office Limited 
and Royal Mail Plc have absolute rights to the assets left over in their individual sections 
after benefits have been secured if the RMPP terminates. There is no trigger for termination 
in the Trust Deed but that does not mean that the RMPP cannot terminate. It would be 
wound up by the courts, or the Regulator, or when the last beneficiary dies. 
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Towers Watson has calculated that Post Office Limited would be able to recover £139m of 
the £223m surplus in RMPP through lower contributions and the remaining £84m could 
therefore be recovered through a refund together with the £3m surplus in RMSEPP. The 
element of surplus that is recoverable through a refund would be subject to a 35% 
withholding tax charge. Therefore the overall surplus on the balance sheet, (made up of a 
£223m surplus for RMPP and £3m surplus for RMSEPP), has been reduced by £30m to 
£196m. The element that is recoverable through lower contributions has resulted in a 
reduction to the deferred tax balance from £30m at 29 March 2015 to £25m at 27 March 
2016. This has resulted in a credit directly to equity of £5m offset by a debit of £5m 
reported in the consol idated income statement. 
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10. Exceptional Items and Provisions 

This section discusses the exceptional items on the income statement together with 
movements in the related balance sheet provisions/payables. 

10.1 Exceptional items summary 

The following exceptional items were recognised in the consolidated income statement for 
the years ended 27 March 2016 and 29 March 2015. 

2015-16 2014-15 
Exceptional items £m £m 

Government Grants 150 170 

Restructuring costs including postmasters' compensation (283) (301) 

Impairments (136) (141) 

Total operating exceptionals (269) (272) 

Non-operating exceptionals: 

Profit on disposal of oroaerty - - 

Net Exceptional gain/ (loss) (269) (272) 

10.2 Government Grants - In April 2015 the Post Office received grants totalling £150m from 
the Government, (Apri l 2014 £170m) to fund capital projects and transformation. The 
larger amounts utilised in the full year to March 2016 are: £66m against postmasters' 
compensation, £31m against capital spend and £53m against network transformation 
and IT transformation programme costs. 

10.3 Restructuring costs - £200m of restructuring costs relate to Network and Crown 
Transformation. These programmes are being implemented to achieve a major change in 
the network. They include the introduction of new style agency offices and seek to 
improve the profitability of the Crown network. The overal l figure includes £82m (broken 
down in the table below) - Network Transformation and Crown Transformation 
programme costs, £16m onerous property lease costs and £102m postmasters' 
compensation. 

Redundancy costs for the ful l year amount to £29m and include £16m admin ("Wave") 
severance costs, £8m Crown severance and £5m Supply Chain severance costs. 

IR_RELEVAN_ T_ 
IRRELEVANT I The remaining costs relate to 

TH1-9Tfsiiig-tF1 fT 
frasfriacture antl ire 

iiow 

Qe re 

sing due to the programme reaching 
the next phase where most related costs are being capitalised. 

£10m of exceptional costs relate to the business separation programme, costs incurred 
in the current year are due to the set-up of new support services and short term support 
contracts.1 IRRELEVANT 

TTI14U Jkti!1 I 
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6. "1n'3:: Report & Accounts 

Network and Crown Transformation costs (other than Postmasters' compensation) to 
March 2016 were made up as follows: 

Network Transformation Em 

Programme Costs 22 

Investments (e.g. enabling works) 22 

Fixtures and equipment,  non-capital 25 

Other (Legal, Communications, consultation, IT projects) 6 

Total Network Transformation 75 

Crown Transformation 7 

Total 82 
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11. Interest, Cash, Debt, Funding and Hedging 

11.1 Net finance costs March 2016 £5m vs March 2015 £3m 

Finance costs & investment income 

Interest received on investments - UK 

26 March 29 March 
2016 2015 

£m £m 

1 

Total finance income - - 

Interest charged on Government borrowings (2) (1) 

Other finance costs (3) (2) 

Total finance costs (5) (3) 

Net finance cost (5) (2) 

Interest payable on the BIS Loan has increased year on year (2015/16 £2m, 2014/15 
Elm) due to higher draw-down. 

Other finance costs include commitment fees to BIS for the Post Office credit facility, and 
charges to RBS for their note sorting facil ity. 

11.2 Cash, cash equivalents and debt within the balance sheet 

Net cash/debt analysis 

Cash in the Post Office Limited network 

26 March 29 March 
2016 2015 

Section £m Em 

11.3 653 708 

Short term bank deposits 59 93 

Money market fund investments - 20 

Total cash and cash equivalents 712 821 

Loans, repayable on demand or less than 1 year 11.4 (465) (310) 

Total 247 511 

11.3 Cash within the Post Office Limited network (March 2016 £653m vs March 2015 £708m) 

The decrease in Post Office network cash from March 2015 levels can be chiefly attributed 
to the cessation of NS&I products, and associated lower holdings of both cheques and 
debit card transactions. 

11.4 Loans and borrowings (March 2016 £465m vs March 2015 £310m) 

Total cash and cash equivalents decreased by £109m which, ceteris paribus, would have 
decreased the loan by that amount. This decrease is made up of a reduction in network 
cash of £55m (see above) and decrease in cash at bank and Money Market Funds of 
£54m due to more efficient treasury function. 

Government funding of £280m was received on April Pt 2015 which would further offset 
the loan. 

However both these factors were more than offset by Capital Expenditure of £(138)m 
and Exceptional spend of £(276)m due to the transformational projects, so the loan 
increased as outlined above. The remaining difference is working capital movements and 
miscellaneous. 

11.5 Loan facil ities 

At the year end the Post Office had external borrowings of £465m. 



POL00030888 
POL00030888 

12. Going concern 

Post Office Limited has net cash and cash equivalents of £712m and a borrowing facility 
of £950m of which £465m was drawn down at 27 March 2016. 

12.1 Background 

On 27 November 2013, a funding agreement was announced providing: 

• Funding of £280m for 2015-16 (received 1 April 2015) 

• Funding of £220m for 2016-17 (received on 1 Apri l 2016) 

• Funding of £140m for 2017-18 

• Extension of the existing working capital facility with BIS up to 31 March 
2018 but at a reduced level of up to £950m. 

State Aid approval for the funding for 2015-16 to 2017-18 was received on 19 March 
2015. 

On 28 March 2012 it was recognised that the working capital facility was no longer 
deemed State Aid. 

The going concern analysis is based on the recent three year plan. 

12.2 Assessment for the Post Office 

The Post Office posted an operating profit before exceptional items for the first time for 
a number of years in 2008-09 and has continued to do so. The 2011-15 plan reversed 
the trend of an increasing Network Subsidy Payment (NSP) and the 2020 Strategy 
continues on the path to a sustainable Post Office supported by a much lower subsidy. 

The 2016-17 budget and three year plan financials have been shown in Table 1, and 
show that Post Office has sufficient cash headroom to continue to trade. The available 
facility has been defined to include network cash, ATM cash, ATM debtor, POCA debtor 
and SGEI cheques in the past but has now been extended, as it has always been 
allowed under the Working Capital Facility agreement, to include uncleared debit/credit 
card payments, short term bank deposits and money market fund investments which 
also meet the definition. Downside scenarios have been overlaid reflecting the lower 
cash flows if the three year operating plan does not materialise. The working capital 
facility was deemed not to be State Aid in 2012 so does not require further clearance 
and is now available (at the reduced level of £950m) through to March 2018. 

The one year funding deal for 2011-12 added the ability to borrow up to £50m from 
other sources, as well as the up to £50m in finance leases previously allowed, which 
would improve the headroom capacity shown if required. 

12.3 Summary conclusion 

Based on the analysis, there is available borrowing headroom until March 2019. Royal 
Mail Plc is a key trading partner with Post Office Limited and, in arriving at the 
conclusion that Post Office Limited is a going concern, the assumption is made that 
Royal Mai l Plc is a going concern or that an alternative mails provider would work 
similarly with Post Office Limited providing a simi lar level of income. Post Office Ltd and 
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6. Annual Report & Accounts 

Royal Mai l entered into a ten year agreement (Mai ls Distribution Agreement) in 2012 
for the provision of mai ls products through post offices. 

It is bel ieved that Post Office Limited wi ll be able to meet its l iabilities as they fall due 
in the foreseeable future. It is therefore expected that the directors will consider it 
appropriate to prepare the accounts on a going concern basis. 

Post Office Limited Funding Analysis 

Table 1: March 2016 
£m (cumulative apart from free cash flow) 2015-16 2016-17 2017-18 2018-19 

Opening Funds (197) (406) (526) (548) 

Borrowing facilities 950 950 950 950 
Restriction due to level of network cash and other security (100) (100) (100) (100) 

Borrowings from other sources - finance leases, bank overdraft etc 
Latest plan free cashflow before assumed non NSP grant injection (359) (260) (92) 9 
Non NSP grant injection per October 2013 plan 150 140 70 
Closing Funds Headroom 444 324 302 311 

Remove NSP beyond 2018 funding agreement (60) 

Adjusted Headroom pre risk 444 324 302 251 

Table 2: Risks, with management actions 
Em fcumulativel 2015-16 2016-17 2017-18 2018-19 

Headroom pre risk (as above) 444 324 302 251 

Risks 
Income growth in 3 year plan does not materialise (20) (64) (148) 
Cost savings from income shortfalls (at 50% assumed) 10 32 74 
Cost savings don't materialise (29) (79) (63) 
Income decline 100% faster than plan (22) (63) (121) 
Cost savings from income shortfalls (at 50°/o assumed) 11 32 61 

Headroom post risks pre management actions 444 274 160 54 

Management actions 59 92 100 

Sel l Corporation tax losses to FRES 9 17 
Reduce or postpone investment and discretionary opex 50 75 100 

............................... -1................. ....._.....-...........---...---....-...................-..........................-..........................-..............................__.............................-...........-_ 
Headroom post risk and management actions 444 333 252 154 

Table 1 
This table shows the budget and plan projections for 2016-17 and beyond. It demonstrates 
positive headroom throughout the plan period. 

Table 2 
This table sets out the impact of theoretical downside scenarios if the plan does not generate 
the income streams anticipated or the anticipated cost savings do not materialise. 
There are further actions that could be taken but are not required. These include the sale of 
property. 
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13. Property, plant and equipment and non-current assets held for sale 

13.1 Net Book Values 
The net book value (NBV) of land and buildings, plant and fixtures and intangible fixed 
assets at March 2016 was £53m (March 2015 £10m). Al l assets are impaired on 
acquisition except land and buildings and POMS assets. Movements during the year 
were as fol lows: 

Land Vehicles, 
and plant Intangible Total 

buildings and fixtures fixed assets £m 
Movement in NBV Em Em £m 

NBV at 29 March 2015 10 - - 10 

Add capital expenditure 1 41 137 179 

Less disposals - - - -

Less depreciation (1) - - (1) 

Less impairment (1) (41) (93) (135) 

NBV at 29 March 2016 9 - 44 53 

Intangible fixed assets includes £44m goodwill in connection with the acquisition during the 
year of the general insurance business from the; IRRELEVANT

13.2 Capital expenditure 

The table below summarises the larger capital items by category: 

WX
Hawk insurance business 44 
EUC programmes 39 
IT Risk & Resilience 29 
Network Transformation 20 
Front Office IT 17 
IT Networks 6 
Digital 4 
Separation 3 
Other 17 
Total 179 
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6. nn::ai Report & Accounts 

14 

14.1 Investments in joint ventures and associates 

Investment in joint ventures 

29 March 
2015 
Em 
67 

IRRELEVANT 

28 
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15. Working capital 

15.1 Inventories (March 2016 £6m vs March 2015 £6m) 

15.1.1 Inventory written off 

The provision for stock write downs and discrepancies is £0.6m (March 2015 £0.5m). 
Shrinkage and obsolete stock written off at year end was £0.4m. 

15.2 Trade receivables (Current) 

Receivables are tabulated below, followed by a detailed explanation of the various 
balances. 

Receivables 

Section 

27 March 
2016 

£m 

29 March 
2015 

£m 

Trade receivables 15.2.1 93 101 

Client receivables 15.2.2 229 162 
Prepayments and accrued 
income 15.2.3 73 106 
Other receivables 15.2.4 14 28 

Total 409 397 

15.2.1 Trade receivables: Current (due within one year) 

Trade receivables 
27 March 29 March 

2016 2015 
£m £m 

Sales ledger 35 22 

Homephone debtors 8 6 

Postmaster debt 5 7 

Uncleared debit, credit cards 35 53 
IRRELEVANT host recovery 8 12 

Other 2 1 

Total 93 101 

The largest decrease relates to uncleared debit and credit card receivables which have 
been reclassified from Cash into receivables for both the current and prior years. This 
balance has decreased on account of the cessation of NS&I products. 
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IRRELEVANT 
A profile of the sales ledger within trade receivables is as follows: 

Trade receivables 
27 March 29 March 

2016 2015 

--------------------------------- - £rn £m 
IRRELEVANT 18 8 
Bil l payment partners 7 4 

Others 10 10 

Tota 1 35 22 

Ageing of Trade receivables: 

Debtors over 60 days overdue: March 2016 £ni l (March 2015: £nil). 

The Post Office does not have a general risk in relation to bad debts due to the agency 
and business partner nature of our client base. 

15.2.2 Client receivables 

Analysis of client balances at year end is as follows: 

Client receivables 
27 March 29 March 

2016 2015 

---------- -------------- ---------------. - ...._ ...................-.....-................................................ £m - --...................................... . £m 

ATM (Bank of Ireland) 128 100 
Card Account (JP 
Morgan) 62 28 
Partner banks 32 25 
Others 7 9 

Tota 1 229 162 

The main increases year on year are within Card account and ATM balances. The 
increase in ATMs is due to period end coinciding with Easter weekend, increasing 
banking activity. Card account increased as customers were able to claim a week's 
withdrawals in advance due to the bank holiday. 
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15.2.3 Prepayments and accrued income at 27 March 2016 total £74m (March 2015 £106m) 

Prepayments and accrued income 
27 March 29 March 

2016 2015 

£m £m 

Accrued income 58 87 

Prepayments __________ ____ 15 19 

Tota 1 73 106 

IRRELEVANT 
Prepayments of £15m represent the remainder of the £74m total. The prepayment of 
tele.phon.Y._.take-on._costs_.with_.Fujitsu._ _._._._._._._. IRRELEVANT._._.__._.__._._._._._._._._._._.; ._and 

- -- - ---)' 
Also at March 2016 there is £4m of property cost prepayments, (March 2015 £5m) and 
other prepayments of £3m (March 2015 £3m). 

15.2.4 Other receivables at 27 March 2016 total £14m (March 2015 £28m) 

IRRELEVANT 
RELEVANT!, the £3.8m debtor for NI paid in respect of 

agency offices 

transferring 

to 

VAT
-based 

- L-orrd-acts was received, and the £7m "Ultra" debtor was released and offsets an 
equivalent release in payables. 

Remaining at March 2016 is: tax debtor for losses to be sold to FRES £10m and VAT 
recoverable E4m. 

15.2.5 Non-current receivables at IRRELEVANT 

This represents prepayments in respect of telephony contracts with Fujitsu. 
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6. ̂,n=3wai Report & Acc3:ourtts 

27 March 29 March 
A summary of payables categories is: 2016 2015 

.. ...... . .................... .. ................................... -- . ................................._......................... 
Section 

.......................................... .. 
£m ---..................... £m 

-- .. ---.._............ 
Trade payables 15.3.1 51 30 

Accruals and deferred income 15.3.1 161 160 

Client payables 15.3.2 375 454 

Advance customer payments 39 29 

Capital payables 15.3.1 16 25 

Social security 8 9 
Government grant deferred income 
(NSP) 15.3.4 - - 

Other payables 3 11 

Total 653 718 

15.3.1 Trade payables and accruals 

Trade payables and general, 
capital accruals 

27 March 29 March 
2016 2015 

£m £m 

Trade payables 51 30 

Accruals, GRNI 86 89 
Postmaster, employee pay 
balances 53 53 

Productivity, bonus schemes 15 12 

Others 7 6 

Accruals and deferred income 161 160 

Capital accruals 16 25 

Total Trade payables and 
accruals 228 215 

The increase in Trade payables is driven by an adjustment for uncleared BACS 
payments of £14m which is transferred from Cl ient payables (March 15 £22m, not 
transferred from Client). 

The remaining Trade payables amount comprises of supplier invoices awaiting 
payment, the largest of which was Fujitsu £4m (March 15 Lim). 

Postmaster and employee pay balances are stable and remain at £53m 
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General expense accruals, GRNI (goods received, not invoiced) and capital accruals 
typical ly reflects project throughput of the business. Always a significant amount, 
GRNI accounts for £36m (March 15 £37m) of the total . Finally the reduction in capital 
accruals reflects the slower pace of capital additions in 15/16. 

IRRELEVANT 

IRRELEVANT 
The remainder of the BACS reduction is due to £14m of the BACS adjustment being included 
in trade creditors at the half year and a general reduction in Cl ient Payables. 

The decrease in the DVLA balance represents the decline in payments to the DVLA in branch. 
Customers are increasingly moving towards purchasing directly from the DVLA online. 

The increase in the Santander balance reflects Easter customer transactions, in particular 
business banking. 

15.3.3 Advanced customer payments 

This category also includes specific, non-cl ient, creditors as follows: 

Advanced customer payments 

27 March 
2016 

£rte 

29 March 
2015 

£m 

Advanced customer payments 7 1 

Postal order liabil ity 11 12 

Drop and Go 1 1 

Gamma 4 4 

Telephony credit balances 4 4 
Homephone line rental advance 
payments 10 7 

Other 2 - 

Tota i 39 29 
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The largest movement in advanced customer payments (£5m) relates to an increase in Bill 
payments driven by the timing of invoicing to customers and correction of Transcash 
invoices. Additionally Homephone Line rental advance payments have increased by £3m due 
to higher customer numbers, price increases and re-phasing of bill ing. 

The Postal order liability reflects a creditor for uncashed Postal orders. Postal orders are 
valid for 6 months but the liabi lity has been retained at 12 months reflecting that they would 
normally be honoured up to this date. 

15.4 Payables: amounts due after one year 

Payables due after one 
year 

27 March 29 March 
2016 2015 

£m £m 

Rent-free incentives 4 2 

IRRELEVANT 21 28 
Total 25 30 

The rent free incentive creditor relates to buildings with an initial rent free period where the 
cost are over the life of the lease is spread evenly. Over half of the balance relates to 
Finsbury Dials (£1.6m). 

IRRELEVANT beferred income concludes in financial year 2022-23 and is recognised in 
rare-Wrt-n--.a ._a jr~ed amortisation schedule. The final instalment of £2m was received early in 

IRRELEVANT 
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16. Provisions 

Provisions (March 2016: £163m vs March 2015: £150m) 

Crown 
Conversion Network 

Vacant/ Transformation Other 
Onerous £m £m 

leases Total 
£m £m 

At 29 March 2015 7 127 16 150 

Transferred 1 1 
Charged/ (released) in 
operating exceptional items 16 102 33 151 
Charged as discontinued 
operation 3 3 
Charged/ (released) in 
operating costs 4 4 

Utilisation (5) (95) (42) (142) 

At 27 March 2016 18 134 15 167 

Disclosed as: Current 151 

Disclosed as: Non-current 16 

The Network Transformation provision relates to compensation payments due to 
postmasters who have signed up to the new contract terms or fora termination payment. 
However due to an error being identified in the calculation the opening provision was 
r.~a~.t.atsad_.tc~. .1.7.7.m.J_fnrxeaczr_tsz._F_ CIJ7.nn_l_._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._._. 

RRE LEVANT 
IRRELEVANT 

POL's mobi le product was treated as a discontinued operation and a provision in respect 
of supplier termination and project closure costs was charged exceptionally at £3m. 

Finally the total for Other provisions includes Lim for a legacy dilapidations liability 
(March 2015: Lim). The main reason for the balance being down on opening is due to 
the provision for DWP historical overpayment of £11m being settled in full in the year. 
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17. Litigation and Claims- Potential Claims regarding Horizon 

Background

17.1 Post Office Ltd has received various claims from postmasters (PMs) al leging defects in 
the Horizon system and Post Office's internal processes. 

17.2 Following discussions with James Arbuthnot MP and the "Justice for Subpostmasters 
All iance" (JFSA), in July 2012 independent investigator Second Sight Support Services 
Ltd (Second Sight) was appointed to carry out a review of these claims. 

17.3 On 8 July 2013, Second Sight published a Report finding shortcomings in Post Office's 
internal training and support to PMs on the Horizon system, but no systemic problems 
with Horizon itself. 

17.4 Following Second Sight's July 2013 Report, on 27 August 2013 Post Office launched a 
Complaint Review and Mediation Scheme aimed at understanding and resolving 
individual complaints made about Horizon. 

Mediation Scheme 

17.5 The Scheme received 150 applications, 136 of which were investigated in detail (the 
remainder being either ineligible or swiftly resolved). The cases have now all 
progressed through the Scheme, which was formally closed on 31 March 2016. 

Political Activity 

17.6 The Scheme and allegations concerning Horizon have been the subject of 
Parl iamentary debate, most notably the Westminster Hall Debate on 17 December 
2014 and BIS Select Committee hearing on 3 February 2015. 

17.7 There has been no recent significant political activity. Post Office teams continue to 
work closely with BIS officials and ministers to keep them appraised of developments. 

Legal Activity 

17.8 A Claim Form in Bates & 90 Others v. Post Office Limited, Claim No. HQ16X01238, 
was issued the in the High Court, Queen's Bench Division on 11 April 2016. The first 
named Claimant is Alan Bates of the JFSA. 

17.9 Post Office is not yet required to take any action in response - the Claim Form has not 
been served on Post Office, and no Particulars of Claim have been provided. The 
Claimants have unti l 11 August 2016 to serve the Claim Form. 

17.10 The Claim Form sets out the name of the 91 Claimants and brief details of the claims. 
Beyond asserting multiple legal causes of action and that the Claimants "expect to 
recover more than £200,000", very little information has been provided about the: 

- factual basis for the claims; 
- purported commonality between the claimants; or 
- damages sought and how they are to be quantified. 

17.11 Further detail of the claims have been provided in the"Letter of Claim", which Post 
Office received on 28 Apri l 2016. The legal team are currently reviewing the 
document. 

17.12 The Claimants' solicitors (Freeths LLP) have offered to mediate the disputes. Post 
Office is reserving its positon on this until it better understands the claim. 
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17.13 Post Office agents may seek to rely on the Bates action to dispute repayment of 
shortfalls in branch cash holdings, e.g. in defence to BAU debt recovery action. 

Media Activity 

17.14 The Scheme and allegations concerning Horizon have been the subject of significant 
media coverage, most notably the BBC Panorama programme "Trouble at the Post 
Office" broadcast on 17 August 2015. 

17.15 There has been no recent significant media activity. Post Office teams continue to 
manage media and communications activity. 

Regulatory Activity 

17.16 Post Office is engaging with the Criminal Cases Review Commission (CCRC) in relation 
to 24 applications made by former PMs seeking a review of their convictions. The 
CCRC can refer a case to the Court of Appeal if its review identifies new evidence or 
legal argument which gives rise to a "real possibil ity" that the conviction would be 
overturned on appeal. 

17.17 Post Office's Legal team is liaising with the CCRC so as to comply with its statutory 
obligations under the Criminal Appeals Act 1995, and continues to provide very 
substantial documentation to the CCRC for review. Although the CCRC has said it is 
nearing the end of its investigations, there is no estimated date for completion. 

17.18 Post Office also received 49 simultaneous"Data Subject Access Requests" (DSARs). 
Post Office has substantively responded to all these DSARs and concluded this work 
stream. DSAR applicants can formal ly complain to the Information Commissioner's 
Office if they are not satisfied with the response they receive. To date, no such 
formal complaint has been made. 

37 



POL00030888 
POL00030888 

18. Taxation 

18.1 Income statement 

A breakdown of the tax credit for the year is shown below: 

Corporation tax credit for year (9) (10) 

Tax under provided in previous years - (7) 

Current tax (9) (17) 
Deferred tax credit relating to the origin and reversal of tempora 
differences 2 (9) 

Effect of change in tax rate 3 - ........._......_ .................. ...... .. 
Income tax credit reported in the consol idated income statement (4) (26) 

A deferred tax credit of £25m was recognised in the year to March 2015 in relation to 
the retirement benefit surplus as a proportion of this surplus was considered to be 
recoverable through future contributions. An equal and opposite entry was recognised 
through equity. In the year to March 2016 the proportion of the surplus recoverable 
through future contributions decreased and therefore a deferred tax debit of £5m has 
been recognised to account for the deferred tax effect of this. 

The corporation tax credit for the period of £9m represents the losses that we expect 
to surrender to FRES through consortium relief for the period. 

POL has significant tax losses that are available for offset against future taxable 
profits. It also has unrecognised deferred tax assets relating to fixed asset timing 
differences. These tax losses/deferred tax assets could be recognised in the future 
should suitable taxable profits arise. The tax losses/unrecognised deferred tax assets 
means that the Group should not incur any tax charges for the foreseeable future. 
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19. Impairment 

Post Office Limited (POL) was loss-making at its inception in 2001 and has impaired the 
majority of non-current assets in all years since 2002/3. POL has continued to impair 
assets on the basis of operating losses (excluding Network Subsidy Payment), net cash 
outflows and the reliance on Government support and funding. 

IAS 36 requires annual impairment tests where there is any indicator of impairment. The 
principle is that the assets are carried at no more than their recoverable amount (the 
higher of the amount which can be realised through the asset's use or sale.) An asset's 
recoverable amount represents the greatest value to the business in terms of the cash 
flows that it can generate. 

As noted above, since the inception of POL some assets have been impaired as a 
combination of ongoing losses, cash outflows, and reliance on the government have 
meant that value in use is £ni l i.e. that the assets are not generating cash flows, and fair 
value less costs to sell are £nil as the assets are not considered to be readi ly saleable due 
to their use being specific to POL (for example Horizon system and cash collection 
vehicles). 

This approach is consistent with IAS 36 which includes a number of indications of 
impairments including forecasted operating losses or net cash outflows as well as any 
indicators that are relevant to specific business circumstances. 

Asset categories are considered separately below: 

19.1 Property, plant and equipment excluding freehold property, long leasehold property and 
land 

These assets have a relatively short useful life (between 2 and 15 years) and are impaired 
in full. 

19.2 Freehold property, long leasehold property and land 

These assets have a long useful life and have a clear market value and could be sold, 
these assets are not impaired but are instead depreciated on a straight l ine basis over 
their useful lives: 

Range of asset lives 

Land and buildings: 
Freehold land Not depreciated 
Freehold buildings Up to 50 years 
Leasehold buildings The shorter of the period of the lease, 50 years or the 

estimated remaining useful l ife 

19.3 Intangible assets with a finite useful l ife 

In POL all of these assets are software, the have a short useful life of between 1 and 6 
years and are impaired to zero. 

19.4 Intangible assets arising on acquisition or with an indefinite useful life 

These assets are considered for impairment individually but are not automatically 
impaired. Goodwi ll is considered separately below. 
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19.5 Goodwill 

Goodwill is initial ly recognised at cost, being the excess of the aggregate of the 
consideration transferred and the amount recognised for non-controll ing interests, and 
any previous interest held, over the net identifiable assets acquired and l iabilities 
assumed. 

After initial recognition, goodwill is recognised at cost less any accumulated impairment 
losses. Goodwi ll is tested for impairment annually as well as when there are any 

IRRE LEVANT 
19.6 Non-current assets within subsidiaries 

Subsidiaries are considered separate cash generating units and the need for impairment 
of assets is considered within the subsidiary and is dependent on whether indicators of 
impairment exist within that subsidiary. At a Group level the impairment is adjusted on 
consolidation to be in line with Group policy. 
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12 May 2016 

Audit and Risk Committee 
Post Office Limited 
20 Finsbury Street 
London 
EC2Y 9AQ 

Dear Members of the Audit and Risk Committee 

Audit Results Report 

We are pleased to present our Audit Results Report for the forthcoming meeting of the Audit 
and Risk Committee. This report summarises our preliminary audit conclusion in relation to 
Post Office Limited's financial position and results of operations for the 52 week period ended 
27 March 2016 ("the period"). 

The audit is designed to express an opinion on the Post Office Limited ("Post Office") Group 
and Company financial statements for the period ended 27 March 2016 and address current 
statutory and regulatory requirements. This report contains our findings related to the areas of 
audit emphasis, our views on Post Office's accounting policies and judgments and material 
internal control findings. 

This report also contains our preliminary summary of audit differences, communications 
regarding our independence and a summary of communications we are required to make to 
you. 

This report is intended solely for the information and use of the Audit and Risk Committee, 
Board of Directors and Management. It is not intended to be and should not be used by anyone 
other than these specified parties. 

We welcome the opportunity to discuss the contents of this report with you at the Audit and 
Risk Committee meeting scheduled on 19 May 2016. 

Yours faithfully 

Peter Mclver 
Engagement Partner 
For and on behalf of Ernst & Young LLP 
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Overview 

Status of the audit 10 

Significant accounting and auditing matters ~. 

Summary of audit differences

Control themes and observations

E es 

A— Independence report

B — Management representation letter 

C — Required communication to those charged with governance 
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This overview Is intended for use as an outline agenda for our discussion at the Audit and Risk Committee meeting to 
be held on 19 May 2016 and includes a summary of our principal findings. Further details are contained within the main 
body of this report. 

We conducted our audit for the 52 week period ending 27 r,larch 2016 in accordance with International Standards on 
Auditing (UK and Ireland) in order to provide reasonable assurance that your financial staternents are free of material 
misstatement, as set out in our engagement letter dated 22 January 2016. 

Status f the audit (page 10) 

A states• of our work is included on page 10 We will provide the Audit and Risk Committee with a verbal update on the 
:trocgres s and conclusion of our audit at its meeting on 19 May 2016. 

We trave recalculated our materiality based on 1 %3 of actual revenue as per draft Group Consolidated Financial 
Statements, We did not identify significant changes compared to the materiality communicated to you in our Audit 
Planning Report dated 17 March 2016. 

The overall rnaterwi ty used remained at £10.8rn. Our performance materiality was set at 50% of overall materiality 
and was ;~5 ho. Our reporting threshold for audit differences remained at £542k, 

There were no charges in our audit scope compared red to that which was communicated in our Audit Planning Report 
dated 17 March 2016. As explained in our Audit Quality Etrihaancernenl:s paper dated 19 April 2016, we re-considered 
our audit approach in response to the identified significant risks. 

Significant accounting and auditing matters (page 12) 

We focused on accounting and auditing : €paters identified as significant for 2016 audit. We summarised the key areas of 
focus anal arel;na:rsar;- t€nd€ngs trams our audit procedures oertorrr:ed as of 12 May 2016 below, 

Significant risks (page 13) 

to Completeness of Postmasters Compensation Provision (£134m): As a result of our audit procedures, we 
identified art understatement of Postmasters Compensation ;3rovision by £1 Om. This understatement relates to 56 
Post Office branches which are currently "being engaged', based on the average compensation of £17,396 per 
branch being forced to leave the network This judgmental adjustment has been recorded by Management. No other 
significant differences were Identitred 

0- Revenue recognition across diverse range of revenue streams (£1,111m): As a result of our audit procedures, 
we are satisfied Thal revenue for the group is rnalerially correct and has been recognised in coca oliance with group 
policy and IFRS. 

Classification of exceptional items relating to transformation (£203m) and utilisation of Government Grant 
(£150m): As part of our audit procedures. we concurred with Management's classification at exceptional items being 
consistent with group policy and IFRS. As part of our test of details we identified the following judgmental 
differences: 

- an understatement of a provision related to the IT Support services provided by Royal Mail Group to Post Office post 
separation under Master Services .Agreement. The total amount of understatement is £U.Sm. This adjustment has 
now been recorded by Management; 

an overstatement of accrual balances related to Network Transformation: Protect Enah ing Works (62.7m) older 
than 12 months and Operational Business Change `'OBE") (£1.2m) older than 6 months. Based on previous 
experience and historical data we would have expected these balances are utilised within respective period, 
therefore proposed to reverse these accruals Tone hove both boson  adjusted by 1M1anaj•eracent. 

Risk of management override around estimates and judgments: We have performed various procedures to 
address the risk of fraud a and rnaraagernent override throughout our audit focussing on revenue recognition, 
completeness of Postrn,, ste s compensation provision, areas susceptible to judgements and estimates and unusual 
transactions. No issuer were identified. 

_ setOffice  Ruiu Rs:,; 
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Other areas of audit focus (page 22) 
Horizon Subpostmasters Claim; As part: of our discussir«n with the Group Chief Financial Officer and the Group 
Legal Counsel we understand that Post Office Limited have received a formal Letter of Claim from Freeths 
Solicitors on behalf of 9 applicants on 2.8 April 2016. We have received the copy of this letter. it contains a number 
of alicgaations made against Post Office. We understand that there is no quantification of the claim for damages at 
this point of time. At the date of this report Management are in the process of reviewing this letter and wil prepare 
the necessary response and the litigation strategy- There is no provision recognised as a 27 March 2016 for this 
claim. The financial statements now :nciude a generic contingent liability note regarding receipt of such claims, 
stating no material impact is erected. We wil update our assessment as part of subsequent events review 
procedures erfi~r---ed-€.ip-te ____________ 

RRELEVANT 

IRRELEVANT 
Pension valuation and accounting (net surplus £196m): As part of our audit procedures, we are satisfied with 
Managements assumptions used for pension liabil ity valuation, being within ti, in ::he acceptable range. At the date of 
writing this report we are yet to finalise our audit procedures in relation to pension plan assets valuation. In 
February 2016, Post Office commenced a farm€:al consultation with active members Land their reioreser€ atwes? of 
the }Post Office section of the Royal Mall Pension Plan ("RIMPP") with regards to the potential closure of the RMviPP 
to future accrual with effect from I September 2016. The closure ;s subject lo the outcome of the pensions 
consultation and no final decision will he made until the forrma=: i consultation 's completed. The proposed cios.-ire will 
also require consent of the Trustee of the RMP=. This closure, if it occurs, could affect the pension average pay in 
the 20r&17 financial year. 

IT and SAP CFS (Core Finance System): We engaged our EY iIRA team to assist us in testing of IT General 
controls over in-  scope, IT applications for 2016 audit. This includes HNGX, POLSAP, SAP CFS and SAP HRP. We 
identified user access issues for POLSAP and SAP CFS. We instructed Management to perform alternative 
procedures to validate whether access maintained by the users of these two applications w,vias appropriate 
throughout 201556 year As at the date of this report this analysis is yet to be finalised. 

Supply Chain Restructuring (Project Iris): We discussed with he Sur)ply Chain Director and the Network & 
Sales Finance Pirec or ;he timing of the Suppl y Chain Rest..uoturin<1 project. Post Office Limited Management is 
preparing a detailed wisiructuring plan aria consultation which is to be com pleted by 19 May 2017. We reviewed the 
Project Iris timetable. and the Board of Directors minutes, Based on our audit procedures performed we are satisfied 
with Management's conclusion that there is no restructuring provision obligation as at 27 March 2016. 

Our detailed comments and the results of our audit procedures on these items are included on pages 22 to 25. 
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Summary of audit differences (page 27) 
As at the date of this report, we have not identified any unadjusted audit differences above our reporting threshold of £542k 
for the year ended 27 March 2016. We summarised the audit adjustments identified as part of our audit which have been 
now recorded by Management on page 27. 

Control themes and observations (page 29) 
Our preliminary control observations and recommendations have been documented on page 29. These are currently being 
discussed with Management. We will be summarising our final observations in Management letter as there continues to be 
opportunities for further consistency and efficiency of processes and controls across the business. 

Independence (page 32) 
We consider ourselves to remain independent and objective. Please refer to our independence report in Appendix A. 

Audit Opinion 
Subject to finalisation of our audit work, we expect to issue unmodified audit opinion. 
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The audit is well progressed with our procedures now primarily focussed on the audit of the financial statements and 
certain balances. Our audit work in respect of the opinion on Post Office Limited consolidated financial statements is 
substantially complete. The following items relating to the completion of our audit procedures were outstanding at 
the date of drafting this report. We will provide the Committee with a verbal update at its meeting on 19 May 2016. 

Review of the final version of front end' of the annual report including review of 
aspects of the Directors' Remuneration Report, Chairman's and CEO's 
statements and completion procedures thereon; 

• Review of directors' emoluments disclosures once final bonus outturns 

Annual report and confirmed; Management and 
accounts • Review of the final version of back half including comments on financial EY 

statements and disclosure notes; and 

• Detailed review of subsequent events; 

• Financial statements to be approved by Management and the Audit Report to be 
signed by EY. 

Postmasters' • Finalisation of audit documentation upon receipt of remaining supporting Management and 
Compensation Provision documentation as part of our sample selected for testing. EY 

Exceptional items • Finalisation of audit documentation upon receipt of remaining supporting Management and 
documentation as part of our sample selected for testing. EY 

Pension plan assets • Follow up remaining pension plan assets confirmations; Management and 
confirmations • Review and follow up the differences with confirmations received (if any). EY 

• Finalisation of alternative procedures to support the appropriateness of user 
IT Audit access for SAP CFS and POLSAP; Management and 

EY 
• EY to review analysis prepared by Management. 
• Follow up on comments provided to date; 

Corporate tax • Review of final corporation tax supporting files and corporate tax financial 
Management and 
EY 

statement disclosures.

To be completed through to the date of our audit opinion on the Group and 
Subsequent events Company financial statements (matters to be updated include: enquiries of Management and 
procedures Management, review of latest management accounts, unrecorded liabilities testing EY 

and board minute review to date of signing). 

Management and 
Letter of representation 

To be signed/ dated contemporaneous with our audit opinion on the Group and Audit committee 
Company financial statements, which is anticipated to be in June/July 2016. 

• Finalisation of audit documentation upon receipt of remaining supporting 
documentation as part of our sample selected for testing; 

Journal entries testing Follow up on queries to Company in relation to journal entries selected for 
testing. 

• Follow up on final signed deliverables from PwC FRES component audit team; 

FRES - Interoffice • Review of PwC component team's working papers for FRES audit. 
reporting deliverables 

Goodwill impairment Finalisation of EY review of Management's assumptions for analysis of CGU's 

analysis identification and impairment of goodwill. 

Going concern EY to finalise the review the Management's going concern assessment 

assessment 

Management and 
EY 

EY 

Management and 
EY 

Management and 
EY 
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Where there are significant transactions or matters arising during the year we have performed our audit 
procedures on these items as they arise. Our year end report only deals with new and open items. We have 
summarised below the key financial reporting matters that we have previously considered and reported to you 
during FY2016. 

Accounting and auditing matters subject to sgnficant judgements and 
estimates 
Management is required to disclose significant estimates and judgements in the financial statements. The 
followinng outlines the basis for our assessment of the level of subjectivity involved in aaccount,ing matters reported 
to 'vou 

Level of subjectivity 
THs rating ac31es only to signrlicant gist rt tes and indicates the level of subject:v ty in the estimate as well as the 
el abi:ity of the underlying data used to dev eloia the estimate. 

High Estrnatsmnvolves si nit :cam tj'A erne st and r made wth ddeve ifia''. ie nistoricel expel ienee, 
current trend nforrnation or market and in< u'try rcrnpart ve information. 

Medium Estimate still invokes some judgement send is made wah verifiable historical experience, 
current trend information,  or market ket industry comparative infcrmst on. 

Low Estimate involves li mited iuc. er: ens and is made  . .ti, verkebie historical experience, current 
trend infcrmation. or market industryj comparative iflforrnatlon. 

The following dashboard' summarises the significant accounting and auditing matters set out in this report. It 
seeks to prov de the .Audit Comm ittee with an overview of the subjectivity involved based on the above criteria. 
'The detail of each incc,ounl rtg matter is set out after the dashboard. 

Corn pl t ness of Postmasters Compensation Provision` (page '13 Higtr 

Revenue recognition across diverse range of revenge streams` (page 14' Mediums 

Classification of exceptional items relatng to Transformation and utilisation of High 
Government Grant' (page 151 

Irnp<a:rrrrertl of fixed assets and intangible assets, inciud 3g goodw ll (page 19) Medium 

Pension valuation (page 22) f:'1 ed iu rrt 

* Identified as a significant risk under International Standards on Auditing and communicated in our Audit Planning Report in March 2016 
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Significant risks 
In our Audit Planning Report we identified four areas of audit risk that we deemed to be significant in the context of 
our audit of Post Office Limited. Auditing standards define significant risks as those with a high likelihood of 
occurrence and, if they were to occur, could result in a material m isstatement of the consolidated financial 
statements. These significant risks are discussed below. 

1. Completeness of Postmasters Compensation Provision of £133rft (2016. £127m) 
In August 2015 Management of Post Office L',n€ ',ted ('°POL') identified that the Provision for Postmasters` 
Compensation had not been fully recognised in the financial statements for the half year ended 28 September 2015 
and for the year ended 29 March 2015. The total amount of €esl:ate:roc:rl: recognised was £87 n'€liar and f.67 
million for the year ended 29 March 2015 and the h aif year ended 28 September 2014 r spectively We cunnu. r id 
with the accounting treatment of prior year adjustment and toe amount of restatterro nt recognised. 

We have assessed the compl leness of Postmasters Compensation Provision as a fraud risk ras defined by 
auditing standards) and thus as a significant risk (as fraud risks are also significant risks), Our focus has been 
specifically on the corn .aletenesss of the provision recorded as at 27 March 2016. As parr of our audit >rocedures we
noted that Management recorded; a ' 123rri additional charge, which was offset by £'95m payments made during 
the year and a release of provision totall ing £21 m (a:: explained below). The net provision now stands at .I34m. 

127 

47 
7c 

123 

(45) 

(491 

(95) 

(21) 

34 

In order to address this risk we performed our planned audit procedures as follows. 

To ensure that every branch has been accounted for and that the Postmasters' compensation prov.si n 
corraplete, we have performed an independent reconciliation cf 1004% of the branch copulation. Thin evolved 
checking the status of each of the 12.471 branches at 27 March 2016 and understanding the journey they have 
made since the half year. We compared this to Management's results and used this to identify anomai es and 
challenge the provision analysis provided by Management. We have satisfied ourselves that the movement in 
the journey of the branches is reasonable. 

To ensure that every branch in the Post Office Network is classified correctly, we have independently 
categorised each branch into their categories into a specific type of journey al: 27 March 2016, based on their 
individual attributes and challenged Management's assessment by comparing results. No exceptions were 
identified. 

To vouch the attributes and classification of the branches in the network we selected a sample of 594 branches 
and c:her:'ked supporting documentation to check that where a provision is applicable, it has been recognised 
in the correct period by obtaining the signed contracts and checking that the dates of the signed agreements. 
We checked thaai: branches selected for testing are not duplicated in any other category. Where we identified 
unusual items or categories, these were comnaiunicated to Management and adjusted where necessary-

G'S€ rr rc , L m e 2i ;? Am t m sui Repoe 
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1. Completeness of Postmasters Compensation Prov&on of £134m (2015: £1.27m) 
(cony) 

To check the valid:ty and accuracy of POL's records we selected a sample of 50 Conditional Resignation Pack 
(CRP) contracts and checked dates for correct cut off and sign off. We also faced the contracted amounts of 
these CRPs per POL's records to PO)LL's cash utilisation reccncation and bank statements, showing the 
amount being settled post year end. 

To further gain assurance on the completeness of the exceptional items charge we have challenged 
Management's charge by performing a ree sonahieness test on each category of the Postmasters corn ptensatiori 
elements by comparing costs incurred to date against budgeted costs and estimated costs to corn raalete for the 
various programmes. This involved understanding the number of open proiects and how the est mated costs to 
complete are computed. At the date of this report this work is still n progress 

We have had held discussions with the Director of Network (Sharon Bull) and other senior non finance members 
of the organisation to improve our knowledge and understanding of developments that could impact the 
Postmaster compensation provision and the progress the transformation is making against its planned targets, 
this enabled us to corroborate our testing results and Management explanations 

We have performed an unrecorded liabilities test on 100% of the subsequent cash payments to Postmasters 
made post year end (for April 2016). This was done by checking that all payments to Postmasters made post 
year end are included in the provision at year end and we are ow independently sampling 25 selected 
payments for May and June months post year end to actual bank statements. At the date of this, report this work 
is still in progress. 

We have not identified any material differences as part of our test, with the exception of the following: 

As a result of our audit procedures, we dentified an understatement of the charge for Postmasters 
Compensation provision of £1.Om, This understatement relates to a group 56 Post Office branches identified by 
Management as currently "being engaged"_ Following discussions with Management we understood these 
bra•7coed are likely to esull in compensation once engagement concludes and therefore should be provided For 
as at 27 March 20':x. We determined tne. LiOrn .raiance based on tyre average compensation of 617,300 per 
brancrr included witiun Fixed Pay Corrapensat:on tl PC). The FPC- branches are those branches which had not 
confirmed to POL that they were to convert nor leave the Network and so were being forced out of the Network 
by POL.. This judgernental adjustment has now been recorded by Management No orher significant differences 
were identified and this has been corrected by Management and is included in the provision of £134m. 

As part of our audit procedures, we identified that in the second half of the year following a detailed analysis and 
new information received, Management released part of the provision totalling £21 rr€. 

This represents Management's best estimate of the release to account for Post Office branches now unlikely to 
convert. These oranc.hes were advertised as leavers n the prey:ou , period and the Post Office has now not been 
able to find a replacement. The Postmasters resignation obligation is conditional on Post Office finding a 
repiacernent. This, detailed analysis was performed by Management and resulted in 501 branches derilified as 
being unlikely to con°vest. 

This is in line with Management's expectation as the original programme was set out to transform up to 8,000 
branches (non-community and non-pilot branches), which has been subsequently revised down to 7,500 
branches due to Management's expectation that they will not be able to find a replacement for 500 branches. 

o Management have put together a task force for the first half of FY $0f 7 to 'furttm'r assist in finding replacements 
for these branches. At this stage, Management has predicted that it would sensible to reduce the provision for 
leavers payments by around 250 leavers, even considering a high success of the task force, management 
expects there to still be at least 250 unpiaced branches. 

We acknowledge that this is an area of judgement and it illustrates the difficulty to assess this Postmasters' 
Compensation Provision. We recorrrmend that. Management performs regular review of the assumptions applied 
and revise accordingly when new information become available. For the purposes of 2016 audit we concurred 
with Management's assumptions to assess the amount of provision release. We will update our testing of the 
reasonableness of this assumption as part of subsequent events procedures. 
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2. Revenue recognition across diverse range of revenue streams ( 1y111m) 

The Company continues to se l a large Variety of prnductsiservices across a number of revenue streams. Most of 
these revenue streams will have their own specific rates, cornmissions and calculations for allocating the amount 
of revenue owing to Post taffce, which are defined in the specfic underlying contraacts. 

As detailed in our planning board report, the main risk associated with the diverse range of revenue streams is 
ensuring the correct contractual terms are beinç applied to the revenue lines. We also note that reward and 
incentive schemes based on achieving profit targets may place undue pressure on Management to achieve 
revenue forecasts. We have therefore iden tified revenue recognition and management override as a significant 
and fraud risks both of which impact our revenue test'ng. 

The main focus of car testing to address the risk of revenue recognition is summarised as follows: 
,7e performed rme.F system 'dai£.throughs over POLe revenue lines ad also perfc me:.l detailed test of controls 
work on those revenue. iim,.,s. Oft test nc In,,,yolveO checking corr;:ect contractual rates and volumes data in their 
cak,ula ion s. 510 ss res were e sIdentlt£_'d and we have la -n laSen a t CYh4-based ez;? l€..rach'to eli revenue lm es 

We performed detailed testing on over 19 key customers giving us a coverage totalling 95p% of the group 
revenue Our detailed tests included checking that revenue rates and commissions for each revenue inc is 
being appropriately applied in accordance with the tennis of the relevant sales contracts. Further we checked 
all revenue transaction with these key customers back to invoice and cash receipts. 

Where a revenue estirnale is rr€ade> for a revenue line for a month prior to actual sales volumes and billing 
reports being avalable, we have checked invoices subsequently posted in order to check that adjustments 
were made for the estimated revenue figure to reflect the actual sales for all periods tested. 

Our audit procedures also considered the accounting treatment for significant products or revenue streams 
where applicable by, reviewing all new significant revenue contracts and any ,,manages to existing contracts with 
customers. We did not: ideritify any exceptions in relation to Management's ;atspl ';r=ration of its revenue 
recognition policy. 

To ensure that revenue has been included in the correct ceriod. in addition to the procedures above, we have 
performed detailed out-off procedures over revenue postinros before and afler period end, and checked that 
the amounts recognised as revenue are appropriate, and that where appropriate they I,ave been correctly 
recognised in trade debtors, accrued revenue or deferred revenue in the appropriate period. 

o We also examined the fluctuations of revenue against budget and prior year by corroborating variances to the 

relevant evidence obtained through our other testing procedures. In addition wrtere appropriate we have 
corroborated Management's explanations for movements using our knowledge of developments in the 
industry and business, 

Post Office Management Services Limited ("POMS) is a full scope component and a fully owned subsidiary 
arid. j_CY: LLt Ly51t L_._. ._._. ._._. .---------I  .!1_._. ._.-----------------

IRRELEVANT 
Based on the procedures pe€for€ned, we conclude that revenue, accrued income and deferred income balances 
for the FY16 financial year are appropriately stated. 

3. Cassfflcaflon of excepdonaexceptional items relating to ° ransformation and utillsaticn of 
Government Grant 
Post: Office is executing a Transformation across its network in order to modernise it as part: of the overall 
stratecy to make the Post Office competitive for the future. This one-off programme is expected to continue until 
FY2OI 7-18 tvlanagement mole =scat the costs of Network Transformation are exceptional in nature given that a 
branch rrroderrrisation c€'ograrnrrre of this scale has not been carried out before. As such, Marlagerrrorat =believe 
this requires separate presentation en the face of the Income Statement to allow a better understanding of 
financial performance in the year. 

'osrOliirc L:T:e 200t Ar t rrsu°sRepo:= 

234 of 55? Past Office 8oard-24105/16 



POL00030888 
POL00030888 

3. Classification of exceptional items relating to Transformation and utilisation of 
Government Grant (contVd) 

In addition, the Department of Business, Innovation & Skills (3I5') provides a government grant to POL to 
subsidise network transformation expenditure, agents compensation and related capital expenditure. POL offsets 
this government grant against the related expenses in the e<ceptionals section of their Income Statement, in line 
with IAS 20 Government Grants. 

Please refer to the table below for the details on exceptional items recorded for 2016 year: 

Network Transformation costs 3 1 (75) (73) 

Agents Compensation 3.2 (102) (154) 

Network transformation including 
(177) (227) subpostmasters compensation 

Crown Transformation 3.1 (23) (10) 

Redundancy 3.3 (29) (25) 

Separation 3.4 (11) (8) 

Total Network and Crown transformation costs (240) (270) 

IT Transformation costs 3.5 (30) (16) 

Business Transformation Programme 3.6 (9) ( 12) 

Business Transformation costs (4) (1) 

Other - (3) 

3.1 Network Transformation (75m) and Crown Transformation costs (&23rr1 

Lae Network Iran€eforrnation and Crown Transformation costs are atNbutable to the modernisation of Post 
Office's existing hranclae:s as part of the transformation programme_ 

The network transformation has reached approximately 75% of completion, tracking in line with budget. 

Management note that the costs of network and crown transformation are exceptional in nature given that a 
branch modernisation programme of this scale has not been carried out before and it is not treated as business 
as usual within the Post Office We agree with Management's conclusion that this transformation is significant in 
nature, and an one off event, subsidised by the government grant (also an exceptional item) and therefore is 
appropriately presented on the face of the income statement to allow a better understanding of financial 
performance in the year. 
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3. Classification of exceptional items relating to Transformation and utilisation of 
Government Grant (cont'd) 

31 Network Transformration (75m) and Crown Transformation costs (23r ) (cont'd) 
Sohetantive audit procedures performed: 

n :arld.t.. ss to r. cr..,:ons hold whO banaqement ore part of our audit prorredures we have also had held 
drerruosrons veto the T} r ctor ci Networo • 7  3 n Boil; and di-3e- senior non frnorrroe members of the 
c' an at err to '.nprove our knowledge and U,n derst: nd n g of develic.p rmente that coo impact the both the 
Network and Ca rowr: t _t€rslormis<al car: e air ma odor r rtr.a how t ( tack r t to plan. This, has coo bled us to 
corroborate our tooting results end Ma rcm mont explanatono 

We selected a sample of 57 trarrsaotrono giving us a coverage; of 49% for Network Tra:rs orrmation cost in the 
year and we to _ _.c. eve 1:0`11 of the Crown transfo rr;rrtio.a :roats. Our touts .rry E e eb a r. rr the drrlaiis and 
the nature of the costs incurred omna n t he overall stror rsqd of he prcrrarrmtne , nn we chanced each 
t€a se ,tir n to sunroortinq documentation such as rrvol;.es and -rolect app=rovals to validate that they are 
directly related is tr:_ns3osr€€,atmorm 00515 and not misted lc roomtirre ea.gooses elated to the normal corpse .31 €he 
business. 

As a result of our a# d.t r Gedures. we rn t irv mdurrrmired two  juc.;g rrer,tai ada ustmentu seats€g to the 
overstatement ent of accrual b al an v"ri h. etE es k 

t. 
r€:+f, rmatron Exceptional news, rulatrrg to Project 

Enabling , `corks (k2.7m) and Ocerational -Business Charmqe r' BB'I (01 .2m). We identified that the Project 
Enabihno, Works accruals wore older rhomn 12 months. these costs rotate to costs im .urref dv Postmasters that 
are to be `ermbursed by ROL Foe the 05(1 acoruan we trave iaentif ed the costs elodr r 10 accruals older than 
$ months. hose accruals are for mom he that POL hove placed with suppliers fur eqmanrmment services, which we 
would mepeat. to ,_nave been settled. Noose have both smmet 

n adjusted. by s  a mgc.: r errl now. 

MarrapemeotN overall treaimrrent is consistent with the approach; followed or he tar icx year and t ae basis on which 
the tllovernroront atm ral which ch parrn !  nIB Pr€rds the Post Office Nraatsfa rra,t:r, hc€€a, was op reed. 

3.2 Agents Compensation expense ( 1 O2m) 

Postmasters compensation charge continues to be significant in the year. The postmasters continued to be 
incentivised and compensated for ensuring their branches take part in the Network Transformation programme. 
We coordinated our testing approach with the audit procedures we performed to address identified significant risk 
in relation to completeness of Postmasters compensation provision. Please refer to respective section on page 
13. 

3.3 Redundancy costs (29m) 

Redundancy costs largely related to the Crown Transformation programme and the redundancy of staff as part of 
cost saving initiatives and as such are treated as exceptional. 

We reviewed the respective signed conditional resignation notices given to agents and vouched a sample of 17 
mte.ms to termination payments to notices submitted and concluded the cost is appropriate. We have also obtained 
the breakdown of the redundancy plans and checked corroborated the charge against Management's formal 
plans. 
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3. Classification of exceptional items relating to Transformation and utilisation of 

Government Grant (cont'd) 

3.4 Separation (£11 m) 

Separation costs comprise of costs incurred to achieve separat on from Royal Mail In line with oricr year, POL has 
conlinued to incur separation costs with respect to building internal functional capabilities and implementing new 
commercial relationships. Since the separation Royal Mcl Group ('RMG'). the Company has nod a Master Services 
Agreernent~A,̀ SA) in place which relates to an agreement with RMG to provide IT support services to POL post-
Separation. These costs are part of a defined programme and are designed to bring about significant changes to the 
business. The MSA was supposed to end in September dOi 5. 

However, due to de ays in separating out some of the IT services, there was a need to extend this arrangement to 
31 March 2016. POL have now formally separated all of the services and the Separation programme has been 
formally closed down. POL have estimated internally that the maximum extension costs and penalty charges whci-i 
RMG could try to levy on them is approximately C`.Orrr pies irrecoverable VAT (ct 0.3rn). POL have accrued for 
E2.5rn of these costs (including irrecoverable VAT) in exceptional items as it arises as a result of the Separation 
Pr{yctrF:a€ttrrre, which has been con.sisler lly accounted for as exceptional. The costs are still under negotiation with 

RMG to finalise a settlement. We proposed to inn.rease the provision by L0.3m which has been recorded by 
Ma nacernent. 

We would not expect any further costs next year, however have confirmed costs are of the same nature as the prior 
year. 

3.5 IT Transformation Costs (E30m) 

The IT transformation was one of Post Office's key programmes to deliver the commitments made in 2010 in the 
Government Funding and Strategic Plan. During the year Management terminated an agreement with IBM who were 
contracted to perform IT Transformation wort,, in respect of front Office software for the POL branches. The 
agreement with IBM was term inated for commercial reasons ;and this work has been contracted to Fujitsu in the 
year. I_,_,_,_._, _._,_,_----- _ _•_,_, _ _,_,_,_,_,_,_,_,_,_--- _

Management ➢ view was that this cost arose as part of the Transformation programme and was fundamental in 
achieving the objectives of the POL Transformation. 

We selected a sample of 17 transactions giving us a coverage of 79% of IT Transformation cost. Our tests involved 
nbtain:nct the details and the Hato-roll of the cost: incurred against the overall strategy of the programme and we 
checked each liansact'.un to supporting documentation such as contracts, invoices and project arrprovals to validate 
that they are directly related d to i l transformation costs and not related to rrutirre expenses related to the normal 
course of the ausiness. 

t 'r have held various meetings across the business with the Heads of the Network and IT Transformation 
programmes to corroborate our testing results. 

Consistent with prior year, Management treats this specific transformation project as an exceptional cost given the 
project results in a fundamental change to the entire Post Office IT model- In our view we would not generally expert 
IT upgrades to he considered as exceptional iterror, however due to the unique IT envircrrrrrent POL finds itself in 
post separatnn from Royal Mail ana the Ii infrastructure required to create an independent group, we can accept 
these IT costs being treated as exc-:ept'onal. Given the continuing r alionale of €rr,pair:rag assets, these costs have 
been impaired as an exceptional item. IManagenrerrt rooted that the changes in the Network Transformation project 
would root be achievable without the IT transformation project. Management continues to be consistent in its 
treatment of IT Transformation costs. 

We have revisited the appropriateness of classifying such costs as exceptional and reviewed supporting documents 
to satisfy ourselves that these costs link to sere-off major IT project costs relating to transformation. 

We concurred with Management's treatment of these costs in FY16 as exceptional and we have challenged 
Management to continue to assess these future costs on a specific basis to determine when they become business 
as usual costs. 
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3. Classification of exceptional items relating to Transformation and utilisation of 

3.6 Business Transformation Programme (£gm) 

The Business Transformation Programme  is a wide reaching programme tasked with delivering £300rn of cost 
savings. As such, it is expected to radically transform the structure of the business. The Business Transformation 
Programme has begun its work and has already identified medium term costs saving opportunities of £100m 
which, owing to the one--off nature of the events giving rise to fnem, were deemed appropriate by Management to 
include as an exceptional item. 

We checked the nature of the costs that make up the £grn to supporting invoices. We checked £62m which is 
c.60%% of the total vouched that this it consist of coos u.tancy costs related to the Business Transformation 
Programme cost saving initiative payable to consultants. We concur ith Managements treatment of thesecosts in 
f-Y 6 as except oval, but we have chat enged Management to continue to assess these future costs on a spe :il`:c 
basis ro determine when they become business as usual costs. 

3J intangible and Fixed Asset Impairment 

Post Office continue to adopt a policy of fully impairing all intangible and fixed asset and long leasehold additions 
made daring the year in which they are purchased, except for freehold land and buildings. ivlar aueme°ntts 
ustii icatiearr Mr eac:lcptrrg this policy is dire to the fact that Post Office has historically been, and continues to be a 
loss making entity excluding Itre Network Subsidy Payrrae.rat and Government grant it receives and in its „Urgent 
form is not a viable commercial business (without the government support). 

s an additional factor in the decision to impair, Post Office has been working on a major programme of network 
change that will cost approximately t:.500 m We observed the transformation spend and strategy is included within 
the current State Aid funding package and investment of this scale will lead to significant cash outflows for the 
mrnediale future. The resulting lransforrsaal onai c-hangs is specifically designed to impact the longer term 
profitability of the organisation and accordingly Management believes that Post Office will continue to be loss 
making entity in the near to medium terra. 

We have chMMlenged Manauernent on the appropriateness of this policy. Management's view is that there Is no 
current evidence to support the profitability of the business without state aid. On the basis of cur discussions with 
Management we believe Management's approach is appropriate and prudent in 100'% impairing all assets on 
acquisition, reflecting value in :use and cost. 

The fixed asset impairment c barge for the year is £136mn {PY £141m) The year on yea- increase in fixed asset: 
additions is mainly a consequence of network and crown transformation related capital expenditure to modernise 
POt- branches. 

For the reasons noted above we continue to agree that Post Office's accounting policy for impairment and 
disclosure of the charge as an exceptional item is reasonable, and in line with IAS 36, Impairment of Assets. 

We discussed with Management the impact on the financial statements and forecasting as it becomes more likely 
that Post Office will be cash generative without reliance on government grants. We recommend Management 
should continue to review its impairment policy at each reporting period ira relation to these assets, produce full 
DCF impairment models and ensure the fixed asset reo€isters are aoorooriately maintained. 

IRRELEVANT 

' r oie. LT:ac5 2Q ;'sAu:it osutsRepot 

235 of 55? Past Office 5oard-14105/1€f 

1$ 



POL00030888 
POL00030888 

3. Cassificaton of exceptional items relating to Transformation and Utilisation of 
Government Grant (cont'd) 

3.7 Government grant _ State Aid Funding 

On 19 191Earch 2015, POL received confirmation that Its appiication for State Aid funding for 2015116 to 2017118 
had been aporoved. This approval entitles POL to receive the following funding from the Department  t Etusiess, 
Innovation & Skills (`815') by way of grants: FY2015/16 - £28,)n,, FY2016117 - £:220m, FY201 s;'1 - £1

Of the amour is above, £130raa (21/15116), 88?rn (2016117), and 3 70rn (2017/18) 18) were agreed to be made by way 
of a network subsidy payment, which has been regularly paid by the government to POL over the last few years, 
enabling the company to keep branches open thai would otherwise not be viable. We have confirmed receipt of 
the gc:vernment grant and reviewed updates to the terms and conditions of the fund neg agreement, no issues 
dentified. POL received the full funds for F)2015 2'l6 grant allocation from. BIS in April 20!3; 810:Orn by wav of a 
draw down of the; network subsidy and an additional Li burn to fund capital pr(feols and translorrnation costs. We 
have confirmed receipt of the government grant and have confirmed that there have not been any u.d, tes to the 
terms and conditions of the funding agreement. The full £:150m which is classified as exceptional has been 
utilised in the year to date against capital spend. network transformation and IT transformation costs and 
subpostmasters compensation. 

Based on our procedures performed, we conclude that the government grant has been appropnately recognised 
in the income statement in accordance with the contract from 616, 

4. Risk of management override around e timates and judgements 

During the normal course of an audit; we are requ'red to perforrn Wccedures to address risks that could result in 
material misstatement due to fraud and error including the risk of management override of controls. There are 
both specific and t=a'lored procedures performed to ensure that sufficient consideration •.a given to these risks. 

Tile risk of fraud and management override exists in all businesses and is heightened where the economic 
environment is challenging and where there is significant change being implemented across a business 
potentially gving rise to the opportunity, pressure or incentive to perpetrate a fraud. Areas of focus from an audit 
perspective to address the risk of management override include: 

Revenue recognition 

Estimates and judgements; and 

► Unusual transactions 

The table heow highlights the soecifio areas Which we believe are more s€€sceptible to the risk of management 
override or bias for Post Office and the procedures we have certorr led to address the risk. 
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Details of procedures performed/cross reference 
Area of focus to detail included in this report. 

Revenue r'ecogoWon — Our focusses on cut off v:a n, arr pu alion of Refer to page 15 for details. 
revenue; recorded close to yea ren6L 

Impairment of goodwill ....There is subiectivitv r ,.:tint. to the, Refer to page 19 fordo t ile, 

assumptions used to vaiue a;:cli-wire,:; immngiblee assets 

Valuation of pro visions — Thrace is su , lccPvity in management's 
determination of ;heir best estimate of ,mounts provided. 

Journal entries By their nature, there is the potential for the rich of 
management override of the financial statements through proc:esoing of 
journal entriero 

Entity level controls —There is a risk that controls operating at the 
centre are not implemented consistently across the group. 

Refer to page 13 for details. 

V',,'e hove performed journal entry testing at the group 
level and at component level fo cusbng on: 

Entries made near to the year rend, 

Post closing adjustments; 
io Entries made in relat:oa-r to transactions outside the 

normal course of bus:ness: 
a. Analysis of journal e nt-i+es by user profile and the 

posting day of the week: 
Entries relating to our fraud risk around revenue 
rec:agnitiun ff efor to pop=: 15). 

PVc performed venous procedures tn assess the 'tone 
front the top and the des:gin and im,plernentrrt'ion of 
key entity level controls and assessed the overall 
control environment to be effective. 

During the course of our audit, we found no evidence of material, or potentially material fraud or error in the 
financial statements. 

We have not been made aware of any further material instances of known fraud within the group in addition to 
those previously reported. 

In addition, for provisions we have challenged senior management to understand the material movements in 
provisions in the year _ We considered the aspects 'a nd attributes of each provision individually, assessing 
whether its accounting Irec Iment meet the requirernenls of AS 3T Material movements within provisions related 
manly to utilisation and charge of severance and agents' compensation pr•av:lions. 

We have vouched a sample of provision charges to supporting documents  such as formal redundancy and 
severance plans for severance provision increases and signed voluntary and/or compulsory redundancy 
notifications for increases in agent's compensation provision in the year. This enabled us to check the validity of 
charges to provisions in the year. Where p;ovrsions have been uhf se n the year we have vouched a sample to 
evidence of payment. 

We concluded that each individual provision meets the criteria of provisions as per the requirements of lAS 37 --
Provisions, and have therefore been appropriately provided for at the end of the year. 
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Other areas of audit focus 
In addition to the significant risk areas highlighted in the previous section, there were a number of other accounting 
and auditing matters which have arisen during the year. Details of each are provided below: 

Horizon Subpostmaster claim 

As per  of our disrrtss on with croup Chief f inanciel Officer and Gro3_I? legal Counsel we understand that Post 
Office Limited have received a formal Letter of C;lairri from ire the Solicators on behalf of 91 applicants on 28 April 
2016. We :rave received the copy of this letter. It contains the number of allegation made to Post Office. We 
understood that (here '_:; no quantification of the clairn for damages at this point of time. At the date of this report 
iManapernent is in process of reviewing this letter and will 'c:(= preparing the nt:ece nary response and will be 
preparing the litigation strategy. There is no provision recognised as at 27 March 201 for this claim. The financial 
statements now include a generic contingent liability note regarding receipt of sucin ciGairns, stating no material 
impact is expected. We will update our assessment es part of suhsecjuer,t events rev'•ew procedures performed up 
to our sigrt-off date. 

Pensions valuation and accounting 

Pensions accounting can be a highly subjective area given the impact that relatively minor cln'.anges in assumptions 
can have on the valuation of the defined beneSt liability. Based on current calculations, Post Office has a net surplus 
at t're sear and of £196m 2015 0205m I as follows 

RMPP RMSEPP RMPP RNtSEPP 

Fair value of pension plan assets 407 30 379 31 
Pension liabilities (184) (27) (150) (26) 

Surplus in plan before assets ceiling adjustment 223 3 229 5 

Effect of assets ceiling (29) (1) (27) (2) 

Surplus in plan after assets ceiling adjustment 194 2 202 3 

We have confirmed that the approach and methodology applied by Management are consistent with previous 
reporting periods. We have reviewed and challenged Management's calculations, specifically with respect to the 
pension assumptions. The key assumptions are noted in the table below along with our assessment of where those 
assumptions are within our acceptable range of outcomes. 

Consistent with prior years. we used an EY actuarial specialist to evaluate these assumptions and we consider them 
to be within an acceptable range, albeit the inflation assumption continues to be at the upper end of the acceptable 
range. 
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IRRELEVANT 

The business has been fairly stable over the past year in terms of service offerings and the market. In light of this, 
the VAT processes and systems have not had any major changes in the year. 

The work carried our by our VAT specialists included; 

Review of POL process notes for Accounts Payable and Accounts Receivable and VAT return compilation. 

Review of the quarterly VAT records throughout the year, including the January - March 2016 VAT submission 
and the reconciled the draft (unsubmitted) VAT figures to the year end VAT ledger balance 

Understand and review of any changes to the VAT group during FY16. 

Check of any VAT assessments and disclosures to HIMIRC, along with confirmation that there are no 
outstanding issues. 

Enquiring about any complex, unusual or significant transactions that have occurred during FY16. 

The above work was carried out by reviewing the relevant docurrtentation, taking part in detailed discussions with 
Carl Nielsen (Head of VAT) and Ian Lakin (Tax Compliance Manager), and walking through the AP/AR processes 
with the relevant POL finance staff. 

We have also reviewed correspondence with HMRC on other complex, unusual, or significant transactions or 
issues wth VAT, and note that there are no outstanding queries with HMRC or other VAT provisions. 
Manaaemerit has also confirmed that there are no further unusual transactions or VAT planning arrangements 
apart tom those disclosed to us 
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VAT Considerations (cont'd) 

Based on the work nerforrnec, including by our VAT experts, no errors were identified on the returns in respect of 
POL's inputs and oulprhs compared to the overall turnover and expenses Iigures. The partial exernpl on recovery 
method agreed with HMRC in July 2014 has riot been amended in PY16. The method allows for direct attribution 
of fully taxable supplies followed by an allo•o otion of the residual input VAT based on the value of POL's sueptes 
in relation to `mail' and 'non-nail services for that period. The provisional rate of residual input VAT recovery for 
FY16 has been set at 55%. This rate has been h.arduod.ed rub the POL's IT platform (C ES) during the year as 
recommended by us in the prior year. Based on the work performed we consider the current VAT processes to be 
robust and responsive to changes in the legislation and HMR s <eaprtaa lr. 

We would advise Management to continue to assess the V/0 recovery rate on a regular basis to ensure VAT is 
appropriately monitored and recorded through out the year. 

As a rssult of our work, we believe that the financial statements are free from material misstatement in this area. 

Corporation Tax Considerations 

Current tax 

POL outsource the preparation of their tax computations to Wilkins Kennedy. We have audited the tax charge, 
involving experts from our EY tax team where appropriate. 

Our testing focused on the following key areas: 

(Loss),'Profit before tax (169) (167) 

Tax Credit in Income Statement (4) (26) 

Tax charge — items taken directly to equity (5) 9 
:eness 

and correct classifications in accordartce with 1AS 12 is still Ira .trogres<=. 

Deferred tax assets and liabilities 

At 27 March 2016, the Group has a net deferred tax balance of £nil on the balance sheet (2015: £nil). A deferred 
tax liability of £5m in respect of the movement in the pension surplus has been recorded through OCI. This is 
offset by the recognition of an equal deferred tax asset in respect of tax losses carried forward at 29 March 2015 
which has been recorded in the income statement. 

The deferred tax liability referred to above relates to the pension surplus of £226m (before withholding tax) 
recognised for accounting purposes. We understand lhat it is Marnageranerat's expectation that £1'39m of the 
pension surplus will be recovered solely through a reduction in future pension contributions over the life of the 
scheme as advised by actuaries. The reduction in future pension contributions s will more=ase the future current tax 
liabilities of Post Office and, therefore, a taxable tear orara difference arises in respect of '-inch a deferred tax 
liability is recognised, it is I''::,arragene. tt's intentun ((rat the ierrraiping element of the surplus of £87m will be 
recovered through refunds from i lre schrrrrre. Accodingly, the surf -..ts has been shown on the face of the balance 
sheet net of a 35% withholding tax of £30m. We agree this treatment is appropr iate and in line with EY's 
interpretation o1' iHR CJ "4. Consistent wltta prior years, no deferred tax assets have been recognised In respect of 
losses and other temporary differences for the year ertded 27 March 2016 (other learl to rra)„Pt the deferred tax 
liability arising on the pension surplus), due to uncertainty around the availability of future taxable profits. 
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Supply Chain Restructuring (Project Iris) 

We discussed with the Supply Chain Director and Network & Sales Finance Director the timing of Su. ply Chain 
Restructuring project. Post Office Lin-i ilsrd Management has prepared a detailed restructuring plan and 
consultation which is to be approved by 19 May 2017 We reviewed Project He t tidnetabie and conducted a Board 
of Directors minutes review. Based on our audit procedures performed we, are satisfied with Management 
conclusion that there was no restructuring provision obligation as at: 27 Marta 2016 as no formal decision was 
rr€ade turf:., Mach 2016 therefu e POL vvas not demonstrably committed to the restructure at year end. 

Going concern considerations 

POL. continues to operate in a net: liability position and rx:nhn ices to experience net cash outflows (excluding 
government State Aid fu€ndinc;) POL therefore continues to be reliant on State Aid to remain a going concern. 
State Aid approval for the funding for 2015-16 to 2017-13 was received on 19 March 2010 as detai ed above. In 
addition to State Aid approval FPO._ has an existing working capital lac fly'raid BIS with a fmfi o £950 na li:on horn 
31 March 2015 up to 31 March 2 ?18.This working capital facility is used to finance network cash requ!rements. 

Management's cash flow forecast up to 2020— 21 indicates that POL. will continue to see cash outflows until 
2.016/17, even including State Aid. We have received Management's year end going concern assessment. At the 
date of this report we are yet to finalise our reviews The draft financial statements include a going concern note 
covering the above. 
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Summary of audit differences 
hi the normal Course of any and€t; we identify misstatements between amounts we believe should be recorded in 
the financial statements and amounts acluaily €, ,orded 

These differences are classified as knowr:' or }udgerrienl.al'. Known differences represeni items that can be 
accurately quantified and relate to a definite set of facts or circumstances. Juegemental differences generally 
involve eslirnation and relate to facts or circumstances lhal are uncertain or open to interpretation, 

We have identified five judgmental audit differences, including Network transformation Project Enabling accrual 

over older than 12 €1'€ortths and Operation Business Chance over 6 months. understatement of Postmasters 
Compensation Provision, understatement of provision for Royal Mail Separation costs and impairment for 
software intangible assets of POMS. All these adjustments have been now recorded by Management. 

We also identified one reclassification audit difference in relation to reolassificalion of Royal Mail Seaar,:lice€ 
contract costs from accrued liabilities to provisions which has been corrected by Management. 

Assets Assets non- Liabilities Income! 
Misstatements (Sim) current current current expenses 

Debit' Debit! Debit Debit!(Credit) 
Judgemental (Credit) (Credit) (Credit) Current period 

Corrected rrsise aterr s vt , 
Network Tr< nsforreatk": :'r;IC Accrual -This it a release 1.2 (1.2) 
of an accrual where projects have no dates ar are Deer 6 
roll's ol:'. Ties, so o a rt : c::sla•'shea it :s 

cne' dl, e:speetea tbot the '::o it a"cuk be paid within 

2 months. 
3 rhvorl`. 1 rani v,'otruttier : tAme i__:labling Works Accrual 2.7 (2.7) 
- Tie relates tv an neur al "ai"."Cgsnrtai Claiming )::art for 

wark eared ciit in order tc;. convert g)ranches, ifs 1a the 
iL :'..' of ar.y costs greater 12 nru`l lls old s it

be eepir't'.3d that these costs) ary chin))?:: back within 

this time ;lame 

Lncerslail rrienI of ryastmrrn<ers Ccr'rprrnr,al;on (1.0) 1.0 
i ravis en for a•. branches tin t are currently being 
er:igata?d i' d k)ranrrbes at ':x.' terrace ar"Eourtt of 

Pt 7.326k 
(;nceratatanlent cf provision fe:> the coats related to (0.8) 0.8 
R( ~oyal Mal S Spam'.: on contract (maxi i.ar exposers of 
P. 3m) ,and reclassification from accruals to provisions 

IRRELEVANT 
Ti-astute of £2.3m from accruals :o provisions for the 2.5 
costs relayed to Royal Mail Separati=on ocntract and 
raclatsific 7tion from accruals to provisions line. (2,5) 

Balance sheet totals (2) 2.1 (0.1)

C cnct!isi ti .. i r.t to our outstanding items, there are no amounts that we identified that are individually or iii 
aggregate ni l : Si it the presentation ..and disclosures of the consolidated financial stalernen(s for Inc year 
ended 27 March Phi (i7. 
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As part of our :audit, of the financial statements, we obtain an understanding of the internal control and IT 
environment sufficient to plan our auct and determine the nature, timing and extent of testing performed. 
Although our audil were not designed to express an opinion on the effectiveness of internal control we are 
required to communicate to you any significant deficiencies in internal control. 

We can confirm that on the basis of our audit work Performed, we did not identify any significant deficiencies in 
internal controls However we have Identified certain control deficiencies below from this year's audit cycle. We 
anticipate providing a detailed Management Letter incorporating certain recommendations for process 
improvements noted by us in the performance of our procedures. 

The following is a sutramar;, of our considerations: 

1. Financial statements implications: 

Revenue 

LVe recommend Management maintains robust and detailed analytical review of revenue fluctuations and 
deviations during the year in comp-bison with historical data and industry data on a individual revenue lines 
basis. We expect this to cover the precision level and expectations developed by Management. We 
understood Management is working on formalising this analysis. 

Exceptional items 

As part of our audit procedures we noted that the company maintains large volume of Information related to 
excepi:on,ai items in Excel spreadsheets. This may result in manual errors and completeness issues as a 
result of various sources of Information used. We recommend the Company to develop a uniformed database 
and standardised procedures for exceptional items recordkeeping. 

The following IT applications are in scope for our audit: HNGX, POLSAP, SAP CFS and SAP HRP. 

HNGX and POL..SP.P are supported by thirri party service providers Fuitsu and Steria. Our audit approach was 
to rely on the. 134:_ 3402 report commissioned cy Fujitsu over the controls it operates, and independently test 
ccr:trols operates by Ares, Steria and F't:OL. 

HRP has previos_ruly been tested as part of the Royal Mail (RM) audit. With the separation of the RM and POL IT 
err,rr., arr  , . .s year, HRP was tested as part of the POI_ audit procedures. Due to the separation of IT 
irrtr astiuctcar °rc, f> xrting POL and RM applications, the ISAE 3402 report provided by CSC did not cover the SAP 
I--IRP appiicrrti nn_ As we were unable to rely on this report for the 2016 audit, we have independently lasted the 
controls operated by CSC. Stela and POL for this application. 

CFS is supported by CSI and Steria- As no ISAE 3402 reports were available, we performed independent testing 
of controls operates: by C CI, Steria and POL. 

In respect of Fujits~.eopce:atr d controls, no significant findings were noted in the SAI::: 3402 report, and we 
have therefore been able I:a rely upon it as part of our audit approach. 

Our testing cf the Post Office operated controls confirmed tha!: scone of tlne control observations raised last 
year have been remediated and/or the risk formally accepted by Management. whilst  some of the 
observations have recurred 

Although we noted that a periodic revie,v of users' access rights were implemented in the year for POLSAP 
covering Supply Chain (SC) and Financial Service Centre ff-SC) POLSAP users, the SC review which was 
nitrated in September was incomplete as not all line manage!- responses had' been received, Additionally, we 
noted Thai the periodic review had been initiated for CFS users only in January 2016, however such review 
was also not completed. We recommend Management should ensure that the access for all application users 
s periodically reviewed and evidence retained. 

"c:>t Office i.;::z:teC . s ..: Audi  t....>u...> f<epa:t 

24$ of 55f Past Office hoard-24105/1€f 



POL00030888 
POL00030888 

Observations on the IT Environment (cont'd) 

As a result of the incomplete periodic review of users access rights, we performed alternative procedures to 
validate that access held by users at the lime of our testing was appropriate. Although these additional 
procedures are currently incomplete, we have observed exceptions that prevent us from being able to fully 
rely on the controls around appropriateness of access for the CFS and POLSAP applications. These 
exceptions are currently being validated and discussions being field to determine the effect on the overall 
audit approach. 

We also observed during our employee leavers testing, that there were a number of < dive POLSAP, CFS 
and SAP HRP accounts belonging to leavers that were not removed in a timely manner. We were however 
able to perform addi tional procedures to validate that these accounts had riot been used after the leaving date 
and therefore concluded the control r,eficieracy have not significantly impacted our audit of the financial 
statements. [Management should revoke the access of terminated employees immediately and perform 
investigations to identify the root cause of leavers retaining their access. 

During our change Management procedures or; the CFS and HRP applications, we observed that a number of 
changes had been developed and implemented by the same user which violated the principle of segregating 
incornpati.ale dukes within the change Management aent 1>rocress We are n the ,arocess of performing addtonal 
procedures to mitigate the risk of inappropriate changes being implemented into the live environment. 
Management should work with the third part:  {-:-s (COl and CSC) in implementing a control a segregate 
ncomiaatible duties when developing and implementing system changes. 

as 
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We confirm there are no changes in our assessment of independence since our previous confirmation in our 
planning board report. We complied with the APB Ethical Standards and in our professional judgement the firm is 
independent and the objectivity of the audit engaperr3ent panne: and audit staff has not been compromised within 
the meaning of regulatory and profentsional rectuirerriti nts. 

We consider that our irtdeaendence in this context is a matter that Should be reviewed by both you and ourselves. 
It is therefore irnpottar t that you and your Aud t Committee consider the facts of which you ire aware and come 
to a view. If you wish to discuss. any matters concerning our rdrnlend rrce, we will be pleased to do so at the 
forthcoming meeting of the Audit Cc'mr flee on 10 May 2016. 

Relationships, services and related safeguards 
We highlight the following significant facts and matters that may be reasonably considered to bear upon our 
objectivity and independence, including the principal threats, if any. We have adopted the safeguards noted below to 
mitigate these threats along with the reasons why they are considered to be effective. 

Service 1: Fujitsu ISAE 3402 report — 
ISAE3402 report for the Fujitsu services 
supporting the POL account. This report will 
provide an assessment of the Fujitsu controls 
supporting POL business critical systems. We 
have placed reliance on the ISAE3402 as part 
of the 2015-156financial statement audit. 

Service 2: ISAE 3000 report on POL Note 
Circulation Scheme related services to the 
Bank of England for the FY2015-16 period 
and to be performed in May 2016. 

Service 3: Agreed-upon procedures 
performed which relate to testing of 
covenants relating to the loan from the 
Department of Business, Innovation and 
Skills (BIS). 

Service 4: Agreed-upon procedures 
performed to ensure that the amount which 
is collected by Post Office Limited on behalf 
of the DVLA for road tax is subsequently 
paid over to the DVLA. 

Service 4: Agreed-upon procedures 
performed to ensure that the amount which 
is collected by Post Office Limited on behalf 
of the DVLA for road tax is subsequently 
paid over to the DVLA. 

Performed on continued annual basis ► Not a prohibited service 

► A separate team from the POL IT team has 
been engaged for the review of the ISAE3402 
report, and standard ring fencing applied 
between two teams. 

► Went through review exercise to ensure in line 
with EY independence rules 

Performed on continued annual basis ► Not a prohibited service 

► These are standard agreed-upon-procedures, 
where Management instructs us on exactly 
the procedures to be performed and we 
conclude by issuing a factual findings report 
only. 

Performed on continued annual basis ► Not a prohibited service 

Performed on continued annual basis 

Performed on continued annual basis 

► These are standard agreed-upon-procedures, 
where Management instructs us on exactly 
the procedures to be performed and we 
conclude by issuing a factual findings report 
only. 

► Not a prohibited service 

► These are standard agreed-upon-procedures, 
where Management instructs us on exactly 
the procedures to be performed and we 
conclude by issuing a factual findings report 
only. 

► Not a prohibited service 

► These are standard agreed-upon-procedures, 
where Management instructs us on exactly 
the procedures to be performed and we 
conclude by issuing a factual findings report 
only. 

Overall, we consider that the safeguards that have been adopted appropriately mitigate the principal threats 
identified and we therefore confirm that EY is independent and the objectivity and independence of the audit 
engagement partner and the audit engagement team have not been compromised. 
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Fees update 

As part of our reporting on our it dei erndence, we set out below a summary of fees for the year ended 27 March 
2016. 

- Post Office Limited core audit fee* 346,000 

Total audit fees 346,000 

-IAS34 Half year review of consolidated accounts 

Note Circulation Scheme ISAE 3000 Report 

BIS Agreed Upon Procedures Report 

DVLA Agreed Upon Procedures Report 

*Excludes out of pocket expenses incurred 

40,000 

78,000 

12,000 

13,000 

Total non-audit services 143,000 

Total* 489,000 

We confirm that none of the services have been provided on a contingent fee basis. 

Ernst & Young LLP has policies and procedures that instil professional values as part of firm culture and 
ensure that the highest standards of objectivity, independence and integrity are maintained. See below for a 
summary of our firm wide policies. 
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Ffrrnwde policies 
Ernst & Young LLP has policies and procedures that 'nstil professional values as part of firm culture and ensure 
that the highest standards of objectivity, independence and integrity are maintained. Listed below are some of the 
key polices ::arid (processes in place within Erist & Young LLP foi rr aintaining obiecvity and independence. 

Further data: s of the key ppohc es and processes in place within EY for maintaining objectivity and independence 
can be found in our annual Emgist & Young LLP Transparency P p orl -vh hc  the Firm is required to publish by law. 
The most recent version of th',s, R .port is for the 2015 year and can be found at l ti: : ' , .c i anima o;.t':, :
r slE\'_t t> aarf s,i, rr. 

Financial interests Our Partners and client facing (technical) staff are prohibited from investing it any audit client around the 
World. 

All partners and staff are required to confirm their compliance each year with the firm's independence policies. 
Monitoring of compliance in respect of all partners and professional managers takes place through a worldwide 
investment tracking system. 

New starters are required to confirm their compliance with the firm's independence policies on commencement 
of their employment. 

Training All partners and professional staff are required to undergo regular mandatory training on our Independence and 
Ethical policies and processes. 

Partner rotation The firm has detailed policies on the rotation of the audit partner, and in the case of listed clients key audit 
partners, the independent partner and 'other partners and staff in senior positions'. 

Consultation The firm requires consultation outside the audit team on complex accounting, auditing and ethical matters. 
Major issues of principle arising on all audits are referred to a panel of independent experienced audit partners. 

Independent partner Before listed company audit opinions are issued, an audit partner independent of the audit team reviews the 
reviews nature of the relationship with the client, aspects of the accounts that are subject to significant estimates and 

judgements, and the adequacy of the presentation of information in the accounts. 

Quality reviews The firm operates a worldwide programme under the direction of senior partners that annually assesses the 
quality of our work. Over a three year period, a proportion of the work of all audit partners is reviewed. The 
results of the programme help us to evaluate the firm's quality controls and personnel performance and identify 
areas for improvement. 

As with other firms, EY's audit practice is subject to annual review by the Audit Inspection Unit (AIU) and the 
Quality Assurance Directorate (QAD) of the Institute of Chartered Accountants in England and Wales (ICAEW) 
for compliance with Audit Regulations. As part of its visits, the AIU/QAD evaluates the system of quality control 
operated by the firm for its audit practice. 

Business relationships EY UK has implemented a centralised process for the review and pre-approval, by our quality and risk 
management team, of all new business relationships. A submission must be made and approved for each new 
business relationship before committing the firm. 

In addition, all new business relationships must be notified and approved by the lead audit or client service 
partner before committing the firm. 

Ethics Our Global Code of Conduct provides an ethical framework on which we base our decisions and our actions — 
as individuals and as members of our global organisation. 
Ernst & Young LLP has also established the EY/Ethics hotline which will allow any person, inside or outside of 
EY, to confidentially and anonymously report an activity that they believe may involve conduct that is unethical, 
illegal, in breach of professional standards, or is otherwise inconsistent with EY's established policies and Code 
of Conduct. 

...................................................................................................................................................................................................................................... .............................................................................................. 
Non-audit services Our audit engagement partners must approve any non-audit services offered to their clients. This allows them 

to: 

► Ensure the objectives of the proposed engagement are not inconsistent with the objectives of the audit of 
the financial statement; 

► Identify and assess any related threats to our objectivity; and 

► Assess the effectiveness of available safeguards to eliminate such threats or reduce them to an acceptable 
level. 

Where no satisfactory safeguards exist we do not carry out the non-audit service. ............................................................................................................ .. .................................................................................................................................................................................................................. .... 
a.a 
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,June 2016 

Ernst & Young 

1 More London Place 

London SE1 2AF 

Attn Peter Mclver, Audit Partner 

Post Office Limited — Financial Statements for the 52 week period ended 27 March 20,16 

Dear Sirs, 

This letter of representations is provided in connection with your audit of the consolidated and parent company 
financial statements of Post Office Limited ("the Group and Company") for the 52 ,,veek period ended 27 March 
2016. We recoc nise that obtaining representaatons from us concerning the inforrnati }rr contained in this letter is a 
significant procedure in enabling you to form an opinion as to whether the consolidated and parent company 
financial statements give a true and fair view of (on `present fairly, in all materal respects,') the Group and 
Company financial position of Post Office Limited as of 2( March 20t6 and of its financial cerfor€mance and its 
cash flows for the 52 week period then ended in accordance with, for the Group, International Financial Reporting 
Standards as adopted by EU ("Il=rR ), and for the Company , FRS101, 

We understand that the purpose of your audit of our consolidated and parent company financial statements is to 
express an opinion thereon and that your audit was conducted in accordance with International Standards on 
Auditing, which involves an examination of the accounting system, internal control and related data to the extent 
you considered necessary in the circumstances, and is not designed to identify - nor necessarily be expected to 
disclose- all fraud, shortages, errors and other irregularities, should any exist, 

Accordingly, we make the following representations, which are true to the best of our knowledge and belief, 
Paving made such inquiries as we considered necessary for the purpose of appropriate y informing ourselves: 

A. Financial Statements and Financial Records. 

1. We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter dated 22 January 
2016 for the preparation of the financial statements in accordance with, for the Group IFRS, and for the 
Company FRS 101. 

2. We acknowledge, as members of management of the Group and Company, our responsibility for the fair 
presentation of the consolidated and parent company financial statements. We believe tine consolidated and 
parent company financial statements referred to above  give a true and fair view of the financial position, 
financial performance and cash flows of the Group n accordance with IFRS and for tne Company in 
accordance with FRS 101, and are free of material rraisstaatemerils, including ornissions We have approved 
the consolidated and I_ are it comparayfinancisi statements. 

3. The significant accounting coca adopted in the preparation of the Group and Company financial 
statements are appropnately described in the Group and Company financial statements, 

4. As members of management of the Group and Company, we believe that the Group and Company have a 
system of internal controls adequal:e to enable the preparation of accurate financial statements in accordance 
with IFRS for the Group and FRS 101 for the Company that are free from material misstatement, whether 
due to fraud or error. 

5. We believe that the effects of any unadjusted audit differences, sumrnarsed in the accompanying schedule, 
accumulated by you during the current audit and pertaining to the latest period presented are immaterial, both 
individually and in the aggregate, to the consolidated and parent company financial statements taken as a 
whole. 
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B. Fraud 

1 We acknowledge that we are responsible for the design, implementation and maintenance of internal controls 
to prevent and detect fraud. 

2. We have disclosed to you the results of our assessment of the risk that the Group and Company financial 
statements may be materially misstated as a result of fraud. 

3. We have no knowledge of any fraud or suspected fraud involving management of other employees who 
have a significant role in the Group or Company's internal controls over financial reporting. In add on we 
have no knowledge of any fraud or suspected fraud involving other employees :n which the fraud could have 
a material effect on the consolidated or parent company financial statements. We have no knowledge of any 
allegations of financial improprieties, including fraud or suspected fraud, (regardless of the source or form 
and including without irritation, any allegations by whistleblowers„) which could result in a misstatement of 
the consolidated or parent company financial statements or otherwise affect the financial reporting of the 
Group or Company. 

C. Compliance with Laws and Regulations 

1. We have disclosed to you all identified or suspected non-compliance with la,.vs and regulations whose effects 
should be considered when preparing the consolidated and parent company financial statements. 

D. Information Provided and Completeness of Information and Transactions 

1. We have provided you with: 

• Access to all information of which we are aware that is relevant to the preparation of the financial statements 
such as records, documentation and other matters; 

• Additional information that you have requested from us for the purpose of the audit; and 

• Unrestricted access to persons within the entity from whom you determined it necessary to obtain audit 
evidence. 

2. All material transactions have been recorded in the accounting records and are reflected in the consolidated 
and parent company financial statements. 

3. We have made available to you all minutes of the meetings of shareholders, directors and committees of 
directors (or summaries of actions of recent meetings for which minutes have not yet been prepared) held 
through the 52 weeks ended 27 March 2016 1.o the most recent meeting on the following date: (lrsi dafel. 

4. We confirm the compleleness of information provided regarding the identification Tai related parties. We have 
disclosed to you the identity of the Group and Company's related parties and all related party relationships 
and transactions of which we are aware, including sales, purchases, loans, transfers of assts, iiahaitie,s and 
services, leasing arrangarrierds, guamn lees, nary xa :stir l:ransactioris and h 3;.sacl:ions For no 
consideration for the period ended, as well as related balances due to or from such parties at the 27 March 
2016 -These transactions have been appropriately accounted for and disclosed in the consolidated and 
parent company financial statements. 

5. We believe that the significant assumptions we used in making accounting estimates, including those 
measured at fair value, are reasonable. 

6. We have disclosed to you, and the Group and Company has complied with, all aspects of contractual 
agreements that could have a material effect on the consolidated and parent company financial etaiernenls in 
the event of non-compliance, including all covenants, conditons or other requirements of all outstanding debt. 

7. in accordance .with FPS 101 paragrapn 5, we have notified our shareholders in writing, in accordance With 
rea:sonr-atre lirnefraames and format requirements, of our 'flier l:ic.n to take: advantage of disclosure exemptions 
in paragraph 8 of Ft RS 101 (in a ac;;cordancc:e w iti paragraphs 6 to 7 of FRS 101) in the company individual 
financial statements. 
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E. Liabilities and Contingencies 

1. All liabilities and contingencies, including those associated with guarantees, whether written or oral, have 
been disclosed to you and are appropriately reflected in the consolidated and parent company financial 
statements. 

2. We have informed you of all outstanding and possible litigation and claims, whether or not they have been 
discussed with legal counsel. 

3. We have recorded and/or disclosed, as appropriate, all liabilities related litigation and claims, both actual and 
contingent, and have disclosed in Note 20 to the consolidated and parent company financial statements all 
guarantees that we have given to third parties. 

4. We confirm ra that we have disclosed all relevant information relating to the ongoing challenges and actions in 
relation to the Horizon Subpcstmasters claim to allow an assessment of the financial implications. In addition 
we have discussed with you any additional inforrnatioa that has come to light subsequent to 29 March 2015. 
The judgments that we have made reflect the most current advice received from external legal counsel. 

F. Subsequent Events 

1. Other than the receipt of funding for the financial year 2016/17 described in Note 25 to the consolidated and 
parent company financial statements, there have been no events subsequent to period end which require 
adjustment of or disclosure in the consolidated and parent company financial statements or notes thereto. 

H. Comparative information — comparative financial statements 

In connection with your audit of the comparative consolidated and parent company tinancial statements for the 
year ended 29 March 2015, we represent, to the best of our knowledge and belief, the following: 

In preparing the financial statements for the current year, the comparative figures for the year ended 29 March 
2015 have been restated_ The provision i'rdr postmasters' compensation, nuluded in network transformation had 
not been fully recognised in the financial statements for the year ended 29 March 2015. The restatement affects 
exceptional costs, orovisons and retained earnings due to the loss in the year changing as a result of a 
restatement to the exceptional charge. Within n this report, the comparative income statement, staternent of 
comprehensive income, balance sheet and statement of oranges in equity for the year ended 29 March 2015 
have been restated. There has been no effect on the cash flow statement. 

The comparative amounts have been correctly restated to reflect the above matter and appropriate note 
disclosure of this restatement has also been included in the current year's consolidated and parent company 
financial statements, There have been no significant errors or misstatements, or changes in accounting policies, 
other that the rr€aatters, described above, that would require a restatement of the comparative amounts in the 
current year's consolidated and parent corn€pang financial statements. 

Other differences in the amounts shown as comparative amounts from the amounts in the consolidated and 
parent company financial staalearrrernts for the year ended 29 March 2015 are solely the result of reclassifications 
for comparative purposes. 

I. Going Concern 

1. Note 1 to the consolidated and parent company financial statements discloses all of the matters of which we 
are aware that are relevant to the Group and Company's ability to continue as a going concern, including 
significant conditions and events, our plans for future action, and the feasibility of those plan.*. 

J. Equity 

1. We have properly recorded or disclosed in the consolidated and parent company financial statements the 
share/capital stock repurchase options and agreements, and shares/capital stock reserved for options, 
warrants, conversions and other requirements. 
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K. Contingent Liabilities 

1. We are unaware of any violations or possible violations of laws or regulations the effects of which should be 
considered for disclosure in the Group and Company financial statements or as the basis of recording a 
contingent loss (other than those disclosed or accrued in the Group and Company financial statements). 

2. We are unaware of any known or prob=able instances of non-compliance with the requirements of regulatory 
or governmental authorities, including their financial reporting requirements, and there have been no 
cornmunucat:ons from regulatory agencies or government representatives concerning investigations or 
allegations of non-ororrpliance. 

L. Income and Indirect Taxes 

1. We acknowledge our responsibility for the tax accounting methods adopted by the Group and Company, 
which have been consistently applied in the current period, and for the current year income tax provision 
calculation (arart Value added ('ax) 

2. We also acknowledge our responsibility for the plans with respect to future taxable income, which represent 
our estimates as to the outcome of those plans, based on available e. derice, and for the significant 
assumptions used in our analysis. We would implement such strategies as necessary to prevent a tax 
operating loss or credit carryforward from expiring. 

3. We have disclosed to you all tax opinions, correspondence with tax authorities, or other appropriate 
information that served as support for the accounting for potentially material matters. 

M. Use of the Work of a Specialist 

1. We agree with the findings of the specialists that we engaged to evaluate the corporate taxation and pension 
valuations and have adequately considered the qualifications of the specia€ist; in delermining the amounts, 
and disclosures included in the consol idated and parent company financial statements and the underlying 
accounting records. We did not give or cause, any instructions to be given to the specialists with respect to 
the values or arnounts derived n an aiternrpt lo bias their work, and we are nor: otrnerwise aware of any 
matters that have had an effect on the independence or objectivity of the specialists. 

N. Estirrrates 

Completeness of Postmasters compensation provision, 

Classification of exceptional items relating to Transformation and utilisation of Government Grant; 

Impairment of fixed assets and intangible assets, including goodwill;

Pension valuation . 

1. We believe that the measurement processes, including related assumptions and models, used to determine 
the accounting estimates have been consistently applied and are appropriate in the context of IFRS for the 
Group and FRSI 01 for the Company. 

2.. We confirm that the significant assumptions used in making the above es lirnates appropriately reflect :our 
intent and ability to carry cut the specific courses of ac;tinrn in relation to those entities on behalf of the entity. 

3. We eonf rm that the disclosures made in the consolidated and parent company financial statements with 
respect to the accounting estimate(s) are complete and made in accordance with II RS for the Group and 
FRS101 for the Corrrpany. 

4. We confirm that no adjustments are required to the accourrtirag estimates and disclosures in the consolidated 
and parent company financial statements due to subsequent events. 

0. Retirement benefits 

1. Ori the basis of the process established by us and having made appropriate enquiries, we are satisfied that 
the aclu ari+:al assumptions underlying the scheme liabilities are consistent with our knowledge of the business. 
All significant retirement benefits and all settlements and curtailments have been identified and properly 
accounted for. 
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P. Completeness of Postmasters Compensation Provision 

1. We have prov:ded to you with access Io all information and additional irilormation you have eque sled in 
relation to Postmasters Compensation Provision and access to persons ,tatt ira the Company involved in 
Postmasters Compensation Provision calculation and analysis from whore you determ ined it necessary to 
obtain audit evidence. 

2. We have not provided you with signed contracts for 140 Pilot branches is these are not retained by us. Prior 
to the launch of the Network Transformation Programme the concept was tested through a series of Pilot 
branches and funded by a separate initial budget and therefore does not need to be provided for within the 
Network Transformation provision at 27 March 2016 

3. We believe the £21rn release of Postmasters Comnesation Provision is the best estimate based on the 
most recent assessment of the branches fail to convert 

Q. Impairment of fixed assets and intangible assets 

1. We confirm we assessed the indicators of irrpai m-ment for fixed assets and intangible assets as at 27 March 
2016. We believe the assumptions used. in determining tine carrying value of the goodwill recorded on a group 
level are appropriate and not impairment is required as at 27 March 2016. 

Yours faithfully, 

Chief Executive Officer 

Chief Financial Officer 
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There are t.e3r ta:ri mrnuriicat'x,i s that we mwzt provide to toe iAudit: and Risk Committees. We have detailed 
these here to jether with a reference of whom and ' when then were covered: 

Overview of planned scope and timing of the audit 
✓ 

Refer to our 2016 Audit Planning Report 
. ..... ... . 

Major issues discussed with management in connection with ✓ Refer to our 2016 Audit Planning Report 
initial or recurring retention 

Other information in documents containing audited financial ✓ Discussed within this report. 
statements 

Significant audit adjustments ✓ Discussed within this report 

............................................................................................................................................... 
Unrecorded misstatements considered by management to be 
immaterial 

Expected modifications to the audit report 

Our judgementslviews about qualitative aspects of the 
Company's accounting practices and financial reporting 

Disagreements with management 

Consultations with other accountants 

Serious difficulties encountered in dealing with management 
when performing the audit 

The adoption of, or a change in, an accounting policy 

✓ Discussed within this report. 

✓ Not applicable, we do not anticipate any 
modifications to our audit report. 

✓ Discussed within this report. 

✓ Not applicable, no such instance noted 
during our audit. 

✓ Not applicable, no such instance noted 
during our audit. 

✓ Not applicable, no such instance noted 
during our audit. 

✓ Not applicable, no such instance noted 
during our audit 
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Communications required on all audits (cont'd) 

Methods of accounting for significant unusual transactions and ✓ ✓ Discussed within this report. 
for controversial or emerging areas 

Events or conditions that cause us to conclude that there is ✓ ✓ Not applicable - no such events and 
substantial doubt about the entity's ability to continue as a conditions to communicate to the 
going concern committee. 

Sensitive accounting estimates ✓ Discussed within this report. 

Consideration of laws and regulations ✓ Discussed within this report. 

Fraud and illegal acts involving senior management and fraud ✓ No such instances of fraud to 
and illegal acts that cause a material misstatement of the communicate. 
financial statements 

Significant matters arising during the audit in connection with ✓ Not applicable - no such matters to 
the entity's related parties communicate to the committee. 

Management's refusal for us to request external confirmations 
or our inability to obtain relevant and reliable audit evidence 
from other procedures 

Representations that the auditor is requesting from 
management 

Significant deficiencies and material weaknesses in internal 
control over financial reporting 

Group audits 

► An overview of the type of work to be performed on the 
financial information of the components 

► An overview of the nature of the Group audit team's 
planned involvement in the work to be performed by the 
component auditors on the financial information of 
significant components 

► Instances where the Group audit team's evaluation of the 
work of a component auditor gave rise to a concern about 
the quality of that auditor's work 

Any limitations on the Group audit, for example, where the 
Group engagement team's access to information may have 
been restricted 

.......................... 
Fraud or suspected fraud involving Group management, 
component management, employees who have significant 
roles in Group-wide controls or others where the fraud resulted 
in a material misstatement of the Group financial statements. 

✓ No such instances to communicate. 

✓ We have attached a draft management 
letter of representation in an appendix to 
this report. 

✓ This will be included, as necessary, 
within our Controls, Themes and 
Observations Report which will be 
shared with you after the conclusion of 
our audit. 

,/ Discussed within this report. 

✓ V No such instances of fraud to 
communicate. 
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Audit and Risk Committee pre-approval of services, including ✓ Discussed within this report. 
specific pre-approval of internal control-related services and 
non-prohibited tax services 

Critical accounting policies and practices. ISA 260 (UK and ✓ Discussed within this report. 
Ireland) requires the auditor to communicate the auditor's 
views on the qualitative aspects of the Company's accounting 
practices and financial reporting 

All material alternative accounting treatments discussed with ✓ Discussed within this report. 
management 

Fees ✓ Discussed in our Audit Planning report 
dated and in this report. 

...... ...... . .... ................................................................ 
Other material written communications with management ✓ Discussed within this report. 

Communication of independence matters ✓ Discussed within this report. 

Other findings or issues regarding the oversight of the financial ✓ Discussed within this report. 
reporting process 

'cst O€tire L mqe 20t'3 Au:i t R:tsuits Report 42 

Post Office t card-24105, ' f 261 of 557 



POL00030888 
POL00030888 

6. r1n'3uai Report & Acc3:ounte 

Erns & Young LLF,

Assurance I Tax I Transactions I Advisory 
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POST OFFICE 

POST OFFICE BOARD 

PAGE 1 OF 6 

DECISION PAPER 

ISPAi IU 
€ : 

Author: Julia Thomas Sponsor: Kav n Gilli land M?etduo date: 24 May 16 

Context

In July 2015, the Post Office (POL) Board approved the current strategy for the Crown 
network, covering the period 2015-18. This was established with the aim of moving the 
Crowns through the breakeven point during FY15/16 and on to sustainable profitability 
thereafter. The first year of this strategy has exceeded expectations (with Crowns out --
turning FY15/16 at a £2.7m profit), and the programme team has also gained new 
insights which can be used to enhance the strategy. Concurrently the pace of 
simpl ification, cost reduction and profitability improvement sought across the wider 
business has accelerated. Furthermore, our wider Network strategy is being refreshed in 
advance of the June 2016 Board, together with important aspects of the business' longer-
term commercial strategy. In this context, opportunities are now being explored to further 
enable profitability improvements via changes to Crowns. 

Questions n addressed i n this report 
1. Is the 2015 strategy for the Crown Network still a "no regret" approach? 
2. What are the opportunities and challenges associated with substantially fewer Crowns? 
3. What are the key questions for our long-term Crown strategy? 

Conclusion 
1. The fundamental themes of the current 2015-18 Crowns strategy are "no regret" and 

are being successful ly delivered. 
2. The Crown Network is now profitable and 100 of our 314 Crowns are classified as 

strategically-important, flagship, branches. However the majority of Crowns are still 
run under commercially sub-optimal, or loss-making, models. Our target is to make all 
branches in the Network cash-generative and the Crowns are no exception. Whilst 
direct ownership provides stability and strong brand prominence in our most important 
locations, it also consumes significant management time and drives in central costs. 
Transition away from Crowns is politically and operationally challenging, and a simple 
proposition of like-for-like franchising will not enable us to fully optimise the 
profitability of the Crowns. High levels of investment are required for any fundamental 
change above that already approved (£100-£150m additional spend) but this must be 
balanced with the opportunity cost of sub-optimised branches (c.£18m p.a. EBITDAS). 

3. The key questions to address are; how branch models could be re-engineered to 
enable easier franchising; what this would mean for our customer proposition and 
commercial strategy; what the plan would be to enable Crowns-driven cost reduction 
from the wider business; the choices available when engaging Government on any 
fundamental Crown network changes; how the costs and risks of transition could be 
r~xrLuI TII iI iII1ibYZiIII III 11.11111 iI1.1U[ 11I.•

Input Sought Input Received 
Does the Board have appetite for a transformation Board endorsement of 2015-18 Crown 
programme to much further reduce the Crown Strategy, July 2015. Board approval of 
network considering the levels of investment required Paddington (WH Smith deal), April 2016. GE 
and likely return? If so, a ful ler business case wil l be review of more radical Crown options, April - 
developed for a decision at the September Board. May 2016 

Strictly Confidential 
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What is the opportunity and why now? 

PAGE 2 OF 6 

1. The objective is to refresh the Crown strategy in light of new opportunities and 
challenges arising since the 2015 Crown strategy was established. This will lead to 
the development of an outline business case for a more aggressive reduction in the 
size of the Crown branch network than was set out by the 2015 strategy. 

2. The 2015 Crown strategy set out the rationale for, and benefits of, a directly-run 
flagship network. However it noted that only 100 Crowns have a good fit against the 
strategic vision that was set out. For the remainder, the only rationale for retaining 
them under a direct ownership model was that the costs and benefits of transition to 
any alternative model (or closure) would exceed the 3 year payback period which was 
targeted at the time the current strategy was approved. 

3. The 2015 strategy looked at the costs and benefits of changes to improve the 
profitability of Crown (or replacement Agency) branches, but was deliberately 
agnostic to any cost reductions across the wider business which could be enabled by 
a much-reduced Crown network. This was a deliberate choice because of the degree 
of uncertainty at the time about the business' intentions and the mechanisms which 
would be available for large-scale cost reduction beyond the Crowns area. There is 
now increasing clarity about this. 

4. During FY15/16 significant progress has been made in terms of delivering change in 
Crowns and improving our "flagship" presence on the high street using the WH Smith 
branch network: 

a) The Project Paddington deal with WH Smith (WHS) has been negotiated and 
signed. This will see 28 unprofitable, un-strategic Crown branches franchised; 33 
Crown branches hosted in order to reduce their property costs; contracts 
extended on 97 of our largest Mains (which are operated by WHS); significantly 
up-weighted Post Office brand prominence across the WHS branch estate; and 
POL ATMs and Self-Service Kiosks introduced into the WHS estate. This deal has 
helped POL gather valuable insights on how the commercial and operational 
model for large franchising deals will need to evolve in future in order to be 
successful. 

b) A further 11 Crown branches have been advertised as franchise opportunities, 
and applicants are currently being assessed for their suitability. Demand has 
been received from the market for every one of these branches. Preparatory 
work has been completed on 42 additional branches, of which 21 are ready to be 
advertised for franchise as part of the current strategy. 

c) 

2 un-profitable, un-strategic branches have closed, where there was surrounding 
network capacity in place to absorb demand. Public consultations have 
commenced (or are about to commence) for a further 4 closures. 

d) Trials of a new retail offer in Crowns have been run with both WHS and VOW 
Retail (the incumbent provider) and both trials have seen strong growth in retail 
sales. A public procurement exercise is in-flight to select and appoint a new retail 
supplier to Crowns. A renegotiation of the Photo Me contract and rollout of 
further machines has increased our ability to generate income from otherwise 
under-utilised square footage. 

e) A project to automate Post Office Card Account transactions on Self-Service 
Kiosks has been mobilised, with pilots of the new service planned for the end of 
this financial year. (This project is running later than originally planned, which 
has introduced a £1.5m in-year benefits gap for 16/17, to be mitigated by 
acceleration of other programme activities.) 

tri iv ...on tden6af 
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5. FY15/16 has also presented new opportunities and challenges for the Crowns strategy, 
namely: 

a) The business has accelerated its simplification agenda. Progress has been made on 
the business' Target Operating Model and on mechanisms to achieve a Simpler to 
Run Network. The business' capacity to take out wider costs beyond the Crown 
network is now both increased and better understood. 

b) The Government's introduction of the National Living Wage has made franchising 
large, labour-intensive, Crowns onto standard Mains contracts even less profitable 
for retai lers. However the increasingly intense competitive pressures on the retail 
sector have added even more need to guarantee footfall into stores, and so 
demand for Crown franchises has still been seen. The quality of this demand has 
been variable, however, with WH Smith continuing to be the only national multiple 
with both experience of running large Post Offices and an appetite to take more in 
any significant numbers. 

c) The increasing pressures of property cost on retailers, particularly in central 
London, mean it is now virtually impossible to franchise a Crown in zone 1 or 2 of 
London. The space required from the retailer is simply not available. The same 
property cost pressure is being felt by the agency network in central London, and 
Crowns which remain are proving essential for continuity of Post Office service. 

d) To achieve large-scale franchising deals with retailers, without expensive 
inducements or over-scale fees beyond standard Mains terms, it is increasingly 
clear that we will need to move away from a standard like-for-like Crown to Main 
franchise pattern. Future deals will need to explore different branch models, with 
service potentially dissipated across multiple retail partners, and self-service 
automation forming a much higher part of the model offered. 

e) Considering the array of people changes planned or in-flight in the wider business, 
there wil l be greater opportunities to reduce the cost of transition over future 
years (e.g. from adjusted redundancy terms), or to take out cost from the wider 
business as a result of changes in the Crown network. 

What do we propose to do and why? 

6. The Crown Network Strategy will be refreshed and presented to the September Board 
meeting. In particular the refresh of the Crown Network Strategy will focus on: 

a) The updated position of the Crown Network, following progress made in FY15/16. 
b) The strategic and economic benefits of the Crown network considering the 

commercial needs of the wider business, but also any costs or constraints that the 
Crown network's existence imposes on the wider business. 

c) A reduced target size and shape for the Crown network for both 2018 and 2020. 
This will take into consideration the business' Target Operating Model, our 
ambitions for a Simpler To Run Network, levers available to reduce the costs of 
change in the Crown Network, and commercial requirements of the business. 

d) The change roadmap, considering the optimised balance of models, optimised 
EBITDAS benefits, the best use of investment funds, and co-ordination with other 
change activities across the business to manage both opportunities and risks. 

Risks i ;i igai,o"it 

Industrial Relations, political and stakeholder reaction to change 
7. Further franchising will lead to increased political and public pressures, including 

adverse media coverage where transformation of the network is viewed as job losses 
and back-door privatisation. For example, as a result of the announcement of POL's 
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intention to Franchise 39 Crown branches, we are now answering Parliamentary 
Questions from MPs in the impacted constituencies, Freedom of Information requests 
from consumer groups and requests to attend either MP or Union-organised public 
meetings. Furthermore, some customers view a Crown as giving their town a 
particular status and will campaign against change for that reason. Although this is 
resource hungry, POL's experience through 25 years of Franchising Crowns (from 
1500 down to 300 now) and various Network Change programmes impacting Agency 
branches, means we know that the negative feedback and press coverage is usually 
localised to the area impacted and is short-lived. Once the change has taken place, 
the customer experience is generally improved through more modern, accessible 
premises and longer opening hours. 

8. Long-running industrial action significantly disrupts the Crown Network and or Supply 
Chain businesses (due to conflation of issues as a result of CWU representation across 
both parts of the business), delaying change and impacting short or medium term 
service and profitability. The Crowns team will develop proposals together with the 
People and Engagement team and the Industrial Relations Steering Group in order to 
establish the right phasing and people approach, before reporting back. 

Impact on Post Office commercial strategy & brand 

9. There is a risk that during the consultation period for franchises, customers are 
dissuaded to buy-in to the proposed change by staff who are negatively impacted 
themselves or by trade unions who campaign against the change. This particularly 
impacts migration rates of the Travel and Telephony businesses where convenience 
and rates are key to customers and competition on the high street for this product is 
high. Marketing plans will be developed to attract customers to the new location as 
well as capability support at the new location. Experience has shown that the wider 
cost savings of franchising more than compensate for this revenue loss. 

10. The Personal Financial Services business relies on directly-employed staff generating 
business in branches. There is a risk that franchising Crown branches adversely 
impacts the wider FS strategy, resulting in reduced income. The FS Strategy will 
identify the most important branches based on customer demand / opportunity. The 
existing network of branches in WHS stores includes private consultation rooms for 
Financial Services sales, and the number of such rooms is increasing with the recent 
Paddington deal. The current 'Hub & Spoke' trials will need to be developed into more 
formal ways of working to ensure the ownership model is less important to meet our 
FS growth aspirations. As above, revenue loss is included in all business cases so that 
we provide an accurate picture of the business impact of franchising or closure. 

irce ..... ... .. ...ss case:` 

11. The strategy refresh will recommend an outline business case for changes to the Crown 
network in terms of further projects to; increase automation, including counter-less 
operation of some branches; apply voluntary redundancy; deliver property deals; 
better monetise our retail space; and franchise or close branches. 

12. Beyond this, the refreshed strategy will also provide guidance on what the 
improvements to the outline business case could be in scenarios where more radical 
levers were available for use such as; Compulsory Redundancy; major reductions in 
Voluntary Redundancy terms; reductions to service provision in urban deprived areas 
or conversely use of subsidy to maintain service in those areas; and/or a policy of 
active cannibalisation of the Crown network. 
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What options did we consider? 

13. More radical options for the Crown Network are under review. A policy of wholesale, 
or very large scale, franchising or closure would be challenging without; changes to 
the commercial and operational proposition for potential franchise partners; 
increasing use of compulsory redundancy; and changes to terms available under 
voluntary redundancy. 

14. Some indicative scenarios are modelled below in order to help frame a common 
understanding of the viability of certain radical options. These would require 
investment above and beyond that already approved by the Board for the current 
Crown strategy. The below scenarios work on the basis of potential changes to the 
227 remaining Crown branches which are not subject to franchise or closure under 
business cases already approved by the Board: 

Indicative economics 

bib .f ? f.<: , O 3 13 be r';[11. R.et:i.;thou FBITDAS Payback 

(irt:) (bin 3.o,) 1 r ir; d (sears)

(157) 19 18 7,7 

Franchise all 227 Settlement agreements account for £62m of the one off costs in this scenario, 

branches based on our experience during recent change programmes. Central (i,e, 
indirect) cost reductions would contribute £11.rn of the recurring E SITDAS. 

ben chic. 

(132) 19 24 4.7 

.. 
3`i"t'inChl~i~'` all .~2 ? 

. . if . . reduce staffPOL could Sidi"13Y{CriFi',iy : G'C ur;~' u.:c7YY E'~ui't costs Yvlf:ht;ut Jeopardirring the wider 

branches best business transforrr:at::.o€ a,3rt:-ida the overall investment cost w'r;:.: '{_i di no by 

`x £25rr' (assumed 45% . ohu.vt on iln this steno` o). Screasing ceotrci tom 

reductions by 50%%q beyond r:n € E € ,.. ._s, 1ft1%aCi"€_ .1n;.i f: ad.. snoth i" _hrn [._ 

recurring EBITDAS. 

(56) 7 7 7 .€7

Franchise all 73 
.i3 n (':^.i)CE. <::,-', 1r;k.;.mf:< i investment environment we could take the less radical 

remaining loss o ton or .->bbn net Crowns which ;:33?' diret.iy imonrrii ICJ '. breroir P&L 

making brans. a s iovel st .rinmvern1 ELiTTDAC benefit but on' v' iechl ir"oo s nai : i .i l.?:u: nt of 
i _otrol cost %2m 1_Thc .e`7 E.. Chi not onr:m:se f: x't .; profitabi lity    of every brooch. 

15. A single deal to franchise the entire estate, either via a large scale procurement 
exercise or even under a Joint Venture has not been ruled out, however this is 
considered unlikely to produce a better economic return than is achievable via other 
mechanisms. WH Smith is the only national multiple chain with the experience of 
running large ex-Crown Post Offices and a significant geographic reach, however there 
are still over 100 Crowns which have no geographic alignment to an existing WH 
Smith presence, and in many cases these locations do not align with a local market 
which WH Smith wants to enter. 

What do we need to do next to progress? 

/hat it. require to progress the , .: 
£. rred option. 

16. We will report back to the June Board on how the Network, and the mix of branch 
models within it (including Crowns), will support the refreshed commercial strategy 
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of the business, the progress made with the Simple to Run Network initiative and our 
long term approach for Community and Outreach branches. 

17. Subject to Board appetite, a refreshed version of the Crown Network Strategy will be 
developed, to cover the timeframe of 2016-2020 and this will be presented to the 
September 2016 Board meeting. This will take into account the latest Crown branch 
P&L budgets and Paddington (WHS deal) benefits; the medium to long-term roadmap 
for our people; and the wider business cost reduction opportunities. 

What would the impact be of delaying. or rejectnig the de "s?oct to proq,'ez"'S: 

18. Delaying or rejecting a revision of the Crown Network strategy would result in missed 
opportunities for further cost reduction from the Crown network. 
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Meeting date: 17 Flay 2016 

, 2 

Context - Bates & 90 Others v. Post Office Limited 

1. On 11 April 2016, 91 (mostly former) postmasters issued a High Court Claim 
formally starting a court case against Post Office (the "Claim"). 

2. The Claimants have until 11 August 2016 to "serve" the Claim Form, which will 
trigger Post Office's obligations to respond to the Claim through the Court. We 
have however been provided with a copy for information only. 

3. The Claim Form contains very l ittle information. However, on 28 April 2016 the 
Claimants' sol icitors (Freeths LLP) sent a 53-page "Letter of Claim" setting out the 
al legations in more detai l (the "Letter"). Court Protocol requires us to respond to 
the Letter before the Claim passes to the Court for formal case management. 

4. The Claim potential ly poses significant legal, financial, operational and reputational 
risk to Post Office. 

5. This paper: 
- summarises the status of and next steps in the Claim; and 
- provides an initial overview of timing, costs and affected stakeholders. 

Questons addressed in this report 

• What are the Claimants alleging? 
• What process will the Claim follow and over what time frame? 
• What are the estimated costs of responding to the Claim? 
• What are Post Office's objectives for the Claim? 
• Who are the stakeholders? 

What are the Camants all ing? 

6. The Letter sets out the bases on which the Claim wi ll be made. Despite its length, 
there is nothing new or surprising in the Letter, and it does not set out how much 
the Claimants are claiming or how they propose calculating that amount. 

7. Much of the Letter focuses on technical points of law, with the main focus being 
the relationship between Post Office and postmasters, seeking to place greater 
responsibi l ity on Post Office for branch accounting difficulties. 

8. Apart from some generalised statements, there is no al legation that there is a 
systemic failure in the Horizon software. Rather, the Letter claims that because 
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Horizon has the potential to cause discrepancies in branch accounts, Post Office 
should not have relied on it so heavily and done more to investigate it as a possible 
source of branch shortfalls. 

9. Other familiar allegations include poor training/support, the ability of Fujitsu to 
alter remotely branch transactions, improper criminal prosecutions, and putting 
undue pressure on postmasters to make up shortfalls. 

What process wi ll the Cam follow and over what time frame? 

The Letter 

10. The Letter asks Post Office to respond to the issues raised and agree in principle 
to a "Group Litigation Order" ("GLO") so issues common to the Claimants can be 
efficiently managed through the Court. 

10.1. There are practical and tactical implications for agreeing to a GLO which 
wi ll substantially influence the way the Claim proceeds. For example, Freeths 
may not be able to fund the litigation if we can show the individual claims are 
not sufficiently common for a GLO. Equally, an early favourable ruling on an 
issue we want to treat as common (e.g. the effect of a criminal conviction or 
limitation period) could reduce the number of claimants and thus the economic 
viability of the litigation. 

10.2. Post Office is therefore entitled to know more about the Claim and the 
purported common issues before making any decision about a GLO. 

11. Freeths have questioned whether Post Office would be prepared to mediate these 
claims. At this stage it is not possible to form a view as to whether mediation 
would be viable in some or all of the cases. However we will keep under constant 
review whether options to mediate or settle would provide a better outcome for 
Post Office. 

The Claim 

12. Freeths need to decide by 11 August 2016 whether to serve the Claim Form and 
start the formal Court procedures. 

13. Set out at the Appendix to this Report is an "Estimated Litigation Timetable", which 
sets out the main steps in standard litigation through to trial, assuming the Claim 
Form is served during August 2016. 

14. The Court's procedures are designed to examine the issues rigorously, and 
accordingly take time. Assuming that this case follows standard procedures, the 
Claim might not come to trial unti l November 2018. Whether or not the Claim 
proceeds under a GLO could impact substantially this timeframe, e.g. the standard 
timetable may not start to run until the GLO issues are finalised, which could take 
some months, or the litigation may not proceed at all if no GLO is made. 

15. The Court's procedures provide for regular assessment of the Claim and the risks 
and benefits of continuing with it, which ensures that the vast majority of cases 
are settled before trial. 
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What are the estimated costs of responding to the Car n? 

16. The Court actively manages costs due to the resources litigation consumes and the 
"loser pays" presumption which requires the unsuccessful side to pay a substantial 
portion of the other side's costs (typically 65% to 90%). The Court's processes 
also require "front end loading" where significant costs are incurred at the 
beginning of a claim to narrow down the issues and save costs overal l. 

17. We estimate that responding to the Letter in a robust and proportionate manner 
will incurexternal legal costs at approximately the same rate as during the Sparrow 
Mediation Scheme, i.e. £30,000 to £50,000 per month for the next three to six 
months. More detailed costings will be provided and updated as the Claim 
progresses. 

18. Should the matter proceed to a full trial, Legal costs and expenses for the Claim 
could easily exceed £imillion, particularly if the performance of the Horizon system 
itself becomes a key issue. By way of reference, Post Office successfully defended 
at trial a 2006 "Horizon"-related claim brought by one former agent, the costs of 
which exceeded £300,000. 

What are Post Office's Objectives? 
19. The Claim challenges a critical part of Post Office's business - how we engage with 

our postmasters, and how we allocate risk and responsibility for the Post Office 
transactions, cash and stock they handle. 

20. Even though most of the Claimants are former postmasters, the Claim raises issues 
in respect of current and future b.a.u. activities (e.g. branch accounting, agent 
contract management, and debt recovery) because it concerns the core branch 
accounting principles and systems, including Horizon, currently in use. 

21. We therefore see two main objectives in responding to the Claim: 

21.1. Proportionately manage Post Office's legal defence. 

21.2. Protect the Network going forward so that Post Office and current agents 
have confidence in our systems. 

Stakeholders 
22. The Claim will have a wide impact on Post Office, affecting Network, Finance and 

the FSC, IT (including our relationship with Fujitsu), HR, Legal and 
Communications, each of which wi ll help inform Post Office's defence. 

23. Other stakeholders will be interested in the Claim, e.g. BIS and the NFSP. 
However, the involvement of external stakeholders should be limited to appropriate 
updates provided as part of an agreed communications plan so as to maintain legal 
privilege and confidentiality in the legal advice we receive and the strategy and 
tactics adopted in our defence of the Claim. 

Input Sought 
The Board is requested to note the content of this paper. 
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Step Estimated Proportion 
completion of overall 

date work 

1. Pre-Action Correspondence: Initial investigations into alleged August 2016 5% 
issues and correspondence between the parties to establish the 
basis for the claim and the defence 

2. Claim Form served: Legal proceedings are formally begun with August 2016 
service of the Claim Form on Post Office 

3. Statements of Case: Each party produces formal Court January 2017 10% 
documents setting out their legal positions. The SPMRs will produce 
a Particulars of Claim. Post Office will then produce a Defence. The 
SPMRs will then file a Reply to the Defence. 

4. Case Management: The Court orders the steps to be undertaken April 2017 5% 
before trial and a timetable for their completion. This may require 
multiple short Court hearings. 

5. Formation of the Group: The SPMRs will apply for formal June 2017 5% 
recognition that their claims form a Group Action. The Court will 
define the issues common to the Group and set a deadline by which 
further Claimants may join the Group. 

6. Disclosure: All parties are required to search for relevant November 2017 25% 
documents and provide those documents to the other parties. 

7. Witness statements: All parties must draft and exchange March 2018 15% 
statements setting out the evidence to be given by each of its 
witnesses. 

8. Expert evidence: Parties commission experts to investigate and July 2018 15% 
report on technical issues (eg. Horizon). Reports are exchanged 
and meetings held between experts to narrow the points of 
disagreement. 

9. Trial: A trial will likely take several weeks and require several November 2018 20% 
months of preparation. 

10. Judgment. It will likely take a Judge several months to consider February 2019 
the case and draw up the judgment. 

Notes 

Step 5: Formation of the Group could occur at an earlier stage and possibly before Step 3: Statements of 
Case. This depends on how the SPMRs wish to proceed. 

The above timetable assumes that all points of dispute will be considered in one single trial. It is possible 
that certain discrete or preliminary points may be dealt with separately at an earlier stage. If there 
are any preliminary hearings these will likely occur before Step 6 and will the delay the above 
timetable by 3 - 6 months. 

Following Step 10: Judgment, there is the possibility of an Appeal and there will also be costs proceedings. 
These could take a further 6-12 months. 
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Context 
The Modern Slavery Act 2015 (the Act) challenges slavery, domestic servitude, 
forced and compulsory labour and human trafficking. Post Office is required to 
produce an annual slavery and human trafficking statement (Statement) 
setting out what steps have been taken to ensure its business and supply 
chains are slavery free. This paper attaches the Statement which must be 
approved by the Post Office Board and signed by a Director. 

Questions this paper addresses 

1. What specific risks should the board be aware of? 
2. What action have we taken so far? 
3. What are other businesses doing and how do we compare? 

C nclusion 

• Post Office has been undertaking due di ligence on its business and supply chains 
to identify any risk areas. 

• Post Office has prepared a Statement which must be published within 6 months of 
year end. 

• A steering group appointed in January 2016 is responsible for creating a project 
plan and undertaking due diligence on Post Office's and POMS supply chains. 

• The steering group has identified that the highest level of risk is within our Agency 
network. We will be taking action to address this risk including amending our 
contracts with our Postmasters to require compliance with the Act. 

• Post Office's Statement has been prepared using Home Office guidance and in 
consideration of other available Statements by UK and international companies. 

• Post Office wi ll have to take ongoing action to meet the requirements under the 
Act. 

Input Sought 

The Board is asked to approve the Statement. 
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What specific risks should the board be aware of? 

• The requirement to publish a Statement applies to "commercial organisations" 
which (a) supply goods or services and (b) have a total turnover of not less than 
£36,000,000. It will therefore not apply directly to Postmasters if their turnover is 
less than £36 million per year. 
— However, Postmasters are part of the Post Office supply chain. Post Office must 

state what steps it has taken to ensure that slavery and human trafficking is 
not taking place in any of its supply chains or in any part of its business. 

• To date we have not identified any direct relationship with an individual or company 
registered in a high risk country. 

• The due diligence that we have undertaken so far indicates that there is a potential 
risk on non-compliance within our agency Network: 

The reason for this is that there are a large number of people employed by 
Postmasters (including multiple partners) but who are not employees of Post 
Office or POMS. They work directly for the Postmasters (including multiple 
partners). We will be taking action to address this risk (see below) including 
working to amend our contracts with our Postmasters to require compliance 
with the Act and we will be del ivering training to Postmasters as and where it 
is appropriate. 

What action have we taken so far? 
1. GE member Neil Hayward delegated responsibility for our Modern Slavery 

initiatives to a steering group lead by Hannah Dalton (Head of HR). The steering 
group was appointed in January 2016. 

2. The steering group has developed a project plan to carry out due dil igence of our 
business and implement change. Our ongoing work involves a risk analysis of our 
core business and its related supply chains. 

What are other businesses doing and how do we compare? 
1. We looked at statements for international companies with complex supply chains 

to get a flavour for content and examples of initiatives. 

➢ For example: Ford 
• They have published a statement which is approx. 2 pages long. 
• Ford recognise their supply chain is extensive and complicated and that it 

presents chal lenges. 
• Some of Ford's initiatives are simi lar to ours - this is encouraging given that 

Post Office's business and supply chains are not as extensive as Ford. 
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2. Many companies have not yet publ ished their Statements, but we have looked at 
a variety to ensure that our approach is consistent. We are confident that the detai l 
in our Statement and our project plan is appropriate at this stage, but we wi ll 
monitor developments and keep the adequacy of the Statement under review. 

3. We also looked at what some of our partners are doing: 

WH Smiths 

• Statement not yet published. 
• They use the Ethical Trading Code of Conduct and Human Rights Pol icy. It 

incorporates the ILO Conventions to scope out the current position on Modern 
Slavery related matters. 

• The policy specifies a person who takes responsibil ity for the Code. 

• Do not currently have a Modern Slavery statement. 
• Publ ish a Responsible Business Report which currently makes no reference to 

Modern Slavery. 
• As a key partner, Post Office should investigate directly with BOI as there 

appears to be very little in terms of Modern Slavery related matters. 
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Executive Summary 

This statement sets out the steps we have taken during the last financial year to ensure that 
Modern Slavery is not taking place in any of our supply chains or any part of our business. It is 
made pursuant to section 54(1) of the Modern Slavery Act 2015 (MSA). 

Our business 
Post Office is the UK's largest retai l network and the largest financial services chain in the UK 
with more branches than al l of the UK's banks and bui lding societies put together. We have 
provided services for more than 370 years and currently supply more than 170 products and 
services (mails & retai l; financial services; governments services; and telephony) from a 
Network of more than 11,500 Post Office branches nationwide. 

Post Office directly manages currently over 300 of the Network branches. The remainder of the 
branches are managed on an agency basis by Postmasters and multiple partners. 

Our supply chains 
We currently operate throughout the UK, however our supply chains connect with suppliers with 
a global reach. 

Banking services 
Our banking services are provided through a joint venture with the Bank of Ireland (BoI). 

Postmasters 
Postmasters can operate one or more branches. As agents they have control on how they run 
their branches on a day-to-day basis. All those working in an agency Post Office branch are 
employees of the Postmaster. 

Multiple partners 
A large proportion of the agency part of our network is run by multiple partners. 

Trade Unions 
In our Crown network, we work closely with the Communications Workers Union (CWU) and 
Unite (CMA) Communications Managers Association. 

Third Party Suppliers/Procurement 
We also procure products and services from a wide range of national and international 
businesses. 

Responsibility and due diligence 
Responsibi lity for our Modern Slavery initiatives currently resides with a steering group which 
was appointed in January 2016. It is tasked with the development of a project plan to carry out 
due diligence and implement change. Our ongoing work involves a risk analysis of our core 
business and its related supply chains. 
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Where are the risks of Modern Slavery at Post Office/POMS? 
To date we have not identified any direct relationship with an individual or company registered 
in a high risk country. The due diligence that we have undertaken so far indicates that there 
could be a risk of non-compliance within our agency network because there are a large number 
of people employed by Postmasters (including multiple partners) but who are not employees of 
Post Office or POMS. They work directly for the Postmasters (including multiple partners). We 
wi l l be taking action to address this risk (see below). 

What we have done so far 
• Our Whistleblowing Policy has been updated to include references to concerns about 

Modern Slavery. 
• We have adapted the Post Office recruitment policy to address MSA requirements. 
• We conducted an assessment of the Post Office procurement process to ensure it aligns 

with the MSA. As part of this process we conducted a review of the criteria used by Post 
Office to evaluate whether suppliers meet Post Office's minimum tendering requirements. 

Next steps 
Our work on Modern Slavery continues and we intend to introduce the following changes in the 
near future. 

• Updating Postmaster's selection and appointment process to address MSA requirements. 
• Amending our standard form procurement contracts. 
• Developing a communication and training plan to ensure our suppliers, staff and agents 

are aware of Post Office's obligations in relation to Modern Slaver and informing them 
about the Modern Slavery Helpline. 

Our policies 
We currently operate the following policies that describe our approach to Modern Slavery: 

• Code of Business Standards 
• Whistleblowing Policy 

Further information 
If you have any concerns about the issues raised in this statement or if you think you have 
identified signs of Modern Slavery then please either contact us or call the Government's Modern 
Slavery Helpline on 0800 0121 700. 

Signed: ................................................................ 

Name: ................................................................ 

Position: ................................................................ 

D . 
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The Directors are invited to consider the seal register and to approve the affixing of 
the Common Seal of the Company to the documents set out against items number 
1400 to 1421 inclusive in the seal register. 

Input Souqht 

For the Directors to resolve that the affixing of the Common Seal of the Company to the 
documents set out against items numbered 1400 to 1421 inclusive in the seal register 
is hereby confirmed. 

Strictly confidential 
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Date 
16 May2016 

POST OFFICE LIMITED 
Register of Sealings Company Number 

21554540 

Seal Date of Date of Description of Document r I Persons Attesting Destination of 
Number Sealing Authority To Document Document 

1400 07/03/2016 04/03/2016 T R1 relating to Ground Floor, 92 Station Road, West Alwen Lyons Jean Reynolds 
Wickham, BR4 OQE between Post Office Limited and 
Royal Mail Group Limited. 

1401 07/03/2016 04/03/2016 TR1 relating to Ground Floor, Kirkby Post Office, Alwen Lyons Jean Reynolds 
Newtown Gardens, Liverpool, L32 8RN between Post 
Office Limited and Royal Mail Group. 

1402 15/03/2016 14/03/2016 Licence to Assign relating to Lease of the Post Office Victoria Moss Jean Reynolds 
forming part of the premises known as Otley Post 
Office, 21 Nelson Street, Otley, LS21 1ST between 
Post Office Limited, Martin Goldthorpe, Martin 
Goldthorpe Limited and Martin Goldthorpe and Pearl 

- - - - - - - ----- - - - - Janet Goldth~e, - - - - - - - -- ---------------- - - -
1403 15/03/2016 14/03/2016 Rent Deposit Deed relating to the Post Office Victoria Moss Jean Reynolds 

forming part of the premises known as Otley Post 
Office, 21 Nelson Street, Otley, LS21 1ST between 
Post Office Limited, Martin Goldthorpe Limited and 
Martin Goldthorpe and Pearl Janet Goldthorpe. 
Deed of Surrender of Part and Deed of Variation Jean Reynolds 1404 22/03/2016 22/03/2016 Victoria Moss 
relating to lease of 22-24 South Street, Romford, 
RM1 ..RA between Golftee Nom A Limited and 
Golftee Nom B Limited and Post Office Limited. 
Deed of Novation between Post Office Limited, NCC 1405 23/03/2016 17/03/2016 Victoria Moss Jean Reynolds 
Group Escrow Limited, 3M Cogent Inc. and 3M 
United Kingdom PLC relating to the Single Licence 
Software Escrow Agreement dated 11th July 2011 
between NCC Escrow International Limited, Post 
Office Limited and 3M Cogent Limited. 
Two copies sealed. Labelled (a) and (b). 

Alwen Lyons Stan Kitchiner 1406 24/03/2016 21/03/2016 Deed of Variation for "Safe Haven" Agreement 
between CSC Computer Sciences and Post Office 
Limited. 
Two copies sealed, labelled (a) and (b). 
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Date 

16 May 2016 

POST OFFICE LIMITED 
Register of Sealings Company Number 

21554540 

-------- ---------------------- 
Seal Date of 

- - 
Date of 

- - 
Description of Document 

------------- 
Persons Attesting 

----------------------
Destination of 

Number Sealing Authority To Document Document 

1407 06/04/2016 06/04/2016 Underlease between Wildmoor (Hull) Limited and Victoria Moss lean Reynolds 
Post Office Limited relating to Unit 51A The North 
Point Shopping Centre, Kingston-Upon-Hull 
Humberside. 

1408 08/04/2016 09/03/2016 Second Deed of Variation of the Collaboration Victoria Moss Julie Thomas 
Agreement between Post Office Limited, WH Smith 
High Street Limited and WH Smith Travel Holdings 

12/04/2016 07/04/2016 
Limited. 
Lease between Simpsons Paints Limited and Post 1409 Victoria Moss Jean Reynolds 
Office Limited relating to ground floor and 
basement, 354 and 356 Edgware Road London W2 

1410 12/04/2016 12/04/2016 Framework agreement for the operation of Post Paula Vennells Julie Thomas 
Office concessions at WH Smith 
Two copies, labelled 1410a and 1410b. 

1411 12/04/2016 12/04/2016 Master Framework Agreement. Paula Vennells Julie Thomas 
Two- copies- labelled 1411a and 1411b, — — -- — __ 

1412 12/04/2016 12/04/2016 Third deed of variation of collaboration agreement. Paula Vennells Julie Thomas 
Two copies labelled 1412a and 1412b. 

1413 12/04/2016 12/04/2016 TR1 relating to Balham Post Office, 92a Balham Victoria Moss Jean Reynolds 
High Road, London SW12 9AF, between Post Office 
Limited and RT Incorporated Limited. 

1414 12/04/2016 12/04/2016 Lease relating to the Post Office forming part of the Victoria Moss Jean Reynolds 
premises known as 92A Balham High Road, London 
SW 12 9AF between RT Incorporated and Post Office — — — — — 
Limited, 

1415 12/04/2016 12/04/2016 Deed of variation relating to 92A Balham High Road, Victoria Moss Jean Reynolds 
London SW12 9AF between Post Office Limited and 
RT Incorporated Limited. 

1416 12/04/2016 12/04/2016 Pre-emption agreement relating to Balham Post Victoria Moss Jean Reynolds 
Office, 92a Balham High Road, Balham SQ12 9AF, 
between RT Incorporated and Post Office Limited. 
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Date 

16 May 2016 

POST OFFICE LIMITED 
Register of Sealings Company Number 

21554540 

Seal Date of 
Number Sealing 

Date of Description of Document 
Authority 

Persons Attesting 
To Document 

Destination of 
Document 

1417 14/04/2016 19/02/2016 Deed of amendment to the parent company Alwen Lyons Michelle McMahon 
guarantee between Fujitsu Services Limited and 
Post Office limited. 

1418 21/04/2016 20/04/2016 TR1 relating to 121-125 Peckham High Street, Alwen Lyons Jean Reynolds 
London, SE15 5SF between Post Office Limited and 

_ Audenfield Limited 
1419 21/04/2016 19/04/2016 '', TR1 relating to Ground Floor Post Office, 243-245, Alwen Lyons lean Reynolds 

Selhurst Road London, SE25 6XR between Post 
Office Limited and Agadir Limited 

1420 03/05/2016 15/04/2016 Settlement deed between Post Office Limited and Victoria Moss Jessica Madron 
Jonathan Brenton and Nicholas Sutton in respect of 
a dispute between Mr Brenton and Post Office 
Limited by which Post Office Limited will make an ex 
gratia payment totalling £75,920 without admission 
of liability. 

1421 06/05/2016 06/05/2016 TR1 relating to 2-4 Gratton Road, London, SW17 Victoria Moss Jean Reynolds 
OSQ between Post Office Limited and Tasklane 
Limited. 
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9.4. Rat cations 

POST OFFICE 

BOARD 

Author: Alwen Lyons Sponsor: Alwen Lyons Meeting date: 24 April 201$ 

Context 

PAGE 1 OF 1 

DECISION PAPER 

The Board were asked by email on 5 April 2016 to delegate authority to the CEO to 
sign a variation to the existing Col laboration Agreement, a Master Franchise 
Agreement and a Framework Concession Agreement with WHSmith (WHS) in 
connection with Project Paddington. 

The Board approved this request by emai l response and the CEO signed the 
agreements on 12 April 2016. 

The Board's delegation now requires formal ratification. 

lfpLlt Sought 

1. The Board is asked to ratify the decision by the Board to delegate authority to the 
CEO to sign the Collaboration Agreement, a Master Franchise Agreement and a 
Framework Concession Agreement with WHSmith. 

Strictly Confidential 
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Supp .rnsnta Documents 

Post Office Ltd 
Post Office Board 

24 May 2016 

1.19 Wakefield , Finsbury Dials, 20 Finsbury Street, London, EC2Y 9AQ, United Kingdom 

ATTENDANCE LIST 

ATTENDEES SIGNATURE 

Parker, Tim 

Callard, Richard 

Cameron, Alisdair 

Paula, Vennells 

Stent, Carla 

Tim, Franklin 

Virginia, Holmes 

Also in attendance 

Alwen, Lyons 

MacLeod, Jane 

Apologies for absence 

McCall, Ken 

Additional access 

CoSec 

Wechsler, Tom 

Post Office 8oarrl-24J05i1 f 283 of 557 
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1. Minutes of previous Board and 
Committee meetings including Status 
Report 

......................................................................................................................................... .............................................................................................................................. 

• Tim Parker (Chairman) • Alwen Lyons • Ken McCall 

Richard Callard • Nick Kennett 

• Tim Franklin • Steve Ashton 

• Virginia Holmes • Jane Hill 

• Carla Stent • POAC guest 

• Paula Vennells • Mark Davies 

• Alisdair Cameron • Natasha Wilson 

• Neil Hayward 

• Kevin Gilliland 

• Jane MacLeod 

Decision Minutes formally agreed Alwen Lyons 

4. Peregrine Phase I Progress noted Update the Board on Phase 1 of Peregrine, negotiation with the Nick Kennett 
Bank of Ireland 

......................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................... 
5. POMS — Steve Ashton POMS Chairman Progress noted Presentation of POMS strategy, milestones and risks by the POMS Steve Ashton/ 

invited Chairman & CEO Nick Kennett 

6. Annual Report & Accounts Decision Annual Report and accounts approved as recommended by the Mark Davies/ 
ARC CFO 

7. Approval of STIP payments and Decision Approval of STiP payments and performance conditions as Neil Hayward/ 
performance conditions recommended by RemCo (Paper to be walked in) Natasha Wilson 
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8. Crown and Network Strategy Discussion To update the Board on the Crown & Network strategy Kevin Gill:land 

9. Items for noting : 

9.1 Sparrow Noting Board aware of the litigation and response to the Letter of Claim; General Counsel 

9.2 Modern Slavery Decision To approve the statement required by the Modern Slavery Act. General Counsel 

9.3 Sealings Noting Board aware of the affixing of the seal; Company Secretary 

9.4 Ratifications Decision Board Decisions ratified: Paddington; Company Secretary 

10. Any Other Business 

CLOSE 16.00 
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POLB 16(2"d) 

POLB 16/13 —16/15 

POST OFFICE LIMITED 
(Company no. 2154540) 

(the 'Company') 

Minutes of a Board meeting held at 12.00 noon on 09 February 2016 
at 20 Finsbury Street, London EC2Y 9AQ and by telephone conference 

Present: 
Tim Parker 
Richard Callard 
Alisdair Cameron 
Virginia Holmes 
Ken McCall 
Carla Stent 
Paula Vennells 

Chairman 
Non-Executive Director (by telephone) 
Chief Financial Officer 
Non-Executive Director 
Senior Independent Director 
Non-Executive Director 
Chief Executive (by telephone) 

In Attendance: 
Alwen Lyons Company Secretary 
Jane MacLeod General Counsel (GC) 
Piero D'Agostino Head of Legal Commercial 
Alison Jaap Head of Design 

Apologies: 
Tim Franklin Non-Executive Director 

4614::[:I`K Ikirr:z•]p II*l[s] I 

(a) A quorum being present, the Chairman opened the meeting. 

(b) The directors declared that they had no conflicts of interest in the 
matters to be considered at the meeting in accordance with the 
requirements of section 177 of the Companies Act 2006 and the 
Company's articles of association 

liTI:s[:lhCl :Ziaj21009N1►INWA 

(a) The CEO thanked the team for the work undertaken on project 
Trinity and acknowledged the complexity involved in addressing the 
issues arising from the Front Office IT plans. 

(b) The CFO explained that four key questions had been considered 
before recommending the Trinity changes to the Board: 

1. Would this be the right option commercially and operationally 
for Post Office? 

2. Would the extension of the Fujitsu (FJ) contract on the terms 
described be in the best interests of Post Office? 

3. Could the change be made in a legally compliant way? 
4. Would it deliver a long term cost effective relationship with FJ? 

POL Board minutes. 09 February 2016 DRAFT v1 
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(c) The Board discussed the options available and asked for more 
detail on the termination of the IBM contract. 

(d) The GC explained that the IBM contract specifically permitted 
termination for convenience and set out a formulaic calculation of 
amounts payable in the case of exercise. In the current 
circumstances this resulted in a payment of c£13 million to IBM 
plus the cost of the work already completed. The Board asked if the 
£13m could be reduced and the GC advised that this would be 
difficult to achieve, although the amounts payable for work 
undertaken to date would need to be negotiated. 

(e) The Board asked which companies might challenge the 
procurement process. The CFO advised that both Accenture or 
CSC would be aggrieved by the decision and that they represented 
the greatest risk. The numbers contained in the business case 
included provision for a challenge. 

(f) The Board discussed the length of the proposed contract with FJ. 
The GC explained that Post Office had proposed an extension to 
the FJ contract of 4 years with 2 further one year extensions. . 
However FJ had suggested a 6 year term, with the ability to 
terminate after 4 years. The GC explained that the risk of a 
successful challenge would increase if there was a material 
extension to the term, as a longer term may not be considered a 
`modification' of the existing contract, but rather the award of a new 
contract, in which case the Regulation 72 exemption would not 
apply. The CEO noted that this risk needed to be considered in 
light of the benefits that would be obtained from a longer contract. 

ACTION: (g) The GC was asked to test the impact of a longer term contract 
GC period on regulation 72 of the Public Contract Regulations 

2015. 

O 

r r . r a l •• •• • c. 

(j) The Chairman requested the GC to provide an update on the risk of 
an action for misfeasance in public office. The GC explained that a 
complainant, who has suffered a loss, could bring an action for the 
tort of misfeasance in public office. However there were a number 
of elements of the tort which would need to be established, one of 
which was to establish that the Company and/or the Board had 
acted with malice or bad faith, causing deliberate injury to the 

POL Board minutes. 09 February 2016 DRAFT v1 
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complainant. Accordingly, the GC noted that if the Board believed 
in good faith that a change of contractor was not possible for the 
economic and technical reasons set out in the Board papers, and 
that a change would cause significant inconvenience and/or 
substantial duplication of costs, then it would be more difficult to 
establish that Post Office or the Board had acted with malice or in 
bad faith. 

(k) The Board considered the decision to terminate the IBM contract 
and agreed that it was in the best interests of the Company and 
although the £13m termination cost was high, it was a contractual 
obligation and could be defended if required. 

ACTION: (I) The CEO proposed that a review would be undertaken of the 
CFO/GC initial procurement processes leading up to the decision to 

award the contract to IBM, to ensure that any lessons from 
that review were captured. The findings from that review 
would be reported at the ARC. 

(m) The CFO stressed that Trinity enabled the Business to remain 
within its funding plan to March 2018, explaining that the funding 
post 2018 was still to be agreed. 

ACTION: (n) The Board asked, as part of the presentation of the 3 year plan 
CFO in March, to be provided with a list of projects, their value and 

the committed spend. 

(o) After careful consideration, the Board: 

Noted the proposal for the termination of the IBM contract and the 
extension of the Fujitsu contract for Horizon. 

Noted the risks and issues arising around delivery and legal and 
procurement. 

Approved the termination of the IBM contract. 

Approved the extension of the Horizon contract with Fujitsu on the 
terms set out in the paper. 

Approved the on-off costs of £39.1m and the operating costs of 
£107.3m for the committed minimum contract of 4 years. 

Authorised each of the Group Chief Executive Officer (CEO) and 
the Chief Financial Officer (CFO) to: 

POL Board minutes. 09 February 2016 DRAFT v1 
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• finalise the necessary contractual documentation (including the 
Notice to Terminate and all ancillary documentation) to 
terminate the IBM contract; 

• finalise the necessary contractual documentation to extend the 
Fujitsu Horizon contract and any ancillary documentation; and 

• authorise the execution of all such documentation. 

POLB 16/15 CLOSE 

(a) There being no further business, the Chairman declared the meeting 
close. 

.............................. . .... . ............... ................. . .. . ... . .. . . . .. 
Chairman Date 

POL Board minutes. 09 February 2016 4 DRAFT v1 

Post Office Board-24105/1 f 2£t9 of 5t7 



POL00030888 
POL00030888 

Post Office Limited — Strictly Confidential 

POLB 16(3rd) 

POLB 16/16 — 16/25 

POST OFFICE LIMITED 
(Company no. 2154540) 

(the 'Company') 

Minutes of a Board meeting held at 9.00am on 21 March 2016 
at 20 Finsbury Street, London EC2Y 9AQ. 

Present: 
Tim Parker 
Richard Callard 
Alisdair Cameron 
Tim Franklin 
Virginia Holmes 
Ken McCall 
Carla Stent 
Paula Vennells 

In Attendance: 

Chairman (Minutes POLB 16/19-16/25) 
Non-Executive Director 
Chief Financial Officer 
Non-Executive Director 
Non-Executive Director 
Senior Independent Director 
Non-Executive Director 
Chief Executive 

Alwen Lyons Company Secretary 
Martin Edwards Director of Strategy (Minute POLB 16/19 only) 
Dave Carter Group Financial Control ler (Minute POLB 16/19 only) 
Mark Ellis Supply Chain Director (Minute POLB 16/20 only) 
Nick Kennett Financial Services Director (Minute POLB 16/22 only) 

(a) In the absence of the Chairman Ken McCal l, Senior 
Independent Director took the Chair, noted that a quorum 
was present and opened the meeting. 

(b) Each Director confirmed that they had no confl icts of 
interest in relation to the business to be considered at the 
meeting. 

POLB 16/17 MINUTES OF THE PREVIOUS BOARD AND COMMITTEE 
MEETINGS INCLUDING STATUS REPORT 

Minutes 
(a) The minutes of the meeting of the Board held on 22nd 

January 2015 were approved as accurate records and the 
Chairman was authorised to sign them. 

(b) The minutes of the Audit, Risk and Compliance Committee 
meeting held on 10th November 2015 were noted.

POL Board minutes. 21 March 2016 1 FINAL 
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Status Report 
(c) POLB 16/10 (c) - The Board noted the options set out in 

the Prosecutions Policy paper and endorsed the publication 
of the policy on the Post Office's website. 

(d) POLB 15/102 (d) - The Board noted the paper provided. 
The CFO said that the approach to suppliers covered cyber 
security as a whole and not purely Distributed Denial of 
Service (DDoS) risk. 

.1 L!1 _______ 

(e) The Board noted the Status Report dated 14/03/2016. 

POLB 16/18 CEO REPORT 

CEO Report 
(a) The CEO introduced the CEO Report, focusing on the 

following key points: 

Scorecard performance 
(b) The CEO believed that the Business was now well placed to 

hit the financial target for the year and that the 6000t 
transformed branch would be opened before the Easter 
break. 

1  • , - d • ,r

s r: 

Project Paddington 
(c) The CEO explained that Project Paddington1 the proposal to 

continue the relationship with IRRELEVANT 
IRRELEVANT_._._._._.__ .would need email approval by the 

Board within the next three weeks. The CEO assured the 
Board that this WdS a f_ IRRELEVANT 

IRRELEVANT 
Project Pathfinder 

(d) The CEO explained that the 4.._._._._._._IRRELEVANT.-------------- period had 
been extended by a month to take account of a request for 

._.more _.time _.from .individuals affected; the timing of IRRELEVANT 

IRRELEVANT and to enable a considered view on the 
effect of any ;RREE w;announcement. 

POL Board minutes, 21 March 2016 FINAL 
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(e) IRRELEVANT 

IRRELEVANT 
explained that the Business needed to be sure that the!IRRELEVC 

IRRELEVANT did not have a significant effect ort the 
consuftation~-The Board acknowledged that the timing was 
comple nd_.askeC IRRELEVANT to reviewi.IRRELEVANr> in 
light ofI IRRELEVANTand to opine an how the IRRELEVANT' is likely to respond.------ .-.-.-....-....- 

ACTION:NH  IRRELEVANT 
Ministerial Meeting. 

(f) Richard Callard reported that the Minister had recently met 
Brian Scott, Unite, and that they had discussed both 
franchising and pensions. The Minister had taken the l ine 
that these were commercial decisions for the Board and the 
Executive. 

(g) Transformation Report 
The CEO explained that the transformation plans were being 
rebased after the Trinity project. It was agreed that the IT 
strategy would be presented at the July Board. 

ACTION: CFO The IT Strategy would be a topic for discussion at the 
July Board meeting. 

(f) The Board noted the CEO report. 

POLB 16/19 APPROVAL OF ONE YEAR OPERATING PLAN AND BUDGET 
2016/17, THREE YEAR PLAN AND APPROVAL OF RELEASE 
OF BUDGET INFORMATION TO SHEX FOR FUNDING 
OBLIGATION 

(a) The Chairman welcomed Martin Edwards, Director of 
Strategy, and Dave Carter, Group Financial Control ler, to 
the meeting. 

Period 11 Financial Results 
(b) The CFO introduced the Period 11 Financial Results. The 

Board acknowledged the EBITDAS performance for 
2015/16, recognised that this had been driven by cost 
reduction and asked whether this delivered the necessary 
growth and run rate for 2016/17. The CFO explained that 
over the next two years he expected slight income decl ine 
during a period of right sizing the cost base, but that the 
year-end run rate for 2015/16 was consistent with the 
budget for 2016/17. 

POL Board minutes. 21 March 2016 FINAL 
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(c) The Board noted the Period 11 Financial Results. 

2016/17 Budget and 3 Year Plan 
(d) The CFO introduced the 2016/17 budget and 3 year plan. 

(e) The proposed budget and year 2 of the three year plan were 
al igned with the rebased funding targets agreed with ShEx, 
being an EBITDAS targets of -£10m in 2016/17 and +£28m 
in 2017/18. Year 3 of the plan was outside of the existing 
funding agreement. 

(f) Tim Parker joined the meeting. 

(g) The Board questioned the shape of the income in the 3 year 
plan which remained flat for 2 years and then showed 
significant Financial Services (FS) growth. Martin Edwards 
explained that year 3 of the plan included £15m FS income 
from the buyout of Junction. 

(h) The CFO explained that the next 2 years were the main 
focus of the plan as these years aligned to the current 
Government funding agreement. The Executive and ShEx 
would start to consider the next funding agreement in the 
summer after the Board strategy day. 

(i) The CFO noted that there was considerable risk in achieving 
the -£10m target in 2016/17 and therefore the Group 
Executive was in the final stage of agreeing more stretching 
cost targets to mitigate that risk. 

(j) The Board approved the 2016/17 budget. 

(k) The Board approved the 3 year plan and noted that the plan 
would be overlaid by the new Strategic Plan. 

(I) The Board discussed the 2016/17 scorecard and the 
proposal to have EBITDAS as the only target aligned to the 
STIP (Short Term Incentive Payment). The CFO explained 
that the GE had discussed this proposal and agreed that it 
should be recommended to the Board as a 1 year proposal 
to support the rightsizing of the cost base. 

(m) The CEO assured the Board that she and the Executive 
recognised the need for a balanced scorecard including 
customer, people and operations targets and that GE 
personal objectives for 2016/17 would also include 
attestation for the areas of risk for which they are 
accountable. 

(n) Richard Callard reminded the Board that the Government 
had to approve STIP measures and targets and that they 
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may prefer to continue with a Network Transformation 
element as this related directly to the funding. 

(o) The Board approved the 2016/17 scorecard and noted that 
the bonus structure, thresholds and targets would be 
discussed at the Remuneration Committee on 12th Apri l. 

Release of Budget information to ShEx to fulfil the 
funding obligation 

(p) The Board approved the release of the 2016/17 budget 
information submission to ShEx in order to release the 
Government funding. 

(q) Martin Edwards and Dave Carter left the meeting. 

(r) Tim Parker took over the role of Chair. 

POLB 16/20 PROJECT IRIS 

(a) The Chairman welcomed Mark Ellis, Supply Chain Director, 
to the meeting. 

(b) Mark Ellis explained the work undertaken since the January 
Board to finalise the options considered, confirm the 
business case benefits, and build and test the contingency 
plans. The implementation plan had been shortened from 
10 to 7 months. 

(c) The Board recognised that implementation of IRIS was 
going to be difficult and asked, in the event of Industrial 
Action (IA), if there were other areas, such as marginal 
outsourcing which should be included in the proposal . Mark 
Ell is accepted that there were other changes to ways of 
working which could have been considered. However he 
recommended that these be implemented at a later stage 
as no guarantees were being given for future ways of 
working. 

(d) The CFO stressed that if IA led to changes such as 
postmasters managing their own cash, this may be a 
template for the future and could lead to completely new 
ways of working. 

(e) The Board asked if consideration had been given to further 
reducing the number of depots and closing the difficult sites 
in London. Mark Ellis explained that modelling had shown 
the optimal number of sites to be 14-16 and that the plan 
was to keep 15 depots. A proposal for fewer, larger depots 
had been considered but discounted because of the capital 
expenditure required. The Business needed a depot in 
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London and had chosen to close Dartford and keep East 
London open. 

(f) Mark Ellis explained that any IA would put pressure on the 
quality of service to the largest 30 external customers, who 
make up 75% of the revenue. It was expected that this 
revenue would be lost quickly. 

(g) The Board discussed the pension consultation and IRIS 
announcement timings as debated earl ier in the meeting, 
with the action for Virginia Holmes to opine. 

(h) Mark Ellis assured the Board that Security and Health & 
Safety issues had been considered and addressed in the 
contingency planning. 

(i) The CEO stressed that ShEx and the Minister were sighted 
on the plans and were supportive. Richard Callard 
suggested that the Executive include briefing DWP as part 
of the stakeholder plan. 

ACTION: ME Include DWP briefing in the IRIS stakeholder plan. 

(j) The Board approved the recommendation to restructure the 
Supply Chain and exit the external market whilst noting that 
this was likely to trigger prolonged, public industrial action. 

(k) The Board approved the immediate next steps including 
contingency preparations, conversations with Government 
and a scene setting conversation with the Unions. Subject 
to discussions regarding the pension consultation. 

(I) The Board approved the proposed negotiating mandate. 

(m) ME left the meeting 

Cash and Working Capital 
(a) The CFO introduced the Cash, Working Capital and 

Headroom paper. The Board discussed the paper and 
agreed that more focus would be required on cash in the 
future with the possibil ity of it becoming a bonus worthy 
objective as headroom tightened. 

(b) The Board noted the paper. 

Trinity Contract 
(c) The CFO introduced the project Trinity paper and updated 

the Board on a FOI request received from a legal firm. The 
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GC would lead on the response to the request ensuring any 
commercial information was redacted. 

(d) The Board noted the progress made. 

Sealings 
(e) The Board resolved that the affixing of the Common Seal of 

the Company to the documents set out against items 
numbered 1379 to 1399 inclusive in the seal register is 
hereby confirmed. 

I I.]UW!iiP Ill 

ELE . Contract Extension 
(a) The CFO introduced the!1RRELENANTContract Extension paper and 

explained the rationale behind extending the ev rl contract 
for two years. ....... 

(b) The Board approved the award of a two year contract 
extension taiIRRELEVANTi1t a cost of IRRELEVANT+ delegating authority to 

the CEO or the CFO to sign the contract. 

i IRRELEVANT;  Contract V 9 ®W.0 L4 

(c) The Board approved a new contract with a maximum term 
of five years and a maximum cost ofl IRRELEVANT; and delegated 
authority to the CEO and CFO to sign a contract within these 
pa ra meters. 

IRRELEVANT ;Contract 
(d) The Chairman welcomed Nick Kennett, Financial Services 

Director to the meeting. 

(e) Nick Kennett explained the short term agreement 
negotiated with thel IRRELEVANT t which is targeting 
to generate an adàrriz~narlIRRELEVANT- income to Post Office in 

2016/17; in receiving this 'payfieit, Post Office wil l support 
RE.R.reduce the size and cost of its liability balance sheet. 

' The''additional income is included in the 2016/17 AOP. 

(f) The agreement also included an extension from two to four 
years of the run-off prQc.es.s.. s in the; IRRELEVANT ontract if Post 
Office were to advise ;'"N"`:aN, from 2O2i- that ._.it._.as._.Pxitinn 
Financial Services. This extension supports; IRRELEVANT 
manage the risks associated with Post
the impact on Post Office being negligible as it pre-supposes 
that Post Office had made the strategic decision to exit the 
personal financial services market. Post Office would 
receive income over four, rather than two, years. 

(g) Nick Kennett also assured the Board thatthis agreement 
did not affect any negotiation regardind IRRELEVANTbr the wider 

I IRRELEVANT; he confirmed that the core exit/termination 
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provisions, were Post Office to remain in Financial Services, 
are unchanged. 

(h) The Board approved the proposed agreement with 'RRE =.bnd 
authorised the CFO and Director of FinancaaL.SQrv.1c.ec.._to_. 
finalise the terms of the arrangement with'IRRELEVANT 
approve the form of legal agreement to give effect to the 
arrangement and sign any such agreement(s) in accordance 
with Post Office's usual procedures. 

(j) Nick Kennett left the meeting 

POMS Articles 
(k) The Board approved the specified amendments to the; IRRELEVANT) 

articles as set out in Appendix A of the paper. 

POLB 16/23 VERBAL UPDATES FROM BOARD COMMITTEE CHAIRS 

Remuneration Committee (RemCo) Update 
(a) Ken McCall gave a verbal update from the RemCo meeting 

held on the 9th February 2016. 
The main areas the meeting covered were: 

• The letter to the Minister regarding bonus claw-back 
for the Postmaster Compensation provision error. 

• Directors' remuneration report and key trends in the 
market. 

• LTIP trends in the market place and design 
principles. 

• The need to recalibrate the LTIP to provide 
meaningful incentives. 

The Board noted the update. 

Nomination Committee (NomCo) Update 
(b) The Chairman gave a verbal update from the NomCo 

meetings of 25th November 2015 and 9th February 2016. 
The main areas the meetings covered were: 

• Appointment of two new NEDs. 
• Confirmation of Board Committee membership. 
• Recruitment of a Digital Director and Sales Director. 
• Changes to the senior leadership population and 

introduction of the L300 group. 

The Board noted the update. 

Audit, Risk and Compliance Committee (ARC) Update 
(c) Carla Stent gave a verbal update from the ARC meeting held 

on the 17th March 2016. 
The main areas the meeting covered were: 

• Update from the POMS ARC Chair and the 
relationship with POMS. 
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• Risk & Controls framework update. Two new risks 
were included; Health & Safely and Pensions. 

• Report & Accounts corporate governance statement 
agreed. 

• Approved the internal audit plan including a cyber-
security audit. 

• Yearend audit discussed with Ernst &Young (EY) and 
the audit partner challenged to explain how the audit 
would be more effective this year. 

The Board asked what Health & Safety issues had moved 
the risk to Amber on the risk register. The CFO explained 
that the new Director of Property was putting new processes 
in place to manage 3rd parties, the issues raised by these 
processes had been included on the agenda of the Executive 
Health & Safety Committee. Until this was complete the risk 
should remain as Amber. 

The Board noted the update. 

Post Office Advisory Council (POAC) Update 
(d) Tim Franklin gave a verbal update from the POAC meeting 

help on the 17th March 2016. 
The main areas the meeting covered were: 

• The network branch proposition was debated with 
input from the Business, Onestop and an 
independent postmaster. 

• Input from the Council on customer and retailer 
proposition. 

• Review of Council membership - everyone has asked 
to stay on the Council - they are invaluable source of 
feedback. 

ACTION: CoSec Circulate the POAC minutes to the Board 

The Board noted the update and that POAC is an agenda 
item at the next Board meeting. 

Sale of[ IRRELEVANT 
(a) The CFO explained the_. opportunity to sell IRRELEVANTbf Post 

Office tax losses to !IRRELEVANT; which would generate I 
IRRELEVANT 

income. This was the limit which could be sold undi...._, ,, 
i IRRELEVANTi 

(b) The Board approved the sales of taxi IRRELEVANT 

POLB 16/25 CLOSE 

(a) There being no further business, the Chairman declared the 
meeting close. 
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POLARC 16(1 st)

POL ARC 16/01 —16/09 

POST OFFICE LIMITED 
(Company no. 2154540) 

(the `Company') 

Minutes of a meeting of the AUDIT, RISK AND COMPLIANCE COMMITTEE 
held at 9.30am on 22 January 2016 

at 20 Finsbury Street, London EC2Y 9AQ 

Present: 

Carla Stent Chairman (Chair) 
Tim Franklin Non-Executive Director (TF) 
Ken McCall Non-Executive Director (KM) 
Richard Callard Non-Executive Director (RC) 

In Attendance: 

Paula Vennells Chief Executive (CEO) 
Alisdair Cameron Chief Financial Officer (CFO) 
Garry Hooton Audit Manager (GH) 
Alwen Lyons Company Secretary (AL) 
Jane MacLeod General Counsel (GC) 
Mike Morley-Fletcher Head of Risk and Assurance, Corporate Services, (MMF) 
Angus Grant Ernst & Young, (AG) 
Mounia Mukina Ernst & Young, (MM) 
Amanda Bowe Post Office Management Services Limited Non-Executive 

Director & Chair of ARC (AB) (Minute 16/07 only by phone) 

Wei i_\ :t. [:.t11 1 11:t+71l l" l [i31' 

(a) A quorum being present, the Chairman opened the meeting. 

(b) Each Director confirmed that they had no conflict of interest in 
relation to the business to be considered at the meeting. 

POLARC 16/02 MINUTES OF THE MEETING HELD ON 10 NOVEMBER 2015, STATUS 
REPORT AND MATTERS ARISING 

(a) The minutes of the meeting held on 10 November 2015 were 
approved as presented and the attendant Committee member was 
authorised to sign them as a true record. 

(b) The Committee noted the action list dated 1 S' December 2015. 

(c) The CFO explained that Audit fee for 2015/16 had yet to be 
finalised as the focus had been on completion of the 
subpostmasters' compensation issue. 

ACTION: CFO Report back on the on the finalisation of the Audit fees. 

(d) The Committee asked how the Executive were dealing with the 
issue of inappropriate expenses claims. The GC explained that the 
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issue. relating to confusion over LIW/Homebase categorisation, 
was being addressed by the introduction of an annual 
reconci liation. The ARC asked for an update on the implementation 
of the recommendations from the Financial Crime audit at the 
March meeting. 

.. - «,• Jh « 
• 

(e) The Committee noted that at the last meeting the CEO had 
requested a review to give assurance regarding the security of 
customer data (minute POLARC 15/44 (e)). The GC was asked to 
circulate the outcome of the review to the Committee 

The Chair asked the GC to review the Internal Audit timetable 
ACTION:GC to include cyber risks. 

1F~:1I1' i7 i 

(a) MMF introduced the Risk Update and undated the Committee with 
the progress made to date on the Risk Management Project Plan. 

(b) MMF explained the new Group Risk Profile which identified and 
evaluated the (GE) Group Executive's proposed top risks for the 
Business. The Committee discussed the Risk Profile and 
challenged whether Industrial Relations was the highest risk. They 
asked the Business to consider whether. 

• failure to achieve cost reduction targets; 
• failure to renegotiate an effective MDA with RMG; and 
• cyber security attacks which disrupt systems — for example, 

those affecting payments to POCA customers; 
should be identified as higher risks. 

Reconsider the Top Risks and whether they should include 
failure to achieve cost reduction targets; failure to renegotiate 

ACTION MMF an effective MDA with RMG; and cyber security attacks which 
disrupt systems — for example, attacks which affect payments 
to POCA customers. 

(c) The Chair asked that the Risk Profile be amended to clearly show 
GE accountability for managing each risk. KM suggested that the 
sign off by the GE owner should be included in any year end 
attestation process. 

Ensure the Risk Profile shows clearly which GE member is 
accountable for managing each risk. Include GE signoff, for 

ACTION:MMF the individual risks for which they are accountable, as part of 
the new yearend attestation process for year ending March 
2017. 

(d) MMF explained that general controls had been identified and 
collected into a "Framework", so that the GE could ensure that the 
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controls in place were at the right standard, and have the right 
effect enabling them to be evidenced for yearend attestation (year 
ending March 2017). The Committee asked if the Group Executive 
would have personal objectives aligned to the Framework. The 
CEO assured the Committee that personal objectives for GE 
members would be aligned to the General Control Framework. 

(e) The Committee discussed the 'Tone from the Top and agreed it 
needed more clarity as the project progressed. It was agreed that 
this would be the key messages, behaviours and communication 
that the CEO and GE demonstrated at all times. These needed to 
be aligned and to exempl ify the values of the Post Office. 

(f) The CFO explained the alignment with the Financial Controls 
project which was building systems to enable attestation that 
financial controls were working. He noted that this was work in 
progress. 

(g) The Committee discussed the frequency of attestation and 
reporting and AG explained that in the Financial Services industry 
quarterly reporting would be expected. The CFO proposed the 
introduction of six monthly reporting to align with the external 
reporting calendar. The Chair noted that it took time to embed 
attestations and recommended that the Executive have "dry runs" 
prior to the year end attestation (year end March 2017). 

The CFO/GC to ensure that the areas in the General Controls 
Framework are understood and that the Group Executive 

ACTION: GCICFO recognised their accountabilities to attest to the controls 
being in place in time to support the Directors' statement in 
the 2016/17 Report & Accounts. 

(h) The Committee asked for an update on the Control Framework at 
the next ARC with more details of controls, GE owners and subject 
matter experts, plus a timetable for when the ARC will receive 
assurance. 

Produce a statement including more details of controls, GE 
ACTION: MMF owners and subject matter experts, plus a timetable for when 

the ARC will receive assurance. 

(i) MMF updated the Committee on the progress in the Policy 
Framework project, explaining that the 'strawman' included in the 
paper was likely to change, and that the approach was being tested 
using the policies owned by the GC. The Committee asked for 
dates and timelines for establishing the succinct set of Key Policies, 
setting out what can be expected over the next quarters. 

A 
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(j) The CFO highlighted the challenge in articulating a pricing policy 
across the wide range of products sold by the Business. The 
complexity was acknowledged and it was accepted that the policy, 
if required, may need to be restricted to a set of principles. 

(k) The Committee asked Ernst & Young (EY) to provide a list of the 
key policies which they would expect to see in a market median 
company, to act as a benchmark. 

(I) MMF introduced the Business Continuity project and explained the 
aim of the Business to benchmark against the measurable 
15022301 business continuity standard. 

(m) The Committee were perturbed by the findings to date. The CEO 
was disappointed by the language in the report and chal lenged the 
extent to which the 'business continuity & crisis management is 
deficient, unpractised and not embedded within the organisation's 
culture' . The CEO gave examples of the recent flood crisis where 
offices had been given support and reopened because people were 
very aware of how to manage the network in a crisis. The CEO 
believed that, since separation from RMG, more could have been 
done to document and test the procedures in place. 

(n) The Committee asked the GE sponsor of the paper to update the 
ARC on the progress being made. Including a list of top suppliers 
and whether they have contingencies in place; specifical ly before 
the next meeting. 

Continue to update the ARC on the progress being made to 
improve Business Continuity. Including a list of top suppliers 

ACTION:GC and whether they have Business Continuity contingencies 
plans in place before the next meeting. 

(o) MMF gave a progress update on Incident Reporting processes. 
The Committee asked for an explanation as to what constitutes a 
P1, P2 or P3 incidents how they are monitored and the SLA in 
place to report and deal with them. The Committee also asked how 
the Executive remediate the root cause of problems and challenge 
suppliers to change processes. 

I I 
• • • ri r 

(p) The Committee discussed the statement made in the Annual 
Report & Accounts that the Business complied with the 'spirit' of the 
UK Corporate Governance Code (Code) and the implications of 
changes in the Code. AG recognised that the Business was not 
legally caught by the Code and that significant work would need to 
be done to continue to state a compliance with the `spirit' of the 
code. The key areas where the Business does not comply with the 
Code are those concerned with reporting and risk management 
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maturity, particularly providing evidence of the review of the internal 
controls. 

The Committee agreed that the Executive should focus on 
improving risk management before any public benchmarking 
statement. The Committee asked the Executive to work with the 
external auditors to set out what a three year roadmap to 
benchmark against the Code would look like. 

ACTION: GC The Executive to work with the external auditors to set out 
what a three year roadmap to benchmark against the UK 
Corporate Governance Code would look like. 

(r) 
The GC supported the decision to withdraw from making a 
statement in the Report & Accounts but recognised the importance 
of benchmarking against the best practice of the Code albeit 
designed for public companies. 

(s) 
The Committee agreed that the Business should pull back from a 
reference to the Code in the Report & Accounts but agreed that a 
statement was necessary to explain the Business was still 
maintaining high standards. 

ACTION: GC/CFO The Executive would discuss how it would reference the 
Corporate Governance Code in the Report & Accounts, and 
revert to the Committee by email before discussing with the 
Board Chairman 

(t) 
After providing feedback on its elements, the Committee noted the 
Risk Update. 

POLARC 16104 INTERNAL AUDIT UPDATE 

(a) GH introduced the Internal Audit Update focussing on the following 
key points: 

Contract Management. Significant progress has been made with 
50% of actions now complete and the other 50% on track for 
completion by the end of March. A further report would be provided 
at the March ARC. 

Property and Health & Safety compliance. Good progress with a new 
Head of Property Compliance now in place and although there are 
still actions to complete GH believed the controls were improving. 

Open Actions. A detailed revised report would be provided for the 
March ARC. The Committee recognised the number of internal 
audits and reports due in the last quarter and asked for assurance 
that the internal audit team had enough resource to complete the 
work. GH gave assurance that the plan would be delivered. The 
Chair asked for reports to include feedback on closure of high rated 
actions. 
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ACTION: GH GH circulated a paper detailing the Internal Audit Planning Process 
(b) and the Draft Audit plan proposed for 2016/17. The Committee were 

asked to feedback any comments to GH who would collate and share 
with the Chair in February before returning to the Committee with a 
final proposal 

ACTION: Committee members to feedback to GH on the audit plan 
Committee proposal 
members 

Committee members agreed that all audit reports with a red report 
(c) rating would be circulated in full the Committee as soon as the report 

was available. Audit reports with an amber or green report rating 
would be summarised and reported at the subsequent ARC meeting. 

GH to ensure that all reports with a red rating are circulated to 
the Committee and to the Chair of the POL Board. 

ACTION: 
GH Having taken all the discussion points into consideration, the 

Committee noted the outcomes of the recent audits and reviews and 
(d) further noted the current and upcoming work. 

(a) The CFO introduced the Financial Controls Progress Report and 
recognised the importance of the work to give the Executive and the 
Board the confidence to sign the 2015/16 Accounts. He explained 
that the project had started by testing its methodology by checking 
the fixed assets, as this was a relatively easy task. The next 
reconci liation would be the income numbers, as this was the most 
complex area and material to the accounts. The CFO explained the 
interfaces between the systems involved which complicated the 
reporting process. He did not believe that systematic errors existed 
as these would lead to complaints from customers and clients, but 
could not yet prove this was the case. 

(b) The Chair asked the CFO to focus on ensuring the systems were 
secure and providing the correct information, with a plan to automate 
as soon as possible. 

(c) The Chair asked for progress reports at every ARC and for Financial 
Reporting to be flagged in the risk reports. 

ACTION:CFO Provide Financial Reporting progress reports at every ARC and 
include in the risk reports. 

(d) Having taken all the discussion points into consideration, the 
Committee noted the Financial Controls Progress Report. 

POLARC 16106 POSTMASTER COMPENSATION ISSUE I SIGNING OF INTERIM 
ACCOUNTS 

Postmaster compensation 
(a) 
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The CFO introduced the Provisions for Compensation paper and 
explained the background to the understatement of the provision. 
The error had arisen because agreements with subpostmasters had 
not been captured accurately, and the provisions based on this 
information had been wrongly calculated. After significant work the 
provisions had been increased by £67m in September 2014 and 
£87m in March 2015. Adjustments to both accounts were supported 
by EY. 

The CFO stressed that there were no implications for payments to 
subpostmasters or adjustments to the EBITDAS in the reports. 

(c) 
The Post Office Interim Reports and Accounts for September 2015 
and the Post Office Holdings Company Report & Accounts could now 
be signed and published. 

KE
The Chair asked why the mistake had not been discovered sooner 
by the Business or EY, and if both the CFO and AG were now 
absolutely sure of the accuracy. 

a 

The CFO stressed that the compensation provision would always by 
its nature be an estimate as individual branch details change, but 
that he was now comfortable that the provision was prudent and 
would cover the right level of compensation. AG agreed and 
emphasised that the provision was an estimate as individual 
contracts changed during the process. The Chair pointed out that the 
recording and aggregating of information had been completed 
incorrectly and asked for assurance from AG that the provision was 
now accurate. AG explained that the auditors had checked the last 
nine months of actual payments and that a lot of work had been done 
to check the manual processes with a branch by branch analysis, 
and that they were now comfortable with the provision as restated. 

(f) The Committee asked why EY had not identified the problem during 
the original External Audit. AG explained that they had done limited 
testing and with hindsight should have focussed more on the manual 
processes. This was being addressed in this year's external audit 
plan. 

(g) The Committee asked what other provisions were made in the 
Balance sheet and how they were tested. 

ACTION: CFO The CFO was asked to provide the next meeting with an 
analysis and assurance of the provisions on the balance sheet. 

The CFO to agree with EY the audit approach for each financial 
ACTION: CFO/AG statement area. 

Having taken all the discussion points into consideration, the 
(h) Committee noted the progress and the next steps. 

Interim Report 
The Interim Report for the six months ended 27 September 2015, 

(i) had been circulated to the Committee. 
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The Committee challenged whether the provision was a true timing 
(j) error' as reported in the narrative to the interim report. The CEO 

promised to check the narrative before the accounts were signed on 
Monday 251h January. 

The CEO promised to provide a briefing pack including; the 
ACTION: interim report; the press statement; and Qs & As to the Board 
CEO before publication of the interim accounts. 

The Committee asked for clarification about a second restatement in 
(k) the accounts concerning cash and debtors. The CFO explained that 

this was a technical classification which EY had requested at the end 
of 2014115, and was not a new issue. The Committee asked for this 
issue to be included in the Qs & As circulated as it would be easy to 
conflate the two issues. 

Richard Callard explained that the mistake had knocked the 
(I) Minister's confidence in the Business and its reporting. 

Having taken all the discussion points into consideration, the 
(m) Committee noted the Interim Report. 

I:ZI]I S L 'Ly :1 i]:i 

(a) The Chair welcomed Amanda Bowe, Post Office Management 
Services Limited Non-Executive Director and Chair of ARC, to the 
meeting by conference call. 

(b) AB introduced the Report from Post Office Management Services 
ARC and explained that work was underway to establish a risk 
framework and risk appetite for POMS. 

(c) AB highlighted two key risks: 
• the role of Post Office as the Appointed Representative of 

POMS, and 
• POMS oversight of branch compliance. 

(d) AB stressed the importance and risks to both Post Office and POMS 
of poor branch compliance and its mitigation through 1 St and 2"d line 
oversight arrangements. 

(e) AB acknowledged that POMS was at an evolutionary stage in its 
development and had resource and capacity risk especially in its 
Risk and Compliance function. 

(f) AB explained that she was meeting the External Auditors in February 
and currently waiting to agree the POMS audit plan. 

It was agreed that the POL and POMS audit plans should be 
ACTION: GH aligned. 

(g) The Committee thanked AB for the POMS ARC report, which 
contained the right level of detail from the wholly owned subsidiary 

POL ARC, 22"d January 2016 8 DRAFT v1 



POL00030888 
POL00030888 

Strictly Confidential 

(h) The Committee noted the report. 

(i) AB left the meeting. 

POLARC 16108 ANY OTHER BUSINESS 

(a) There being no further business the meeting was closed. 

POLARC 16109 DATE OF THE NEXT MEETING 

(a) It was noted that the next meeting of the Committee would be 17th 
March 2016. 

........................ . . . . . . . . . . . . . . . ............ ................. . .. . . . I . . . . . . .. 

Chair Date 
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Post Office Limited Board 
Status Report as at: 16/05/2016 

REFERENCE ACTION Action Owner Due Date STATUS Open/Closed 
(GE Member) 

January 2016 CEO Report and Transformation Update CEO September Open 
POLB 16/2 (c) How should the Business recognise exceptional Board Meeting 

contribution by individuals. Consideration to be 
given to Chairman's awards or best Post Office 
awards. 

January 2016 Prgiect TYinity_ General July Board Open 
POLB 16/14 (I) To undertake a review of the initial procurement Counsel 

process leading up to the decision to award the 
contract to IBM, to ensure that any lessons from 
that review were captured. The findings of the 
review are to be reported to the ARC. 

January 2016 CEO_Reportand_Transformation- pdate_ Neil Hayward iMay Board Action point closed, noting paper Closed 
POLB 16/2 (g) To provide a paper explaining the rationale behind provided and appended to status 

the NFSP funding and the move to a trade report. 
association to assist new Board members. 

--. --.. . 
March 2016 

.... ..~......__... 
Status Re ort CFO July This should be covered as part of Open 

POLB 16/17 (d) The CEO proposed that a supplier strategy be the IT Strategy. 
presented at a future ARC covering the Top 20 
Supplier relationships and Supplier compliance. 

March 2016 Post Office Advisory Council (PQAC Update) Company Ongoing Closed 
POLB 16/23 (d) To circulate the POAC minutes to the Board " Secretary 

March 2016 Project Iris -.-.-.- .-.-.-.-.--- Mark Ellis Closed 
16/20 (i) To include the IRRELEVANT  in the Iris stakeholder IRRELEVANT iundertaken by Mark 

plan. fits-and-CHFis Doutney. 

March 2016 CEOReport CEO May Board Completed Closed 
POLB 16/18 (b) The Board asked the CEO to pass on their Meeting 

congratulations to Kevin Gililland and the Network 
Transformation team for the excellent result. 
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March 2016 CEO Report 
--- 
CEO July Board IT strategy on July Board. 

-------------
Open 

POLB 16/18 (g) The IT Strategy would be presented as a topic for 
discussion at the July Board meeting. 

March 2016 CEO Report Neil Hayward VH and Natasha Wilson caught up Closed 
POLB 16/18 (e Neil Hayward to consult Virginia Holmes on and NW explained process and 

Pathfinder in light of Iris, and to opine on how the rationale. 
Trustee is likely to respond. 

March 2016 Status Report CFO Done. Closed 
POLB 16/17 (d) Provide 

a 

list of the Top 20 suppliers to the ARC 
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UPDATE PAPER 
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Author: N ck Beal Sponsor: Neil Hayward Me.nting date: 24 Play 201.6 

Context 

The Grant Agreement with NFSP, which funds the NFSP's day to day operation, grants 
for support projects (value p.a. £1.5m +£1m) and their transition to a Trade 
Association, was approved by the board in June 2015. In advance of the end of the 
first year of the agreement, this paper is an update on how the agreement is working, 
key areas that have benefitted from NFSP support and a summary of the background 
to the agreement. 

Questions addressed in this report 
1. What progress NFSP have made in their transition to a Trade Association? 
2. What activity in Post Office has benefited from NFSP support? 
3. What was the rationale in establishing the agreement? 

Conclusion 
Progress since establishing the agreement has been good but there have inevitably 
been occasional tensions that have meant that NFSP have been challenged to 
reconcile the reality of being funded by Post Office vs their traditional role that they 
have yet to fully move away from. 

But the agreement is a strong basis for both organisations working together and we 
will expect an approach over the next 12 months that will reinforce this opportunity 
and see some very different initiatives between us. 

Strictly Confidential 
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What progress NFSP have made in their transition to a Trade Association? 
What activity in Post Office has benefited from NFSP support? 

L.OoE;. °•. i"nq Back 

1. NFSP have transitioned to a company limited by guarantee and therefore 
legally adopted the framework of a Trade Association. 

2. All postmasters are entitled to free membership and subscriptions have ceased 
NFSP are therefore fully dependent upon the funding from Post Office 

3. NFSP have widened their focus on supporting postmasters' retail business 
NFSP are having to (and are beginning to) improve their expertise in this area 
and the structure of the recent annual conference was much more weighted 
towards retail than in previous years - both in terms of the content of the 
conference sessions and the seminars run by Post Office teams 

4. As well as the retail focus, the NFSP conference (8t' to 11th May) demonstrated 
good progress in their transition. 

Overal l conference format 
Small but growing number of younger & newer postmasters attending 
Presence of external retail industry experts 
Overal l messaging that a Post Office is a great asset to a retail business and 
that, when retail and post office is run well together, can be very successful 

5. There have been a number of key initiatives in Post Office that have benefited 
from the support of NFSP 

the successful deployment of the final phase of NT 
the increased response rate to the engagement survey 

---> internalisation of challenges made relating to remuneration reductions (i.e. we 
have kept our differences out of the public domain) 

> development of the Apprenticeship Programme 
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Looking Ahead 

PAGE 3 OF 5 

PP0R.THN T1 ES' / .•..; 

8. Supported by the grant project funding, NFSP wil l continue to develop their role 
in supporting postmasters' retai l 

This should improve the viability of branches and make them less dependent 
upon revenue from the Post Office 

9. NFSP can support Post Office in improving our engagement with postmasters 
-4 Postmasters will perform better 

10.We wi l l work closely on developing other initiatives e.g. using our resource to 
support retail development (funded by the project grants), developing a wider 
range of support services to improve other areas of the postmaster lifecycle 
e.g. business planning 

Outcomes will have a better chance of buy in by postmasters and our 
investment challenges can be supported by the grant funding 

11.The sensitivity of very difficult future changes e.g. remuneration/network re 

In Cone usion 
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1, What was the rationale in establ ishing the agreement 

Context 
Post Office wishes to ensure that there is effective engagement between its branch 
operators and the management structures within the organisation - it is a very large, 
complex organisation made up of more than 8,000 separate businesses. 

We believe a transformed NFSP can support this - a strong and credible body that is 
the voice of the UK's Post Office branch operators which can reflect views that add 
value to the overall Post Office customer proposition through effective challenge, 
contribution to business/operational/product development and also provide a range of 
benefits to operators. 

Post Office's view is that supporting, via grant payments, the NFSP to transform itself 
and securing a future will be commercially beneficial to both Post Office and 
operators, by helping to drive the development of products and services which are 
more attractive and relevant to our customers and identifying opportunities to do 
things more efficiently and effectively. 

Background
The current activity re-structuring the network (and the last decade's closures) has 
had a major impact on the NFSP - for many new operators, membership of what has 
been seen as a quasi-trade union is not particularly important. For many branches, 
the post office aspect will not be the prime part of their business, unlike for the 
majority of traditional subpostmasters, and therefore their inclination to view paid 
membership of NFSP as value for money will be lowered and membership was 
predicted to decline. 

NFSP recognised this was a threat to the future of their organisation and in the main 
accepted that their traditional role would not exist in the future. They were therefore 
looking to move from a quasi-Trade Union role to a Trade Association type of 
organisation - representing the totality of the agency network and also have role in 
the wider retail interest of members rather than just the post office aspects. 

Developing the Grant Agreement 
Tied primarily to their agreement to a revised Network Transformation approach that 
includes mandated change for some aspects (the previous programme being 
voluntary), Post Office agreed to develop a approach with them that would provide 
long term funding and hence stabil ity. 

This has evolved into the completion of the Grant Agreement between Post Office and 
NFSP (see below for a summary of features) - the provision of annual and project 
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grant payments to support the operation and development of NFSP whilst providing 
free membership for all postmasters. 

Whi lst in the past they have asserted a fairly typical trade union position of trying to 
negotiate as much as possible for their individual members without really recognising 
the bigger picture of the business as a whole, the Grant Agreement is seen as a 
significant opportunity for both organisations to introduce a new type of relationship - 
although this will not happen overnight and current ways of working can still be 
unpredictable 

• The Grant Agreement was formally approved by the Board in June 2015 and 
signed in July 2015 

• Free membership for postmasters on the new models was launched in October 
2015 and to all postmasters from Apri l 2016 

• First payments for the Annual Plan were made in January 2016 

Key Features 
• The GA is based upon the principles brought to and endorsed by the Board 

initially in October 2013. 
• This provides a 15 year funding arrangement (£1.5m pa annual grant + 

discretionary Lim pa project specific grants) for the NFSP and commits them to 
supporting Network Transformation, including acceleration of the final phase of 
Network Transformation. The project specific grants can only be accessed via 
business cases submitted against existing POL processes i.e. funding is not 
guaranteed. 

• The annual grant enables the provision of free membership to all postmasters 
• The agreement sets out specific activities NFSP can and cannot undertake, 

defining clear activities that would represent a breach of the GA which Post 
Office could then, if it chose, seek to rely on to terminate. This includes, 
amongst other things, any public activity which may prevent Post Office from 
implementing any of its initiatives, policies or strategies or other activities 
which may be materially detrimental to Post Office. 

• It also ensures that the NFSP must become representative of the whole network 
- they must achieve and maintain a minimum membership of 50% of each 
operating model (Main, Local etc). 

• In line with the original principles, the 15 year term does not have a "for 
convenience" break clause. However, the specific detail of termination events 
and the detailed definition of the last phase of NT built into the agreement are 
based on the principles brought to the board in October 2013 and the level of 
detail achieved through negotiation has strengthened Post Office's position. 
The agreement can be terminated in the event of the NFSP breaching the clear 
criteria as defined above. 

• Therefore, whilst we envisage a 15 year agreement, we can and will terminate 
it against the specific requirements we've defined as termination events if it's 
not working - the 15 years is not guaranteed and expenditure beyond the 
annual grant wil l only be made on a case by case basis. 

• The GA is intended to assist the NFSP on their journey from a trade union to 
trade association and enables a relationship between the organisations that 
supports the engagement, development and growth of thousands of small 
businesses. 

Strfctl/
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Context 

Our goal for 2016--17 is to achieve 
EBITDAS of (E10m), 

PAGE 1 OF 6 

Our 3 year goals are: 

1. To establish the foundations of a 
successful independent business. 

2. To accelerate the transformation 
of Post Office and reach 
breakeven. 

3. To secure commercial 
sustainability for the long term. 

In summary, our strategy is to stabilise our income in mails and grow in 
financial services by focusing on the customer, moving up the value chain where 
suitable; modernise our physical and digital channels; streamline our support 
services; build a simpler, more cost effective operating model; alongside 
improving our colleague and network engagement. 

Questions this paper addresses 
1. What is on my mind? (successes, challenges, opportunities and risks) 
2. What are the implications for our outlook and plans? 

Conclusion 
1. Building on a strong year end, we have had an encouraging start to this 

financial year with EBITDAS and income ahead of target. 
2. Our transformation is on track and we have delivered some significant 

milestones in recent weeks, including completing separation from Royal Mail 
and opening our 6000th modernised branch. 

3. We are entering a critical period in the restructuring of Post Office Ltd with 
multiple, associated industrial relations challenges. 

Input Sought 
The Board is invited to note the report and highlight any issues where a future 
discussion would be welcome. 
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• Financial Performance - P1 
EBITDAS in P1 is £2.5m favourable driven by income from Financial Services 
and Government Services. It is £5m higher than a year ago. 
Performance was particularly strong in P1 on Credit Card and Home 
Insurance. Life Insurance, Banking, Identity and Passports also performed 
well. 
Total Expenditure was in line with budget, with Postmaster costs being 
£(1.1)m adverse (simply the flow down of improved income), offset by non-
staff costs (£0.5m favourable) and Project Opex (£0,6m favourable). 
As it is P1, we have not provided a full financial report. A summary of P1 
performance is attached at annex A. Al Cameron will provide an update at the 
Board meeting. 

• Transformation 
As highlighted in the Transformation Update accompanying this report, we 
completed technical and contractual IT separation from Royal Mail Group at 
the end of March. 
There was some minor disruption but nothing significant or ongoing. 

-> This represents the conclusion of four years of hard work and collaboration 
across both businesses and major investment in the Post Office infrastructure. 
In addition, I accompanied Tim Parker to open our 6000 1' transformed branch 
in Nyetimber, West Sussex in early April. An outstanding achievement by the 
Network Transformation Team. 

• NFSP Conference 
Last week Tim and I attended the NFSP's annual conference, along with other 
colleagues from Post Office Limited. 

> The event was well-attended and the debate was lively; with a strong theme 
of creating a sustainable proposition for agents based on Post Office within a 
retail environment coming through. 
Feedback was very positive and the conference represented a significant 
milestone in the transformation that the NFSP is going through alongside POL. 

titrictty Gontzdential 
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As reported last week, we were subject to a significant incident with Horizon _ 
on 9"' May. 
Between 8.55 am and 10.15 am, approximately 65% of transactions on I i ii

Horizon failed to complete as the system began to degrade owing to memory 
issues. The system was brought back to full trading capacity by 10:30.

— This incident occurred following a week's live proving of the secondary system 
and following transfer back to the primary system which, with no changes to 
configuration, had run without incident for a year. It had also run on low 
volumes on the Sunday without incident.
The incident was wholly unacceptable and has been the subject of a formal,; ,,~,: ; ;i 
contractual escalation with Fujitsu, who are working through the root cause. 

— There was some media coverage on the day itself and the following day, but 
this was relatively low-key and short-lived. iai.l I I' l 1  sasl  1 i i 'ii i ' l i i 

A configuration change enabled the system to start operating effectively and 
no further issues have been experienced. However, we do not yet understand 
why that change had the impact it did and until we do we will not be 
switching between primary and secondary servers. 
We will revert to the ARC with a full root cause analysis and steps undertaken 
when our work is complete 

Look Lookng Ahead 

OPPOPT TIE 

• Strategy 

The Group Executive and I dedicated two days earlier this month to discussing 
the future strategy for Post Office. 
These were highly productive discussions centred on how we become a 
consistently profitable business so we can invest from a position of strength; 
cement our position as the number one retailer of letters and parcels; 
continue to grow our financial services business; complete the restructuring of 

Stric;tu j C;a;rZ1Ti.dczfzti+d 

31$ of 557 >:'f;sf. Office >c <'ard 2.iJ 5/l f 



POL00030888 
POL00030888 

S pp er* ntary Eoc:urnent 

POST OFFICE PAGE 4 OF 6 

POL to be a much smaller, lower cost business that is aligned to the needs of 
retailers in our agency network. 
Further work is now underway to prepare for the Board's strategy days next 
month. 

• Project Paddington 

Further to signing the Paddington deal with IRRELEVANT 
I IRRELEVANT I we have now finalised the detailed business case for the deal 

which is in line with the outline case signed off by the Board. 
The business case payback period remains at 2.8 years although there have 
been small movements in investment costs and benefits. 
Costs are now. IRRELEVANT ;increase on the pre-contract signature 
assumption. This arises from updated branch build and redundancy costs 
following detailed costing work. The total EBITDAS benefits now stand at 
IRRELEVANT- an improvement of' IRRELEVAN-3 owing tc IRRELEVANT 

IRRELEVANT 

• Industrial Relations 

We have entered into a critical period in delivering our restructuring with the 
associated challenges in industrial relations across the Crown network, Supply 
Chain, Customer Support Centres, pay and pensions. 

> We continue to have discussions with both CWU and Unite but the risk of 
industrial action across the business remains significant 

5tric;ttli C;a;rz1[..dczfztia? 
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It is too early in P1 to give a sense of 
confidence for the year but the start in 
terms of business performance and 
transformation is very encouraging, 
especially given the industrial relations 
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Annex A 

PI 

£m Actual Budget Variance 

TOTAL GROSS INCOME 90.4 88.1 2. 
Cost of Sales I (10.6) (10,8) 
TOTAL NET INCOME 79.8 77.3 2,5 
Staff Costs (?1.4) (21.5) 0.0 
Postmaster Costs ( 7.2) (361) 
Non-Staff Costs (27.3) (27.8) 

... ...... ...... ...... ...... ...... .... 
0.5 

Total Expenditure (pre Project OpEx) (86.0) (85.4) 
FRES - Share Of Operating Profits 3.6 3,6 (0.0 

C a" ?$11U 2F 1e9 
Project OpEx 0.0 O b 0.6 
BIDAS .... . ._t: 14 25 

Depreciation (0.0) (0.1) 0.0 
Network Payment 7.7 7.7 0 0 
EBfl'pre ! s S. 
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Context 

PAGE 1 OF 5 

The Post Office is undertaking a complex transformation programme, designed to 
modernise our network and IT infrastructure, simplify our cost base and create the 
platform for customer-led growth. The core objective is to create a commercially 
sustainable business equipped to cope with lower levels of government funding after 
March 2018. 

Questions tions this paper addresses 

1. Overall, are we on track to del iver our key Transformation programmes? 
2. What are the impl ications of any variance, for our outlook and plans? 

Con clu ioiii 

1. Following a strong finish to 2015-16 we are on track to deliver our transformation 
plans: 
• We achieved key Transformation year end targets including modernising 1,904 

branches, Crown Break-even, separation from Royal Mail and delivery of £63m 
of benefits vs a target of £51m, including and £54m of cost efficiencies. 

• The risk profile has improved and remains stable following conclusion of Trinity. 
• Automation of Post Office Card Account transactions in the Crown network is 

delayed. 

2. The latest view of costs and benefits have been included in the three year plan. 

• We are on track to deliver Transformation financial benefits that are included in 
the three year plan. 

• The delay to automation of the Post Office Card Account transactions in Crown 
branches creates a £1.5m gap in the programme's benefits in 2016-17. Options 
to accelerate Crown Network Change activity to close the gap are being 
considered. 

Input Sought 

The Board are asked to note the progress made, key chal lenges faced and actions 
taken to address them. 
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WHAT HAS GONE WELL (SINCE LAST PROGRESS REPORT IN MARCH)? 

• Network Transformation 
• In 2015-16 we opened 1,904 modernised branches against a target of 

1,850. 
• As at 9May we have 6,155 modernised branches open (3,009 Local and 

3,146 Mains). 
• From our modernised network we have: 

• Contributed an extra 192,150 hours in the network which is the 
equivalent of 4,177 extra Post Offices operating core hours. 

• Reducing fixed pay to postmasters by £23m in 2015/16 and are 
forecast to save £31m in 2016/17. 

• Crown Network Development 
• Subject to audit, the Crown network is forecast to exceed the break even 

target. 
• We have signed an agreement with WH Smith to franchise 28 Post 

Offices, have a further 33 Crowns hosted in their stores and extended 
existing contracts to protect continuity of service. 

• These are key milestones in achieving our ambition of a Crown network 
going from break-even to a £10m profit run-rate by March 2018. 

• Point-of-Sale Software (Trinity) 
• There have been no legal challenges following the termination of the 

Front Office contract with IBM and the extension of the Fujitsu contract 
for provision of the Horizon Point-of-Sale system. 

• Separation 
• The programme to technically and contractually separate Post Office Ltd 

from Royal Mail has successfully completed. 

• Delivery of Benefits 
• Transformation initiatives have delivered £63m of benefits in 2015-16 

against a target of £51m. 
• £53.9m from cost efficiency savings including Crown and IT 

savings 
• £4.8m from project Hawk. 
• £4.6m from Network Transformation 
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• Support Services Transformation 

PAGE 3 OF 5 

• The new Call Centre in Chesterfield has been operational from 25th April, 
delivered 8 days early. 

• Delivery of benefits on track to start in July 2016, which enables delivery 
of annualised savings of £3.3n-m benefits in 2016/17 in l ine with the 
business case. 

• Crown Network Development 
• A delay to the automation of Post Office Card Account (POCA) 

transactions in Crown branches has put £1.5m benefits at risk in 2016-
17. 

• This is due to issues with the technical interfaces between suppliers to 
verify the POCA PIN number. Resolving the issue requires significant 
development. 

• Options to accelerate Crown Network Change activity to close the gap 
are being considered with the Industrial Relations Steering Group. 

Looking Ahead 
4' "y!9/^% i ;v;z r rfi:///m,U/r — 447-' ' ' ^,^~G.;v;z-Yh~i'.".:Gsi r , yj .; 

UI" }r-'iNG AcT :t l '!

• Support Services Transformation 
• Chesterfield Call Centre to increase operational capacity from 20 desks to 

95 by the end May. 
• Closure of St Helens and Leeds sites with the work transferring to 

Chesterfield due at the end May. 
• One third of colleagues will transfer from the existing call centre in 

Dearne, and two thirds will be newly recruited and trained. 

• Defined Benefit Pension Scheme 
• The consultation period has been extended to 31. May to allow 

employees and their representatives to take the potential for 
redundancies into account when responding to the proposed changes to 
pensions. 
Group Executive session on 2411, May will review progress with 

consultation. 

• Project IRIS (Supply Chain Transformation) 
• Plans for Supply Chain will be communicated to colleagues on 17"h May 
• The programme plans are subject to consultation. Timelines and 

business case are currently on track. 

Stric;ttli C;a;rz1[i.dczfzti+zt 
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• Simple To Run Network 
• This programme's objective is to deliver an attractive retail proposition 

which is commercially sustainable for the Post Office. 
• A hypothesis to achieve this objective has been presented to the Group 

Executive and further detailed analysis is being undertaken ahead of the 
June Board. 

• Transforming Agents Proposition 

mitigation actions are agreed and broken down into manageable deliverables 
ensuring we are regularly reducing the probability and impact of these risks. 

There are three Transformation Programmes (Iris, Paddington and Pathfinder) 
which are entering a phase which will significantly increase the likelihood of 
industrial action. The IR Risk is well documented and managed by P&E, who work 
closely with the IR Steering Group to ensure this is managed, controlled and the 
impact is minimised. 

In Conclusion 

2, The risk profile remaining stable 
following conclusion of Trinity. 

3, Progress across Transformation 
programmes is in line with plans. 

Strictty Gontidential 
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Risks do exist across the portfolio and 
there is an increased risk of industrial 
action as a result of Transformation 
activity. 

# ~~. ..... ~.: . . ,... F -:......'1i 3:., 
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Network G
': 

Delivered 2015-16 targets, on track for 2016-17 
Transformation targets. 

Subject to audit, the Crown network is forecast to 
exceed the break even target. WH Smiths' contract 

Crown Network has been signed. Amber status is due to a delay to 
Development automation of POCA transactions, putting £1.5m 

2016-17 benefits at risk. Options to accelerate other 
activity to close benefits gap are being considered. 

The project remains at Amber status whilst we work 

EUC Branch A 
through the commercials and confirm the end state 
support model for the Simple To Run Network 
environment. 

" Good progress is being made against the delivery 
Point of Sale schedule for release 1 of Horizon improvements. 
Software Amber status pending baselining of plan and business .:.: ..... ... . 

case. 

Back Office IT
' _ ' On track for delivery in September 2016. Amber 

status due to delays in agreeing exit plans with 
Transition i .,. incumbent vendors. 

On track to deliver a rationalised, consolidated 
Support Services lii.g:.>: 

'i Support Services operation into Chesterfield by the 
Transformation 

end of July 2016 and annualised savings of £3.3m. 

Simple To Run ..,< 3. Further detailed analysis required ahead of the June 
Network ;t<3>: ..__ ... Board. 

Transforming On track. 
Agents Proposition 

G 

Defined Benefit Project will remain on amber until the outcome of the 
Pension consultation period is known. 
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DECISION PAPER 
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Author. Sane Hill Sponsor: Mark Davies Meeting date; 241 May 2016 

Context 

The Post Office Advisory Counci l (the Council) has been in existence for two years. 

This paper is to update the Board on the background to its formation, the benefits it 
has brought and its future purpose. 

Questons addressed in this report 

This paper seeks to address the question: why is the Council important to the Post 
Office? The answer is twofold: 

• it has developed and matured into a forum that makes a positive contribution. 

• it symbolises a shift to more mutual ways of working by the Post Office. As the 
potential for mutual ownership of the Post Office is still part of the legislative 
framework in which we operate, the continuation of the Council supports this 
strand of public policy. 

Con c LISian 

The Council is an essential conduit between the Board and its key stakeholders, 
providing a ready forum for engagement, feedback and discussion around key policy 
changes and future plans. 

Strictly Confidential Board intelligence i-tub template 

'Most Office Board-24105i1 ti 327 of 557 



POL00030888 
POL00030888 

POST OFFICE PAGE 2 OF 13 

The Post Office Advisory Counci l (the Council) was established in March 2014 to 
provide a mechanism for the Post Office to engage stakeholders and to provide advice 
and feedback on business issues. (It is not part of the formal governance 
arrangements for the Post Office.) Terms of reference are in Annex 1. 

Membership comprises employees, postmasters, representatives from the unions the 
NFSP and other businesses including Google and Unilever. Short biographies of 
members are in Annex 2. Members are not paid. The Council meets three times a 
year - in March, July and November - and is chaired by Non-Executive Director Tim 
Franklin. 

The Public Affairs team acts as secretariat and also provide strategic oversight and 
delivery. Our approach during the first year was to bring all members up to the same 
level of knowledge about the Post Office, our strategy and the challenges we face. 
During the Council's second year we have moved to a more output-focussed 
approach, seeking input and insights from members on current issues. The Council is 
now starting to make a valuable contribution. 

Two years on and seven meetings in, the Council has developed and matured into a 
forum that has the potential to make a positive contribution to the Post Office at an 
important time in its evolution. It acts as a critical friend, without being dominated 
by the interests of either the unions or the NFSP, while bringing the customer 
perspective as well as insights and experience from other sectors. The Council has 
become a useful sounding board on current business issues and for testing emerging 
thinking. Furthermore, members are an engaged and increasingly trusted group. 
They are also keen to continue with their roles. 

The Council was established during the 2010-15 Coalition Government when 
mutual ising the Post Office was a policy objective of Liberal Democrat ministers. A 
"path to mutualisation" was set out in the Government's response to a public 
consultation in 2012 - Building a Mutual Post Office. A number of pre-requisites 
were identified, the most important being "achieving commercial sustainability" and 
"building a mutual culture". On the latter, "the input of those with an interest in the 
Post Office will be an essential ingredient in that cultural shift" 2 . The creation of the 

Building a Mutual Post Office: The Government's res ortse 
Building a Mutual Post Office: The Government's response 
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Post Office Advisory Council was to be a mechanism for achieving this cultural shift 
and there was an initial emphasis on the Council's stakeholder engagement role. 

Whi le mutualisation of the Post Office has sl ipped down the Government's agenda, the 
potential for mutual ownership is still part of the legislative framework in which we 
operate. The 2011 Postal Services Act provides for only two ownership models: to 
remain in government ownership or to become a mutual. Today the Council remains 
the biggest symbol of this mutual ism strand of policy in which policymakers have a 
residual interest. Disbanding the Counci l at this point in time could be seen as a 
deliberate move against this strand of public policy. 

Experience from recent meetings tells us that the Council adds most value when there 
is a clear l ive issue, or work in progress, on which we are asking for input, and the 
relevant business lead participates in the session. Over the past year we have 
aimed to have at least one such item on the agenda at each meeting. 

Recent examples of these sessions have been: 

Post Office Vision (March 2015): Council members challenged the purpose and 
clarity of an early draft, presented by the Communications Team, leading to a review 
of the purpose and content of the Vision. 

Social purpose of the Post Office (November 2015): the Council was asked to 
consider how the social purpose of the Post Office should evolve in a commercially 
sustainable way, to help inform the businesses approach to negotiations with 
Government on future funding and strategy. Discussions during the session 
highlighted the importance of the economics for the agent - with differing 
perspectives from both the multiple represented on the Counci l, as well as 
independent postmasters. The session also underlined the role of agents as guardians 
of our social purpose, and the need for a more joined-up approach with their own 
initiatives to be part of their local communities. 

Future approach to network design (March 2016): the Counci l was asked to 
consider how the Post Office could become a more attractive proposition for agents, to 
inform development of the Simpler to Run Network. The session provided some very 
clear areas for the Network team to focus on. For example, the need to simplify our 
products and operation, integrate better with a retailer, align online and store, and do 
more to promote opening hours. 

Through its membership, the Council has also allowed us to foster closer links with, 
and to learn from, other businesses and sectors. Last year colleagues from People & 
Engagement were invited by Andrew Moys to attend the John Lewis Partnership 
Council, the organisation's main democratic body which represents partners and 
ensures the business is run on their behalf. 
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We have also benefitted from Google's membership of the Council with Google 
organising a workshop for Post Office colleagues to look at the opportunity for 
harnessing the benefits of technology. 

Individual Council members have also supported commercial teams, with both their 
professional expertise and perspective as customers. For example, Marcus Buck, who 
joined Unilever as a marketing management graduate trainee and is now responsible 
for one of their global brands, has been working with the Post Office Head of Brand. 
And Rebecca Glenapp, who runs a successful e-Commerce business, took part in some 
consultation work that has helped us refine our offer to SMEs. 

What do we need to do next to progress? 

We intend to develop our approach to the Counci l, utilising the skills and experience of 
members to benefit the business. 

Each Council meeting agenda will have at least one "work in progress" item, on which 
we ask for input, with the relevant business lead participating in the session. We will 
do so by working with the Strategy team to set each agenda, and with the business 
lead for each agenda item setting clear objectives for the session. 

The Council's Terms of Reference set out that, in addition to the Chairman, a second 
Non-Executive Director would become a member. Neil McCausland took on this role 
until he stood down from the Post Office last year. Rather than replace him, we 
propose to invite non-executive members of the Board to attend Council meetings on 
a rotating basis instead. A list of future Counci l meeting dates is at Annex 3. 
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The Post Office Advisory Council (Council) exists to provide a forum for Post Office stakeholders 
and other experts to discuss issues of interest and importance that impact on customers, 
stakeholders and their communities. 
The Post Office Board of Directors provides the primary governance of Post Office Limited (Post 
Office). 

ROLE 

The role of the Council is to: 
• provide a two-way channel of communications between the Post Office and its 

stakeholders 
• provide a mechanism for stakeholders and experts to offer views and advice to Post Office 

Board and the Group Executive on subjects brought to it 
• increase understanding and strengthen relationships between Post Office, its stakeholders 

and wider interest groups 
• provide a community for advocacy and communication of Post Office issues 

The Council 
• is not part of the formal governance arrangements of the Post Office 
• is not a representative body 
• has no decision-making authority 
• may provide advice and views on matters brought before it but neither the Post Office 

Board nor the Group Executive is required to act on that advice or those views 

IMIN;rrre»rz4ei1W 

The Chairman will be appointed by the Post Office Board and will be one of the Board Non-
Executive Directors. 

There shall be about twenty members plus two Non-Executive Directors of Post Office. Other 
attendees will be members of the Group Executive (as required by the agenda), and guests as may 
be invited from time to time at the discretion of the Chairman. 

In the absence of the Chairman, a Council meeting may be chaired by any Post Office Non-
Executive Director in attendance who is appointed to act as Chair by the members. 

Members will be selected to provide a diverse and balanced mix of skills, experience and stakeholder 
representation. Selection will be through a mix of invitations for nominations from key stakeholder 
groups and advertised competition, with interviews to ensure the membership has a strong mix of 
skills, and fully reflects the geographical, stakeholder, social, community and commercial interests. 
The aim is to ensure members represent views from the following broad categorisation of areas. 
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Geography Diversity Experience 
England Young Commercial 
Scotland Later life Financial Services/Banking 
Wales Carers Marketing 
Northern Ireland 
Rural areas 

Ethnic groups Retail 
SME 

Urban areas Social 
Disadvantaged areas Community 
Affluent areas Government 

Mails 

Initial appointments will be for periods of two, three or four years to ensure continuity of membership. 
Thereafter members will generally be appointed for a term of four years, renewable upon application 
for further terms of one year at the discretion of the Chairman. 

There is no right to renew membership and renewal may be refused on any reasonable grounds 
including the need to refresh membership in order to stimulate fresh debate. 

Membership will be terminated if a member misses two meetings within the term of their 
appointment. 

CONDUCT OF MEETINGS 

All members will be given reasonable written notice of meetings. 

Meetings will be held three times a year, and will last a full morning. 

Members cannot send deputies except in the case of corporate members whose attending member 
is unavailable. No deputy shall be allowed to attend unless approved in writing in advance by the 
Post Office. 

Members cannot bring guests unless approved in writing in advance by the Post Office. 

All meetings shall be treated as confidential unless otherwise specified. 

Recording of meetings on any form of media is not permitted. 

Any member may be requested to leave a meeting if in the absolute discretion of the Chairman he 
believes the member's conduct is or is likely to be detrimental to the purpose of the Council and the 
overriding objective of a constructive exchange of views and debate. 

The Chairman will feed back the views of the Post Office Board and Group Executive at each 
meeting. 

Following each Council meeting, the Chairman will provide feedback to the Post Office Board and 
Group Executive as appropriate. 

EXPENSES 

Members will not be paid, but will be reimbursed reasonable out of pocket expenses for attending 
meetings upon production of written receipts for the expenses incurred. If there is any dispute as to 
the extent of any expenses to be recovered, the Chairman's decision will be final and binding. 
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The Post Office Secretariat will attend all meetings, and take a note of proceedings and discussions 
at meetings. 

Agendas and a summary of minutes of Council meetings will be published, redacted where 
appropriate to protect confidential information and circulated to members. 

The agenda will be set by the Post Office. Requests for items to be included on the agenda should 
be made to the Chairman in writing (including email). The Chairman is not obliged to accept any item 
on to the agenda. 

If the Chairman does accept an agenda item, he may request that the point under discussion be 
supplemented or supported by an accompanying document or documents. Failure to supply any 
supporting documents reasonably requested by the deadline given will lead to withdrawal of the item 
from the agenda. 

February 2015 
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Elizabeth Armstrong 
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Elizabeth has a background in customer services for tat orwide Building Society 

where she was also National Executive Officer and Individual Cases Officer for the 

Nationwide Group Staff Union. Now retired Elizabeth is involved in local politics and is 

a parish councillor. Not only does she bring a background of working in the financial 

services area she also has a keen interest in enhancing services for rural 

communities 

Theo Bertram is Head of Public Policy and Government Relations at Google UK. Prior 

to joining Google in 2011, Theo was Head of Public Affairs at Telefonica 02, Between 

2006 and 2010, he was a Special Adviser to the Prime Minister for both Tony Blair and 
Gordon Brown and was Head of the Research and Information Unit at 10 Downing 

Street. 

Marcus Suck 

Marcus was born and grew up in Liverpool. After graduating from Cambridge 

University with a degree in History he worked for a large advertising agency on 

campaigns for Radox, Santander and Boots. He then joined Uni lever as a graduate 
trainee in their Marketing function; he has also been the Brand Manager for Dove 

Ml err +Oa re. 

Andy Burrows

Andy Burrows is the Head of Post Office Policy for CITA. He leads the organisation's 

work to promote the consumer interest in all aspects of Post Cf ce services, including 

the quality, accessibility and sustainability of the branch network. His work 

croaramme also explores potential new services which could be offered through the 

Post Office, including government services, credit unions and banking solutions for 

ovv iracor consumers. 

Andy previously worked for a predecessor body, Postwatch, managing its consumer 

scrutiny and research programme; and before 'that undertook research projects for 

think tanks. 

Tim Coomer 
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Tim has a background in rural retailing and has worked for a FMCG wholesaler before 

spending some time working for Community First where his work involved managing 
successful support, advisory and training programmes tai lored for rural retailers and 

postmasters across the south west. Tim has a wide range of experience with both 
independent and commun ity retail coupled with art extensive knowledge of issues 
faced by both rural communities. 

Pardeep Duggal 

Pardeep is Head of Digital Marketing at E.ON. Pardeep's team manage the E.ON 
website, mobile app and email campaigns, as well as digital marketing including 
social, paid activity and working with third parties, 

Prior to joining E.ON, Pardeep worked in retail and financial services, always in 
marketing, and moved into digital during its infancy, 

Chris is an Area Manager for a high street chain and has worked for them for over 20 
years, holding a variety of positions in Yorkshire, Greater Manchester and North 
Wales. Chris sits on Community Pharmacy Wales, supporting the interests of 
community pharmacies in Wales. 

Tim Franklir (Chair) 

Tim Franklin joined the Board of Post Office Limited as a lon-Executive Director on 19 
September 2€ 12, He has 30 years experience working at board level in a variety of 
financial services businesses in both the mutual and private sectors. 

David is the Chief Executive of three Chambers of Commerce, an Industrial Professor 
at East Kent College and a Director of Academy FM, Dover Peoples Port Trust and 
Thames Capital Ltd. He sits on the board of a variety of community organisations and 
private companies in different sectors of the economy. 
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Rebecca Glenapp launched LUX FIX with Alice Hastings-Bass in the summer of 2012. 

Rebecca started her career in strategy consufting before leaving to work in business 

development for digital start-ups for several years. The aim behind LUX FIX was to 

build a business that offered an alternative to mass-market brands, working with 

independent designers who provide the quality in materials and design without the 

normal "designer" price tag. They now have over 150 designers on the site and have 

launched e-  -slaps for the Telegraph, Independent and Evening Standard fashion 

teams. 

Farida has been working with Post Office Ltd for 18 years in a variety of different roles 

and has seen the business adapt to the changing needs of its customer's. Farida's 

experience includes working as a counter clerk at Crown branches, supporting teams 
in the agency network, working with payment services on tenders for energy and 

water utilities and she now works on the Network Transformation Programme. 

Nilesh , oh! 

Nilesh Joshi, is the National Executive Officer of the National Federation of 

Subpostmasters. He has been an active member of the Federation for the last 15 

years and joined the executive team after taking various roles at branch and regional 

level. 

In November 1990, Nilesh became the postmaster of the Forest Hill Road branch in 

East Dulwich, which he still runs. In 2009 the branch won the Asian Trader 

Independent Retailer of the year. 

Marc K'•: on 

Marc is the Chair of the British Youth Council, a national youth campaigning charity, 

and has been a researcher at the Institute for Government, a cross-party think tank 

yelping to improve the effectiveness of government. He served on the Post Office's 
Stakeholder Forum from October 2011 to December 2013, looking at how the Post 

Office defines its public purpose as an organisation. 

Ben Lucas has a background as Chair of Public Services at the RSA. He is a public 
policy and communications entrepreneur and has worked at the heart of the public 

policy world for over three decades. He was previously founding Director of the 2020 
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Public Services Trust, He began his working life as the research officer for the 
construction union, UCAT "; before becoming lack Straw's adviser during the mid-
1990s. Following this, he co-founded and became Managing Director of LLM 
Communications, which became the leading independent public affairs advisory firm in 
the UK. Ben is a founding Trustee of the think tank, New Local Government Network, 
and an adviser to the Joseph Rowntree Foundation. 

Ismail Loonat 

Ismail has around twenty years' experience as a postmaster and over the years has 
built a strong rapport with the local community and businesses. Ismail's efforts were 
acknowledged when he was one of finalist for the Royal Mail Chair excellence award in 
2009. 

More recently, his Post Office obtained funding from the Post Office Community 
Enterprise Fund. Ismail is an active community worker and has been a volunteer for 
numerous charities. 

Andrews Moys 

Andrew has recently moved on from his roie of Diractor of Commu Jka .runs at John 
Lewis Partnership. He managed the Partnerships c m'miunica . ons team of 25 with 

responsibility for government and media relations, internal communications including 

the Partnership's weekly magazine, The Gazette and the John Lewis Partnership 
website. 

Andrew started his career in management consultancy, before spodia lning in 

corporate communications working for BAA, the world's largest airports company, and 
then at Cadbury, the global confectionery brand. 

Brian Scott is the Unite Officer for the CMA. Sector of Unite. His responsibil ities are for 
all Unite members in the postal sector. Other areas for which Brian is responsible are 
the European Social Dialogue and the Uni--Europa Postal Committee. 

Brian has been a member of the Labour Party for over 30 years and is currently chair 
of the 'I ywforfd branch. He joined the Post Office in 1974 and worked in 

BT 
for a 

number of years before taking on his current role. He was a member of the CMA 

Executive Council from 1984 to 1991 and held the position of National Vice-Chair for 
three years and was Chairman of the Telecom Executive Committee for 4 years, during 

this period. He was made a National Honorary Member of the CMA in 1992. 
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Lynn .-3;e : ?r thhe Comm. n. This 

year she V.,,S elect* V ; ` .an from Post 

Office to i s, 

Other he has 
v 

' inch ci Area. Htaith and Safety, Industrial Refit tmns Area 

050 0 t:Orh Chair Of Ny She has be 

1 . a=' ` O? mm , programmes i. nr. >oun `: viti, as iE A r, i Duty reviews and a 

n . .....350/ wo ..., trial which had staN engagement, customer satisfaction and 
inmeon € in O,..€,. ._ . to heart of t ,ot. 

Nicholas Stuart 

Nicholas is an NHS Consultant Cancer Specialist working in North Wales as a Professor 

of Cancer Studies at the University of Bangor. Nicholas has worked in North Wales for 

the past 21 years having previously trained in Southampton, Birmingham and Oxford. 
Previously Nicholas has been Lead Cancer Cl inician for .N orth Wales Cancer Network 

and Chair of the Welsh Forum of Local Negotiating Committees. He is involved with a 

number of charitable groups including those that raise funds to help local cancer 

services in North Wales and with the Northwest Cancer Research Fund based in 

Liverpool, 

K. i Twynhoim 

Kevin is a lifelong retailer with a passion for innovation and meeting the ever-

changing needs of customers. He currently works for One Stop Stores Ltd overseeing 

Retail Projects, Store Productivity and Services. 

He has been involved with the Post Office Network Transformation programme since 

the days of Post Office Essentials and has led the conversion of over 100 branches to 

the new Local and Mains models. 

Donna Underhill 

Donna joined the Post Office in 2004 as a counter clerk and has worked in various 

roles in the Crown Network before becoming Branch Manager 6 years 

ago. Previously Donna has worked with First Friday and has been influential on all 

aspects of the Crown Leadership Excellence Programme which has underpinned the 

whole vision strategy. 
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1 N's 

6t" July 2016 

2nd November 2016 

15"' March 2017 

5t" July 2017 

8t" November 2017 
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0SID'A.RY UPDATE 

IRRELEVANTUpdate to Post Office Board-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-..._.i 
Author: Nick Kennett inn .tinq cats : Ma ir 2016 

IRRELEVANT 
At itS ; IRRELEVANT; meeting, the 'IRRELEVANTiboard approved a five business strategy. It is 
proposedhat a-summary of this strategy is presented to the Post Office Board in July. 

Questions this paper addresses 
1. What progress was made in 2015/16 towards delivering the strategic objectives? 
2. What return on investment will,RRELEVANT achieve? 

3. What is the strategic plan fW---r1Ur"TS and will this deliver the long term growth 
anticipated in the FS strategy plan? 

4. What are the key risks to the delivery of the Plan and what is the level of confidence 
for its delivery? 

Conclusion ._._._._._._._._._ 
1. In 2015/16I IRRELEVANT -tompleted many of the key building blocks as anticipated in the 

long term strategy and the value opportunity from the business model is being 
realised; core board, risk and governance structures are operational. 

2. After a slow start, with iIRRELEVANT ii completing later than originally budgeted, 2015/16 
EBITDA (excluding exceptional costs was  IRRELEVANT ,'eedin 2 forecast by 'IRRELEVANT P )  9 Q ~ ----------

, IRRELEVANTi paid Post Office Limited commissiori  IRRELEVANT_.-: in the year. The 2016/17
budget targets a i,-.-.-.-.-.-.---.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-IRRELEVANT.

3. The near term focus is --------__----------------------- ------

IRRELEVANT 
4. The key financial risk to the current plan 

IRRELEVANT 
Strictly i.(JnfIdi:ntial i IRRELEVANT idcxte to the Po.'! O1` We Board AMU 2016 
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IRRELEVANT 
Input Souqht 
The Board is asked to note the progress made and confirm support to the strategic 
direction and business intent set out. 

Strictly Con fIdential ! IRRELEVANT ate to the Post Ojiwe Board May 2016 
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Looking Back 

1. 

IRRELEVANT 
2. Overview of 2015/16 

~rtlr`~ HAS GONE

1. EBITDA (before exceptional costs) in 2015/16 was' IRRELEVANTi; this was below the 
annual plan of L.-.--.AN.y mainly due to a _ _iRRELE_.ANT._ _._._._. 

,IRRE_E'ANTcompleting later than originally budgeted. However, the position exceeds 
the Q2 EBITDA forecast following a strong focus on income recovery and cost 
control. 

2. 

core 

' ; • stab_I_ish men t_otIRRELEVANT _ ,.in_2014_and_. its _.management of the [ J i
IRRELEVANT delivered a number 

Sing Mocks for the long term F$ strategy iin 2015/16, including: 

IRRELEVANT 
IRRELEVANT 

IRRELEVANT 

IRRELEVANT 
3. In particular following; IRRELEVANT has established clear organisational and 

governance processes and controls, including: ------------ 
Organisation structure complete, integrating existing Post Office POI; IRRELEVANT; 

and selected recruits (in particular risk, strategy and product) into 'a7sing16,-
focused team; 
Board structure complete with the addition of a second INED, as Chair of the 
POMS Audit, Risk and Compliance Committee; 

Strictly i.(Jafid :ntial ; IRRELEVANT rat: to the Po.t Office Board May 016 
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Executive management structures in place in accordance with FCA principals, 
with Executive, Risk & Compliance and Product Committees operational; 
Operational processes established with Post Office to drive sales, marketing, 
digital and se- '''-- ' ' -'- ''=' '"=,s; Post Office insurance team disbanded and 
integrated into 'l IRRELEVANT 

4. Projects to build'; IRRELEVANTIcapabil ity to deliver the long term strategy are well 
Zd "riLr-ad-and_umili.An1iunr.in._2ttirFI1_7__.-._._.--_._---.-.--.--._._-.-_._-----------------_---_-._._.-_._--

IRRELEVANT 

5. In Q3 and Q4 General Insurance sales have been strong, with Home Insurance 
generating record annual sales and life having strong year-end momentum: 

> Sales momentum has continued into P1. 
As at March 2016ilRRELEVANTjhad sufficient capital and funding to meet its 
operational and regulatory ;requirements. As at March 2016, the regulatory 
capital was; IRRELEVANT - -- 

_  _._._._._ .__ 

6. In conclusion,; IRRELEVANT!s well established to deliver the opportunities forecast in 
the original business plan: 

Financial and operational momentum are established; 
—~ Management and governance processes are in place; 
—* IRRELEVANT} gaining control of customer proposition and process design from third 

`parrres; 
Initial capability acquired to deliver long term strategic objectives. 

1. In 2015116 IRRELEVANT 
Net commission income in 2015/16 was

 
IRRELEVANT

of lower branch sales and delays launcinr}q un trctg7 -gator wesrtes;._,__._,__._,_._ -_- 
IRRELEVANT~nd Post Office are ; IRRELEVANT,_._,_ -- - - -- - - - -- --- ---------

IRRELEVANT 

IRRELEVANTI 

ctrictty rt fzd10 tint ~._._._._._._._._._.ia.'date to the Post O,t~f` ice, I#oard Mau 2011 
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IRRELEVANT 

The 2016/17 budget targets an EBITDA 

2IRRELEVANThas updated its business strategy' targeting to build a sustainable 
cQm XItiv _. dvant a ._a.n1._arow_. market _sh._~.r. JzY,-.-.-.-.-.-.-.-.-.-.-.-.-.-.-._.-.-.-.-.-.-._.-.-.-.-.-.-.-.-.-.-.-.-.-.-. 

IRRELEVANT 

Ric ;.rateg N , ,Qil3g cii i sse:. ie'

--- -----'-'-i 

Strictly Confidential i IRRELEVANTkMte to the Post Office it ee Board 
.-.-.-.-.-.-.-; 
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IRRELEVANT 

There are a number of risks that need to be reviewed and managed accordingiy, 
including: 

IRRELEVANT 

i IRRELEVANT!, trictty t on fidential !late to the Post OJ/ cee Board May 2Oi( 

Post Office tear£-24105/1€f 345 of 557 



POL00030888 
POL00030888 

SuIpp .rrenta Documents 

71Page 

IRRELEVANT 
3. The next stage of IRRELEVANTdevelopment isF--------------------

IRRELEVANT
 

IRRELEVANT 

4. IRRELEVANTtould under-estimate the complexity and capabilities required to take on 
anLa-res onsibilities undertaken b p -- IRRELEVANT 

IRRELEVANT 

~ I 

,~. - -- -- --.-- - - -- - ------------ -- -. -- - --
$  Post Office is unable to support the digital or data agenda; 

—4 Corporate services resources are unavailable or insufficient to support the plan; 

IRRELEVANT 
M 
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IRRELEVANT s very dependent on Post Office 
delivery and in IRRELEVANT -  -

IRRELEVANT ..... ._.-. 
My overall confidence that IRRELE\-ANT will 
deliver 2016/17 plan is good and on 
the long term plan is balanced. 

_Nicholas Kennett_ 
IRRELEVANT 

May 2016 

to deliver in-branch sales targets 
compliantly, effective marketing 
support and digital capability. 

! IRRELEVANTi 
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SW ETi 
Th.e.nrnno d.2.0 .61.1.7. .P.la.a.is.fnr_.i- - - .-.-.- .--.-.-.- ---.-.--- -IRRELEVANT-.- -.-.-.-- -.-.--.- -.-.--.-.-. _ 

IRRELEVANT 

IRRELEVANT 

Gross income 

Costoi Sales 

Net Income 

staff Casts ! IRRELEVANT 
Non-staff Costs 

POL Comrnassron 

Total Expenditure 

EBITDA 

EBT 

The mid-year 2015/16 acquisition of they" business from IRRELEVANT has a distorting 
effect on year-on-year comparisons. To remove that distoit'ioiY, aJ'"restated 2015/16 
comparator has been calculated on a current run rate basis, excluding any unique one-
offs, to give a like-for-like view. 

Against this restated comparator, IRRELEVANT with 

IRRELEVANT growth more than offsetting a decline in Car. The Plan for total 
`operaun-g--ccrsrs--rs--na'r t IRRELEVANT with savinos.Jn.,operating costs off-setting increased 
staff costs (reflecting the ̀expansion of the' iRRELEVANT team headcount) and increased POL 

_commissions due to increased net income. Together these result in an EBITDA of IRRELEVANT! 

IRRELEVANT than the latest Q3 2015/16 forecast and L IRRELEVANT i than the post ; IRRELEVANT. 

adjusted forecast However, planned EBITDA continues to include an unallo`ca-ceu -
income stretch of IRRELEVANT (actions have been identified in 
order to deliver the cost stretch). 

The plan profit increases! IRRELEVANT excess capital. 

Strictly tort fIdential 
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.. . 

Context 

PAGE I OF 4 

1. The draft 2015/16 Annual Report and Accounts (ARA) is presented to the Board for review. 

2. POL usually signs and publishes its ARA at the end of June or the first week of July. This 
timetable has been maintained, giving an extended post balance sheet review period to 
provide further assurance over the completeness and accuracy of the results. 

3. The papers comprise a draft ARA, a briefing book setting out details of the financial results 
and a report from Ernst & Young on their findings to date. 

4. This draft of the ARA has been slightly updated for individual comments from the version 
sent to the ARC but has not benefited from the debate at the ARC which meets on 19th. It 
is proposed that the Chairman of the ARC presents a verbal update for the Board 
summarising the ARC's discussions. However, if there are material re-writes proposed, we 
will let you know. 

5. The Board is being asked to delegate authority to the ARC to approve the ARA on its 
behalf. It is proposed that a short ARC call is arranged for the end of June to confirm the 
completion of the work, review any findings and agree that the ARA can be signed and 
published, within the Board's delegated authority. 

Questions 
6. The following questions are addressed: 

• In summary, what were POL's financial results for 2015/16? 
• What is the status of the work to support the ARA? 
• What issues are we drawing to the Board's attention in their review? 

The Man Report 
Financial 

Results 

7. Post Office made an operating profit of £105m and an EBITDAS loss of £24m in 2015/16. 
This represented a significant improvement in EBITDAS from a loss of £57m in the previous 
year. Commercial turnover was broadly flat at £981m, with total revenue declining with the 
planned reduction in the Network Support Payment. Progress towards break-even has been 
made by reducing net costs, especially through the impact of Network Transformation on 
agents' pay and in spite of higher pensions and bonus costs. 

Strictly Private and Confidential 1 
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Overal l, in line with our plans and budgets, POL is in a temporary period when we are 
spending more on transformation than we receive through the declining Government 
Grant. As a result, we uses more of our facility with government, increasing borrowings by 
£155m to £465m, against a limit of £950m. 

Audit Status 
As previously discussed with the ARC, given the need to strengthen the financial control 
environment, additional accounting and audit procedures are being carried out. The bulk of 
this work is finished. 

10. No significant issues have been identified in the work to date. Internal POL reviews have 
identified a number of smal l adjustments, netting at a £1.2m reduction in EBITDAS, which 
have been adjusted for in this draft of the ARA. The ARA also reflects some judgemental 
adjustments agreed with EY and summarised in their report: these net to a £0.1rn 

reduction in profit, with no impact on EBITDAS. 

11. As agreed with the ARC, procedures will be completed during the next few weeks and 

updated with ongoing reviews of post year end transactions. 

Matters for the Board's attention 

Basis of preparation 

12. The financial statements have been prepared on a basis that is consistent with prior years, 
including the assumption that POL is a going concern. The logic underpinning this 
assumption is set out in section 12 of the Briefing Book. 

13. Nonetheless, the Board has recognised that the longer term financial stability of POL is 
uncertain, with no funding or facilities guaranteed after March 2018. We have therefore 
continued to impair the bulk of our capital expenditure and intangible assets in the year in 
which it is incurred. The amount written off in 2015-16 was £136m (2014-15 £140m) and 
further details are set out in section 19 of the Briefing Book. 

14. The exceptions to this pol icy have been freehold property and long leasehold property and 
land, reflecting their long term economic value independent from business activities. 

15. In addition, we have concluded that it is appropriate to capitalise the goodwill incurred on 
the acquisition of the remaining 50% of the joint insurance business from Bank of Ireland 
without immediate impairment. The value is £44m. POMs is a separate, profitable Cash 
Generating Unit, wi l l generate future revenues and has an economic life of its own: in 
2015/16 only 6% of the sale and renewal income of the acquired business was generated 
by the POL network (14% of new sales). The business therefore has considerable resale 
value and could continue to trade without POL. The carrying value of the goodwi l l will be 
reviewed at each reporting date for any impairment, with no loss in value observed at 

March 2016. 
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Restatement 
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16. As disclosed in the Interim report and accounts, the comparative figures for the year ended 29 
March 2015 have been restated. The provision for postmasters' compensation, included in 
Network Transformation, has now been fully recognised in the results for the year ended 29 
March 2015. The restatement affects exceptional costs, provisions and retained earnings as set 
out in the table below. Within this report, the comparative income statement, statement of 
comprehensive income, balance sheet and statement of changes in equity for the year ended 
29 March 2015 have been restated. There has been no effect on the cash flow statement. 

As previously Restatement 29 March 2015 
reported Restated 

Total provisions (63) (87) (150) 

Shareholders' funds (retained earnings) (72) (87) (159) 

Profitl(loss) for the year (54) (87) (141) 

Discontinued Operation 

17. Prior to the year end the business took the decision to discontinue the Mobile telephony 
operation. In consultation with EY, this has been treated as a Discontinued Operation in the 
financial statements, reported below EBITDAS and Operating Profit. 

18. The net impact is a £2.8m increase in 2015-16 EBITDAS (2014/15: £3m) as operating 
costs of £3m and income of £0.16m are removed. Within Discontinued Operations, the 
total impact is a £10m cost, additionally reflecting £3.7m of balance sheet write-offs 
(2014/15: £1m) and £3.5m of provisions relating to estimates of exit and termination 
costs. 

Disclosures 

19. In the draft ARA, we have made some reductions in the amount of disclosure. The ARC 
previously took the view that we should no longer be seeking to comply with the Combined 
Code as an objective in itself, given the associated costs and bureaucracy. As a result, 
some disclosures are optional. 

20. In summary, we have removed the segmental reporting note as the key information is 
already stated in the Financial and Business Review. We have retained a section on Risks. 
We have removed the very detailed report on Directors' Remuneration. However, on the 
advice of our shareholder, we have put more disclosure around directors' remuneration in 
the notes to the accounts than is required by legislation, including a table of individual 
earnings and a brief explanation of the incentive plans. 

21. In the note on Commitments (Note 19 to the Group Financial Statements), we have 
included a general statement headed `Contingent Liabilities", noting that from time to time 
we may face legal claims and concluding that"The Directors do not consider the outcome 
of any current claim or action will have a material adverse impact on the consolidated 
position of the Group." 
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22. We have been notified by a law firm of a claim on behalf of a group of 91 Postmasters. The 
claim has been filed in the High Court, but has not been formally served on us. Among the 
claimants are individuals who we believe may not participate in a class action, either 
because they are time limited, have criminal convictions or have previously reached a full 
and final settlement with us. The claim is not valued and no new information has been 
provided. 

23. Clearly, no provision has been raised as we think the chances of making a payment that we 
can reliably estimate is remote. In addition, we have concluded that to disclose the 
existence of the claim would give it a spurious importance. EY are keen that the ARC and 
the Board debate this point and have recommended it is disclosed. Potential, additional 
wording might be: "A High Court Claim has been issued on behalf of a number of Sub-
postmasters against Post Office in relation to various legal, technical and operational 
matters. Full Particulars of Claim have not yet been received by Post Office. " 

Input Sought 

24. The Board is requested: 
• to review and comment on the draft Annual Report and Financial Statements for 2015-16; 
• give delegated authority to the ARC to approve the Annual Report and Financial 

Statements; and 
• give delegated authority to the Chairman, the Chief Executive and the Chief Financial 

Officer to sign the Annual Report and Financial Statements fol lowing approval by the ARC. 
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• Ii iuIi1a.114!Ak.1i.
I was delighted to be appointed Chairman of the Post Office in September 2015, and I have very 

much enjoyed getting to know the business over the last few months. In the first place the job of the 

Post Office is to provide some essential services to our customers, and we are very conscious of our 

obligation to ensure that 90 per cent of the population has a post office within a mile of where they 

live. This amounts to operating the largest retail network in the UK with over 11,600 branches 

dedicated to meeting the needs of a myriad of different communities throughout the country. I am 

proud to be part of this long tradition of service to the public. But we are also a commercial 

business, and in this report we have sought to provide a clear view of how we are performing, and 

the challenges that lie ahead. For many years the Post Office has relied on a subsidy from the 

Government and has also received a considerable amount of investment from public sources to 

modernise the network. As a result of this investment, and thanks to the efforts of postmasters and 

our staff to improve our business in many areas, the public subsidy has declined steadily and 

EBITDAS, our key measure of performance before subsidy, has improved from a loss of £57m last 

year to a loss of £24m in 2015/16.* Considering that the EBITDAS three years ago was a loss of 

£116m, this demonstrates the substantial progress made in recent years. During 2015/16 the actual 

Network Subsidy Payment received from the government reduced from £160m to £130m. 

In a time of straightened public finances, we cannot expect to call on the taxpayer indefinitely, and 

the time has come for the Post Office to take on the challenge of becoming a fully sustainable 

profitable business, whilst at the same time maintaining its public service obligations. If we are to be 

successful over the medium term, we need to be capable of generating sufficient resources 

internally so that we can invest in business development and growth in the future. The Post Office is 

a national brand, trusted by consumers across a range of activities: postal services, cash 

transactions, financial services and telecoms. Whilst we may need a small element of Government 

funding over the medium term to maintain 3,000 or so community branches, there is no reason why 

we cannot achieve positive financial results from the rest of our business. In particular the Post 

Office has significant potential in the financial services market, but that will require substantial 

investment behind our brand in what is a competitive marketplace. 

Over the last few years there has been significant investment in the Network Transformation 

Programme, and this is now bearing fruit in terms of a business model that is more flexible and 

meets the needs of our customers. I was very pleased to open the 6000th branch to be modernised 

in Nyetimber in West Sussex earlier this year. Now operating from a bright refurbished local 

convenience store, it is open an extra 25 hours a week, including Sunday. It seemed to me that the 

postmaster, Than Thevarajah, epitomises the energy, entrepreneurial spirit and customer focus that 

lies at the heart of the modern Post Office. Whilst maintaining a comprehensive service offer, the 

post office till fits well into a thriving retail business, creating footfall, and an opportunity to enhance 

a personal service to customers. 

At the same time as we have invested in our sub post offices, we have also made good progress with 

our own operated post offices: self service kiosks have proved popular, and have helped to reduce 

queues at peak times. To operate post offices in expensive prime retail town centre locations with 

limited commercial add-on activity, can be a financial challenge, although considerable progress has 

been made on stemming the losses in this area. 

* Please see the Financial and Business Review on Page 7 for the calculation of EBITDAS. 
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As Paula's report explains, several of the markets we operate are experiencing some turbulence, but 

it can be done; the post office can still be a very attractive business proposition in an appropriate 

retail setting. 

This year has seen some changes to our Board. I would like to thank three of our members who 

retired last year for their contribution to the revitalisation of the Post Office: Alice Perkins, my 

predecessor, Neil McCausland and Alastair Marnoch. I very pleased to welcome two new members 

of the Board — Carla Stent who is chairing our Audit and Risk Committee, and Ken McCall, who is 

chairing our Remuneration Committee. I would also like to acknowledge the supportive role of our 

shareholder, the Department of Business, Innovation and Skills, in the continuing development of 

the Post Office. Similarly, I would like to record my appreciation of the work done by our Post Office 

Advisory Group, chaired by Tim Franklin. 

I have been struck by the diversity of our branches around the country, and yet there is a common 

thread: they are places where all people and businesses can, and do, use a range of services that are 

important to them in their everyday lives. This combination of commercial focus and community 

involvement is exemplified by local postmasters such as Bryan Hewson at Amble in Northumberland. 

Bryan has fully modified his branch which contains a community hub where people can come in and 

use computers and get online. He is actively expanding his business and is a key part of the 

community that won the coastal town section of the Great British High Street awards this year. 

Bryan and his team are great examples — but they are not unique. So most of all, I would like to pay 

tribute to everyone looking after our customers in the front line or in support, for their hard work 

and their dedication to the highest service standards. All of these men and women make a 

difference every day of the week to the lives of the many people who depend on the Post Office: 

thank you. 
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Chief Executive's Statement 

The Post Office results for 2015/16 show continued progress towards commercial sustainability and 

reduction in reliance upon Government. In 2015/16 we have reduced our operating loss before 

subsidy by £33 million and financial support from Government by £50 million. 

I am pleased we have increased our commercial turnover from £976 million to £981 million, in the 

face of very challenging market conditions. We have grown revenue in our Financial Services and 

Telecoms markets and maintained our Mails market position; our Government Services revenue has 

declined. We have also delivered a £28 million reduction in cost across the business. 

In 2015/16 we posted a loss of £24 million in our key EBITDAS measure maintaining a trend of steady 

improvement: 

The cash position of the company continues to be sound. It operates well within its facilities to meet 

its own trading needs as well as enabling its network of Post Offices to pay and receive money on 

behalf of the range of partners with whom we operate. 

Our strategy is to build profitability whilst at the same time reducing year on year funding from 

Government, thereby creating the potential to re-invest to secure the future of our nationwide 

network. This enables around 60,000 of our Post Office colleagues in 11,600 communities to 

undertake around a billion transactions a year on behalf of our customers — increasingly essential 

services to local communities as banks and other businesses withdraw. 
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The implementation of this strategy is reflected in our performance; 
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To continue this progress, the Post Office needs to enhance its competitiveness and customer 

service in the fast changing Mails, Financial Services, Government Services and Telecoms markets in 

which we operate. And our central and support services need to become simpler - and cheaper - to 

run, thus creating the conditions for postmasters to trade profitably and sustainably. 

This requires: 

- continued investment in the transformation of the branch network, and in IT and digital 

capabilities to promote convenience to customers and flexibility in meeting their needs. 

- A greater focus on simplifying our central and support functions, enabling a more ambitious 

reduction in costs 

- ongoing development of profitable own brand products in Financial Services and continued 

effective long term relationships with both the Royal Mail and others for whom we are a 

trusted distributor. 

In 2015/16 we have made progress in each of these areas. Working with postmasters across the UK, 

we have passed the milestone of modernising 6000 branches, adding 190,000 extra opening hours 

and improving adjacent retail/convenience offers too. I'm delighted these postmasters and their 

staff have achieved over 95% customer satisfaction. We have started to restore the financial position 

of our larger branches where we faced particularly high operating costs: my thanks to colleagues in 

the Crown Post Offices who over a four year period have moved from a £46 million annual loss to a 

breakeven position. We have completed the separation of our IT infrastructure from that of Royal 

Mail Group. We have made our first acquisition, buying our joint insurance business from the Bank 

of Ireland. We have commenced the restructuring and simplification of our central support functions 

and service centres that support our branch network and its service to our customers. 

These are important milestones and, combined with our improving financial results, they provide 

confidence in our capabilities for the future. I am grateful to all those who work in Post Offices and 

Post Office Annual Report and Financial Statements I Page : 5 

Post Office Board-24105/10 357 of 557 



POL00030888 
POL00030888 

Draft to Board — IN STRICTEST CONFIDENCE —17 May 2016 

those who support them in various centres across the UK for their huge commitment, their 

professionalism and their delight in serving customers. 

Looking forward, I am in no doubt that the Post Office has a bright future. But at present our reality 

is that we still make a loss. Some of our product markets are in structural decline — particularly in 

Government Services where the shift online has reduced turnover by 9.2%. And where we have 

identified significant potential growth in areas such as Financial Services and Telecoms, these 

markets are intensely competitive with well established incumbents. The mails market is evolving 

rapidly and success will demand ongoing innovation and flexibility. Our Government funding is only 

in place until 2018 and is reducing significantly. 

Our overriding objective is to support a sustainable and thriving network of Post Offices, from a low 

cost support structure. There remains further work to do before we make enough money in 

competitive and changing markets to reinvest sufficiently and sustainably in our systems, branches 

and customer propositions. That means continuing to ask the hard questions of ourselves and being 

resolute in implementing the answers. 

To that end we have launched consultations with our people on closing our defined benefit pension 

scheme to future accrual and [on reducing the operating cost of providing cash to Post Offices]. 

Further changes will follow but I am determined that, as we implement change, we stay true to our 

values. The trust in the Post Office brand is built on its people; and especially as we go through 

change we will take care to ensure everyone is treated with respect. 

The prospect of further and potentially difficult change can be a hard message on the back of the 

real progress that has been made during 2015/16. But it is the right thing to do and the only way we 

can ensure that Post Offices remain open in every community and have a bright future serving our 

customers and delivering our public purpose, ensuring services are available across the UK for 

another generation. 
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Summary results 
The Post Office has maintained its commercial turnover with growth in Financial Services and 
Telecoms offsetting a planned decline in the Royal Mail fixed fee in Mails and decreases in 
Government Services and lottery turnover. 

Our total revenue decreased by £25 million (2.2%) because of the planned reduction in the 
Network Subsidy Payment (NSP) from Government. In spite of that, cost reduction and the 
benefits accruing from continued high levels of investment enabled operating profit before 
exceptional items to increase by 1.9%. Moreover, the critical measure of EBITDAS (operating loss 
before interest, taxation, depreciation, amortisation, subsidy and exceptional items) which strips 
out the Network Subsidy Payment showed significant improvement reducing the loss from £57 
million to £24 million. 

Key Financial Performance Indicators 

2015 

2016 Restated Change 

Turnover £981m E976m E5m 

Operating profit before exceptional items £105m E103m Elm 

Operating loss before, depreciation, amortisation, exceptional items 

and Network Subsidy Payment (EBITDAS) (E24m) (E57m) £33m 

Net cashflow (£109m) £184m (E293m) 

s

2015 
2016 Restated Variance Variance 

£m £m £m % 
Turnover 981 976 5 0.5 
Network Subsidy Payment 130 160 (30) (18.8) 
Revenue 1,111 1,136 (25) (2.2) 

People costs (233) (238) 5 2.1 
Other operating costs (808) (831) 23 2.8 
Total costs (1,041) (1,069) 28 2.6 
Share of profit from joint ventures and associates 35 36 (1) (2.8) 
Operating profit before exceptional items from continuing operations 105 103 2 1.9 

Add: Depreciation 1 0 1 
Less: Network Subsidy Payment (130) (160) 30 (18.8) 
EBITDAS (24) (57) 33 57.9 
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The Post Office's total revenue decreased by £25 million (2.2%) to £1,111 million due to a decrease 
of £30 million in the Network Subsidy Payment (government grant revenue put towards the costs of 
maintaining the Post Office network). The Post Office segments income into four pillars: Mails and 
Retail, Financial Services, Government Services, and Telecoms. This commercial turnover increased 
by £5 million to £981 million. The pillars and their performance are detailed on the next pages: 

2015 

2016 Restated Variance Variance 
£m £m £m % 

Mails and Retail 380 388 (8) (2.1) 

Financial Services 303 290 13 4.5 

Government Services 128 141 (13) (9.2) 

Telecoms 130 120 10 8.3 

Other income 40 37 3 8.1 

Turnover 981 976 5 0.5 

Network Subsidy Payment 130 160 (30) (18.8) 

Revenue 1,111 1,136 (25) (2.2) 

Mails and Retail 

Mails and Retail includes the sale of parcels and other Mails products provided by Royal Mail and 
Parcelforce. It also includes Lottery and Retail services such as sales of collectibles as well as 
packaging and stationery. Revenue decreased in the year by £8 million (2.1%) whilst transactional 
volumes in mails increased slightly. 

2016 2015 Variance 

£m £m % 

Mails services 334 340 (1.8) 

Retail and Lottery 46 48 (4.2) 

Mails and retail 380 388 (2.1) 

Overall mails services revenue reduced by £6 million (1.8%) to £334 million. However, this was 
driven by a planned reduction of £7 million in the fixed fee part of the contract with Royal Mail 
Group. Product sales improved slightly by £1 million in the year. This position was underpinned by 
a good sales and service performance over the Christmas peak period (year on year trading 
income was 3.6% higher) and by growth in areas related to online shopping (Home shopping 
returns grew by 25%). The mails market remains competitive and fast changing as it continues to 
shift towards package related activity and premium tracked products like Special Delivery. 

The £2 million reduction in turnover from Retail and Lottery services was primarily driven by a 
reduction in Lottery sales due to fewer rollovers and lower prizes. 
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Financial Services 

The Financial Services pillar includes Post Office Money personal financial services products such as 
mortgages, credit cards, insurance, savings, ATMs and travel products as well as traditional services 
such as bill payment and over-the-counter banking transactions. 

On 30 September 2015, Post Office Limited acquired from Bank of Ireland UK plc the business and 
assets of our joint insurance business. Immediately following acquisition, Post Office Limited 
transferred the business to its subsidiary Post Office Management Services Limited, a FCA regulated 
entity, which operates the business alongside its existing travel insurance activities. 

2016 2015 Variance 

£m £m % 

Personal Financial Services 152 127 19.7 
Bill payment, banking and other financial services 151 163 (7.4) 
Financial Services 303 290 4.5 

Across Financial Services in aggregate, turnover increased by £13 million to £303 million (2015: £290 
million), a 4.5% rise. This performance was the aggregate of strong growth in personal financial 
services such as insurances and mortgages and a decline in more traditional services such as bill 
payments. 

Personal Financial Services turnover increased by £25 million (19.7%). This was primarily driven by 
increased turnover from new insurance intermediation activities undertaken by Post Office 
Management Services Limited, and through growth in savings and International money transfers. 

Turnover from traditional Financial Services products declined by £12 million. Bill payment turnover 
fell by £4 million reflecting a continuing shift from paper-based to electronically-delivered products 
and the increasing use of alternative payment methods. NS&I premium bonds turnover fel l and 
ceased to be available from Post Offices from 1 August 2015. 

Offsetting this reduction within traditional products was an increase in banking revenue of £3 
million with a 10% growth in banking transactions. Enhanced agreements with Barclays and HSBC 
to add business customers were made during the year. 95 % of all personal bank accounts in the 
UK are now accessible via post offices as work continues with the banks to secure an overall 
framework for universal access. In an era of closures by the major banks, the Post Office network 
maintains its position as the provider of a national infrastructure which meets community banking 
needs across the UK. 

Government Services 

The Government Services pillar covers services provided under contract to Government 
departments. This includes services in relation to the work of the Department for Work and 
Pensions (DWP), the Driver and Vehicle Licensing Agency (DVLA) and the Home Office including Her 
Majesty's Passport Office (HMPO) and UK Visas and Immigration (UKVI). 

2016 2015 Variance 

DWP 75 87 (13.8) 

Home Office 34 30 13.3 

DVLA 10 20 (50.0) 

Other Government Services 9 4 125.0 

Government Services 128 141 (9.2) 

Government Services turnover of £128 million decreased by £13 million (2015: £141 million). DVLA 
turnover decreased by £10 million as customers increasingly use the online channel for motor 
vehicle licence payments, a trend which has accelerated since the paper disc was withdrawn in 
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October 2014. DWP turnover also decreased, by £12 million to £75 million due to a decline in the 
number of active Post Office Card Accounts and new contractual terms. This however remains a 
significant market and Post Office service remains important to a substantial number of customers 
of Government services. 

Counteracting the structural decline in the more traditional parts of the market, identity related 
services posted strong growth. Home Office revenue has increased by £4 million, driven by 
passport check and send services and biometric enrolment services. Other Government Services 
turnover has increased by £5 million largely due to the identity related services, including Cabinet 
Office's new Verify online identity service where Post Office has the highest market share and best 
first time success rate. 

I 

The Telecoms pillar includes Post Office HomePhone and Broadband services as well as e-top up 
services and phonecards. 

2016 2015 Variance 

£m £m % 

HomePhone and Broadband 126 115 9.6 

E top-ups and phonecards 4 5 (20.0) 

Telecoms 130 120 8.3 

Telecoms turnover of £130 million (2015: £120 million) increased by £10 million. This was driven 
by a strong performance in our Homephone and Broadband services with a £11 million (9.6%) 
increase in annual revenue to £126 million. E top ups and phonecard revenue fell by £1 million in a 
generally declining market. 

In the competitive Telecoms market an increase of 36,000 additions to the broadband customer 
base were achieved and pricing adjustments in November 2015 improved revenue per customer 
whilst maintaining our position as one of the best value providers in the market. 

Our approach is characterised by tight management and effective margin control enabling strong 
performance against market incumbents. Development of this business however needs to be 
managed carefully to maintain these characteristics and in March 2016 Post Office made the 
decision to withdraw from the development and roll out of a proposed mobile offer in order to 
focus on its Homephone and Broadband activities. 

Other income increased by £3 million to £40 million largely due to a change in the amortisation of a 
historical agreement. Other income is generated primarily from the Supply Chain business that 
manages and distributes cash for Post Offices and for third parties. The revenue generated by the 
Supply Chain business has fallen by £3 million as the relatively high cost base made it difficult to 
attract and retain external revenue. 
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Total costs decreased by £28 mil l ion to £1,041 million (2015: £1,069 million). 

Ern Costs- Prior Year to current Year 

2015 People Costs Other Operating 2018 
Costs 

People costs of £233 million (2015: £238 million) decreased by £5 million net of an increase to pension 
costs of £2 million reflecting efficiency savings. Other operating costs decreased by £23 million to £808 
million largely due to postmaster remuneration costs being lowered by £22 million arising from the 
Network Transformation programme. The fixed element of postmaster remuneration cost has fallen 
by £20 million in the year in addition to a reduction in indirect tax of £2 million. The variable element 
has remained flat year on year. 

IRRELEVANT 
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The decision to withdraw from the development and roll out of a mobile offer has been disclosed in 
the Financial statements as a discontinued operation, showing a loss for the financial year after tax 
from discontinued operations on the consolidated income statement of £10 million. 

.11 [ii ii.1:I t14iiL1 

Exceptional items are shown t,elova: 

2016 2015 

Restated 

£m £m 

Operating exceptional items: 

Restructuring costs including postmasters' compensation (283) (301) 

Impairment of intangible assets, property, plant and equipment (136) (140) 

Government grant 150 170 

Net exceptional items (269) (271) 

Operating exceptional items include the costs of delivery of major change and the impairment of 
non-current assets. These are offset by Government grant funding, received towards the 
transformation programmes and recognised to match the associated costs. The Government grant 
funding for 2015-16 of £150 million (2014: £170 million) was received on 1 April 2015 and was fully 
recognised in the year. 

As disclosed in our Interim Report for the six months ended September 2015, an error was identified 
in the calculation for postmasters' compensation within the Network Transformation programme on 
the balance sheet and exceptional items charged in the 2014/15 half year and full year. The March 
2015 exceptional charge has been restated by £87 million. This was a timing error related to 
recognition of the liability. It has not impacted payments to postmasters or the overall cost of the 
programme. 

Restructuring costs are shown below: 

2016 2015 

Restated 

£m Em 

Network Transformation programme 

-Postmasters' compensation 102 154 

-Programme costs 75 73 

Crown Transformation programme 23 10 

IT Transformation programme 30 16 

Business Transformation programme 9 12 

Redundancy costs 29 25 

Business Transformation payments 4 1 

Other exceptional items 11 10 

Restructuring costs 283 301 
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Due to ongoing operational losses (excluding the Network Subsidy Payment) the carrying value of 
intangible assets and all property, plant and equipment other than freehold and long leasehold 
property has been impaired to nil. 

Goodwill is initially recognised at cost, being the excess of the aggregate of the consideration 
transferred and the amount recognised for non-controlling interests, and any previous interest 
held, over the net identifiable assets acquired and liabilities assumed. After initial recognition, 
goodwill is recognised at cost less any accumulated impairment losses. Goodwill is tested for 
impairment annually as well as when there are any indicators of impairment. As noted above 
Goodwill relates to the business combination and there are no indicators of Goodwill impairment at 
the balance sheet date. 

•rLti1iiTii iIt1i1

In addition to the Network Subsidy Payment, the Post Office receives Government grant funding 
towards the transformation programme. Government grant funding of £150 million was received in 
the year (2015: £170 million). The additional government grant funding is included within operating 
exceptional items to match the associated costs. 

The grant was allocated to cover £31 million capital expenditure (2015: £59 million), £66 million 
network transformation related postmasters' compensation (2015: £43 million) and £53 million 
network and IT transformation programme costs (2015: £68 million). 

The level of grants will continue to reduce as set out in the current funding agreement with the 
Government. State Aid approval for the funding from 2015/16 to 2017/18 was received on 19 March 
2015. 

Post Office Limited operates a Treasury function and manages its own financial assets (including 
network cash) and financial liabilities (mainly Government loans). 

The Treasury function derives its authority from the Board and has the authority to undertake 
financial transactions relating to the management of the underlying business risks, however, it does 
not engage in speculative transactions and does not operate as a profit centre. The principal financial 
instruments utilised are deposits and borrowings. 

The cash and cash equivalents amounted to £712 million (2015: £821 million) at the year end. 
There was a net cash outflow during the year of £109 million (2015: inflow £184 million). Net debt 
(excluding cash in the Post Office network) increased by £209 million year on year as shown in the 
table below. As planned, Government Grants, which are not expected to cover all of the costs of 
Transformation, were received ahead of the associated spend. As a result we are in a period of net 
expenditure. 
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2016 2015 

£m £m 

Net cash (outflow)/inflow from operating activities (123) (15) 

Income tax recovered 9 11 

Net cash outflow from investing activities (145) (116) 

Net cash (outflow)/inflow before financing activities (259) (120) 

Add/(deduct) movement in cash in the network included in net cash 

inflow 55 (51) 

Finance costs paid (5) (3) 

Net (increase)/decrease in net debt (209) (174) 

Net debt brought forward at the beginning of the year (197) (23) 

Total net debt carried forward at the end of the year (406) (197) 

Post Office Limited's borrowing facility from the Government and the associated Framework 
Agreement imposes constraints on the availability of external borrowing and limits the purposes for 
which the facility can be used to fund the cash and near cash items held within the Post Office 
Limited network. 

Post Office Limited's treasury policy is to minimise the amount drawn down on the loan in order to 
reduce its interest cost. The facility is limited to a maximum of £950 million, the unused but 
available facility at the end of the year was £485 million. The maximum drawn down under the 
facility during the year was £509 million on 6 January 2016. The facility is available at two days' 
notice and has an end date of 31 March 2018. 

Post Office Limited is a participating employer within the Post Office Section of the Royal Mail 
Pension Plan (RMPP), and until 31 March 2015 was a participating employer within the Royal Mail 
Defined Contribution Plan (RMDCP). 

Royal Mail plc is the principal employer of the Royal Mail Senior Executives' Pension Plan (RMSEPP) 
and Post Office Limited is a participating employer within RMSEPP. RMPP and RMSEPP are both 
defined benefit plans. The Post Office operates a Defined Contribution Scheme - the Post Office 
Pension Plan. 

On 1 April 2012 - after the granting of state aid by the European Commission on 21 March 2012 - 
almost all of the pension liabilities and pension assets of the Royal Mail Pension Plan (RMPP), built up 
until 31 March 2012, were transferred to HM Government. 

On this date, the RMPP was also sectionalised, with Royal Mail plc and Post Office Limited each 
responsible for their own sections from that point. This pensions transfer left the RMPP fully funded 
on an actuarial basis in respect of historic liabilities at this date. 

The balance sheet pension position moved from an asset of £205 million at March 2015 to an asset 
of £196 million at March 2016. The movement in the surplus is primarily due to an increase in the 
long term liability partly offset by an improvement in the asset values. 

Valuation of the RMPP scheme is carried out triennially with the next valuation being performed as at 
1 April 2015. The valuation has not yet been completed due to the current consultation on proposals 
to close the RMPP scheme to future accrual. 

Both defined benefit plans closed to new members in March 2008, and RMSEPP closed to future 
accrual on 31 December 2012. New employees were offered membership of the RMDCP following 
this date. With effect from 1 April 2015 new employees were offered membership of the Post Office 
Pension Plan, previous to this they were offered membership of the RMDCP. 
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The future funding of ongoing pension contributions into RMPP and deficit payments into RMSEPP 
was agreed with the respective pension trustees during the year and payments were made in 
accordance with the agreements. The net cash payments made are detailed below: 

2016 2015 

£m £m 

Regular pension contributions (20) (22) 

Funding of the pension deficit - RMSEPP (1) (1) 

Payments relating to redundancy (3) (2) 

Net cash payments (24) (25) 

The income statement charge for the year was £3 mil lion (2015: £3 mil lion) in relation to the 
defined contribution scheme and £27 mil lion (2015: £25 mil lion) in relation to the defined benefit 
scheme. 

The regular future service contributions cash rate for RMPP expressed as a percentage of 
pensionable pay remained at 17.1% (2015: 17.1%). The regular rate of employee contributions for 
the RMPP remains unchanged at 6%. 

Events after the reporting period 

In accordance with the funding agreement with government announced on 27 November 2013, for 
which State Aid approval was received on 19 March 2015, Post Office Limited received £220 million 
of funding on 1 April 2016, £80 million of which was the Network Subsidy Payment and £140 million 
other Government Grant funding towards the transformation programme. 
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Good corporate eovernance continues to sunnort Post Office's journey 

Legal Ownership Structure 

Post Office is a wholly owned subsidiary of Postal 

Services Holding Company Limited. The Secretary of 

State for Business, Innovation and Skills (BIS) holds a 

special share in Post Office and the rights attached to 

that special share are enshrined within Post Office 
Articles of Association. 

Neither Postal Services Holding Company nor BIS, 

through its Shareholder Executive (ShEx), have any day 

to day involvement in the operations of Post Office or 

the management of its branch network and staff. 

However, Richard Callard, the ShEx representative, sits 

on the Post Office Board as a Non-Executive Director. 

Corporate Governance Overview 2015/16 

• I : ~I1T11 I 

At Post Office we maintain standards of corporate governance appropriate for our ownership structure, our 

commitment to social purpose and our strategy to achieve commercial sustainability. We regularly review 

these standards to ensure they continue to deliver at the appropriate level for our developing business needs 

and relevant legal and regulatory advances. As a Government-owned entity we are committed to acting in 

accordance with the Nolan Principles of Public Life, namely: selflessness; integrity; objectivity; accountability; 

openness; honesty; and leadership. The Board is mindful of these principles both in its decision making and in 

its responsibility for organisational culture. 

IRRELEVANT 
During 2015/16 the Board reviewed its committee structure. The proposals resulting from this review 
were to dissolve two committees: Financial Services; and Pensions. 

Following dissolution, financial services and pensions risk is now considered by the ARC as part of a 

consolidated risk approach. In considering the implementation of these changes, the Board reviewed 

and revised the ARC's terms of reference and membership to ensure that members had sufficient 

expertise and experience, particularly in financial services. A formal arrangement was also put in place 

for the POMS ARC to report into the Post Office ARC. 
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Board of Directors (as at 27 March 2016) 

The Board is responsible for setting the business' strategic aims, putting in place the 

leadership to deliver them, supervising the management of the business and reporting to 

the Shareholder and determining the Post Office vision, values and organisational culture. 

During 2015/16 there was a 50 per cent change in non-executive Board membership but gender 

diversity was maintained with 37.5 per cent women. This figure is in excess of Lord Davies' 

recommendation for FTSE Boards of 25 per cent women and significantly ahead of the 19.6 per cent 

on FTSE 250 boards, as stated in Lord Davies' five year review published in October 2015. 

Diversity in terms of time served is important for good succession planning and to maintain an 

effective level of corporate knowledge and understanding. An appropriate spread of time served 

ensures freshness of approach combines with knowledge and experience to deliver the most effective 

strategic leadership for Post Office. 

Time Served on Post Office Board 

Put Wennel .s ,f Er 

Wrgin:aHo;r.~

5.00 

C Time Served (Yea`s) 

51.15 

The Board is comprised of an independent Non-Executive Chairman, the Chief Executive, the Chief 

Financial Officer, five Non-Executive Directors (one of whom is designated the Senior Independent 

Director) and the Company Secretary. Further information on the Board roles and responsibilities 

can be found on page XX. Non-Executive Directors are not employees of Post Office but provide 

services under the terms of an individual letter or appointment, signed at the commencement of 

their directorship. 

Directors' statutory duties are set out in the Companies Act 2006. The primary duty of the directors 

is to promote the success of Post Office Limited as a Company for the benefit of its Government 

shareholder and the wider stakeholder community. 

Three new Non-Executive Directors were appointed to the Board in 2.015/16 and the process 

followed for their recruitment is set out in more detail in the Nominations Committee report on 

pages XX. Post Office seeks the most suitable candidates as directors and considers diversity in its 
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appointments, including diversity of skills and experience. This is in keeping with the belief of Post 

Office that a varied balance of backgrounds, experience and insights and a culture of inclusivity 

across the entire workforce is in the best long-term interests of Post Office and should reflect the 

communities it serves. In April 2015, Post Office was included in The Times' top 50 employers for 

women. 

Paula Vennells 

Chief Executive 

Joined the Board 18 October 

2010 

PHOTO 
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Richard Callard Alisdair Cameron 

Non-Executive Director Chief Financial Officer 

Joined the Board 26 March 2014 Joined the Board 28 January 

2015 
PHOTO 

PHOTO 

Tim Franklin 

Non-Executive Director 

Joined the Board 19 September 

2012 

PHOTO 

Alwen Lyons 

Company Secretary 

Appointed as Company 

Secretary 4 July 2011 

PHOTO 

Post Office would like to thank the following previous members of the Board who served as Non-

Executive Directors during the year 2015/16: Alice Perkins who stood down as Chairman on 31 July 

2015; Neil McCausland who stood down as Senior Independent Director on 30 September 2015; and 

Alasdair Marnoch who stood down on 31 July 2015. 
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Group Executive (as at 27 March 2016) 

The Group Executive is the most senior management body and is comprised of the Chief Executive, 
each of her direct reports and the Company Secretary 

Membership 
The Group Executive is chaired by Paula Vennells, Chief Executive and the other members are: 

Alisdair Cameron 
Martin George 
Kevin Gilliland 
Neil Hayward 
David Hussey 
Nick Kennett 
Alwen Lyons 
Jane MacLeod 

Chief Financial Officer 
Commercial Director 
Network and Sales Director 
Group People Director 
Business Transformation Director 
Financial Services Director 
Company Secretary 
General Counsel 

Other members of the Group Executive during 2015/16 were: 

David Ryan Group Business Transformation Director (left the Post Office in May 
2015) 

Role of the Group Executive 
The Group Executive implements the strategy agreed by the Board and monitors business 
performance and development at a day to day level. It meets regularly to discuss latest 
developments, to discuss proposals for new business development, to receive financial and other 
performance reports and to monitor business transformation and commercial development. It will 
also address any urgent issues that have arisen within the business and which require senior level 
resolution. Twice yearly, it reviews the results of personal performance assessments undertaken 
throughout the organisation. 

The Chief Executive, Chief Financial Officer and the Company Secretary also attend meetings of the 
Board which facilitates and strengthens the communication channels between the senior leadership, 
the Board and its Committees. 
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Board 

Role and responsibilities 

The Board is accountable to the Secretary of State for BIS for the performance of Post Office and is 

required to notify the Shareholder of certain actions, as set out in the Articles of Association. 

The Board is also responsible for ensuring compliance with all legal and regulatory requirements, 

supervising the management of the business, providing constructive challenge to the Group 

Executive and communicating with the Shareholder. It has a schedule of matters reserved for its 

decision and has approved terms of reference for its committees which are provided on the Post 

Office website. 

The Board approves the annual budget and business plan each year and did so last in March 2016. 

The Board regularly reviews reports on performance against that Plan, together with receiving 

periodic business reports from senior management. Directors are briefed on matters to be 

discussed at Board and Committee meetings by papers distributed in advance, as well as by 

management presentations. 

In setting the risk appetite for Post Office and establishing a framework to manage and mitigate risk, 

the Board takes guidance from its Audit, Risk and Compliance Committee, to which it delegates 

oversight of risk management. This committee receives reports from the Group's Head of Risk and 

from the internal and external audit teams. Further detailed information on the management of risk 

within Post Office, together with identification of principal risks, their impacts and mitigation can be 

found in the Management of risk section on pages XX to YY. 

Accountability 

The Board is accountable to its Shareholder and to the large and diverse group of stakeholders of the 

Post Office. 

Key focus and achievements in 2015/16 

During the year to 27 March 2016 the Board oversaw further significant progress in network 

transformation, with another 1,904 branches modernised, bringing the total so far to 6,001 and 

delivering a better service to customers. The Board also considered the development of the 

financial services strategy including the approval to acquire the business and assets of ourjoint 

insurance business from Bank of Ireland (UK) plc. Owning 100 per cent of the insurance business, 

through the subsidiary Post Office Management Services Limited, was a significant development 

contributing to the 19.7 per cent growth in personal financial services to £152m in 2015/16. 

In 2015/16 the Board went through a period of transition with a change in 50 per cent of its Non-

Executive Directors. This refreshed Board will focus in 2016/17 on driving forwards efficiency and 

ensuring that all support services are optimised to deliver the ongoing transformation journey 

towards a sustainable and thriving network of Post Offices. 
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Non-Executive Directors' Terms of Office at 27 March 2016 

Non-Executive Date of appointment Term of Unexpired term at Committee 
Director office 27 March 2016 memberships 

Tim Parker 1 October 2015 3 years 2 years 6 months 5 Nominations 
days (Chairman) 

Remuneration 

Richard Callard 26 March 2014 Until N/A Audit, Risk and 
removal Compliance 

Tim Franklin' 19 September 2012 4 years 5 months, 23 days Audit, Risk and 
Compliance 

Virginia Holmes 4 April 2012 3 years2 2 years, 8 days2 Nominations 
Remuneration 

Ken McCall 21 January 2016 3 years 2 years, 9 months, Remuneration 
25 (Chairman) 

Audit, Risk and 
Compliance 
Nominations 

Carla Stent 21 January 2016 3 years 2 years, 9 months, Audit, Risk and 
j 25 Compliance 

(Chairman) 

1. Tim Franklin is also Chairman of the Post Office Advisory Council 
2. Virginia Holmes began a second three year term on 2 April 2015 
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Board Meetings 

During 2015/16 the Board met ten times (including extraordinary meetings in person or by 

telephone for time critical issues). A record of Directors' attendance is set out in the table below. 

E~IFI I~' _ ~ ►_ ;~; . ~ ~ '_!! L Imo: a:; . 

Director Meetings 

(attended/eligible 
to attend) 

Extraordinary Meetings 

(attended/eligible to 

attend) 

Alice Perkins' 

Tim Parker2

2/2 

4/4 

2/2 

1/1 

Richard Callard 

Tim Franklin 

7/7 

7/7 

3/3 

3/3 

Virginia Holmes 7/7 1/3 

Alasdair Marnoch3 2/2 1/2 

Neil McCausland 4 3/3 2/2 

Paula Vennells 7/7 3/3 

Alisdair Cameron 7/7 3/3 

Carla Stents 2/2 0/0 

Ken McCall6 212 0/0 

1. Alice Perkins resigned 31 July 2015 

2. Tim Parker was appointed to the Board 1 October 2015 

3. Alasdair Marnoch resigned 31 July 2015 

4. Nei', McCausland served as interim Chairman from 1 August 2015 until his resignation on 30 

September 2015 

S. Carla Stent was appointed to the Board 21 January 2016 

6. Ken McCall was appointed to the Board 21 January 2016 

Conflicts of Interest and Independence 

The Board may, in the furtherance of its duties, seek independent professional advice at the expense 
of Post Office. During the period, no director sought independent professional advice. The Articles 

give the directors power to authorise conflicts of interest. The Board has adopted a procedure by 

which situations giving rise to potential conflicts of interest are identified to the Board, considered 

for authorisation and recorded. 

During the period, none of the directors had a material interest in any contract of significance with 
Post Office or any of its subsidiaries. There was careful management of any potential conflicts of 
interest for Alisdair Cameron during the period up to 30 October 2015 when he served as a Non-
Executive Director on the Board of Post Office Management Services Limited. 

At all times during the periods of their appointments in 2015/16, the independent directors met the 
criteria for independence set by the Board . 

Post Office has arranged appropriate insurance cover in respect of legal action against directors of 
Post Office and its subsidiaries. 
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Committees 

To assist in the execution of its corporate governance responsibilities, the Board has established a 
governance structure of three committees which deal with specific topics requiring independent 
oversight, specifically: audit, risk and compliance; nominations; and remuneration. Each committee 
is chaired by a Non-Executive Director and the Board delegates certain authorities to these 
committees which operate within their own agreed, documented Terms of Reference. 
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Nominations Committee 

Introduction from the Committee Chairman 

S" During 2015/16 the Committee has been key in bringing new 

of the Ghaimar Ft~rrilr}atsr1S 
capability to the Board to ensure the right talent is in place to 

.~mr ffr_eA =.ir,ce`1 fo r ~~z1~r support the Post Office during its ongoing transformation. To do so 

we have used a combination of external search capability coupled 
with internal resourcing to ensure that we are able to access 

Fair€~ +r~ ~~ric r: - specialist expertise relevant to each role. The Committee is mindful 
Iii 1 ii) of the value which diversity brings to the Board and considers this 

when making any proposals for appointments. 

2015/16 Priorities While the focus in 2015/16 has been on external appointments, 

• ~` ra, E~ 0;e<, rr;_,wnt going forward the Committee will focus on ensuring that we begin to 

rnd ,;;tit,uint ;le t fir .e~s< for ;, build a strong internal talent pipeline to create a sustainable 

tl : de nc s~ N UIJvE organisation. 

Tim Parker 

Qvie,vr ~ the'ccrr-[p =sitian of Membership and Attendance 
arirl the f:.11 the The Committee is chaired by Tim Parker, Chairman and the other 

cuasu members are Virginia Holmes and Ken McCall, the Senior 

Independent Director. During 2015/16 Tim Parker and Ken McCall 

' s joined the Committee, replacing Alice Perkins and Neil McCausland 

who stood down from the Board. 
€ 71- - T a tl stll.Ce sion 

p;anriin~ at hot the The Committee operates in accordance with its Terms of Reference, 

Huti '. rts': r ~:r ~;~e~_r.~tr which were last approved by the Board in March 2015and reviewed 

levr_ls. in November 2015. 

Focus The Committee' key responsibilities are to: 

cis v cc s o pans f , • keep under review the structure, size and complexity of the 

1101 e ecutiV _ te_?m. 
Board, together with the balance of skills, experience and 
diversity available within the Board and each of its committees; 

r sut pp , 3r! ,tc t 
• make recommendations to the Board regarding any changes in 

pip Iir-e nr-, it p1 ce t r ee, Board membership; 
the needs crf the frr'ap~fgrrmp 

organ i~atian • manage the process for recruiting and replacing Board 
Directors (excluding the non-executive director nominated by 
the Shareholder as their representative), members of the 
Group Executive, the Company Secretary and Directors of Post 
Office Management Services Limited; 

• actively manage succession planning for the Board and the 
Group Executive; 

• review the process for the engagement of external search 
agents for senior appointments; 

• ensure Directors' appropriate disclosures of other business 
interests and any potential conflicts of interest; and 

• oversee the process for Board and Committee performance 
evaluation. 
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Work carried out by the Committee in 2015/16 

During the period the Committee oversaw the recruitment and appointment process for three new 

Non-Executive Directors. Using a skills matrix the Committee ensured the Board was comprised of 

Members with the requisite skills and experience, including: PLC Board experience; non-executive 

experience; financial services exposure; retail exposure; public sector and government exposure; IT 

and digital knowledge; business transformation expertise; and experience of mails and logistics. The 

use of this matrix was key in ensuring that all skills were represented, securing a strong and effective 

Board for the future. The Committee also oversaw the process to appoint to the Board of Post Office 

Management Services Limited an independent Non-Executive Director to chair its Audit, Risk and 

Compliance Committee. 

The Committee used the services of Russell Reynolds Associates to undertake market searches for 

executive and non-executive appointments and to advise on succession planning. This firm did not 

have any other connection with Post Office. 

In 2015/16 the Committee also made recommendations to the Board for membership of its 

committees and considered succession planning (in particular for the Group Executive) and talent 

management. The Committee noted the formation of the L300, a forum for the top 300 leaders of 

Post Office, to foster senior accountability and to develop the internal talent pipeline. 
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Remuneration Committee 

Introduction from the Committee Chairman 

Having joined the Post Office Board as Senior Independent 

Director and Chairman of the Remuneration Committee in 

January 2016, I would like to thank my predecessor, Neil 

McCausland, for his chairmanship. 

In 2015/16 the Committee has effectively delivered against its 

objectives to provide oversight for senior level remuneration 

across Post Office Group and to use benchmarking as one 

measure to ensure the appropriateness of this remuneration. 

It has also provided oversight of the short term and long term 

incentive plans. 

Two of the three Committee members have changed during 

the year. I am grateful for the consistency Virginia Holmes' 

continued membership brings and am confident that the 

refreshed Committee will discharge its duties effectively in the 

coming year and with fairness and transparency. 

Ken McCall 

Membership and Attendance 

The Committee is chaired by Ken McCall, Senior Independent 

Director and the other members are Tim Parker, Chairman, 

and Virginia Holmes. During 2015/16 Tim Parker and Ken 

McCall joined the Committee, replacing Alice Perkins and Neil 

McCausland who stood down from the Board. 

The Chief Executive may attend meetings, at the invitation of 

the Chairman, to discuss matters relating to the remuneration 

of the Chief Financial Officer and members of the Group 

Executive. However, the Committee is careful to recognise 

and manage any potential conflicts of interest when receiving 

views from the Group Executive and upholds the principle 

that no individual may be involved in discussions concerning 

their own remuneration. 

The Committee operates in accordance with its Terms of 

Reference, which were last approved by the Board in March 

2015 and reviewed in November 2015. 

Any changes in remuneration for directors of Post Office must 

be approved in advance by the Shareholder, while the 

remuneration of the Chairman and of the Non-Executive 

Directors is set by the Shareholder. Also, no material changes 

can be made to Directors' base salaries, benefits or incentives 

without Special Shareholder consent. 
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Work carried out by the Committee in 
2015/16 

During the year, the Committee reviewed and 
made recommendations for the 2014/15 
payments against the short and long term 
incentive plans and the targets, scorecard 
measures (including stretch targets) and 
objectives for 2015/16. 

The Committee also reviewed the rules of the 
long term incentive plan, the remuneration for 
the Chief Executive and the Chief Financial 
Officer and the fees paid to Non-Executive 
Directors. 

Prior to the acquisition in October 2015 of the 
insurance arm of Post Office via its wholly 
owned subsidiary Post Office Management 

Services Limited, the Committee reviewed, 
and recommended for approval, the 
Remuneration Policy for the subsidiary. 

The Committee is permitted to engage 
external consultants and in the year under 
review, advice was primarily obtained from 
New Bridge Street Consultants on market 

The Committee' key responsibilities are to: 

• make recommendations to the Board on the 
remuneration strategy and any changes to individual 
elements of the remuneration package for Executive 
Directors; members of the Group Executive who 
report directly to the Chief Executive; and other 
senior level appointments with comparable 
remuneration; 

provide an oversight function for the remuneration 
of the Directors of Post Office Management Services 
Limited; 

obtain information on salary levels across the 
business and within external organisations of 
comparable size, in order to set remuneration levels 
within an appropriate context, while being mindful 
that any remuneration increases should correspond 
with corporate and individual performance 
improvements; and 

have oversight of, approve and make 
recommendations to the Board in respect of 
remuneration levels for new senior executive 
appointments. In doing so, it liaises and works 
closely with the Nominations Committee. 

practice and benchmark development. New Bridge Street Consultants is part of the Aon Consulting 
Group that, under its Aon Hewitt brand, acts as investment adviser to the Post Office section on the 
Royal Mail Pension Plan. Post Office is satisfied that these two provisions of advice, from different 
parts of the Aon Consulting Group are managed separately and therefore present no compromise of 
independence. 

Directors' Remuneration Report 

Statement by the Chair of the Remuneration Committee 

This is my first statement on behalf of the Remuneration Committee. The executive remuneration 

strategy and framework within Post Office Ltd is structured to support improvement in profitability 

and reduction in reliance upon Government funding and subsidy. This is to create a sustainable 

business which can deliver its public purpose. 

During 2015/16 progress has been made in these areas despite challenging market conditions. Most 
of the targets for progress in the year have been achieved but it remains clear that the Post Office is 

still only part way through its corporate transition. Targets will continue to be stretching in 

recognition of the challenges ahead. 

The bonus performance outturn in 2015/16 reflects the progress made in reducing our EBITDAS 

loss, pace and extent of transformation of the network, high levels of customer service and 

significant financial improvement in the performance of our Crown branches. 
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For 2016/17 our long term incentive plan will continue the focus on significant and sustained 

EBITDAS improvement and the maintenance of the unique access that people across the United 

Kingdom have to Post Office branches. 

The short-term incentive plan will continue to focus on financial improvements in a challenging 

commercial environment in line with our business strategy and transformation objectives. 

The Remuneration Committee is confident that the current policy maintains the strong link between 

reward and demonstrable performance against the measures which drive the financial and 

structural transformation of the Post Office to become a sustainable commercial business able to 

deliver its public purpose. 

The Remuneration Committee will continue to monitor and benchmark external best practice and 

apply the highest standards of governance. 

Details of directors' remuneration can be found at XX 

Ken McCall 

Chair, Remuneration Committee 
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Audit, Risk and Compliance Committee 

Introduction from the Committee Chairman 

Having joined the Post Office Board as Chairman of the Audit, Risk and 

Compliance Committee near the end of 2015/16 1 would like to thank 

my predecessors for their chairmanship of the Committee. 

In addition to its regular cycle of business, during the year the 

Committee has also supported the further development of the Group-

wide Risk Management and the General Controls Frameworks. 

Reviewing Group-wide risk oversight has been an important 

development, ensuring that risk is appropriately managed as the 

organisation undergoes transformation. 

Looking forwards to 2016/17, the Committee will continue to build on 

the good work of 2015/16 and will particularly ensure appropriate 

oversight of financial services risk and the consideration of any impact 

of prospective regulatory changes on this developing area for Post 

Office. 

I am confident that the revised membership of the Committee 

encompasses a strong set of relevant skills and experience and will 

Membership and Attendance 

The Committee is chaired by Carla Stent, and the other members are Ken 

McCall, the Senior Independent Director, Richard Callard and Tim Franklin, 

both Non-Executive Directors. During 2015/16 Richard Callard, Ken 

McCall, Tim Parker (until 20 January 2016) and Carla Stent joined the 

Committee, with Alasdair Marnoch and Neil McCausland both leaving as 

they stood down from the Board. 

The Head of Internal Audit attended all meetings of the Committee and 

also met the Committee Chairman, as required, through the year. The 

external auditor was also invited to attend meetings of the Committee as 

appropriate. 

The Board considers that the Committee's members have broad 

commercial knowledge and extensive business leadership experience and 

that this constitutes a broad and suitable mix of business and financial 

experience and expertise. 

The Committee operates in accordance with its Terms of Reference, which 

were last reviewed by the Committee and approved by the Board in 

September 2015. 

Further detailed information on the management of risk within Post 

Office, together with identification of principal risks, their impacts and 

mitigation, can be found in the Management of Risk section on pages XX. 
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Work carried out by the Committee in 

2015/16 
The Committee' additional responsibilities are to: 

During the year, the Committee reviewed and 

recommended that the Board approve the 

annual report and financial statements for 

2014/15 and the interim report for 2015/16, 

including consideration of principal and 

strategic risks. It also approved the annual 

audit plans for both the internal audit function 

and the external auditors, Ernst & Young LLP. 

The Committee reviewed the work carried out 

by internal audit and by the external auditor, 

further details of which can be found below. 

As part of an holistic review of risk 

management and internal controls, the 

Committee supported and provided guidance 

on the further improvement of the Risk 

Management Framework and clarification of 

our general controls. This work included the 

development of a framework of key policies, 

reviewing business continuity procedures and 

increasing the clarity and robustness of 

accountabilities. The Committee's review of 

cyber risk during the year will continue into 

2016/17. 

• provide governance of the auditing services, which 

includes reviewing and making recommendations to 

the Board on the nomination or discharge of the 

external auditors; 

• review and agree the annual audit plans for both 

internal and external audit; 

• ensure the appropriateness of the Post Office 

relationship with the external auditor is managed, 

including consideration of the external auditor's 

independence and endorsement of its remuneration 

and terms of engagement for approval by the Chief 

Financial Officer; 

• review the provision of any non-audit services 

provided by either internal or external audit; 

• devote specific time to the consideration and 

overview of risks relating to the financial services 

businesses of the Group and to any risk relating to 

existing and new pension schemes; and 

• consider the impact of any new legislative, regulatory, 

market or other developments which could materially 

or adversely affect Post Office and its subsidiaries. 

Following the rationalisation of the committee structure to ensure comprehensive oversight of 

Group-wide risk at the Committee, there was a formalisation of the reporting procedures between 

the Committee and the equivalent committee for Post Office Management Services Limited. The 

Committee also scheduled regular deep dives on financial services and pensions risk. In the year, 

financial conduct risk was considered and a review was carried out on the Anti-Money Laundering 

and Counter Terrorist Financing Framework on which the Committee will receive regular follow up 

reports. 

Internal Audit 

The Committee received assurance from Internal Audit over Post Office's key risk areas. To maintain 

independence, the Head of Internal Audit reports functionally to the Chairman of the Committee 

and operationally to the General Counsel. Assurance is achieved through a mixture of in-house 

auditors, with skills and experience relevant to Post Office operations, supplemented by a co-

sourcing arrangement currently with PwC for more specialist, one-off expertise and Deloitte LLP for 

business transformation assurance. 

The annual plan is developed by Internal Audit across the risk universe with input from 

management. It is approved by the Committee and may be updated, with the Committee's consent. 

Updates and findings are provided by the Head of Internal Audit at each meeting of the Committee. 

Any significant findings or identified risks are closely examined so that appropriate action can be 

taken. 
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During the year, Internal Audit conducted 11 mainstream reviews, two financial services reviews and 

facilitated a further seven on Business Transformation. 

Business Area Audits Conducted 

Mainstream Treasury Operational Risk, Social Media, Contract Management, Financial 

Crime, Common Digital Platform, Agents Remuneration, Data Protection, 

Mobile Proposition, Drop and Go, Property Regulatory Compliance, Travel 

Expenses 

Financial Services FS Conduct Risk, POMS Regulatory Readiness 

Business Transformation Portfolio Design, End to End Financial Management, Benefits Management 

Framework, Cross Towers Governance Structure, Programme Assurance 

Authority, End User Computing, IT Separation from Royal Mail 

At the end of the year, Internal Audit conducted a self assessment of compliance with the Internal 

Audit Charter, which was reviewed by the Committee. Next year, this process will incorporate 

feedback from auditees and Committee members on Internal Audit's effectiveness. 

External Audit 

The external auditors are engaged to express an opinion on the financial statements. They review 

and test the systems of internal financial control and the data contained in the financial statements 

to the extent necessary to express their audit opinion. They discuss with management the reporting 

of operational results and the financial condition of the Post Office and present their findings to the 

Committee. 

During the year the external auditors met once with the Committee in the absence of the executive. 

The Committee agreed the external audit fee and considered the external auditors to have an 

appropriate level of independence. Prior to the end of year a change in the external audit partner 

provided enhanced levels of independence. 

During the year XX% of the total fees paid to Ernst & Young were for non-audit services, an 

increase/decrease on the 29% paid in 2014/15. 

Annual Assessment 

During the year, the Committee reviewed and recommended that the Board approve the 

effectiveness of the: 

• risk management framework, by reviewing evidence of risk assessment activity and the 

summary of the material risks and action plans, via the Group Risk Profile 

• systems of internal control, primarily through agreeing the scope of the internal audit plan 

and reviewing its findings, but also from reports from Management and external advisors 

• preparation of the annual and interim financial statements and a review of the nature and 

scope of the external audit. 

In consequence, the Board, through the Committee, confirmed that there is a regularly reviewed 

ongoing process of identifying, evaluating and managing the principal risks faced by Post Office and 

their related controls. The process is continuing to evolve, but has been in place for the year under 

review and up to the date of approval of the annual report and financial statements. The Board has 

reviewed its effectiveness. 
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Subject to acknowledgement of the reinstatement referred to on page XXX, the Board considers the 

risk management, internal control systems and processes appropriate for Post Office activities and 

designed to manage rather than eliminate the risk of failure to achieve Post Office strategic 

objectives, protect our reputation and comply with regulatory standards. They provide reasonable, 

but not absolute assurance, against material misstatement or loss. 
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Management of Risks 

Our Approach to Risk 

We define risk as anything that can adversely affect our ability to meet the Post Office's objectives, maintain its reputation and 
comply with regulatory standards. Risk is an inherent part of how the PO seeks to grow and create value. We seek to 
understand and harness risk in the pursuit of our aims and business plan objectives. As we progress, our aim is to operate 

within an acceptable level of risk taking, in accordance with risk appetite parameters set by the Board. All staff are expected to 

be aware of risks in their areas of responsibility and manage those risk intelligently in their day-to-day activities. 

Risk Management Governance 

The Board is accountable for the risk management and internal control systems in the Post Office, for reviewing their 

effectiveness and for determining the nature and extent of the principal risks. Responsibility for day-to-day operations rests 

with members of the Group Executive. The Risk and Compl iance Committee, on behalf of the Group Executive, reviews the 
operation of the risk management process and management of the principal risks. The committee is chaired by the General 

Counsel, membership includes all of the Group Executive and the output is reported to the Audit, Risk & Compliance 
Committee (ARC). 

Assurance for the Board over the effectiveness of our risk management and internal controls is provided by the Audit, Risk and 
Compl iance Committee, through review of reports from Management, particularly the Risk & Compl iance Committee (RCC), 

Internal Audit, external advisers and External Audit. 

Our Risk Management Framework 

To improve our ability to consistently identify, manage and monitor risks, and take advantage of opportunities we might 
otherwise miss, we have developed a structured framework for assessing, managing and communicating risk. The framework 

identifies roles and responsibilities, the pol icies for how risks are managed, the tools and processes used, a risk appetite 

statement and the reporting outputs to inform both Management and the ARC. 

Material risks are identified by business areas (bottom up analysis) for their own risk management; Group Executive members 

review these and add further strategic and external perspectives (top down review). The scope of risks to consider is facil itated 
by a Risk Universe. Impact and l ikel ihood is assessed for evaluating each risk, after consideration of the controls we have in 
place. Where the resultant "net" risk profile is considered in excess of our risk appetite, consideration wil l be given as to how 

the risk could be brought back within an acceptable level of risk taking. For other risks we may want to introduce monitoring 

procedures. Details of our Principal Risks are included on page ZZZ. 

Our Control Framework 

Our risk management efforts are underpinned by our internal control framework. The Board has put in place an organisational 

structure with formally defined lines of responsibi lity and delegation of authority. Executive Management have established 

procedures for setting our direction, planning and controlling the operation of our business, and reviewing and monitoring our 
performance and conduct. These include: 

• communication of the Group's strategy, objectives and targets 

• expectations of standards of conduct by our colleagues as set out in our Code of Business Standards 

• definition and review of our social purpose 

• annual and three-year operating and capital plans which are reviewed by the Board. This includes the identification 
and assessment of risks compared to our appetite 

• monthly comparisons actual financial performance with budget by operating divisions, with consideration by the 
Board of year end forecasts 

• an organisational structure with lines of responsibi lity and appropriate segregation of duties 

• change management approach, resources and governance are used to manage significant projects 
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• formally defined delegations of authority, including capital investment limits and a treasury policy 

• appointment of employees of the necessary calibre to fulfil their allocated responsibilities, with formal personal 
development and appraisal procedures 

• senior management remuneration designed to align personal and business objectives, as well as to discourage 
dishonest, illegal or unethical acts 

• a framework of operating, financial and IT policies 

• a whistleblowing procedure for colleagues to raise concerns in confidence and if required, anonymously; a complaints 
procedure is available to customers and third parties. 

Progress during the year and plans for next year 

During the year, we have continued to develop our risk management capability. Highlights of what's been achieved and what is 
planned for next year include: 

Risk assessment: during 2015/ 16, there has been more 
regular use of the risk management framework in business 
areas and by RCC, with greater focus on defining further 
actions required to manage risks and the introduction of 
longer term horizon scanning 

Risk assessment: for 2016/ 17, we plan to focus our incident 
reporting process to provide lessons learnt on our risk 
assessments and operationalise our risk appetite further 

Control environment: during 2015/ 16, we have reviewed the i Control environment: for 2016/ 17, we plan to formalise our 
appropriateness of our Internal Control Framework and our monitoring mechanisms for both our Internal Control 
key policies and identified appropriate remediations Framework and our key policies 

Our Principal Risks and Mitigations 

These are our principal risks, detailed with their potential consequences if they were to crystallise and how the Post Office 
manages them. Any of these risks could have a material impact on our results, condition and prospects. However, these 
risks should not be regarded as a complete and comprehensive statement of all potential risks; some risks are not yet 
known and some that are not considered material could later turn out to be material. 
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Potential risks Consequences Key Mitigations 

STRATEGIC RISKS 

A) Competitive threat Crystallisation of these • Customer perceptions and competitor behaviour are 
risks could result in not key inputs to decision making. 

Post Office faces both opportunities for and threats achieving our growth • Our strategy focuses on customer requirements, 
to income from our competitive market place. objectives, losing market trends and competitor behaviour, working 

market share and with partners where appropriate, to offer customer 
- The Mails and parcels market remains intensely centric propositions, supported by a clear 
ompetitive. revenues. 

distribution strategy. 

- Government Services are impacted by increased use of 
• Each product proposition developed in the context of 

digital channels and reduced public spending. a customer strategy which describes target market, 
channel of distribution and completing attributes. 

- financial Services is a challenging market where 
responding quickly to different strategies, business models, 
erd products is essential to growth. 

B) Dependency on strategic relationships This could result in not • Close working relationships established with our 
achieving our growth strategic relationships. 

Post Office has strategic relationships which are key objectives, losing • Interactions scheduled with our strategic partners to 
to its product offering and growth, for instance with revenue and market improve the product offering and service to drive 

Royal Mail Group and Bank of Ireland (UK) plc. share, growth and profitability for both parties. 

Misalignment of the strategic direction or focus with • Contractual arrangements monitored and managed 

the strategic partner could result in products that do to ensure that they are aligned with commercia 

rot support our growth strategy or meet our objectives and that relationships deliver to 

customer or market requirements. expectations. 

TRANSFORMATION RISKS 

C) Benefits from business transformation This could result in not • Programme management office established, with 

not realised achieving our growth assurance oversight. 
objectives, loss of • Detailed plans in place to manage the 

revenue and cost transformation, and identify risks to ensure 
Budgeted savings from our transformation savings, reduced transformation activities are delivered within budget 
prog-amme may be delayed or not achieved, or customer satisfaction and on time. 
overal l service compromised, due to pressures on 

and damage to • Flexible resource augmentation model implemented 
capability, capacity and the scale of change. 

reputation with to ensure supply of people with the right capabilities., 

stakeholders. 
skills and experience. 

• Benefits tracked from inception to delivery and into 
business as usual operations through formalised 
reviews during the lifecycle. 

D) IT transformation not delivered in full This could result in • Strategy and Integrated Service model developed 
systems and and monitored. 

Our programme of IT transformation may not be infrastructure that are • Programme teams and operational business teams 
r:elivered in full due to the level of complexity of not fit for purpose, may work closely to ensure that the objectives of the 
replacing legacy IT and simultaneously implementing add costs and lead to strategy are delivered, 

new integrated service model business interruption. • Business and Technology Transformation 
governance, assurance and oversight plan in place 
and operational. 

E) Industrial action This could result in • Well defined agreements with relevant unions. 
business disruption • Comprehensive engagement programme in place 

Tile withdrawal of support from staff or 
leading to loss of with staff, unions and postmasters so as to ensure 

postmasters to the ongoing implementation of revenue, reduced that there is alignment with our vision and strategy 

Post Office transformation has the potential to customer satisfaction around transformation. 

r'amage the business in terms of both reputation and brand damage. •• Contingency planning in place to minimise the impact 
of potential industrial action. 

and financial performance particularly if industrial 
action takes place. 

I.
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F) Lack of appropriate capability This could result in not • Continual review of our organisational structure to 
achieving our strategic ensure it evolves and supports our requirements. 

l he Post Office is dependent on its dedicated work objectives and loss of • Key capabilities for our current and future state 
force to meet the expectations of its customers and staff engagement, needs identified with a capability heatmap. 

stakeholders. Continuing to attract, motivate, • Investment in developing our people, 
develop and retain people is key to its success. 

G) Decline in customer experience This could result in • Customer strategy continually monitored to ensure 
reduced customer that it meets changing customer product and service 

If we are unable to deliver an attractive castcmer satisfaction and brand expectations and reflects current market and 
experience, via our products, service and channels, reputation, with competitor trends. 

ewe risk losing the support of our customers. consequential loss of • Channel strategy ensures we meet the changing 

market share and customer requirements for access and ut lises 

revenues, available and emerging technology to reflect 
changing customer needs. 

H) Unattractive network proposition As well as loss of • New branch model being developed to provide 
revenue, this could retailers with an attract ye proposition relative to 

As we transform, there is a risk that the Post Office result in shrinkage to other categories. 
may not'oe able to retain, or attract sufficient new, our network and breach • New branch model also ensures that we use modern 

retai partners because of the complexity of our our public purpose technology to drive simplicity of operations, 

etwork proposition and relative value to the retail commitment, efficiency and cost reduction for the retailer, as we 

partner particularly compared to other categories, as a better customer experience. 
• Branch model continually reviewed and updated to 

respond to ongoing competitive threat and market 
conditions. 

I) Business interruption and cyber threat This could result in • Business continuity plans updated through review, 
disruption of service testing and enhancements. 

Post Office is dependent on the continued leading to negative • New contracts have provisions covering the security, 
availability of its information systems and associated customer experience, resilience and availability of our IT systems and 

infrastructure. These could be threatened, either breach of contractual infrastructure. 

due to internal issues, external events or cyber obligations and brand • Information Security policies in place. 

attack. damage. 0  Penetration testing schedule to assess and improve 
the security of our systems. 

J) Dependency on third parties Td s could lead to • Contract management framework to monitor our 
business interruption contracts and suppliers. 

Post Office works in partnership with a number of and additional costs • Assessment of risks and monitoring of mitigating 
third parties to deliver high quality services. We through failure to meet actions. 

need to successfully select, contract and monitor our contractual obligations. • Defined key policies that we require our suppliers to 
key in-source or out-source relationships and avoid comp 'y with and attest compliance. 
any unintentional breaches of contractual terms. 

I<) Stakeholder funding Ths could result in not Proactive engage.mentwith"to
achievng our growth there is full understanding o, ,

he cost of delivering the public purpose of the Post objectives, t"ai l ing to strategic goals and the investment case required to 
office and meet the expectations of stakeholders meet our public deliver them. 

may exceed current forecasts, purpose commitment • Annual and three-year operating and capital plans 

and damaging our developed and risk assessed. 

reputation with • Scheduled feedback to stakeholders and review. 

stakeholders. 

L) Financial reporting and controls failure This could result in loss • Defined and structured delegation of authority which 
of revenue, increased is reviewed and approved by the Board. 

Our financial controls are fundamental to delivering costs, financial • A Financial and Accounting manual and a framework 
our fiduciary responsibilities, management misstatement and of supporting general controls —see our General 
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information, financial reporting and compliance with 
accounting and governance standards. These may 
not operate effectively if they are not documented, 
reviewed andmonitored regularly. 

damage to reputation 
with stakeholders. 

Controls Framework on page XXX. 
• Documented financial controls, with additional 

assurance to be provided from a Control Self-
assessment process. 

M) Pension cost increases This could result in • Valuation assumptions and pension funding strategy 
material increases in have regular external and internal monitoring and 

The cost of servicng the current Defined Benefits required contributions, review. 
scheme could become unbearably onerous as a adversely affecting our • Options being developed to minimise the impact of an 

result of the prolonged low interest rate ability to achieve adverse valuation, with assistance from professions' 

environment, resulting in substantially increased commercial advisors. 

contributions. sustainability. • Consultation process initiated on options for the 
future of the Defined Benefit plan. 

N) Financial regulatory breach This could result in • New regulatory obligations monitored by relevant 

regulatory censure, business owners, with support from Corporate 
The Post Office operates under an extensive fines, litigation or Services. 

regulatory environment, covering areas such as curtailment of trading, • On-going training to our staff on legal and regulatory 

financial and postal services, telecoms, procurement, which could impact matters. 

competition law and data security. This environment income and/ or damage • Regular compliance tests and monitoring are 

continues to evolve, particularly in the financial our reputation with conducted. 

services arena, and we need to ensure that the customers and • Internal and external assurance programmes are in 

changing requirements continue to be identified and suppliers. place (including by our regulatory principals) to 

met, ensure that we meet financial, services regulatory 
requirements, including sales practices and conduct, 
customer experience and product experience and 
delivery. 
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Directors' Report 

The Directors present the Group Annual Report and Financial Statements for the year ended 

27 March 2016. 

Expected future developments 

Expected future developments are detailed in pages XX to XX. 

Results and dividends 

The loss after taxation for the year was £XXm (2015: profit £XXm). The directors do not recommend 

the payment of a dividend (2015: £nil dividend). 

Political contributions 

No political contributions were made in the year (2015: £nil). 

Research and development 

There was no research and development expenditure during the year (2015: £nil). 

Directors and their interests 

The following served as Directors during the year: 

R J Callard 

A C J Cameron 

TA Franklin 

VA Holmes 

A Marnoch (resigned 31 July 2015) 

K S McCall (appointed 21 January 2016) 

N W McCausland (resigned 30 September 2015) 

T C Parker (appointed 1 October 2015) 

A Perkins CB (resigned 31 July 2015) 

C R Stent (appointed 21 January 2016) 

P A Vennells 

No director has a beneficial interest in the share capital of Post Office. The emoluments of Directors 

are set out in the Directors Remuneration Report which appears on pages XX to XX. 

People 

Our goal is to ensure that everyone associated with our business — employees and postmasters — are 

engaged and involved in the business and are aligned and equipped to meet our shared objectives. 

We conduct regular employee surveys, which provide employees and postmasters the opportunity 

to express their views and opinions on important issues. This two way communication encourages 

all our people to contribute towards improving the business and delivering our strategic objectives. 

To engender greater engagement, Post Office has structured and systematic communication 

channels in place, ensuring employees and postmasters are informed on matters which impact 

them. 

As part of our commitment to drive better service for customers we continue to focus on improving 

the quality of our leadership, ensuring we have the right skills for today and tomorrow, and 
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achieving greater involvement from employees, postmasters and their representative bodies. 

We have launched a Learning Academy which provides high quality learning for all employees and 

postmasters. We will continue to invest in developing the best talent to support our vibrant, 

sustainable business, including graduate recruitment and active participation in the new 

apprenticeship programme. 

Underpinning all of this, is a need for dignity and respect in the workplace, where everybody feels 

valued, is treated fairly and equally, and all our people play a full part in helping the business to 

achieve its goals. 

Corporate responsibility 

Details of Post Office corporate responsibility activities are contained within a separate report on 

page XX. 

Disabled employees 

The Post Office policy is to give full consideration to applications for employment from disabled 

persons. Employees who become disabled while employed receive full support through the 

provision of training and special equipment to facilitate continued employment where practicable. 

Post Office provides training, career development and promotion to disabled employees wherever 

appropriate. 

Post balance sheet events 

In accordance with the funding agreement with government announced on 27 November 2013, for 

which State Aid approval was received on 19 March 2015, Post Office Limited received £220m of 

funding on 1 April 2016. TBC 

Going concern 

After analysis of the financial resources available and cash flow projections for Post Office, the 

Directors have concluded that it is appropriate that the financial statements have been prepared on 

a going concern basis. Further details are provided in accordance with the fundamental accounting 

concept in note X to the financial statements. 

Financial instrument risk 

The exposure of the Group to market risk, credit risk and liquidity risk has been disclosed in note X of 

the annual report on pages XX-XX. 

Audit information 

The Directors confirm that, so far as they are aware, there is no relevant audit information of which 

the auditor is unaware, that each Director has taken all reasonable steps to make themselves aware 

of any relevant audit information and to establish that the auditor is aware of that information. 

Auditor 

The auditor, Ernst & Young LLP, is deemed to be reappointed under section 487(2) of the Companies 

Act 2006. 

By Order of the Board 

Alwen Lyons 

Secretary 

Post Office Annual Report and Financial Statements I Page : 40 



POL00030888 
POL00030888 

Supp .m nta Documents 

Draft to Board — IN STRICTEST CONFIDENCE —17 May 2016 

Post Office Limited 

(Company Number 2154540) 

Finsbury Dials 

20 Finsbury Street 

London 

EC2Y 9AQ 

X June 2016 
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The directors are responsible for preparing the Annual Report, which includes the Directors' Report, 
Remuneration Report and Corporate Governance Statement, and the Group and Parent Company 
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 the directors have elected to prepare the Group consolidated financial statements in accordance 
with International Financial Reporting Standards ("IFRSs") as adopted by the European Union ("EU"). 
The financial reporting framework that has been applied in the preparation of the Parent Company 
financial statements is applicable law and United Kingdom Accounting Standards (United Kingdom 
Generally Accepted Accounting Practice). 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 Group and Parent Company, and of the profit or loss of the Group and Parent Company for that 
period. 

In preparing these financial statements, the directors are required to: 
• select suitable accounting policies and then apply them consistently; 
• make judgments and accounting estimates that are reasonable and prudent; 
• state whether IFRS as adopted by the EU, and applicable UK Accounting Standards have been 

followed, subject to any material departures disclosed and explained in the Group and Parent 
Company financial statements respectively; 

• prepare the financial statements on the going concern basis unless it is inappropriate to 
presume that the Group and Parent Company will continue in business. 

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 the Group and to enable them to ensure that the financial statements 
and the Directors' remuneration report comply with the Companies Act 2006 and, as regards the 
Group's financial statements, Article 4 of the International Accounting Standards Regulation. They are 
also responsible for safeguarding the assets of the Company and the Group and hence for taking 
reasonable steps for the prevention and detection of fraud and other irregularities. 

The Directors are responsible for the maintenance and integrity of the corporate and financial 
information included on the Company's website. Legislation in the United Kingdom governing the 
preparation and dissemination of financial statements may differ from legislation in other jurisdictions. 
The Directors are responsible for preparing the Directors' report and the Corporate Governance report 
in accordance with the Companies Act 2006 and applicable regulations. 
The Directors confirm that to the best of their knowledge: 

• The Group consolidated financial statements, prepared in accordance with IFRS as adopted by 
the EU and in accordance with the provisions of the Companies Act 2006 give a true and fair 
view of the assets, liabilities, financial position and profit of the Group; 

• The Parent Company financial statements prepared in accordance with United Kingdom 
Generally Accepted Accounting Practice including FRS 101 "Reduced Disclosure Framework", 
give a true and fair view of the assets, liabilities, financial position and profit of the Company; 
and 

• The management report contained in this report includes a fair view of the development and 
performance of the business and the position of the Group as a whole and of the Company, 
together with a description of the principal risks and uncertainties they face. 
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Independent auditor's report to the members of Post Office 
We have audited the consolidated financial statements of Post Office Limited for the 52-week period 
ended 27 March 2016 which comprise the Group Income Statement, the Group Balance Sheet, the 
Group Statement of Comprehensive Income, the Group Statement of Cash Flows, the Group 
Statements of Changes in Equity, the Parent Company Statement of Comprehensive Income, the 
Parent Company Balance Sheet, the Parent Company Statement of Changes in Equity and the related 
notes i to 26. The financial reporting framework that has been applied in the preparation of the group 
financial statements is applicable law and International Financial Reporting Standards (IFRSs) as 
adopted by the European Union (EU). The financial reporting framework that has been applied in the 
preparation of the parent company financial statements is applicable law and United Kingdom 
Accounting Standards (United Kingdom Generally Accepted Accounting Practice), including FRS 101 
"Reduced Disclosure Framework". 
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 report 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. 

Respective responsibilities of directors and auditor 
As explained more fully in the Directors' Responsibilities Statement set out on page [xx], the directors 
are responsible for the preparation of the financial statements and for being satisfied that they give a 
true and fair view. Our responsibility is to audit and express an opinion on the financial statements in 
accordance with applicable law and International Standards on Auditing (UK and Ireland). Those 
standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors. 

Scope of the audit of the financial statements 
An audit involves obtaining evidence about the amounts and disclosures in the financial statements 
sufficient to give reasonable assurance that the financial statements are free from material 
misstatement, whether caused by fraud or error. This includes an assessment of: whether the 
accounting policies are appropriate to the Group's and the parent company's circumstances and have 
been consistently applied and adequately disclosed; the reasonableness of significant accounting 
estimates made by the directors; and the overal l presentation of the financial statements. In addition, 
we read all the financial and non-financial information in the Annual Report and Financial Statements 
to identify material inconsistencies with the audited financial statements and to identify any 
information that is apparently materially incorrect based on, or materially inconsistent with, the 
knowledge acquired by us in the course of performing the audit. If we become aware of any apparent 
material misstatements or inconsistencies we consider the implications for our report. 

Opinion on financial statements 
In our opinion: 

• the financial statements give a true and fair view of the state of the Group's and of the Parent 
Company's affairs as at 27 March 2016 and of the group's loss for the 52-week period then 
ended; 

• the Group's financial statements have been properly prepared in accordance with IFRSs as 
adopted by the European Union; and 

• the Parent Company financial statements have been properly prepared in accordance with 
United Kingdom Generally Accepted Accounting Practice, including FRS 101 "Reduced 
Disclosure Framework"; and 

• the Group and Parent Company financial statements have been prepared in accordance with 
the requirements of the Companies Act 2006. 

Opinion on other matters prescribed by the Companies Act 2006 
In our opinion the information given in the Financial Report and the Directors' Report for the financial 
year for which the financial statements are prepared is consistent with the financial statements. 
Matters on which we are required to report by exception 
We have nothing to report in respect of the following matters where the Companies Act 2006 requires 
us to report to you if, in our opinion: 

• adequate accounting records have not been kept by the parent company, or returns adequate 
for our audit have not been received from branches not visited by us; or 

• the Parent Company financial statements are not in agreement with the accounting records 
and returns; or 

• certain disclosures of directors' remuneration specified by law are not made; or 
• we have not received al l the information and explanations we require for our audit. 
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Other matters 
® The maintenance and integrity of the Post Office Limited web site is the responsibility of the 

directors; the work carried out by the auditors does not involve consideration of these matters 
and, accordingly, the auditors accept no responsibility for any changes that may have occurred 
to the financial statements since they were initially presented on the web site. 

• Legislation in the United Kingdom governing the preparation and dissemination of financial 
statements may differ from legislation in other jurisdictions. 

Peter McIver (Senior statutory auditor) 
for and on behalf of Ernst & Young LLP, Statutory Auditor 
London 
;bats] 
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Post Office Limited 

Consolidated income statement 
for the 52 weeks ended 27 March 2016 and 29 March 2015 

2015 

2016 (Restated) 

Notes £m £m 

Continuing operations: 

Turnover 981 976 

Network Subsidy Payment 130 160 

Revenue 1,111 1,136 

People costs excluding restructuring costs 2 (233) (238) 

Other operating costs (808) (831) 

Share of post tax profit from joint ventures 10 35 36 

Operating profit before exceptional items for continuing operations 3 105 103 

)perating exceptional items 4 (269) (271) 

government grant 150 170 

restructuring costs (283) (301) 

impairment (136) (140) 

Operating loss from continuing operations (164) (168) 

Profit on disposal of property, plant and equipment - - 

Loss before financing and taxation from continuing operations (164) (168) 

Finance costs 6 (5) (3) 

Finance income 6 - 1 

Net financing income relating to pensions 17 8 7 

Loss before taxation from continuing operations (161) (163) 

Taxation credit 7 4 26 

Loss for the financial year from continuing operations (157) (137) 

Discontinued operations: 

Loss for the financial year after tax from discontinued operations 22 (10) (4) 

Loss for the financial year (167) (141) 
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Post Office Limited 

Consolidated statement of comprehensive income 
for the 52 weeks ended 27 March 2016 and 29 March 2015 

2015 
2016 (Restated) 

Notes Em £m 

Loss for the financial year from continuing operations (157) (137) 

Loss for the financial year from discontinued operations 22 (10) (4) 

Loss for the financial year (167) (141) 

Other comprehensive income not to be reclassified to profit or loss in 

Future periods 

Remeasurements on defined benefit surpluses 17 (9) 54 

Income tax effect 7 5 (9) 

Total comprehensive income for the year (171) (96) 

There are no other comprehensive income items that will be reclassified to the profit and loss in future 
periods. 
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Post Office Limited 

Consolidated statement of cash flows 
for the 52 weeks ended 27 March 2016 and 29 March 2015 

2016 2015 

Notes fm £m 

Cash flows from operating activities 

Operating profit before exceptional items from continuing operations 105 103 

Operating loss from discontinued operations 22 (10) (4) 

Total profit before exceptional items 95 99 

Adjustment for: 

Share of profit from joint ventures 10 (35) (36) 

Pension operating costs 2 30 28 

Vorking capital movements: (81) (17) 

ncrease in trade and other receivables (14) (34) 

Decrease)/Increase in trade and other payables (61) 10 

ncrease in provisions for discontinued operations 22 3 - 

Decrease)/increase/ in non-exceptional provisions 15 (9) 7 

Pension operating costs paid (23) (23) 

:ash payments in respect of operating exceptional items: (109) (66) 

government grant 150 170 

lestructuring costs (253) (224) 

)ther (6) (12) 

Net cash outflow from operating activities (123) (15) 

Income tax recovered 7 9 11 

Cash flows from investing activities 

Dividends received from joint ventures 10 35 30 

Finance income received - 1 

Acquisition of insurance business 21 (44) - 

Purchase of fixed and intangible assets (136) (147) 
Net cash outflow from investing activities (145) (116) 
Net cash (outflow)/inflow before financing activities (259)___ (120) 

Cash flows from financing activities 

Finance costs paid (5) (3) 

Payments to finance lease creditors - (3) 

Proceeds of borrowings from BIS 14 155 310 

Net cash inflow from financing activities 150 304 

Net (decrease)/increase in cash and cash equivalents (109) 184 

Cash and cash equivalents at the beginning of the year . ........................._.........................._............. 12 821 ............................_.............. 637 

Cash and cash equivalents at the end of the year 12 712 821 
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Consolidated balance sheet 
at 27 March 2016 and 29 March 2015 

2015 
2016 (Restated) 

Notes £m £m 

Non-current assets 

Intangible assets 8 44 - 

Property, plant and equipment 9 9 10 

Investments in joint ventures 10 67 67 

Retirement benefit surplus 17 196 205 

Trade and other receivables 11 12 10 

Total non-current assets 328 292 

Current assets 

Inventories 6 6 

Trade and other receivables 11 409 397 

Cash and cash equivalents 12 712 821 

Total current assets 1,127 1,224 

Total assets 1,455 1,516 

Current liabilities 

Trade and other payables 13 (653) (718) 

Financial liabilities - interest bearing loans and borrowings 14 (465) (310) 

- obligations under finance leases 20 (8) - 

Provisions 15 (151) (144) 

Total current liabilities 1,277 1,172 

Non-current liabilities 

Other payables 13 (25) (30) 

Provisions ----------- ---------------------------------- ------------------------------------------------------------------------------------------------------------- 15 (16) ......... - ................... .... .................., (6) 

Total non- current liabilities 41 36 

Net assets 137 308 

Equity 

Share capital 18 - -

Share premium 18 465 465 

Retained earnings (330) (159) 

Other Reserves 18 2 2 

Total equity 137 308 

The financial statements on pages XX to XX were approved by the Board of Directors on XXX 2016 and 
signed on its behalf by: 

P A Vennells A Cameron 
Chief Executive Chief Financial Officer-
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Post Office Limited 

Consolidated statement of changes in equity 
for the 52 weeks ended 27 March 2016 and 29 March 2015 

Share Retained 
premium earnings 

--------------------------Notes £m £m 

At 30 March 2015 (restated) 465 (159) 

Loss for the year - (167) 

Remeasurements on defined benefit surplus 17 - (9) 

Income tax effect 7 - 5

At 27 March 2016 465 (330) 

Other Total 
reserves equity 

-------------£ m------------------ £ m 

2 308 

- (167) 

(9)

5 

2 137 

Share Retained Other Total 
premium earnings reserves equity 

Notes £m £m £m £m 

At 31 March 2014 465 (63) 2 404 

Loss for the year (restated) - (141) - (141) 

Remeasurements on defined benefit surplus 17 - 54 54 

Income tax effect 7 - (9) (9) 

At 29 March 2015 (restated) 465 (159) 2 308 
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Notes to the financial statements 
1. Accounting Policies 

Financial year 
The financial year ends on the last Sunday in March and for this reason these financial statements are made up 
for the 52 weeks ended 27 March 2016 (2015: 52 weeks ended 29 March 2015). 

Basis of preparation 
The Group financial statements on pages XX to XX have been prepared in accordance with International Financial 
Reporting Standards (IFRSs) as adopted by the European Union and with those parts of the Companies Act 2006 
applicable to companies reporting under IFRS. Unless otherwise stated in the accounting policies below, the 
financial statements have been prepared under the historic cost accounting convention. 
The Company is incorporated and domiciled in the United Kingdom. The Group consolidated financial statements 
are presented in Sterling and all values are rounded to the nearest £million except where otherwise indicated. 
Basis of consolidation 
The consolidated financial statements comprise the financial statements of the Company and its subsidiary 
undertaking as at 27 March 2016. Subsidiaries are consolidated from the date of acquisition, being the date on 
which the Group obtains control, and continue to be consolidated until the date such control ceases. A dormant 
set of financial statements for Post Office Management Services Limited (subsidiary) were prepared to 30 
November 2014. The subsidiary began trading in January 2015 and the first set of financial statements have been 
prepared for the 16 month period to 27th March 2016. The year end date is in line with the Company. The subsidiary 
uses consistent accounting policies where appropriate and a its results have been consolidated into the group 
financial statements. All intra-group balances, transactions, unrealised gains and losses resulting from intra-group 
transactions are eliminated in full. 

New standards, amendments and interpretations issued not yet effective for the current year 
The following standards and interpretations, which have been issued by the IASB and are relevant for the Group, 
subject to EU ratification, become effective after the current year-end and have not been early adopted by the 
Group: 
IFRS 9 Financial Instruments 
IFRS 9 Financial Instruments was first issued in November 2009 and had since been amended several times. A 
complete version of the standard was issued in July 2014 and is a replacement of IAS 39 Financial Instruments: 
Recognition and Measurement. IFRS 9 covers the classification, measurement and derecognition of financial assets 
and financial liabilities, together with a new hedge accounting model and a new expected credit loss model for 
calculating impairment. The new standard becomes effective for annual periods beginning on or after 1 January 
2018, subject to EU adoption expected in first half of 2016. It is anticipated that the application of this amendment 
will have no significant impact on the Group's income statement or balance sheet. 
IFRS 15 Revenue from Contracts with Customers 
The IASB issued IFRS 15 Revenue from contracts with customers in May 2014. The new standard provides a 
single, five-step revenue recognition model, applicable to all sales contracts, which is based upon the principle 
that revenue is recognised when control of goods or services is transferred to the customer. It replaces all existing 
revenue recognition guidance under current IFRS and becomes effective for annual periods beginning on or after 
1 January 2018, subject to EU adoption expected in 2016. The Group is currently considering the impact of IFRS 
15 on its consolidated results and financial position. 
Amendments to IAS 16 and IAS 38: Clarification of Acceptable Methods of Depreciation and Amortisation 
The amendments clarify the principle in IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets that 
revenue reflects a pattern of economic benefits that are generated from operating a business (of which the asset 
is a part) rather than the economic benefits that are consumed through use of the asset. As a result, a revenue-
based method cannot be used to depreciate property, plant and equipment and may only be used in very limited 
circumstances to amortise intangible assets. The amendments are effective prospectively for annual periods 
beginning on or after 1 January 2016, with early adoption permitted. The Group is currently considering the impact 
of these amendments on its consolidated results and financial position. 
Amendments to IAS 27: Equity Method in Separate Financial Statements 
The amendments will allow entities to use the equity method to account for investments in subsidiaries, joint 
ventures and associates in their separate financial statements. Entities already applying IFRS and electing to 
change to the equity method in their separate financial statements will have to apply that change retrospectively. 
First-time adopters of IFRS electing to use the equity method in their separate financial statements will be required 
to apply this method from the date of transition to IFRS. The amendments are effective for annual periods 
beginning on or after 1 January 2016, with early adoption permitted. The Group is currently considering the impact 
of these amendments on its consolidated results and financial position. 
Annual Improvements 2012-2014 Cycle 
These improvements are effective for annual periods beginning on or after 1 January 2016. They include: 
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IFRS 5 Non-current Assets Held for Sale and Discontinued Operations 
Assets (or disposal groups) are generally disposed of either through sale or distribution to owners. The amendment 
clarifies that changing from one of these disposal methods to the other would not be considered a new plan of 
disposal, rather it is a continuation of the original plan. There is, therefore, no interruption of the application of 
the requirements in IFRS 5. This amendment must be applied prospectively. 
LAS 19 Employee Benefits 
The amendment clarifies that market depth of high quality corporate bonds is assessed based on the currency in 
which the obligation is denominated, rather than the country where the obligation is located. When there is no 
deep market for high quality corporate bonds in that currency, government bond rates must be used. This 
amendment must be applied prospectively. 
Amendments to IAS 1 Disclosure Initiative 
The amendments to IAS 1 clarify, rather than significantly change, existing IAS 1 requirements. The amendments 
clarify: 
• The materiality requirements in IAS 1; 
• That specific line items in the statement(s) of profit or loss and OCT and the statement of financial position may 
be disaggregated; 
• That entities have flexibility as to the order in which they present the notes to financial statements; 
• That the share of OCT of associates and joint ventures accounted for using the equity method must be presented 
in aggregate as a single line item, and classified between those items that will or will not be subsequently 
reclassified to profit or loss. 
Furthermore, the amendments clarify the requirements that apply when additional subtotals are presented in the 
statement of financial position and the statement(s) of profit or loss and OCT. These amendments are effective for 
annual periods beginning on or after 1 January 2016, with early adoption permitted. The Group is currently 
considering the impact of these amendments on its consolidated results and financial position. 

There are no other standards and interpretations in issue but not yet adopted that the Directors anticipate will 
have a material effect on the reported income or net assets of the Group. 
The Group has not early adopted any standard, interpretation or amendment that has been issued but is not yet 

effective. 

Fundamental accounting concept — going concern 

The Group has net assets of £137 million at 27 March 2016 (2015: £308 million). A funding agreement with 
Government was announced on 27 November 2013 which provided for: 

• Funding of £280 million for 2015/16 
• Funding of £220 million for 2016/17 
• Funding of £140 million for 2017/18 
• Extension of the existing working capital facility with the Department for Business, Innovation & 

Skills (BIS) with a limit of £950 million from 30 March 2015 up to 31 March 2018 (it was 
previously £1.15 billion) 

At 27 March 2016 £485 million of the working capital facility was undrawn (2015: £840 million). 

State Aid approval for the funding from 2015/16 to 2017/18 was received on 19 March 2015. 

This funding takes the form of a Government Grant, enabling the Group to modernise the branch network, and 
the continuation of the Network Subsidy Payment recognises the major social value that Post Offices provide to 
communities which could not support a commercial retail outlet. New main and local branches are currently 
being rolled out across the United Kingdom. Customers are benefitting from a much better retail experience 
including very significantly extended opening hours. This programme is designed to make the Post Office 
network more self-sustaining and, over time, less dependent on direct subsidy. This is a modernisation 
programme and not a branch closure programme. 

The Directors are satisfied with the continued progress made towards modernisation during 2015/16 and that 
the plans in place and the substantial investment secured will enable the Group to continue to modernise and to 
secure its future. However, they note that the scale of change required remains significant and is not without 
risk. 

After careful consideration of the plans for the coming years, the Directors continue to believe that Post Office 
Limited will be able to meet its liabilities as they fal l due for the next 12 months. Accordingly, on that basis, the 
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Directors consider that it is appropriate that these financial statements have been prepared on a going concern 
basis. 

Prior year restatement 
In preparing the financial statements for the current year, the comparative figures for the year ended 29 March 
2015 have been restated. The provision for Postmasters' Compensation, included in network transformation, had 
not been fully recognised in the financial statements for the year ended 29 March 2015. The nature of the 
provision is described in more detail in the accounting policies on page XX. The restatement affects exceptional 
costs, provisions and retained earnings due to the loss in the year changing as a result of a restatement to the 
exceptional charge. This represents an acceleration of an expected cost and there has been no impact on the 
Group's funding position or on payments to Postmasters'. Within this report, the comparative income statement, 
statement of comprehensive income, balance sheet and statement of changes in equity for the year ended 29 
March 2015 have been restated. There has been no effect on the cash flow statement. 

As previously Restatement 29 March 2015 
reported Restated 

Total provisions (63) (87) (150) 

Shareholders' funds (retained earnings) ........................................................................................................................................................................................................................................................................................................................... (72) (87) (159) 

Operating exceptional items - restructuring (214) (87) (301) costs 

Profit/(loss) for the year (54) (87) (141) 

Critical accounting estimates and judgements in applying accounting policies 
The Group makes certain estimates and assumptions regarding the future. Estimates and assumptions are 
continually evaluated based on historical experience and other factors. In the future, actual experience may 
differ from these estimates and assumptions. In addition the Group has to make judgements in applying its 
accounting policies which affect the amounts recognised in the accounts. The most significant areas where 
judgements and estimates are made are discussed below: 
Pension assumptions 
The costs, assets and liabilities of the pensions operated by the Group are determined using methods relying on 
actuarial estimates and assumptions. These pension figures are particularly sensitive to changes in assumptions 
for discount rates, mortality and inflation rates. The Group exercises its judgement in determining the 
assumptions to be adopted, after discussion with its Actuary. Details of the key assumptions are set out in note 
17. 
Pension liabilities are measured on an actuarial basis using the projected unit credit method and discounted at a 
rate equivalent to the current rate of return on a high quality corporate bond of equivalent currency and term. 
Judgement has been applied in determining that for these purposes a high quality corporate bond constitutes AA 
rated or equivalent status bonds. 
Provisions 
The Group has recognised provisions where a present legal or constructive obligation exists as a result of a past 
event, where it is probable that an outflow of resources will be required to settle the obligation and a reliable 
estimate of the amount can be made. Severance provisions are recognised for business reorganisation where 
the plans are sufficiently detailed and well advanced and where appropriate communication to those affected has 
been undertaken at the balance sheet date. Postmasters' compensation provisions are recognised when either 
Postmaster's agree to terminate their existing contracts or sign the new format contracts under Network 
Transformation. The total provision for Postmasters' compensation at the yearend date represents 
management's best estimate of the future obligation. Provisions are detailed in note 16. Due to the nature of 
provisions the future amount settled may be different from the amount that has been provided. 
If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that 
reflects, where appropriate the risks specific to that liability. 
Impairment of non-current assets 
The Group assesses whether there are any indicators of impairment for all non-currents assets at each reporting 
date as well as if events or changes in circumstances indicate that the carrying value may be impaired. Where 
appropriate, an impairment loss is recognised in the income statement for the amount by which the carrying 
value of the asset (or cash generating unit) exceeds its recoverable amount, which is the higher of an asset's 
net realisable value and its value in use. Due to on-going operational losses (excluding the Network Subsidy 
Payment) the carrying value of some assets are impaired to zero on acquisition. Each asset category is 
described below: 
Property, plant and equipment excluding freehold property, long leasehold property and land: 
Property, plant and equipment is recognised at cost, including attributable costs in bringing the asset into 
working condition for its intended use. These assets have a relatively short useful life and due to on-going 
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operational losses (excluding Network Subsidy payment) they are impaired to zero on acquisition. If they were 
not impaired they would be depreciated on a straight-line basis over the following useful lives: 

Range of asset lives 
Plant and Machinery 3 — 15 years 
Motor vehicles and trailers 2 — 12 years 
Fixtures and equipment 2 — 15 years 

Freehold property, long leasehold property and land: 

As with other property, plant and equipment this is recognised at cost, including attributable costs in bringing 
the asset into working condition for its intended use. These assets have a long useful life and a fair market 
value, therefore these assets are not impaired on acquisition but would be considered for impairment if 
indicators existed in line with Group policy noted above. They are instead depreciated on a straight-line basis 
over the following useful lives: 

Range of asset lives 
. ---...... ..._.... ...._ ......... .....--...._..................._........................._.........................._.............................................. 

Land and buildings:
Freehold land Not depreciated 

Freehold buildings Up to 50 years 
Leasehold buildings The shorter of the period of the lease, 50 years or the estimated remaining 

useful life 

The remaining useful lives of freehold buildings are reviewed periodically and adjusted where applicable on a 
prospective basis. 

Intangible assets with a finite useful life: 

Intangible assets acquired separately or generated internally are initially recognised at cost. These assets are 
impaired to zero for the reasons noted above. If they were not impaired they would be amortised on a straight 
line bases via a charge to income statement over the following period: 

Software 1 to 6 years 

Intangible assets arising on acquisition or with an indefinite useful life: 

These assets are considered for impairment individually in line with Group policy noted above but are not 
automatically impaired. Goodwill is considered separately below. 
Goodwill 

Goodwill is initially recognised at cost, being the excess of the aggregate of the consideration transferred and the 
amount recognised for non-controlling interests, and any previous interest held, over the net identifiable assets 
acquired and liabilities assumed. 

After initial recognition, goodwill is recognised at cost less any accumulated impairment losses. Goodwill is tested 
for impairment annually as well as when there are any indicators of impairment. 

Non-current assets within subsidiaries 

Subsidiaries are considered separate cash generating units and the need for impairment of assets is considered 
within the subsidiary and is dependent on whether indicators of impairment exist within that subsidiary. At a 
Group level the impairment is adjusted on consolidation to be in line with Group policy. 

Revenue 
Turnover from Government Services, Financial Services, Mails and Retail and Telecoms comprises the value of 
services provided from the Group's principle activities in providing a whole range of services through its physical 
and digital channels. Turnover from Financial Services and some Retail services comprises the commission 
received. Turnover relating to line rental for telecoms services is recognised evenly over the period to which the 
charges relate and revenue from calls is recognised at the time the cal l is made. Turnover from all other 
transactions is recognised when the transaction is completed. All turnover is derived wholly from within the United 
Kingdom. 

Turnover within the subsidiary Post Office Management Services Limited comprises the value of commissions 
received from providing insurance intermediary services. 
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The Network Subsidy Payment is Government grant revenue recognised to match the related costs of making 
available the network of public Post Offices that the Secretary of State for Business, Innovation and Skills considers 
appropriate. 

Operating exceptional items 
Operating exceptional items are items of income and expenditure arising from the operations of the business 
which, due to the nature of the events giving rise to them, require separate presentation on the face of the income 
statement to allow a better understanding of financial performance in the year and in comparison to prior years. 
Items classified within here will be material either because of size or nature and relate to the transformation of 
the business rather than ordinary trading. This separate reporting of exceptional items helps to provide a better 
picture of the Company's underlying performance. 

Leases 
Finance leases, where substantially all the risks and rewards incidental to ownership of the leased item have 
passed to the Group are capitalised at the inception of the lease with a corresponding liability recognised for the 
fair value of the leased item or, if lower, at the present value of the minimum lease payments. Lease payments 
are apportioned between the finance charges and reduction of the lease liability so as to achieve a constant rate 
of interest on the remaining balance of the liability. 

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset and the lease 
term. 

Leases where substantially all the risks and rewards of ownership of the asset are retained by the lessor, are 
classified as operating leases and rentals are charged to the income statement over the lease term. The aggregate 
benefit of incentives are recognised as a reduction of rental expenses over the lease term on a straight-line basis. 

Investments in joint ventures 
Investments in joint ventures within the Group's financial statements are accounted for under the equity method 
of accounting. Under this method the investment is carried in the balance sheet at cost plus post-acquisition 
changes in the Group's share of the net assets of the joint venture less any impairment in value. The income 
statement reflects the Group's share of post-tax profits from the joint venture. 

Inventories 
Inventories include stationery, retail and lottery products and are carried at the lower of cost and net realisable 
value after adjusting for obsolete or slow-moving stock. 

Taxation 
The charge for current income tax is based on the results for the year as adjusted for items which are not taxed 
or are disallowed. It is calculated using tax rates in legislation that has been enacted or substantively enacted by 
the balance sheet date. 

Deferred income tax assets and liabilities are recognised for all taxable and deductible temporary differences and 
unused tax assets and losses except: 

- initial recognition of goodwill 

- the initial recognition of an asset or liability in a transaction that is not a business combination and, at the time 
of the transaction, affects neither the accounting profit nor taxable profit and loss 

- taxable temporary differences associated with investments in subsidiaries and interest in joint ventures, where 
the timing of the reversal of the temporary difference can be controlled and it is probable that the temporary 
difference will not reverse in the foreseeable future and 

- deferred tax assets are recognised only to the extent that it is probable that taxable profit will be available 
against which they can be utilised. 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the 
tax asset is realised or the liability is settled, based on tax rates that have been substantively enacted at the 
balance sheet date. Deferred tax balances are not discounted. 

Current and deferred tax is recognised in the income statement, except to the extent that it relates to items 
recognised in other comprehensive income or directly to equity. In this case, the tax is also recognised in other 
comprehensive income or directly in equity, respectively. 

Pensions and other post-retirement benefits 
Membership of occupational pension schemes is open to most permanent UK employees of the Company. All 
members of defined benefit schemes are contracted out of the earnings-related part of the State pension scheme. 

The pension assets of the defined benefit schemes are measured at fair value. Liabilities are measured on an 
actuarial basis using the projected unit credit method and discounted at a rate equivalent to the current rate of 
return on a high quality corporate bond of equivalent currency and term. The resulting defined benefit asset or 
liability is presented separately on the face of the balance sheet. Full actuarial funding valuations are carried out 
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at intervals not normally exceeding three years as determined by the Trustees and, actuarial valuations are carried 
out at each balance sheet date and form the basis of the surplus or deficit disclosed. When the calculation at the 
balance sheet date results in net assets to the Group, the recognised asset is limited to the present value of any 
future refunds of the plan or reductions in future contributions to the plan (the asset ceiling). 

For defined benefit schemes, the amounts charged to operating profit, as part of staff costs, are the current service 
costs and any gains and losses arising from settlements, curtailments and past service costs. The net difference 
between the interest costs and the expected return on plan assets is recognised as net pensions interest in the 
income statement. Actuarial gains and losses are recognised immediately in the statement of comprehensive 
income. Any deferred tax movement associated with the actuarial gains and losses is also recognised in the 
statement of comprehensive income. 

For defined contribution schemes, the Group's contributions are charged to operating profit, as part of staff costs, 
in the period to which the contributions relate. 

Foreign currencies 
The functional and presentational currency of the Group is sterling (£). 

Foreign currency transactions are translated into the functional currency using the exchange rates at the dates of 
the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from 
the translation of monetary assets and liabilities denominated in foreign currencies at year end exchange rates 
are recognised in profit or loss. 

Trade receivables 
Trade receivables are recognised and carried at original invoice amount less an allowance for any non -collectible 
amounts. An estimate for doubtful debts is made when col lection of the ful l amount is no longer probable. Bad 
debts are written off when identified. 

Borrowing costs 
Borrowing costs in relation to the working capital loan facility are recognised as an expense when incurred unless 
they are directly attributable to the construction or development of a qualifying asset, in which case they are 
capitalised using the weighted average cost of borrowing for the period of construction/development. 

Government grants 
Government grants are shown separately in the income statement to match the expenditure to which they relate. 

Provisions 
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past 
event, it is probably that an outflow of resources will be required to settle the obligation, and a reliable estimate 
can be made of the amount of the obligation. If the effect of the time value of money is material, provisions are 
determined by discounting the expected future cash flows at an appropriate pre-tax rate. 

Financial instruments 
The classification of financial instruments included on the balance sheet is set out below: 

Financial assets 
Financial assets are measured at fair value at the balance sheet date. They are classified into the following 
categories loans and receivables or available for sale as appropriate based on the purpose for which they were 
required. Financial liabilities are measured at either fair value at the balance sheet date or as financial liabilities 
measured at amortised cost. 
Financial liabilities - interest-bearing loans and borrowings 
Al l loans and borrowings are classified as financial liabilities measured at amortised cost. 

Financial liabilities - obligations under finance leases 
Al l obligations under finance lease and hire purchase contracts are classified as financial liabilities measured at 
amortised cost. 

Fair value measurement of financial instruments 
The fair value of quoted investments is determined by reference to bid prices at the close of business on the 
balance sheet date. 

Where there is no active market, fair value is determined using valuation techniques. These include using recent 
arm's length market transactions; reference to the current market value of another instrument which is 
substantial ly the same; and discounted cash flow analysis and pricing models. 

Derecognition of financial instruments 
A financial asset or liability is derecognised when the contract that gives rise to it is settled, sold, cancelled or 
expires. 
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All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorised 
within the fair value hierarchy, described as follows, based on the lowest level input that is significant to the fair 
value measurement as a whole: 

• Level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities 

Level 2 — Valuation techniques for which the lowest level input that is significant to the fair value 
measurement is directly or indirectly observable 

Level 3 — Valuation techniques for which the lowest level input that is significant to the fair value 
measurement is unobservable 

For assets and liabilities that are recognised in the financial statements on a recurring basis, the Group determines 
whether transfers have occurred between levels in the hierarchy by re-assessing categorisation (based on the 
lowest level input that is significant to the fair value measurement as a whole) at the end of each reporting period. 

Cash and cash equivalents 
Cash and cash equivalents in the balance sheet comprise cash at bank and in hand, including cash in the Post 
Office network and short-term deposits (cash equivalents) with an original maturity date of three months or less. 
In addition the Group uses Money Market funds as a readily available source of cash and these funds are also 
categorised as cash equivalents. Cash equivalents are classified as loans and receivable financial instruments. 

For the purpose of the statement of cash flows, cash and cash equivalents consist of cash and cash equivalents 
as defined above, net of bank overdrafts. 
The subsidiary Post Office Management Services Limited holds some fiduciary cash balances, there are held on 
trust on behalf of insurance third parties, see note 12 for details. 

2. Staff costs and numbers 
Employment and related costs were as follows: 

2016 2015 
People costs excluding restructuring costs: £m £m 

Wages and salaries 184 191 

Social security costs 19 19 

Pension costs (note 17) 30 28 

Total 233 238 

Period end employees._._...._._. ............................ Average employees .._.........------ 
2016 2015 2016 2015 

Total employees 6,605 6,876 6,667 7,281 

Total employee numbers can be categorised as follows: 

Administration 

Crown Offices 

Supply Chain 

2016 2015 

1,261 1,324 

3,344 3,406 

1,360 1,524 

Network and Crown transformation programmes . .............._.........................._...................... ... 640 62.2
Total 6,605 6,876 
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3. Operating profit from continuing operations before exceptional items 
Operating profit from continuing operations before exceptional items is stated after charging: 

2016 
£m 

2015 
£m 

Postmasters' fees 413 435 

Bureau de Change foreign currency exchange losses - 1 

Depreciation 1 - 

Cost of inventories recognised as an expense 3 4 

Operating lease charges - Land and buildings 17 20 

Fees payable to the group's auditors for audit and other services: £000 £000 

- parent company and group audit 346 391 

-audit of subsidiary 70 - 

-audit related assurance services 40 40 

-other non-audit services 106 173 

4. Operating exceptional items 
2016 

£m 
2015 

(Restated) 
£m 

Government Grant 150 170 

Restructuring: 

Business transformation* (13) (13) 

Network transformation including Postmasters' compensation (note 15) (177) (227) 

Crown transformation (23) (10) 

IT transformation (30) (17) 

Restructuring - severance (29) (25) 

- other (11) (9) 

Total restructuring (283) (301) 

Impairment: 

Impairment of intangible assets (note 8) (93) (56) 

Impairment of property, plant and equipment (note 9) (43) (84) 

Total impairment 136 (140) 

Total operating exceptional items (269) (271) 

Restructuring: 
Restructuring costs are those incurred in order to implement the major transformation programmes primarily the 
Crown and Network programmes which are discussed further in the Financial Review on page XX'. Network 
transformation includes the costs of Postmasters' compensation (2016: £102 million, 2015: £154 million) which 
are payments made to Postmasters' as a result of the ongoing programme. 
*Business transformation costs include £2 million of acquisition costs, see note 21 for further details on this 
acquisition. 

Impairment: 
See the accounting policies on page XX for details. 
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5. Directors' emoluments 
The Directors received the following emoluments: 

2016 2015 
£000 £000

Emoluments, excluding pension contributions and LTIP* TBC 1,234 

Contributions to pension schemes TBC - 

Amounts receivable under Lono-Term Incentive Plans TBC 157 
*Figures include any cash supplements received in lieu of pension and any payments in lieu of notice. 

Directors accruing pension entitlements during the period under: 2016 2015 

Number Number 

Defined benefit schemes - -

Defined contribution schemes - - 

The highest paid Director received the following emoluments: 
2016 2015 
£000 £000 

Emoluments and LTIP, excluding pension contributions but including cash 
supplements received in lieu of pensions TBC 522 

Company contributions to pension schemes - - 

Remuneration fnr earh dirertnr for the finanrial vear 701 5/16 

Name Annualised Actual Benefits Cash in lieu STIP LTIP Total Total 

salary/fees salary/fees 2015/16 of pension 2015/16 2015/16 2015/16 2014/15 

2015/16 2015/16 2015/16 

(note 1) 

Non Executive Directors 

Tim 40,000 40,000 - - - - 40,000 40,000 

Franklin 

Virginia 40,000 40,000 - - - - 40,000 40,000 

Holmes 

- - 15,000 Alasdair 45,000 15,000 - - 45,000 

Marnoch 

(note 2) 

Ken McCall 50,000 12,500 - - - - 12,500 N/A 

(note 3) 

Neil 50,000 25,000 - - - - 25,000 50,000 

McCausland 

(note 4) 

Tim Parker 75,000 37,500 - - - - 37,500 N/A 

(note 5) 
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Alice 100,000 33,333 - - - - 33,333 100,000 

Perkins 

(note 6) 

Carla Stent 45,000 8,831 - - - - 8,831 N/A 

(note 7) 

Richard 0 0 - - - 0 0 

Callard 

(note 8) 

Executive Directors 

Paula 250,000 250,000 9,900 62,500 TBC 143,500 TBC 521,987 

Vennells 

Alisdair 240,000 240,000 13,919 56,189 125,002 - 510,110 90,124 

Cameron +75,000 

(note 9) 

Note 1: The annualised fees are shown as at 27th March 2016 or at the date of leaving. 

Note 2: Alasdair Marnoch resigned from the Board and left on 31st July 2015 

Note 3: Ken McCall was appointed to the Board on 21 January 2016 

Note 4: Neil McCausland resigned from the Board and left on 30th September 2015 

Note 5: Tim Parker was appointed to the Board on 15t October 2015. Mr. Parker donates the after tax value of his 

Board fees to charity. 

Note 7: Alice Perkins resigned from the Board and left on 31st July 2015 

Note 7: Carla Stent was appointed to the Board on 21st January 2016 

Note 8: Richard Callard is an employee of the Shareholder Executive of the Department for Business, Innovation, 

and Skills. 

Note 9: Alisdair Cameron received a bonus of £75,000 in October 2015; this is shown separately in the STIP 

column. This was compensation for the variable pay which Alisdair gave up to join Post Office and was payable 

after six months' service depending upon performance conditions being met. The inclusion of this amount in 

Alisdair's contract and its payment against the performance conditions were agreed by the Remuneration 

Committee and the Special Shareholder. 

Remuneration Policy Summary 

The table describes the STIP and LTIP available for the Executive Director's. 
The remuneration framework for the Executive Directors requires consent from the Special 
Shareholder each year. 

Short-Term Incentive The STIP drives and rewards performance over the single financial year 
Plan (STIP) against a key financial and operational targets taken from the business 

scorecard. Metrics and targets are determined and set each year 
according to business priorities. 

80% of the STIP plan is determined by business targets, with the 
remaining 20% linked to the achievement of personal performance 
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objectives. 

The target opportunities for the Chief Executive and Chief Financial 
Officer are 48% and 40% respectively. 

Long-Term Incentive The LTIP is designed to reward and retain key executives and senior 
Plan (LTIP) managers on the achievement of strategic longer term targets linked 

to the development and growth of a sustainable business. 

The specific performance targets are determined for each LTIP cycle 
with reference to the three-year plan which is agreed with the Special 
Shareholder. 

The target opportunities for the Chief Executive and Chief Financial 
Officer are 70% and 50% respectively. 

Differences in remuneration policy for the Executive Directors and employees generally 

The remuneration policy for the Executive Directors takes account of their level of responsibility and 
their influence over Post Office's performance. Accordingly, a higher proportion of their total 
remuneration package is at risk and subject to performance (under the STIP and LTIP). The incidence 
and potential amounts payable under such incentives across the workforce are determined by their 
role and grade within the organisation. 

Claw-back provision 

Executive Directors have claw-back clauses in their contracts, as well as the STIP and LTIP rules, 
which provide for the return of any over-payments in the event of misstatement of the accounts, error 
or gross misconduct on the part of an Executive Director. These provisions are structured in line with 
market best practice. 

6. Net finance costs 
2016 2015 

£m £m 

Interest receivable - 1 

Interest payable on loans (2) (1) 

Finance charges ------------------------------------ - ----------------------------------(3) . . - . (Z)- - ----------------------------------------------------------------------------------- -
Total (5) 2 

7. Taxation 
(a) Taxation gains recognised in the year 

2016 2015 
Em £m 

Corporation tax credit for year (9) (10) 

Tax under provided in previous years - (7) 

Current tax (9) (17) 

Deferred tax credit relating to the origin and reversal of temporary differences 2 (9) 

Effect of change in tax rate 3 - 

Income tax credit reported in the consolidated income statement (4) (26) 

Deferred income tax of £5 million (2015: £9 million) has been credited (2015: debited) to other comprehensive 
income relating to actuarial movements in the retirement benefit surplus. This offsets the deferred tax debit of £5 
million (2015 (credit): £9 million) that has been reported in the consolidated income statement. 
(b) Factors affecting current tax credit on profit on ordinary activities 
The tax assessed for the year differs from the standard rate of corporation tax in the UK of 20% (2015: 21%). 
The differences are explained below: 
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2016 2015 
£m Restated 

£m 

Loss on ordinary activities before tax from continuing operations (161) (163) 

Loss on ordinary activities before tax from discontinued operations (10) (4 

Accounting loss before taxation (171) (167) 

Loss on ordinary activities multiplied by the standard rate of corporation tax in 
the UK of 20% (2015: 21%) (34) (35) 

Net decrease in tax charge as a result of recognition of deferred tax assets 8 (16) 

Expenditure disallowable for tax 1 2 

Adjustment in respect of prior period - (7) 

Effect of unutilised losses carried forward 28 36 

Joint venture orofit after tax included in Group pre-tax orofit (7) (6) 

Total current tax (see above) (4) (26) 

(c) Deferred tax 

Deferred tax assets relate to the following: 
Balance sheet Income statement 
2016 2015 2016 2015 

£m £m £m £m 

Pensions temporary differences (25) (30) (5) 9 
Losses available for offset against future 
taxable income ......._....._ .........................._......................................................................................................................._.........................._.... 25 30 ............... ... ................. - ...._..................._....... -------------......... ...._......... - ---
Total deferred tax asset - - (5) 9 

Income statement (5) 9 

(d) Factors that may affect future tax charges 
The Group has unrecognised deferred tax assets of £166 million (2015: £141 million), comprising £78 million 
(2015: £74 million) relating mainly to fixed asset timing differences, £1 million (2015: £1 million) relating to 
timing differences on provisions and £87 million (2015: £66 million) relating to tax losses that are available to 
offset against future taxable profits. The Group has rolled over capital gains of £2 million (2015: £3 million); no 
tax liability would be expected to crystallise should the assets into which the gains have been rolled be sold at 
their residual value, as it is anticipated that a capital loss would arise. 

The Finance Act 2013 reduced the main rate of corporation tax to 19% with effect from 1 April 2017 and 18% 
with effect from 1 April 2018. Following these changes, deferred tax balances were reduced from 20% to 18% 
The impact of this change on deferred tax balances is included in these financial statements. 
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S. Intangible assets 

Software Goodwill Total 

2016 2015 2016 2015 2016 2015 
£m £m £m £m £m £m 

Cost 

At 30 March 2015, 31 March 2014 297 243 - - 297 243 
Reclassifications - (3) - - - (3) 
Additions 93 57 44 - 137 57 
Disposals (1) - - - (1) -

At 27 March 2016, 29 March 2015 389 297 44 - 433 297 

Amortisation and impairment 

At 30 March 2015, 31 March 2014 297 243 - - 297 243 
Reclassifications - (3) - - - (3) 
Amortisation and impairment 93 57 - - 93 57 
(see note 4) 
Disposals (1) - - - (1) - 

At 27 March 2016, 29 March 2015 389 297 - - 389 297 

Net book value 

At 27 March 2016, 29 March 2015 - - 44 - 44 - 

Goodwill relates to the acquisition from Bank of Ireland of the business and assets of the joint insurance business. 
The goodwill sits within Post Office Management Services Limited. See note 21. 

The impairment figure for intangible assets in 2015 includes £1 million for discontinued operations, see note 22 
for details. Note 4 only includes figures for continuing operations which explains the £1 million difference. These 
assets were disposed of in the current year as shown above. 

23 

Post Office Soard-24105/1P 415 of 557 



POL00030888 
POL00030888 

Supp .m ntar ° Documents 

: •jfl hJll jI. 

9. Property, plant and equipment 
Land and Buildinas 

Plant Fixtures 
Long Short Motor and and 

Freehold leasehold leasehold Vehicles machinery equipment Total 
£m £m £m £m £m Em Em 

Cost 

At 31 March 2014 100 17 113 44 1 739 1,014 

Reclassification* (31) 26 6 - - 2 3 

Additions 16 12 - 1 - 55 84 

Disposals..............-.................................................2)_..............................-...........................-(4)..................-.....(5)...........--....-........ ....................... (13)..... -.... ..._(.24).... 
At 29 March 2015 83 55 115 40 1 783 1,077 

Reclassification* (6) 3 (22) - - 25 - 

Additions 1 - - 4 - 38 43 

Disposals

At 27 March 2016 77 58 90 43 1 843 1,112 

Depreciation and 
impairment 

At 31 March 2014 91 16 113 44 1 739 1,004 

Reclassification* (31) 26 6 - - 2 3 
Depreciation and 
impairment 16 12 - 1 - 55 84 

Disposals (2) - (4) (5) - (13) (24) 

At 29 March 2015 74 54 115 40 1 783 1,067 

Reclassification (6) 3 (22) - - 25 - 
Depreciation and 
impairment 
(see note 3 and 4) 2 - - 4 - 38 44 

Disposals (1) - (3) (1) - (3) (8) 

At 27 March 2016 69 57 90 43 1 843 1,103 

Net book value 

At 27 March 2016 8 1 - - - - 9 

At 29 March 2015 9 1 - - - 10 

Depreciation rates are disclosed within accounting policies (note 1). No depreciation is provided on freehold land, 
which represents £3 million (2015: £3 million) of the total cost of properties. 

* Reclassifications have been done in the year between freehold, long leasehold, short leasehold and fixtures and 
equipment in relation to Postmaster's branches. Reclassification between freehold, long leasehold and short 
leasehold asset categories is due to the fact that all land and building assets are classified as freehold whilst they 
are an asset under construction, then once works are complete and lease contracts are confirmed, the asset is 
moved into the correct respective category. 

10. Investments in joint ventures 

The following entity has been included in the consolidated financial statements using the equity method: 

Joint ventures 

During 2015/16 and 2014/15, the Group's only joint venture investment was a 50% interest (1,000 £1 ordinary 
A shares) in First Rate Exchange Services Holdings Limited, whose principal activity is the provision of Bureau de 
Change. First Rate Exchange Services Holdings Limited is a company registered in the United Kingdom. The 
registered address of First Rate Exchange Services Holdings Limited is Great West House, Great West Road, 
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Brentford, Middlesex, TW8 9DF. The financial statements of the joint venture are prepared for the same reporting 
period as the Group. 

2016 2015 
Joint venture Joint venture 

£m Em 

Share of net assets 

Total net investment at 30 March 2015, 31 March 2014 67 
61 

Share of post tax pre dividend profit 35 36 
Dividend (35) (30) 
Total net investment at 27 March 2016, 29 March 20 67 67 

2016 2015 

Joint Joint 
venture venture 

Share of assets and liabilities: Em £m 

Current assets 205 191 

Non-current assets 6 6 

Share of gross assets 

Current liabilities 

211 

(144) 

197 

(130) 

Share of net assets 67 67 

Share of revenue and profit: 

Revenue 79 82 

Profit after tax 35 36 

11. Trade and other receivables 

2016 2015 
£m £m 

Current: 

Trade receivables 93 101 

Prepayments and accrued income 73 106 

Client receivables 229 162 

Other receivables 14 28 

Total 409 397 
Non-current: 
Prepayments 12 10 

The Group receives and disburses cash on behalf of Government agencies and other clients to customers through 
its branch network. Amounts owed from/to government agencies and other clients are disclosed separately as 
client receivables (as above) and client payables (see note 13). 

As at 27 March 2016 trade receivables of £16 million (2015: £14 million) were impaired and fully provided for. 
During the year £4 million (2015: £6 million) of the provision has been utilised and an additional £6 million (2015: 
£3 million) has been provided for. Trade receivables of £21 million (2015: £21 million) were past due but not 
impaired. The aging analysis of the trade receivables are as follows: 
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2016 
£m 

2015 
£m 

Not yet overdue 72 80 

Past due not more than one month 12 8 

Past due more than one month and not more than two months 3 3 

Past due more than two months ----------- ------------- ------------- ------------------------------------------------------------------------------------------------------------ 6 --------------------------------- 10 

Total 93 101 

The fair value of trade and other receivables is not materially different from the carrying value. 

12. Cash and cash equivalents 

2016 2015 
£m £m 

Cash in the Post Office Limited network 653 708 

Short-term bank deposits 57 93 

Fiduciary cash balances held on behalf of 
insurance third parties 2 - 

Money market fund investments - 20 

Total cash and cash equivalents 712 821 

Where interest is earned it is at a floating or short term fixed rate. The fair value of cash and cash equivalents is 
not materially different from the carrying value. 
The fiduciary cash balances are held within Post Office Management Services Limited and are held on trust on 
behalf of insurance third parties and cannot be called upon should the Company become insolvent. 

13. Trade and other payables 
2016 2015 

£m £m 

Current: 

Trade payables 51 30 

Accruals 161 160 

Deferred income 39 29 

Social security 8 9 

Client payables 375 454 

Capital payables 16 25 

Other payables ---- ---- - ---- 3 .........._....._................. 11 

Total 653 718 

Non-current: 

Other payables 25 30 

The fair value of trade and other payables is not materially different from the carrying value. 

14. Financial liabilities - interest bearing loan and borrowings 

2016 2015 
£m Em 

Department of Business, Innovation & Skills loan 
drawn down 465 310 
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The loan under the facility is short dated on a programme of liquidity management and matures on average 1 day 
after the year end (2015: 1 day). The fair value of borrowings approximate their carrying value due to the short 
term maturities of the loan. On maturity it is expected that further loans wil l be drawn down under this facility, 
which expires in 2018. The undrawn committed facility, in respect of which all conditions precedent had been met 
at the balance sheet date, is £485 million (2015: £840 million). The average interest rate on the drawn down 
loans is 1.0% (2015: 1.0%l. 

The facility is currently restricted to funding the cash and near cash items held within the Post Office Limited 
network. 

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office Limited and 
a negative pledge over cash and near cash items. The negative pledge is an agreement not to grant security over 
the assets or to set up a vehicle that has the same effect. 

15. Provisions 

Network 
Transformation 

£m 
Other 

£m 
Total 

£m 

At 29 March 2015 (restated) 127 23 150 
Acquired through the business _ 1 1 combination (note 21)* 
Charged in operating exceptional 123 54 177 items 

Charged in operating costs 
_ 6 6 

Charged for discontinued _ 3 3 operation 

Utilisation (95) (47) (142) 
Unused amounts in the year - (21) (5) (26) 
operating exceptionals 
Unused amounts in the year - (2) (2) operating costs 

At 27 March 2016 134 33 167 

Disclosed as: 

At 27 March 2016 

Current 132 19 151 

Non - current 2 14 16 

134 33 167 

At 29 March 2015 

Current 126 18 144 

Non-current 1 5 6 

127 23 150 

The Network Transformation provision relates to payments due to postmasters in relation to the major 
transformation programme, see the accounting policies note on page XX for further details of this provision.. 

Other provisions of £33 million (2015: £23 million) include £30 million for continuing operations, this includes £19 
million onerous lease obligations, £3 million severance and £8 million of smaller provisions including £1 million for 
personal injury claims and £1 million which sits within the subsidiary Post Office Management Services Limited 
and relates to the repayment of commission received in the event of the cancellation of insurance policies. It also 
includes £3 million in relation to the discontinued operation as disclosed in note 22. 

*A provision was acquired as part of the acquisition from Bank of Ireland of the business and assets of the joint 
insurance business, see note 21. 
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16. Financial assets and liabilities 

a. Financial assets and liabilities by category 

The breakdown of the Group's financial instruments at 27 March 2016 and 29 March 2015 is shown below: 

Current Non Total Current Non Total 
current Current 

£m Em £m Em £m 

Financial assets 

Trade and other receivables 394 

Cash and cash equivalents 712 

Financial liabilities 

Trade and other payables (606) 

- 394 378 - 378 

- 712 821 - 821 

(4) (610) (680) (2) (682) 

BIS loan (465) - (465) (310) - (310) 

Finance leases obligations (8) - (8) - - - 

Total financial assets/ 
(liabilities) 27 (41 23 209 (2) 207 

Except for prepayments, social security and deferred income, which have been excluded from the table above, all 
of the Group's financial assets and liabilities by nature and classification for measurement purposes are considered 
loans and receivables. 

The fair value of the Group's financial assets and liabilities approximate their carrying value due to the short term 
maturities of these instruments. The fair value of financial assets and liabilities is defined as the amount at which 
the Group would expect to receive upon selling an asset or pay to transfer a liability in a transaction between 
market participants at the measurement date. 

The nature of the inputs used in determining the values of the financial assets and liabilities is quoted prices 
(unadjusted) in active markets for identical assets and liabilities. Al l of the Group's financial assets and liabilities 
are therefore considered as Level 1 in the fair value hierarchy. 

The Group has no Level 2 and Level 3 financial instruments and there have been no transfers between the levels 
of fair value hierarchy during the period. 

b. Financial risk management objectives and policies 

The Group is exposed to a variety of financial risks: market risk (including foreign currency risk, interest rate risk), 
credit risk and liquidity risk. The Group's overall risk management programme focuses on the unpredictability of 
financial markets and aims to minimise potential adverse effects on the Group's financial performance. 

Interest rate risk 

The Group is exposed to changes in interest rate on floating rate debt, cash deposits and money market fund 
investments. Interest rate risk on borrowings is managed through determining the right balance of fixed and 
floating debt within the financing structure. Market conditions are considered when determining the desired 
balance of fixed and floating rate debt. Had there been a 50 basis point increase in interest rates, there would 
have been a £5m favourable impact on the Group's equity and income statement. A 50 basis point decrease would 
have resulted in a £5m adverse impact on the Group's equity and income statement. 

Foreign currency risk 
The Group is exposed to foreign currency risk resulting from balances held to operate Bureau de Change services. 

The currencies which these transactions are primarily denominated are the US dollar and Euro. The Group's foreign 
currency risk management objective is to minimise the impact on the Income Statement of fluctuations in the 
exchange rates. The Group hedges its foreign currency risk principally through external forward foreign currency 
contracts to cover near-term future revenues with a number of providers including First Rate Exchange Services 
Holdings Limited. 
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The following table demonstrates the sensitivity of financial instruments to a reasonably possible change in the 
US dollar and Euro exchange rates, assuming they are unhedged and with all other variables held constant, on 
profit/(loss) before tax and equity. 

Strengthening Effect on Effect Strengthening Effect on Effect 
/ (weakening) profit on equity / (weakening) profit on equity 

in US dollar rate before tax in euro rate before tax 

per cent Em £m per cent Em Em 
Increase / Increase / Increase / Increase / Increase / 

Increase / (decrease) (decrease) (decrease) (decrease) (decrease) (decrease) 

2016 10 2 2 10 4 4 

(10) (2) (2) (10) (4) (4) 

2015 10 1 1 10 3 3 

(10) (1) (1) (10) (3) (3) 
Credit risk 
Credit risk refers to the risk that a counterparty wil l default on its contractual obligations resulting in financial loss 
to the Group. Financial credit risk arises from cash balances (including bank deposits and cash and cash 
equivalents) held by the Group and business credit risk arises from exposures to customers. Business risk includes 
commission receivable and client related settlements far amounts paid out of the Post Office network on their 
behalf. 

The Group aims to minimise its financial credit risk through the application of risk management policies approved 
by the Board. Counterparties are limited to major banks and financial institutions. The policy restricts the exposure 
to any one counterparty by setting appropriate credit limits. The maximum exposure to credit risk is limited to the 
carrying value of each class of asset summarised in note 11. 

Business credit risk is monitored centrally. The level of bad debt provision is less than 2% (2015: less than 2%) 
of turnover. 

Capital management 
The Group's objectives when managing capital (defined as the net of borrowings and amounts due under finance 
leases and cash and cash equivalents excluding cash in the Post Office Network) are to safeguard its ability to 
continue as a going concern and to maintain an optimal capital structure in order to support the business and 
maximise stakeholder value. In managing the Group's capital levels the Board and the Group Executive regularly 
monitor the level of debt in the Group, the working capital requirements and the forecast cash flows. The Board 
and Group Executive plan accordingly following this review process in order to meet the Group's capital 
management objectives. 

Liquidity risk 
The Group's primary objective is to ensure that the Group 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. Typical short-term investments include short term bank deposits with approved 
counterparties. Borrowing facilities are regularly reviewed to ensure continuity of funding. 

The Group has adequate cash reserve to meet operating requirements in the next 12 months. 

At 27 March 2016 the Group has unused facility of £485 million (2014: £840 million). The facility expires in 2018. 

The tables below analyses the Group's financial assets and liabilities into relevant maturity groupings based on the 
remaining period at the balance sheet date to the contractual maturity date. The amounts disclosed in the table 
are the contractual undiscounted cash flows and include interest, where applicable. 

29 

ost Office Board-24105/1 421 of 567 



POL00030888 
POL00030888 

Supp emanta Documents 

L.i uI 1 Ij 

12 1-2 2-5 > Total 
Months Years Years 5 Years 

At 27 March 2016 Em 

Financial assets 

Trade and other receivables 394 - - - 394 

Cash and cash equivalents 712 - - - 712 

Financial liabilities 
T ra d d th a an o er (614) (4) - - (618) 
Pavables 

Interest bearing loan (465) - - - (465) 

Finance leases obli 9 ations . ...-- ......------------...._............_....._ 
(8) 
.. ................--...---...._..................._.........................._.........................._............................. 

(8) 

Total financial assets/ 19 (4) - - 15 
(liabilities) 

12 1-2 2-5 > Total 
Months Years Years 5 Years 

At 29 March 2015 £m 

Financial Assets 

Trade and other receivables 378 - - - 378 

Cash and cash equivalents 821 - - - 821 

Financial Liabilities 
Trade and other (689) (2) - - (691) 
Pavables 

Bank overdraft 

Interest bearing loan (310) - - - (310) 

Finance leases obligations - - -- - ----------------------------- --------------------------------------------------------------------------------------------------------------------------------------------------------------
Total financial assets/ 200 (2) - - 198 
(liabilities) 

17. Pensions 

The disclosures in this note reflect the two defined benefit schemes: Post Office Limited sectionalised RMPP 
scheme which is independently operated by the Group and the 7% share of the RMSEPP scheme. Royal Mail 
Group Limited is the principal employer in Royal Mail Senior Executive Pension Plan (RMSEPP) and Post Office 
Limited became a participating employer with effect from 1 April 2012. It also includes the defined contribution 
scheme Post Office Pension Plan. 

The disclosures in this note show how the value of the assets and liabilities has been calculated at the balance 
sheet date. 

The Group participates in pension schemes as detailed below 
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Name Eligibility 

Royal Mail Pension Plan (RMPP) UK employees Defined benefit 

Royal Mail Senior Executive Pension Plan (RMSEPP) UK senior executives Defined benefit 

Post Office Pension Plan* UK emolovees Defined contribution 

*From 1 April 2015 the Post Office Pension plan replaced the Royal Mail Defined Contribution Plan 

Defined Contribution 
The charge in the income statement for the defined contribution schemes and the Group contributions to these 
schemes was £3 million (2015: £3 million) during the year. New recruits joining from 31 March 2008 are able to 
begin paying contributions to the new plan after they have worked for the Group for a year. 
Defined Benefit 
Both RMPP and RMSEPP are funded by the payment of contributions to separate trustee administered funds. The 
latest full actuarial funding valuation of RMPP was carried out as at 1 April 2012 using the projected unit method. 
For RMPP, this valuation was concluded at £135 million surplus. The latest full actuarial funding valuation of 
RMSEPP was carried out as at 31 March 2012 using the projected unit method. For 100% of the RMSEPP plan, the 
valuation was concluded at £83 million deficit. Valuations are carried out triennially and the next one is being 
performed as at 1 April 2015. The valuation has not yet been completed due to the current consultation on 
proposals to closing the scheme to future accrual. RMPP includes sections A, B and C each with different terms 
and conditions: 

• Section A is for members (or beneficiaries of members) who joined before 1 December 1971; 
• Section B is for members (or beneficiaries of members) who joined after 1 December 1971 and before 1 

April 1987 or to members of Section A who chose to receive Section B benefits; 
Section C is for members (or beneficiaries of members) who joined after 1 April 1987 and before 1 April 
2008. 

A series of changes to RMPP and RMSEPP began to take effect on 1 April 2008. 
The changes encompassed: 

the Plans closed to new members from 31 March 2008; 
• all pensions and benefits earned before 1 April 2008 are linked to final pensionable salary, but 

defined benefits built up from 1 April 2008 are earned on a "career average pensionable salary" 
basis; 

• from 1 April 2014, pensionable salary was amended to the amount in force at that date, increasing 
each 1 April thereafter in line with RPI (up to 5% each year), with allowance for certain promotional 
increases. This change resulted in a one-off exceptional gain of £102 million for the 2013/14 
financial year; 
employees can continue to take their pension on reaching 60 but the normal retirement age increased to 
65 for benefits earned from 1 April 2010; 

• from 1 April 2010 it is possible to draw pension earned before the change to normal retirement age at 55, 
and continue working while still contributing to the Pension Plan until the maximum level of benefits has 
been reached; and 

• RMSEPP was closed to future accruals on 31 December 2012. 

Payment of £17 million (2015: £19 million) was made by the Group during the year in respect of regular future 
service contributions, nearly all relating to RMPP. The regular future service contributions for RMPP, expressed as 
a percentage of pensionable pay, has remained at 17.1% (2015: 17.1%), effective from April 2010. This rate is 
not expected to change materially during 2016/17. However, in February 2016, Post Office went out to formal 
consultation with active members (and their representatives) of the Post Office section of the Royal Mail Pension 
Plan regards to the potential closure of the RMPP to future accrual with effect from 1 September 2016. The closure 
is subject to the outcome of the pensions consultation and no final decision will be until the formal consultation 
has been completed. The proposed closure will also require consent of the Trustee of the RMPP. This closure if it 
occurs could affect the rate paid in 2016/17. 

The Group pays 7% of the total deficit payment required to fund the deficit in RMSEPP and a payment of £1 million 
(2015: £1 million) was made by the Group during the year. No RMPP deficit payments were made during 2014/15 
or 2015/16. For RMSEPP, deficit recovery payments will be £1 million per annum, from 1 April 2010 to 31 January 
2024. 
A current liability of £nil (2015: £1 million) has been recognised for payments to the pension schemes relating to 
redundancy. During the year, payments of £3 million (2015: £2 million) relating to redundancy were made. 
The weighted average duration of the RMPP fund is 26 years, and for the RMSEPP fund is 21 years. Over the next 
financial reporting period to 27 March 2016 it is expected that employer contributions to the plans will be £17 
million and £1 million for RMPP and RMSEPP respectively. 
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The following disclosures relate to the gains/losses and surplus/deficit in the scheme recognised for RMPP and 
RMSEPP defined benefit plans in the financial statements of the Group: 

a) Major long-term assumptions 
The size of the RMPP pension surplus, which is large in the context of the Group and its finances, is materially 
sensitive to the assumptions adopted. Small changes in these assumptions could have a significant impact on the 
surplus and overall income statement charge. The major long-term assumptions in relation to both RMPP and 
RMSEPP were: 

At 27 March 2016 At 29 March 2015 
0/o pa % pa 

Rate of increase in salaries 2.8 2.8 

Rate of pension increases - RMPP sections A/B 1.8 1.9 

Rate of pension increases - RMPP section C 2.8 2.8 

Rate of pensions increases - RMSEPP members transferred 
from Section A or B of RMPP 1.8 1.9 

Rate of pension increases - RMSEPP all other members 2.8 2.8 

Rate of increase for deferred pensions - RMSEPP members 
transferred from Section A or B of RMPP 1.8 1.9 

Rate of increase for deferred pensions 1.8 1.9 

Discount rate 3.5 3.5 

Inflation assumption (RPI) - RMPP & RMSEPP 2.9 3.0 

Inflation assumption (CPI) - RMPP & RMSEPP 1.8 1.9 

The ultimate cost of the RMPP plan to the Group will depend upon future events rather than the assumptions 
made. The assumptions made may not be borne out in practice and as such the cost of the plan may be higher 
(or lower) than disclosed. 
In common with other defined benefit schemes, the main risk in relation to the arrangements is the value of the 
assets does not keep pace with the increase in the value of the liabilities. This can arise for many reasons, but 
the most significant risks are as follows: 
Investment risk: If the assets of the arrangements fall short of expectations, this will lead to a decrease in the 
funded status. 
Asset volatility: The arrangements hold return seeking assets (including equities and property) which are 
expected to outperform corporate bonds in the long term but give exposure to volatility and risk in the short 
term. RMPP does, however, invest in liability driven investment (LDI) assets, for example Corporate Bonds, which 
mitigates the impact of interest rate and inflation volatility on the funded status. 
Inflation risk: Higher inflation rates than expected will act to increase the plan liabilities as benefits will increase 
to a higher level than assumed. The arrangements have a maximum pension increase (generally 5% per annum) 
written into the rules which limits the increase for many benefits, so limiting the impact of high inflation. This 
includes pensionable pay in RMPP, which was amended with effect from 1 April 2014. In addition, the arrangement 
holds assets that increase in value as price inflation expectations rise, so mitigating the impact of rising inflation 
expectations. These assets include LDI assets in respect of RMPP. 
Changes in bond yields: A decrease in corporate bond yields will increase the plan l iabilities, although this will 
be partially offset by an increase in the value of the bond holdings and, to some extent, the LDI assets. 
Pensioner longevity: If members live longer than expected, the liabilities would increase because pensions would 
be paid for a longer time. 
Liabilities accrued in the Royal Mail Pension Plan to 31 March 2012 were transferred to the Royal Mail Statutory 
Pension Scheme. These liabilities are substantially no longer an obligation of the Group and consequently the 
transfer resulted in a significant removal of pension risk from the Group. 
The following table shows the potential impact on the RMPP assets and pension surplus of changes in key 
assumptions: 
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2016 2015 
£m £m 

Changes in RPI and CPI inflation of +0.1% pa (5) (4) 

Changes in discount rate of +0.1%pa 5 4 

Changes in real salary growth of +0.1% pa (2) (1) 

Changes in CPI assumptions of +0.1% pa (1) (1) 

An additional._....Year life_expectancy .........................................................( )......................._....- ................ ....( )..............-

The sensitivity analysis has been prepared using projected benefit cashflows as at the latest ful l actuarial valuation 
of the plan. The same method was applied as at the previous reporting date. The accuracy of this method is limited 
by the extent to which the profiles of the plan cashflows have changed since those valuations although any change 
is not expected to be material in the context of the above sensitivity analysis. 
Mortality: The mortality assumptions for the RMPP sectionalised scheme are based on the latest self-administered 
pension scheme (SAPS) mortality tables with appropriate scaling factors (106% for male pensioners and 101% for 
female pensioners). For future improvements the assumptions allow for ̀ medium cohort' projections with a 1.25% 
floor. These are detailed below: 

Average expected life expectancy from age 60: 2016 2015 

For a current 60 year old male RMPP member 27 years 27 years 
For a current 60 year old female RMPP member 30 years 30 years 
For a current 40 year old male RMPP member 29 years 29 years 
For a current 40 near old female RMPP member 32 years 32 years 

b) Plans' assets 
The assets in the plans for the Group were: 

Sectionalised RMPP 
Market value 2016 Market value 2015 

£m £m 

UK equities - 1 
Overseas equities - 10 
Corporate bonds* 233 217 

Property 11 8 
Private Equity 10 12 

Cash and cash equivalents 41 6 

Bond/fixed interest funds 41 50 

Index-linked funds - 10 

Other loan/debt funds 28 20 

Alternative asset funds 43 11 

Equity funds - 34 

Fair value of RMPP assets 407 379 

Present value of RMPP liabilities ..................._.........................._....---...............-----...---......------..-----...._............_....---...._.........-----...---...._..................._......................................................_..............................................................._........... (184) (150) 

Surplus in plan before asset ceiling adjustment 223 229 

Less effect of asset ceiling (29) (27) 

Surplus in plan after asset ceiling adjustment 194 202 

*£15 million relates to UK Government Bonds. £215 million to an LDI investment containing UK Government 
Bonds, it is a liability driven investment and £3 million to an infrastructure debt holding which is EUR 
denominated and fixed interest. 
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Share of RMSEPP 

UK equities 
Overseas equities 
Government bonds 
Alternative asset funds 
Property 
Other assets 

------------------------- 

- - ------------------------------------------------------------------

Fair value of share in plan assets for RMSEPP 
Present value of share in plan liabilities for RMSEPP 

Surplus in plan for the share of RMSEPP before asset ceiling 

Less effect of asset ceiling 

Surplus in plan for share of RMSEPP after asset ceiling 
adjustment 

Market value 2016 Market value 2015 
Em Em 

1 1 
10 11 
15 16 
2 -
2 2 
- 1 

30 31 
27) (26 

3 5 

2 3 

A retirement benefit surplus of £196 million is disclosed on the balance sheet, representing the surplus in plans 
of £223 million and £3 million for RMPP and RMSEPP respectively, and net of tax of £30 million at a rate of 35% 
on the element of the surplus which is recoverable through a refund from the plans. 
There is no element of the above present value of liabilities that arises from plans that are wholly unfunded. All 
RMPP and RMSEPP assets are securities with a quoted price in an active market. 

c) Movement in plans' assets and liabilities 

Changes in the fair value of the plans' assets are analysed as follows: 

Assets Sectionalised 
RMPP 2016 £m 

Sectionalised 
RMPP 2015 £m 

Assets in sectionalised RMPP at beginning of period 379 260 
Contributions paid 19 21 
Employee contributions paid 6 7 
Finance income 14 12 
Actuarial (losses)/gains (8) 81 
Benefits paid to members (3) (2) 

Assets in sectionalised RMPP at end of period 407 379 
Share of Share of 

Assets 
RMSEPP 2016 RMSEPP 2015 

£m £m 

Share of assets in RMSEPP at beginning of period 31 26 
Contributions paid 1 1 
Finance income 1 1 
Actuarial (losses)/gains (2) 4 
Benefits paid to members (1) (1) 

Share of assets in RMSEPP at end of period 
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Changes in the present value of the defined benefit pension obligations are analysed as follows: 

Liabilities Sectionalised Sectionalised 
RMPP 2016 RMPP 2015 

Em £m 

Liabilities in sectionalised RMPP at beginning of period (150) (90) 
Current service cost (27) (25) 

Curtailment costs* (1) (1) 
Finance cost (6) (5) 
Employee contributions (6) (7) 
Actuarial loss - (23) 
Experience adjustments on liabilities 3 (1) 
Benefits paid 3 2 

Liabilities in sectionalised RMPP at end of period (184) (150) 

Liabilities Share of Share of 
RMSEPP 2016 RMSEPP 2015 

£m £m 

Share of liabilities in RMSEPP plans at beginning of period (26) (24) 
Finance cost (1) (1) 
Actuarial loss (1) (2) 
Benefits paid 1 1 

Share of liabilities in RMSEPP at end of period (27) (26) 

*The curtailment costs in the income statement are recognised on a consistent basis with the associated 
compensation costs. Estimates of both are included, for example, in any redundancy provisions raised. The 
curtailment costs above represent the costs associated with those people paid compensation in respect of 
redundancy during the accounting period. Such payments may occur in an accounting period subsequent to the 
recognition of costs in the income statement. 
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d) Recognised charges 
An analysis of the separate components of the amounts recognised in the performance statements of the Group 
is as follows: 

Sectionalised Sectionalised 
RMPP 2016 £m RMPP 2015 £m 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged to operating profit before exceptioi 
items: 

Current service cost 27 25 

Total charge to operating profit before exceptional items 27 25 

Analysis of amounts charged to operating exceptional items: 

Loss due to curtailments 1 1 

Total charge to operating profit 28 26 

Analysis of amounts charged/(credited) to net pensions interest: 

Interest on plan liabilities 6 5 

Interest income on plan assets (14) (12) 

Net pensions credit to financing (8) (7) 

Net charge to the income statement before deduction for tax 20 19 

Analysis of amounts recognised in the statement of comprehens 
income: 

Actual return on plan assets 6 93 

Less: expected interest income on plan assets (14) (12) 

Less: taxation_ on_ surplus recoverable through plan_

Actuarial (losses)/gains on assets (all experience adjustments) (10) 77 

Experience adjustments on liabilities 3 (1) 

Effects of chances in actuarial assumptions on liabilities - (23) 

Actuarial losses on liabilities 3 (24) 
Total actuarial (losses)/gains recognised in the statement of 
comprehensive income (7) 53 

Share of RMSEPP Share of RMSEPP 
2016 £m 2015 £m 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged to net pensions interest: 

Interest on plan liabilities 1 1 

Interest income on plan assets (1) (1) 

Net Pensions credit to financing - - 

Net charge to the income statement before deduction for tax 

Analysis of amounts recognised in the statement of comprehensi 
income: 

Actual return on plan assets (1) 5 

Less: expected interest income on plan assets (1) (1) 

Less: taxation on surplus recoverable throuah olan refunds 1 (1) 

Actuarial (losses)/gains_on assets (all experience adjustments (1) _ 3 

Experience adjustments on liabilities - 

Effects of changes in actuarial assumptions on liabilities (1) (2) 

Actuarial losses on liabilities (1) (2) 
Total actuarial (losses)/gains recognised in the statement of 
comprehensive income (2) 1 
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18. Equity: 

Called up share capital: 

2016 2015 

£ £ 

Authorised 

Ordinary shares of-£1- each 51,000 51 000 

Total 51,000 51,000 

Allotted and issued and fully paid 

Ordinary shares of-£1- each 50,003 50,003 

Total 50,003 50,003 

Other reserves: 

Other reserves of £2 million relate to First Rate Exchange Services Holdings Limited, the joint venture entity. 

Share premium: 

On 7 August 2007 1,000 ordinary shares of £1 each were issue in return for £313 million cash paid by the the 
Secretary of State for Business, Enterprise and Regulatory Reform. A share premium of £312,999,999 resulted 
from this subscription. In April 2008 two ordinary £i shares were issued in return for £152 million cash paid by 
the Secretary of State for Business, Innovations and Skills Reform. A share premium of £151,999,998 resulted 
from this subscription. 

19. Commitments 
Capital commitments contracted for but not provided in the financial statements amount to £62 million (2015: 
£96 million). 

The Group is also committed to the following minimum lease payments under non-cancellable operating leases: 

Land and buildings 
2016 2015 

£m £m 

Within one year 14 17 

Between one and five years 35 43 

Beyond five years 29 27 

Total 78 87 

Contingent liabilities: As a large, nationwide retailer operating in dynamic and competitive markets, we may be 
subject to regulatory investigations and may face damage to our reputation and legal claims. 

From time to time, we may be named as a defendant in legal claims or be required to respond to regulatory actions 
in connection with our activities. This may include claims for substantial or indeterminate amounts of damages 
from customers, employees, consultants and contractors, or may result in penalties, fines, or other results adverse 
to us. Like any large company, we may also be subject to the risk of potential employee or agent misconduct, 
including non-compliance with policies and improper use or disclosure of our assets or confidential information. 

The Directors do not consider the outcome of any current claim or action will have a material adverse impact on 
the consolidated position of the Group. 
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2016 2015 
Present 

value Present value 
of minimum of minimum 

Minimum lease Minimum lease 
payments payments payments payments 

Em Em £m Em 

Within one year 8 8 - -

Between one and five years - - - -

Total minimum lease payments 8 8 - -
Less amounts representing finance 
charges - - - -
Present value of minimum lease 
payments - -

Of which: 

Current 8 8 - -

Non-current - - - -

The aggregate finance charges allocated for the period in respect of finance leases was £nil (2015: £211,078). 
The fair value of finance lease liabilities is not materially different from the carrying value. 

The Group has finance lease contracts for equipment. 

21. Business combinations 

On 30 September 2015, the Group acquired the remaining 50% of its former insurance joint undertaking from the 
Bank of Ireland. The consideration of £43,900,000 was settled in cash. 

The fair values of the identifiable assets and liabilities of the business as at the date of acquisition were: 

Fair Value 
£m 

Cash 1

Provision (1) 

Net Assets . ...-- ..........................-..........................-...........................................................................................-..........................-....---.................--....--.................---... 

Goodwill arising on acquisition 44 

Consideration paid 44 

The full acquisition cost is recognised as goodwill due to there being no separately identifiable assets and liabilities 
other than the cash and provision noted above. The acquisition costs and therefore the Goodwill were based on 
an independent external valuation provided to both parties. Goodwill has been reviewed for impairment at 
acquisition and at year end and at both times the amount is considered to represent fair value. There are no 
indicators of impairment. The Goodwill sits within Post Office Management Services Limited. 

From the date of the acquisition to 27 March 2016, the additional 50% of the former joint insurance undertaking 
of Post Office Limited and Bank of Ireland has contributed £17 mil lion of revenue and £1 million to profit before 
tax. 
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22. Discontinued Operation 

In March 2016 the Group decided to discontinue its mobile operation. The results of this operation are disclosed 
below: 

2016 2015 
5m £m 

Revenue - - 

Expenses (10) (4) 

Loss before taxation (10) (4) 

Taxation - -

Loss for the year from discontinued operation (10) (4) 

Balances on the balance sheet at year end for project closure costs and termination charges are as follows: 

2016 2015 
Em Em 

Provisions 3 -

Total Liabilities (note 15) 3 - 

Write down of intangible assets and prepayments 

Intangible assets for mobile amounted to £2 million in the year (£1 million in prior year) and these were impaired 
at acquisition in line with Group policy so no further write down was required on closure of the operation. The 
impairment is included in the £10 million above (£4 million above prior year). There were prepayments on the 
balance sheet of £2 million prior to the decision to discontinue this operation and these have been written down 
to £nil as the costs included in the £10 million expenses noted above. 

23. Related party disclosures 

Joint venture 
The following company is a joint venture of the Group: 

Company Country of incorporation % Holding Principal activities 
First Rate Exchange 
Services Holdings Limited United Kincidom 50 Bureau de Chance 

All shareholdings are equity shares. 

Related party transactions 

During the year the Group entered into transactions with the following related parties. The transactions were in 
the ordinary course of business. The transactions entered into and the balances outstanding at the financial year 
end were as follows: 

Amounts owed from Amounts owed to 
Sales/recharges to Purchases/recharges related party related party 

related from including outstanding including outstanding 
-....-....... .related partY. ......................... loans - .........................._........................... .............. -.....................-- - ----.............loans 

2016 2015 2016 2015 2016 2015 2016 2015 
£m £m £m £m Em £m £m Em 

First Rate Exchange 
Services Holdings 
Limited 26 26 122 129 10 7 7 6 

The sales to and purchases from related parties are made at normal market prices. Balances outstanding at the 
yearend are unsecured, interest free and settlement is made by cash. First Rate Exchange Services Holdings 
Limited is a joint venture of the Group. 

The Group trades with numerous Government bodies on an arm's length basis. Transactions with these entities 
are not disclosed owing to the significant volume of transactions that are conducted. 
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Separately: 

• the Group has certain loan facilities with Government (note 14); 
• the Group has received a Government Grant of £150 million, all of which was recognised through the 

income statement; and 
. the Group has received the Network Subsidy Payment from Government (note 1). 

Key management comprises Executive and Non-Executive Directors of the Post Office Limited Board and the 
members of the Group Executive at 27 March 2016. The aggregate remuneration of the key management 
personnel of the Post Office Group is set out below: 

2016 2015 
£000 £000 

Short-term employee benefits* TBC 3,380 

Post-employment benefits TBC 68 

Other long-term benefits TBC 307 

Total TBC 3.755 

*Payment in lieu of notice has been included in short-term employee benefits. Please refer to the 
Director's Remuneration Report on page XX for further details. 

24. Post balance sheet events 
In accordance with the funding agreement with government announced on 27 November 2013, for which State 
Aid approval was received on 19 March 2015, Post Office Limited received £220 million of funding on 1 April 
2016. 

25. Immediate and ultimate parent company 
At 27 March 2016, the Directors regarded Postal Services Holding Company Limited as the immediate and ultimate 
parent company. The largest group to consolidate the results of the company is Postal Services Holding Company 
Limited, a company registered in the United Kingdom. Postal Services Holding Company Limited financial 
statements can be obtained from Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 

40 



POL00030888 
POL00030888 

Supp .m en a Documents 

Post Office Limited 

41 

Post Office zBard-14105/1P 433 of 557 



POL00030888 
POL00030888 

Supp ermanta Documents 

Company statement of comprehensive income 
At 27 March 2016 

2015 
2016 Restated 

Notes £m £m ....... _ ................... 

Loss for the financial year from continuing operations (157) (143) 

Loss for the financial year from discontinued operations (10) (4) 

Loss for the financial year (167) (147) 

Other comprehensive income not to be reclassified to profit or loss in 
future periods 

Remeasurements on defined benefit surplus it (9) 54 

Income tax effect 5 (9) 

Total comprehensive income for the ear (171) 102 

There are no other comprehensive income items that will be reclassified to the profit and loss in subsequent 
periods. 
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Post Office Lin, ted 

Company balance sheet 
at 27 March 2016 

2015 
2016 (Restated) 

Notes £m £m 

Non-current asset 
Intangible assets 2 - - 

Property, plant and equipment 3 9 10 

Investment in subsidiaries 4 50 - 

Investments in joint ventures 5 1 1 

Retirement benefit surplus 11 196 205 

Trade and other receivables 6 12 10 

Total non-current assets 268 226 

Current assets 

Inventories 6 6 

Trade and other receivables 6 411 399 

Cash and cash equivalents 7 698 817 

Total current assets 1,115 1,222 

Total assets 1,383 1,448 

Current liabilities 

Trade and other payables 8 (648) (716) 

(465) (310) 
Financial liabilities - interest bearing loans and borrowings 9 

- obligations under finance leases 13 ( 8) - 

Provisions 10 (150) (144) 

Total current liabilities (1,271) (1,170) 

Non-current liabilities 

Other payables 8 (25) (30) 

Provisions 10 (16) (6) 

Total non-current liabilities (41) (36) 

Net assets 71 242 

Equity 

Share capital 12 - - 

Share premium 12 465 465 

Retained earnings (394) (223) 

Total eauitv 71 242 

The financial statements on pages XX to XX were approved by the Board of Directors on XXX 2015 and 
signed on its behalf by: 

P A Vennells A Cameron 
Chief Executive Chief Financial Officer 
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Post Office Limited 

Company statement of changes in equity 
at 27 March 2016 

Retained 
Share earnings Total 

premium £m equity 
Notes £m £m 

At 30 March 2015 (restated) 465 (223) 242 

Loss for the year - (167) (167) 

Remeasurements on defined benefit 
surplus 11 - (9) (9) 

Income tax effect - 5 5 

At 27 March 2016 465 (394) 71 

Retained 
Share earnings Total 

premium £m equity 
Notes £m £m 

At 31 March 2014 465 (121) 344 

Loss for the year (restated) - (147) (147) 

Remeasurements on defined benefit 
surplus 11 - 54 54 

Income tax effect - (9) (9) 

At 29 March 2015 (restated) 465 (223) 242 
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Post Office Limited 

Notes to the financial statements 
1. Accounting Policies 
The accounting policies which fol low set out those which apply in preparing the financial statements for the year 
ended 27 March 2016. 

Financial year 
The financial year ends on the last Sunday in March and accordingly, these financial statements are made up to 
the 52 weeks ended 27 March 2016 (2015: 52 weeks ended 29 March 2015). 

Authorisation of financial statements 
The parent company financial statements of Post Office Limited (the 'Company') for the year ended 27 March 2016 
were authorised for issue by the Board of Directors on XX xxx 2016 and the balance sheet was signed on the 
Board's behalf by PA Vennel ls and A Cameron. Post Office Limited is a limited company incorporated and domiciled 
in England and Wales. 

Basis of preparation 
These financial statements were prepared in accordance with Financial Reporting Standard 101 Reduced Disclosure 
Framework (FRS 101). Theses financial statements are prepared under the historical cost convention. 

As permitted by Section 408 of the Companies Act 2006 Post Office Limited has not presented its own income 
statement. The result dealt with in the accounts of the company amounted to £167 million loss (2015 (restated): 
£60 mil lion loss). 

The results of Post Office Limited are included in the consolidated financial statements of Post Office Group which 
are available from Companies House. 

The Company has taken advantage of the following disclosure exemptions under FRS 101: 

(a) the requirements of IFRS 7 Financial Instruments: Disclosures 

(b) the requirements of paragraphs 91-99 of IFRS 13 Fair Value Measurement 

(c) the requirement in paragraph 38 of IAS 1 'Presentation of Financial Statements' to present comparative 
information in respect of: 

i. paragraph 73(e) of IAS 16 Property, Plant and Equipment 

U. paragraph 118(e) of IAS 38 Intangible Assets 

(d) the requirements of paragraphs 10(d), 10(f), 39(c) and 134-136 of IAS 1 'Presentation of Financial 
Statements' 

(e) the requirements of IAS 7 Statement of Cash Flows 

(f) the requirements of paragraphs 30 and 31 of IAS 8 'Accounting Policies, Changes in Accounting Estimates and 
Errors' 

(g) the requirements of paragraph 17 of IAS 24 'Related Party Disclosures' 

(h) the requirements of IAS 24 'Related Party Disclosures' to disclose related party transactions entered into 
between two or more members of a group, provided that any subsidiary which is a party to the transaction is 
wholly owned by such a member. 

Fundamental accounting concept — going concern 

In making an assessment of the Company's ability to continue as a going concern, the Directors have considered 
the going concern assessments made in relation to the Group (see note 1 on page XX) and are of the view that it 
is appropriate that these financial statements have been prepared on a going concern basis. 

Prior year restatements 

In preparing the financial statements for the current year, the comparative figures for the year ended 29 March 
2015 have been restated. The provision for postmasters' compensation, included within network transformation 
had not been fully recognised in the financial statements for the year ended 29 March 2015. The nature of the 
provision is described in more detail in the accounting policies. The restatement affects exceptional costs, 
provisions and retained earnings due to the loss in the year changing as a result of a restatement to the 
exceptional charge. This represents an acceleration of an expected cost and there has been no impact on the 
Group's funding position or on payments to Postmasters'. Within this report, the comparative statement of 
comprehensive income, balance sheet and statement of changes in equity for the year ended 29 March 2015 
have been restated. There has been no effect on the cash flow statement. 
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As previously Restatement 29 March 2015 
reported Restated 

Total provisions (63) (87) (150) 

Operating exceptional items - restructuring (214) (87) (301) costs 

Shareholders' funds (retained earnings) (136) (87) (223) 

Profit/(loss) for the year (60) (87) (147) 

Critical accounting estimates and judgements in applying accounting policies 
The Company makes certain estimates and assumptions regarding the future. Estimates and assumptions are 
continually evaluated based on historical experience and other factors. In the future, actual experience may 
differ from these estimates and assumptions. In addition the Company has to make judgements in applying its 
accounting policies which affect the amounts recognised in the accounts. The most significant areas where 
judgements and estimates are made are discussed below: 
Pension assumptions 
The costs, assets and liabilities of the pensions operated by the Company are determined using methods relying 
on actuarial estimates and assumptions. These pension figures are particularly sensitive to changes in 
assumptions for discount rates, mortality and inflation rates. The Company exercises its judgement in 
determining the assumptions to be adopted, after discussion with its Actuary. Details of the key assumptions are 
set out in note 11. 
Pension liabilities are measured on an actuarial basis using the projected unit credit method and discounted at a 
rate equivalent to the current rate of return on a high quality corporate bond of equivalent currency and term. 
Judgement has been applied in determining that for these purposes a high quality corporate bond constitutes AA 
rated or equivalent status bonds. 
Provisions 
The Company has recognised provisions where a present legal or constructive obligation exists as a result of a 
past event, where it is probable that an outflow of resources wil l be required to settle the obligation and a 
reliable estimate of the amount can be made. Severance provisions are recognised for business reorganisation 
where the plans are sufficiently detailed and well advanced and where appropriate communication to those 
affected has been undertaken at the balance sheet date. Postmasters' compensation provisions are recognised 
when either Postmaster's agree to terminate their existing contracts or sign the new format contracts under 
Network Transformation. The total provision for Postmasters' compensation at the yearend date represents 
management's best estimate of the future obligation. Due to the nature of provisions the future amount settled 
may be different from the amount that has been provided. 
If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that 
reflects, where appropriate the risks specific to that Iiability.Impairment of non-current assets 
The Group assesses whether there are any indicators of impairment for all non-currents assets at each reporting 
date as well as if events or changes in circumstances indicate that the carrying value may be impaired. Where 
appropriate, an impairment loss is recognised in the income statement for the amount by which the carrying 
value of the asset (or cash generating unit) exceeds its recoverable amount, which is the higher of an asset's 
net realisable value and its value in use. Due to on-going operational losses (excluding the Network Subsidy 
Payment) the carrying value of some assets are impaired to zero on acquisition. Each asset category is 
described below: 
Property, plant and equipment excluding freehold property, long leasehold property and land: 

Property, plant and equipment is recognised at cost, including attributable costs in bringing the asset into 
working condition for its intended use. These assets have a relatively short useful life and due to on-going 
operational losses (excluding Network Subsidy payment) they are impaired to zero on acquisition. If they were 
not impaired they would be depreciated on a straight-line basis over the following useful lives: 

Range of asset lives 
Plant and Machinery 3 — 15 years 
Motor vehicles and trailers 2 — 12 years 
Fixtures and equipment 2 — 15 years 

Freehold property, long leasehold property and land: 

As with other property, plant and equipment this is recognised at cost, including attributable costs in bringing 
the asset into working condition for its intended use. These assets have a long useful life and a fair market 
value, therefore these assets are not impaired on acquisition but would be considered for impairment if 
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indicators existed in line with Group policy noted above. They are instead depreciated on a straight-line basis 
over the following useful lives: 

Range of asset lives 
Land and buildings: 

Freehold land Not depreciated 
Freehold buildings Up to 50 years 
Leasehold buildings The shorter of the period of the lease, 50 years or the estimated remaining 

useful life 

The remaining useful lives of freehold buildings are reviewed periodically and adjusted where applicable on a 
prospective basis. 

Intangible assets with a finite useful life: 

Intangible assets acquired separately or generated internally are initially recognised at cost. These assets are 
impaired to zero for the reasons noted above. If they were not impaired they would be amortised on a straight 
line bases via a charge to income statement over the following period: 

Software 1 to 6 years 

Intangible assets arising on acquisition or with an indefinite useful life: 

These assets are considered for impairment individually in line with Group policy noted above but are not 
automatically impaired. Goodwill is considered separately below. 
Goodwill 

Goodwill is initially recognised at cost, being the excess of the aggregate of the consideration transferred and the 
amount recognised for non-controlling interests, and any previous interest held, over the net identifiable assets 
acquired and liabilities assumed. 

After initial recognition, goodwill is recognised at cost less any accumulated impairment losses. Goodwill is tested 
for impairment annually as well as when there are any indicators of impairment. 
Leases 
Finance leases, where substantially all the risks and rewards incidental to ownership of the leased item have 
passed to the Company are capitalised at the inception of the lease with a corresponding liability recognised for 
the fair value of the leased item or, if lower, at the present value of the minimum lease payments. Lease payments 
are apportioned between the finance charges and reduction of the lease liability so as to achieve a constant rate 
of interest on the remaining balance of the liability. 

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset and the lease 
term. 

Leases where substantially all the risks and rewards of ownership of the asset are retained by the lessor are 
classified as operating leases and rentals are charged to the income statement over the lease term. The aggregate 
benefits of incentives are recognised as a reduction of rental expenses over the lease term on a straight-line basis. 

Investments in joint ventures 
Investments in joint ventures within the Company's financial statements are stated at cost less any accumulated 
impairment losses. 

Investments in subsidiaries 
Investments in subsidiaries within the Company's financial statements are stated at cost less any accumulated 
impairment losses. The carrying value relates solely to the Company's investment in Post Office Management 
Services Limited, a 100% subsidiary of the Company and is less than £lm. 
Inventories 
Stocks, which include printing and stationery, retail and lottery products, are carried at the lower of cost and net 
realisable value after adjusting for obsolete or slow-moving stock. 

Taxation 
The charge for current income tax is based on the results for the year as adjusted for items which are not taxed 
or are disallowed. It is calculated using tax rates in legislation that has been enacted or substantively enacted by 
the balance sheet date. 

Deferred income tax assets and liabilities are recognised for all taxable and deductible temporary differences and 
unused tax assets and losses except: 

- initial recognition of goodwill 
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- the initial recognition of an asset or liability in a transaction that is not a business combination and, at the time 
of the transaction, affects neither the accounting profit nor taxable profit and loss. 

- taxable temporary differences associated with investments in subsidiaries interest in joint ventures, where the 
timing of the reversal of the temporary difference can be controlled and it is probable that the temporary difference 
will not reverse in the foreseeable future and 

- deferred tax assets are recognised only to the extent that it is probable that taxable profit will be available 
against which they can be utilised. 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the 
tax asset is realised or the liability is settled, based on tax rates that have been substantively enacted at the 
balance sheet date. Deferred tax balances are not discounted. 

Current and deferred tax is recognised in the income statements, except to the extent that it relates to items 
recognised in other comprehensive income or directly to equity. In this case, the tax is also recognised in other 
comprehensive income or directly in equity, respectively. 

Pensions and other post-retirement benefits 
Membership of occupational pension schemes is open to most permanent UK employees of the Company. All 
members of defined benefit schemes are contracted out of the earnings-related part of the State pension scheme. 

The pension assets of the defined benefit schemes are measured at fair value. Liabilities are measured on an 
actuarial basis using the projected unit credit method and discounted at a rate equivalent to the current rate of 
return on a high quality corporate bond of equivalent currency and term. The resulting defined benefit asset or 
liability is presented separately on the face of the balance sheet. Full actuarial funding valuations are carried out 
at intervals not normally exceeding three years as determined by the Trustees and, actuarial valuations are carried 
out at each balance sheet date and form the basis of the surplus or deficit disclosed. When the calculation at the 
balance sheet date results in net assets to the Company, the recognised asset is limited to the present value of 
any future refunds of the plan or reductions in future contributions to the plan (the asset ceiling). 

For defined benefit schemes, the amounts charged to operating profit, as part of staff costs, are the current service 
costs and any gains and losses arising from settlements, curtailments and past service costs. The net difference 
between the interest costs and the expected return on plan assets is recognised as net pensions interest in the 
income statement. Actuarial gains and losses are recognised immediately in the statement of comprehensive 
income. Any deferred tax movement associated with the actuarial gains and losses is also recognised in the 
statement of comprehensive income. 

For defined contribution schemes, the Company's contributions are charged to operating profit, as part of staff 
costs, in the period to which the contributions relate. 

Foreign currencies 
The functional and presentational currency of the Company is sterling (£). 

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction (or at the contracted 
rate if the transaction is covered by a forward foreign currency contract). Monetary assets and liabilities 
denominated in foreign currencies are retranslated at the rate of exchange ruling at the balance sheet date (or 
the appropriate forward contract rate). All differences are taken to the income statement. 

Trade receivables 
Trade receivables are recognised and carried at original invoice amount less an allowance for any non-collectable 
amounts. An estimate for doubtful debts is made when collection of the ful l amount is no longer probable. Bad 
debts are written off when identified. 

Borrowing costs 
Borrowing costs are recognised as an expense when incurred unless they are directly attributable to the 
construction or development of a qualifying asset, in which case they are capitalised using the weighted average 
cost of borrowing for the period of construction/development. 

Government grants 
Government grants of a revenue nature are recognised to match costs in relation to the performance of certain 
specified activities. 

Provisions 
Provisions are recognised when the Company has a present obligation (legal or constructive) as a result of a past 
event, it is probable that an outflow of resources will be required to settle the obligation, and a reliable estimate 
can be made of the amount of the obligation. If the effect of the time value of money is material, provisions are 
determined by discounting the expected future cash flows at an appropriate pre-tax rate. 
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Financial instruments 
Financial assets 

Financial assets are measured at fair value at the balance sheet date. They are classified into the following 
categories as appropriate loans and receivables or available for sale as appropriate based on the purpose for which 
they were required. Financial liabilities are measured at either fair value at the balance sheet date or as financial 
liabilities measured at amortised cost. 

Financial liabilities - interest-bearing loans and borrowings 
All loans and borrowings are classified as financial liabilities measured at amortised cost. 

Financial liabilities - obligations under finance leases 
All obligations under finance lease and hire purchase contracts are classified as financial liabilities measured at 
amortised cost. 

Fair value measurement of financial instruments 
The fair value of quoted investments is determined by reference to bid prices at the close of business on the 
balance sheet date. 

Where there is no active market, fair value is determined using valuation techniques. These include using recent 
arm's length market transactions; reference to the current market value of another instrument which is 
substantially the same; and discounted cash flow analysis and pricing models. 

Derecognition of financial instruments 
A financial asset or liability is derecognised when the contract that gives rise to it is settled, sold, cancelled or 
expires. 

Cash and cash equivalents 
Cash and cash equivalents in the balance sheet comprise cash at bank and in hand and short-term deposits (cash 
equivalents) with an original maturity date of three months or less. In addition the Company uses Money Market 
funds as a readily available source of cash, and these funds are also categorised as cash equivalents. 

Auditor's remuneration 
The remuneration paid to auditors is disclosed in the Group financial statements (note 3). 

Director's emoluments 
The emoluments paid to Directors are disclosed in the Group financial statements (note 5). 

2. Intangible assets 
2016 2015 

Cost £m £m 

At 30 March 2015, 31 March 2014 297 243 

Reclassifications - (3) 

Additions 91 57 

Disposals - - 

At 27 March 2016, 29 March 2015 388 297 

Impairment 

At 30 March 2015, 31 March 2014 297 243 

Reclassifications - (3) 
Impairment (see note 5 in the 91 57 Group financial statements) 

Disposals - - 

At 27 March 2016, 29 March 2015 

Net book value 

388 297 

At 27 March 2016, 29 March 2015 - - 

The above intangible assets relate to software. 
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3. Property, plant and equipment 
Land and Buildings 

Plant Fixtures 
Long Short Motor and and 

Freehold leasehold leasehold Vehicles machinery equipment Total 
£m £m £m £m £m Em Em 

Cost 

At 31 March 2014 100 17 113 44 1 739 1,014 

Reclassification* (31) 26 6 - - 2 3 

Additions 16 12 - 1 - 55 84 

Disposals..............-.................................................2)_..............................-...........................-(4)..................-.....(5)...........--....-........ ....................... (13)..... -.... ..._(.24).... 
At 29 March 2015 83 55 115 40 1 783 1,077 

Reclassification* (6) 3 (22) - - 25 - 

Additions 1 - - 4 - 38 43 

Disposals

At 27 March 2016 77 58 90 43 1 843 1,112 

Depreciation and 
impairment 

At 31 March 2014 91 16 113 44 1 739 1,004 

Reclassification* (31) 26 6 - - 2 3 
Depreciation and 
impairment 16 12 - 1 - 55 84 

Disposals (2) - (4) (5) - (13) (24 

At 29 March 2015 74 54 115 40 1 783 1,067 

Reclassification (6) 3 (22) - - 25 - 
Depreciation and 
impairment 

2 - - 4 - 38 44 

Disposals (1) - (3) (1) - (3) (8 

At 27 March 2016 69 57 90 43 1 843 1,103 

Net book value 

At 27 March 2016 8 1 - - - - 9 

At 29 March 2015 9 1 - - - 10 

Depreciation rates are disclosed within accounting policies (note 1). No depreciation is provided on freehold land, 
which represents £3 million (2015: £3 million) of the total cost of properties. 

* Some reclassifications have been done in the year between freehold, long leasehold, short leasehold and fixtures 
and equipment in relation to Postmasters' branches. Reclassification between freehold, long leasehold and short 
leasehold asset categories is due to the fact that all land and building assets are classified as freehold whilst they 
are an asset under construction, then once works are complete and lease contracts are confirmed, the asset is 
moved into the correct respective category. 

4. Investment in subsidiaries 

The carrying value of £50,000,100 relates solely to the Company's investment in Post Office Management 
Services Limited, a 100% subsidiary of the Company. It relates to 50,000,000 shares with a nominal value of £1 
and 1 share with a nominal value of £100. The registered address of Post Office Management Services Limited is 
Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 

50 

442 of 55? Past Office &)ard-24105/1 P 



POL00030888 
POL00030888 

Supp .rr ntar ° Documents 

Post Office Limited 

5. Investments in joint ventures 

2016 2015 
Em £m 

Investment in joint ventures 1 1 

Joint ventures 
During 2015/16 and 2014/15, the Company's only joint venture investment was a 50% interest (1,000 £ i ordinary 
A shares) in First Rate Exchange Services Holdings Limited with a carrying value of £0.6 million (2015: £0.6 
million), whose principal activity is the provision of Bureau de Change. First Rate Exchange Services Holdings 
Limited is a company registered in the United Kingdom. The registered address of First Rate Exchange Services 
Holdings Limited is Great West House, Great West Road, Brentford, Middlesex, TW8 9DF. 

6. Trade and other receivables 

2016 2015 
£m £m 

Current: 

Trade receivables 93 101 

Amounts owed by group undertakings 6 2 

Prepayments and accrued income 68 106 

Client receivables 229 162 

Other receivables 15 28 
Total 411 399 

Non-current: 
Prepayments and accrued income 12 10 

7. Cash and cash equivalents 

2016 2015 
Em Em 

Cash in the Post Office Limited Network 653 708 

Short-term Bank Deposits 45 89 

Money -market fund investments - 20 ------- -------- ------- ------- ------- ---- ----- ------ -----

Total 698 817 
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8. Trade and other payables 

2016 2015 
£m £m 

Current: 

Trade payables 51 29 

Accruals 157 159 

Deferred income 39 29 

Social security 8 9 

Client payables 375 454 

Capital payables 16 25 

Other navables 2 11 

Total 648 716 

Non-current: 

Other payables 25 30 

9. Financial liabilities — interest bearing loans and borrowings 

2016 2015 
Em £m 

Department of Business, Innovation & Skills loan 
drawn down 465 310 

The loan under the facility is short dated on a programme of liquidity management and matures on average 1 day 
after the year end (2015: 1 day). The fair value of borrowings approximate their carrying value due to the short 
term maturities of the loan. On maturity it is expected that further loans wil l be drawn down under this facility, 
which expires in 2018. The undrawn committed facility, in respect of which all conditions precedent had been met 
at the balance sheet date, is £485 million (2015: £840 million). The average interest rate on the drawn down 
loans is 1.0% (2015: 1.0%). 

The facility is currently restricted to funding the cash and near cash items held within the Post Office Limited 
network. 

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office Limited and 
a negative pledge over cash and near cash items. The negative pledge is an agreement not to grant security over 
the assets or to set up a vehicle that has the same effect. 
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10. Provisions 

Network 
Transformatio Other 

n £m Total 
£m £m 

At 29 March 2015 (restated) 127 23 150 

Charged in operating exceptional 123 54 177 items 

Charged in operating costs - 5 5 
Charged for discontinued _ 3 3 operation 

Utilisation (95) (46) (141) 
Unused amounts in the year - (21) (5) (26) 
operating exceptionals 
Unused amounts in the year - _ (2) (2) operating costs 

At 27 March 2016 134 32 166 

Disclosed as: 

Current 132 18 150 

Non - current 2 14 16 

134 32 166 

The Network Transformation provision relates to payments due to postmasters in relation to the major 
transformation programme, see the accounting policies note on page XX for further details of this provision.. 

Other provisions of £32 million (2015: £23 million) include £29 million for continuing operations, this includes £19 
million onerous lease obligations, £3 million severance and £7 million of smaller provisions including £1 million for 
personal injury claims. It also includes £3m in relation to the discontinued operation as disclosed in note 19. 

11. Pensions 

The disclosures in this note reflect the two defined benefit schemes: Post Office Limited sectionalised RMPP 
scheme which is independently operated by the Company and the 7% share of the RMSEPP scheme. Royal Mail 
Group Limited is the principal employer in Royal Mail Senior Executive Pension Plan (RMSEPP) and Post Office 
Limited became a participating employer with effect from 1 April 2012. It also includes the defined contribution 
scheme Post Office Pension Plan. 

The disclosures in this note show how the value of the assets and liabilities has been calculated at the balance 
sheet date. 

The Company participates in pension schemes as detailed below. 

Name Eligibility 

Royal Mail Pension Plan (RMPP) UK employees Defined benefit 

Royal Mail Senior Executive Pension Plan (RMSEPP) UK senior executives Defined benefit 

Post Office Pension Plan* UK emplovees Defined contribution 

*From 1 April 2015 the Post Office Pension plan replaced the Royal Mail Defined Contribution Plan. 

Defined Contribution 
The charge in the income statement for the defined contribution schemes and the Company contributions to these 
schemes was £3 million (2015: £3 million) during the year. New recruits joining from 31 March 2008 are able to 
begin paying contributions to the new plan after they have worked for the Company for a year. 
Defined Benefit 
Both RMPP and RMSEPP are funded by the payment of contributions to separate trustee administered funds. The 
latest full actuarial funding valuation of RMPP was carried out as at 1 April 2012 using the projected unit method. 
For RMPP, this valuation was concluded at £135 million surplus. The latest full actuarial funding valuation of 
RMSEPP was carried out as at 31 March 2012 using the projected unit method. For 100% of the RMSEPP plan, the 
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valuation was concluded at £83 million deficit. Valuations are carried out triennially and the next one is being 
performed as at 1 April 2015. The valuation has not yet been completed due to the current consultation on 
proposals to close the scheme to future accrual. RMPP includes sections A, B and C each with different terms and 
conditions: 

Section A is for members (or beneficiaries of members) who joined before 1 December 1971; 
Section B is for members (or beneficiaries of members) who joined after 1 December 1971 and before 1 
April 1987 or to members of Section A who chose to receive Section B benefits; 
Section C is for members (or beneficiaries of members) who joined after 1 April 1987 and before 1 April 
2008. 

A series of changes to RMPP and RMSEPP began to take effect on 1 April 2008. 
The changes encompassed: 

• the Plans closed to new members from 31 March 2008; 
• all pensions and benefits earned before 1 April 2008 are linked to final pensionable salary, but 

defined benefits built up from 1 April 2008 are earned on a "career average pensionable salary" 
basis; 

• from 1 April 2014, pensionable salary was amended to the amount in force at that date, increasing 
each 1 April thereafter in line with RPI (up to 5% each year), with allowance for certain promotional 
increases. This change resulted in a one-off exceptional gain of £102 million for the 2013/14 
financial year; 

• employees can continue to take their pension on reaching 60 but the normal retirement age increased to 
65 for benefits earned from 1 April 2010; 

• from 1 April 2010 it is possible to draw pension earned before the change to normal retirement age at 55, 
and continue working while still contributing to the Pension Plan until the maximum level of benefits has 
been reached; and 

• RMSEPP was closed to future accruals on 31 December 2012. 

Payment of £17 million (2015: £19 million) was made by the Company during the year in respect of regular future 
service contributions, nearly all relating to RMPP. The regular future service contributions for RMPP, expressed as 
a percentage of pensionable pay, has remained at 17.1% (2015: 17.1%), effective from April 2010. However, in 
February 2016, Post Office went out to formal consultation with active members (and their representatives) of the 
Post Office section of the Royal Mail Pension Plan regards to the potential closure of the RMPP to future accrual 
with effect from 1 September 2016. The closure is subject to the outcome of the pensions consultation and no 
final decision will be until the formal consultation has been completed. The proposed closure will also require 
consent of the Trustee of the RMPP. This closure if it occurs could affect the rate paid in 2016/17. 

The Company pays 7% of the total deficit payment required to fund the deficit in RMSEPP and a payment of £1 
million (2015: £1 million) was made by the Company during the year. No RMPP deficit payments were made 
during 2014/15 or 2015/16. For RMSEPP, deficit recovery payments will be £1 million per annum, from 1 April 
2010 to 31 January 2024. 
A current liability of £nil (2015: £1 million) has been recognised for payments to the pension schemes relating to 
redundancy. During the year, payments of £3 million (2015: £2 million) relating to redundancy were made. 
The weighted average duration of the RMPP fund is 26 years, and for the RMSEPP fund is 21 years. Over the next 
financial reporting period to 27 March 2016 it is expected that employer contributions to the plans will be £17 
million and £1 million for RMPP and RMSEPP respectively. 
The following disclosures relate to the gains/losses and surplus/deficit in the scheme recognised for RMPP and 
RMSEPP defined benefit plans in the financial statements of the Company: 
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b) Major long-term assumptions 
The size of the RMPP pension surplus, which is large in the context of the Company and its finances, is materially 
sensitive to the assumptions adopted. Small changes in these assumptions could have a significant impact on the 
surplus and overall income statement charge. The major long-term assumptions in relation to both RMPP and 
RMSEPP were: 

At 27 March 2016 At 29 March 2015 
%oa %Da 

Rate of increase in salaries 2.8 2.8 

Rate of pension increases - RMPP sections A/B 1.8 1.9 

Rate of pension increases - RMPP section C 2.8 2.8 

Rate of pensions increases - RMSEPP members transferred 
from Section A or B of RMPP 1.8 1.9 

Rate of pension increases - RMSEPP all other members 2.8 2.8 

Rate of increase for deferred pensions - RMSEPP members 
transferred from Section A or B of RMPP 1.8 1.9 

Rate of increase for deferred pensions 1.8 1.9 

Discount rate 3.5 3.5 

Inflation assumption (RPI) - RMPP and RMSEPP 2.9 3.0 

Inflation assumption (CPIl - RMPP and RMSEPP 1.8 1.9 

The ultimate cost of the RMPP plan to the Company will depend upon future events rather than the assumptions 
made. The assumptions made may not be borne out in practice and as such the cost of the plan may be higher 
(or lower) than disclosed. 
In common with other defined benefit schemes, the main risk in relation to the arrangements is the value of the 
assets does not keep pace with the increase in the value of the liabilities. This can arise for many reasons, but 
the most significant risks are as follows: 
Investment risk: If the assets of the arrangements fall short of expectations, this will lead to a decrease in the 
funded status. 
Asset volatility: The arrangements hold return seeking assets (including equities and property) which are 
expected to outperform corporate bonds in the long term but give exposure to volatility and risk in the short 
term. RMPP does, however, invest in liability driven investment (LDI) assets, for example Corporate Bonds, which 
mitigates the impact of interest rate and inflation volatility on the funded status. 

Inflation risk: Higher inflation rates than expected will act to increase the plan liabilities as benefits will increase 
to a higher level than assumed. The arrangements have a maximum pension increase (generally 5% per annum) 
written into the rules which limits the increase for many benefits, so limiting the impact of high inflation. This 
includes pensionable pay in RMPP, which was amended with effect from 1 April 2014. In addition, the arrangement 
holds assets that increase in value as price inflation expectations rise, so mitigating the impact of rising inflation 
expectations. These assets include LDI assets in respect of RMPP. 
Changes in bond yields: A decrease in corporate bond yields will increase the plan liabilities, although this will 
be partially offset by an increase in the value of the bond holdings and, to some extent, the LDI assets. 
Pensioner longevity: If members live longer than expected, the liabilities would increase because pensions would 
be paid for a longer time. 
Liabilities accrued in the Royal Mail Pension Plan to 31 March 2012 were transferred to the Royal Mail Statutory 
Pension Scheme. These liabilities are no longer an obligation of the Company and consequently the transfer 
resulted in a significant removal of pension risk from the Company. 
The following table shows the potential impact on the RMPP assets and pension surplus of changes in key 
assumptions: 

2016 2015 
£m £m 

Changes in RPI and CPI inflation of +0.1% pa (5) (4) 

Changes in discount rate of +0.1%pa 5 4 

Changes in real salary growth of +0.1% pa (2) (1) 

Changes in CPI assumptions of +0.1% pa (1) (1) 

An additional 1 year life expectancy (6) (5) 
--------------------------------------------------------------------------------------------------------------...--- ------------------------------------------------------------------------------
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The sensitivity analysis has been prepared using projected benefit cashflows as at the latest ful l actuarial valuation 
of the plan. The same method was applied as at the previous reporting date. The accuracy of this method is limited 
by the extent to which the profiles of the plan cashflows have changed since those valuations although any change 
is not expected to be material in the context of the above sensitivity analysis. 

Mortality: The mortality assumptions for the RMPP sectionalised scheme are based on the latest self-administered 
pension scheme (SAPS) mortality tables with appropriate scaling factors (106% for male pensioners and 101% for 
female pensioners). For future improvements the assumptions allow for ̀ medium cohort' projections with a 1.25% 
floor. These are detailed below: 

Average expected life expectancy from age.60_ 2016 .. ..................._.........................._........................................... 2015 

For a current 60 year old male RMPP member 27 years 27 years 
For a current 60 year old female RMPP member 30 years 30 years 

For a current 40 year old male RMPP member 29 years 29 years 
For a current 40 year old female RMPP member 32 years 32 years 

b) Plans' assets 
The assets in the plans for the Company were: 

Sectionalised RMPP 
Market value 2016 Market value 2015 

£m £m 

UK equities - 1 
Overseas equities - 10 
Corporate bonds* 233 217 

Property 11 8 
Private Equity 10 12 
Cash and cash equivalents 41 6 
Bond/fixed interest funds 41 50 

Index-linked funds - 10 
Other loan/debt funds 28 20 

Alternative asset funds 43 11 
Equity funds - 34 

Fair value of RMPP assets 407 379 

Present value of RMPP liabilities (184) (150) 

Surplus in plan before asset ceiling adjustment 223 229 

Less effect of asset ceiling .........._ ..........................................................................................._........................... (29) ...........--..........._............_..........._............ (27) 

Surplus in plan after asset ceiling adjustment 194 202 

*£15 million relates to UK Government Bonds. £215 million to an LDI investment containing UK Government 
Bonds, it is a liability driven investment and £3 million to an infrastructure debt holding which is EUR 
denominated and fixed interest. 

Market value 2016 Market value 2015 
Share of RMSEPP £m £m 

UK equities 1 1 

Overseas equities 10 11 
Government bonds 15 16 

Alternative asset funds 2 - 

Property 2 2 
Other assets ..................._.........................._...........................................--..........._............_..........._........................_..................._.........................._.........................._..............................................................._................ - 1 

Fair value of share in plan assets for RMSEPP 30 31 

Present value of share in plan liabilities for RMSEPP............_ .........................._....-................ .27}.........--....-....._............_....-....._....(26).. ....._.............. 
Surplus in plan for the share of RMSEPP before asset ceiling 3 5 

Less effect of asset ceiling (1) (2 

Surplus in plan for share of RMSEPP after asset ceiling 2 3 
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A retirement benefit surplus of £196 million is disclosed on the balance sheet, representing the surplus in plans 
of £223 million and £3 million for RMPP and RMSEPP respectively, and net of tax of £30 million at a rate of 35% 
on the element of the surplus which is recoverable through a refund from the plans. 
There is no element of the above present value of liabilities that arises from plans that are wholly unfunded. All 
RMPP and RMSEPP assets are securities with a quoted price in an active market. 

c) Movement in plans' assets and liabilities 

Changes in the fair value of the plans' assets are analysed as follows: 

Assets Sectionalised Sectionalised 
RMPP 2016 Em RMPP 2015 Em 

Assets in sectionalised RMPP at beginning of period 379 260 
Contributions paid 19 21 
Employee contributions paid 6 7 
Finance income 14 12 
Actuarial (losses)/gains (8) 81 

Benefits paid to members---------------------------------------------------------------------------------------------------------------------------------------------------(3)------------------------------------c2)-----

Assets in sectionalised RMPP at end of period 407 379 
Share of Share of 

RMSEPP 2016 RMSEPP 2015 
Assets £m £m 

Share of assets in RMSEPP at beginning of period 31 26 

Contributions paid 1 1 
Finance income 1 1 

Actuarial (losses)/gains (2) 4 
BenefitsP aid to members - ---------------..... ........... ---....---... ---......---...---..........--....--...._...... -......_....---...._...........--...---...._..................._.........................._.........................._.. ..... ............................................ 1 1 

Share of assets in RMSEPP at end of period 30 31 

Changes in the present value of the defined benefit pension obligations are analysed as follows: 

Liabilities Sectionalised Sectionalised 
RMPP 2016 RMPP 2015 

Em Em 

Liabilities in sectionalised RMPP at beginning of period (150) (90) 
Current service cost (27) (25) 

Curtailment costs* (1) (1) 
Finance cost (6) (5) 
Employee contributions (6) (7) 
Actuarial loss - (23) 
Experience adjustments on liabilities 3 (1) 
Benefits paid 3 2 

Liabilities in sectionalised RMPP at end of period (184) (150) 

Liabilities Share of Share of 
RMSEPP 2016 RMSEPP 2015 

£m Em 

Share of liabilities in RMSEPP plans at beginning of period (26) (24) 
Finance cost (1) (1) 
Actuarial loss (1) (2) 
Benefits paid 1 1 

Share of liabilities in RMSEPP at end of period (27) (26) 

*The curtailment costs in the income statement are recognised on a consistent basis with the associated 
compensation costs. Estimates of both are included, for example, in any redundancy provisions raised. The 
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curtailment costs above represent the costs associated with those people paid compensation in respect of 
redundancy during the accounting period. Such payments may occur in an accounting period subsequent to the 
recognition of costs in the income statement. 

d) Recognised charges 
An analysis of the separate components of the amounts recognised in the performance statements of the Company 
is as follows: 

Sectionalised Sectionalised 
RMPP 2016 £m RMPP 2015 £m 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged to operating profit before exceptioi 
items: 

Current service cost 27 25 

Total charge to operating profit before exceptional items 27 25 

Analysis of amounts charged to operating exceptional items: 

Loss due to curtailments 1 1 

Total charge to operating profit 28 26 

Analysis of amounts charged/(credited) to net pensions interest: 

Interest on plan liabilities 6 5 

Interest income on plan assets (14) (12) 

Net pensions cred..t to financin.g ......................................................................_.........................._....-................ ----------- -....-............_......8)............_....-....._......... -....-........ ( ) ...._.. 
Net charge to the income statement before deduction for tax 20 19 

Analysis of amounts recognised in the statement of 

comprehensive income: 

Actual return on plan assets 6 93 

Less: expected interest income on plan assets (14) (12) 

Less: taxation on surplus recoverable throw-gh--pl-..n refunds ................._.... ...............----.................._......2)............_.... ...._......... ... (4) 
Actuarial (losses)/gains on assets (all experience (10) 77 

adjustments) 

Experience adjustments on liabilities 3 (1) 

Effects of changes in actuarial assumptions on liabilities - (23) 

Actuarial losses on liabilities 3 (24) 
Total actuarial (losses)/gains recognised in the statement of 
comprehensive income (7) 53 

58 

450 of 55? Past Office z oard-24105/1 0 



POL00030888 
POL00030888 

Supplarrenta' Documents 

Share of RMSEPP Share of RMSEPP 
2016 £m 2015 £m 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged/(credited) to net pensions interest: 

Interest on plan liabilities 1 1 

Interest income on plan assets (1) (1) 

Net pensions credit to financing - - 

Net charge to the income statement before deduction for tax - - - - -- ----------------------------------------------- .-.._..................._.........................._.........................._..............................................................._.......................... 
Analysis of amounts recognised in the statement of comprehensi 
income: 

Actual return on plan assets (1) 5 

Less: expected interest income on plan assets (1) (1) 

Less: taxation on .su..plus recoverable _through plan refunds ............._.........................._.........................._..........._1..............................................._......_(.1).......... 
Actuarial._(losses)/gains on assets (all experience adiustments).._ .........................._.........................._.......(1)..............................................._..........._3.......... 
Experience adjustments on liabilities -

Effects of changes in actuarial assumptions on liabilities ( 1) (2) 

Actuarial losses on liabilities (1) (2) 
Total actuarial (losses)/gains recognised in the statement of 
comprehensive income (2) 1 

12. Equity 

Called up share capital: 

2016 2015 

£ £ 

Authorised 

Ordinary shares of £i each _ 51,000_ 51,000 ........................................................ ....................... --.....- 
Total  51,000 51,000 

Allotted and issued 

shares of £1 each 50,003 

Total 50,003 50,003 

Share premium: 

On 7 August 2007 1,000 ordinary shares of £1 each were issue in return for £313 million cash paid by the the 
Secretary of State for Business, Enterprise and Regulatory Reform. A share premium of £312,999,999 resulted 
from this subscription. In April 2008 two ordinary £1 shares were issued in return for £152 million cash paid by 
the Secretary of State for Business, Innovations and Skills Reform. A share premium of £151,999,998 resulted 
from this subscription. 

13. Commitments 
Capital commitments contracted for but not provided in the financial statements amount to £62 million (2015: 
£96 million). 

Details of the Company commitments under non-cancellable operating leases are disclosed in the Group financial 
statements (note 19). 

14. Finance lease liabilities 
Details of the Company's finance lease liabilities are disclosed in the Group financial statements (note 20). 

15. Related party disclosures 
Details of transactions with related parties are disclosed in the Group financial statements (note 23). 

16. Operating exceptional items 
Details of operating exceptional items are disclosed in the Group financial statements (note 4). 
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17. Taxation 
Details of the taxation gains recognised in the year are disclosed in the Group financial statements (note 7a) 

18. Business combinations 
Details of the business combination which arose in the year is included in note 21 in the Group financial 
statements. 

19. Discontinued operations 
Details of the discontinued operation are included in note 22 in the Group financial statements. 

20. Post balance sheet events 
In accordance with the funding agreement with government announced on 27 November 2013, for which State 
Aid approval was received on 19 March 2015, Post Office Limited received £220 million of funding on 1 April 
2016. 

21. Immediate and ultimate parent company 

At 27 March 2016, the Directors regarded Postal Services Holding Company Limited as the immediate and ultimate 
parent company. The largest group to consolidate the results of the Company is Postal Services Holding Company 
Limited, a company registered in the United Kingdom. Postal Services Holding Company Limited financial 
statements can be obtained from Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 
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1. Glossary 

Below is a listing of key abbreviations used throughout this document with the full 
meaning given: 

Abbreviation Meaning 

AEI Application, Enrolment & Identity 

ATM Automated Teller Machine 

BACS Bankers Automated Clearing Services 

BAU Business As Usual 

BIS Department for Business, Innovation & Skills 

BOI Bank of Ireland 

CPI Consumer Price Index 

DVLA Driver & Vehicle Licensing Authority 

DWP Department of Work & Pensions 

Eagle Deal in August 2012 to sell Post Office Financial Services (POFS) 
to the Bank of Ireland, restructure commission rates for personal 
financial services and extend the contract to 2023 

EU BRP European Union Biometric Residents' Permit 

FRES First Rate Exchange Services 

Gamma A contract variation made in 2007 with POFS generating £100m 
cash and income over a number of years in return for a series of 
commitments through to 2020 

GRNI Goods Received Not Invoiced 

HPBB Homephone and Broadband 

Horizon Horizon Next Generation- IT Counter system in branches 

NBV Net Book Value 

NS&I National Savings & Investments 

NSP Network Subsidy Payment 

POCA Post Office Card Account 

PFS Personal Finance Services 

POFS Post Office Financial Services 

RMPP Royal Mail Pension Plan 

RMSEPP Royal Mail Senior Executive Pension Plan 

RMDCP Royal Mail Defined Contribution Plan 

RBS Royal Bank of Scotland 

RPI Retail Price Index 

SGEI Services of General Economic Interest 
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2. Introduction 

This Briefing Book has been prepared to explain the Post Office Limited results for the 
year ended 27 March 2016. It is a summary of the key data, trends and analyses which 
readers may find useful to further their own understanding of the results for 2015-16. It 
is to be read in conjunction with the Report & Accounts. 

Most of the analysis is based on the comparison of 2015-16's actual results to those of 
the prior year. 

Comparison against budget is discussed in the Monthly Performance Report presented to 
the Post Office Limited Board. 

3. Accounting Policies 

Post Office Limited Group report its results under International Financial Reporting 
Standards (IFRS). Post Office Limited Company and Post Office Management Services 
Limited report under Financial Reporting Standard 101 Reduced Disclosure Framework 
(FRS 101). 
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4. Primary Statements 

4.1 Consolidated Income Statement 

2015 

2016 (Restated) 

£m Em 

Continuing operations: 

Turnover 981 976 

Network Subsidy Payment 130 160 

Revenue 1,111 1,136 

People costs excluding restructuring costs (233) (238) 

Other operating costs (808) (831) 

Share of post-tax profit from joint ventures 35 36 

Operating profit before exceptional items for continuing operations 105 103 

)perating exceptional items (269) (271) 

- government grant 150 170 

- restructuring costs (283) (301) 

- impairment (136) (140) 

Operating loss from continuing operations (164) (168) 

Profit on disposal of property, plant and equipment - - 

Loss before financing and taxation from continuing operations (164) (168) 

Finance costs (5) (3) 

Finance income - 1 

Net financing income relating to pensions 8 7 

Loss before taxation from continuing operations (161) (163) 

Taxation credit 4 26 

Loss for the financial year from continuing operations (157) (137) 

Discontinued operations: 
--- -- - ------ - ---- ------- --------- ----

Loss for the financial year after tax from discontinued_operations  (4) 

Loss for the financial vear (167) (141) 
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4.2 Consolidated statement of cash flows 

2016 2015 

£m £m 

Cash flows from operating activities 

Operating profit before exceptional items from continuing operations 105 103 

Operating loss from discontinued operations (10) (4) 

Total profit before exceptional items 95 99 

Adjustment for; 

Share of profit from joint ventures (35) (36) 

Pension operating costs 30 28 

Working capital movements: (Si) (1/) 

Increase in trade and other receivables (14) (34) 

(Decrease)/Increase in trade and other payables (61) 10 

Increase in provisions for discontinued operations 3 -

(Decrease)/increase/ in non-exceptional provisions (9) 7 

Pension operating costs paid (23) (23) 

Cash payments in respect of operating exceptional items: (109) (66) 

Government grant 150 170 

Restructuring costs (253) (224) 

Other (6) (12)] 

Net cash outflow from operating activities (123) (15) 

Income tax recovered ....................................... ................................................_.........................._....---...............-----...---......------..-----...._............_....._..................... .......................... 9 11 

Cash flows from investing activities 

Dividends received from joint ventures 35 30 

Finance income received - 1 

Purchase of business combination (44) 

Purchase of fixed and intangible assets (136) (147) 
Net cash outflow from investing activities (145) (116) 
Net cash (outflow)/inflow before financing activities (259) (120) 

Cash flows from financing activities 

Finance costs paid (5) (3) 

Payments to finance lease creditors - (3) 

Proceeds of borrowings from BIS 155 310 

Net cash inflow from financing activities 150 304 

Net (decrease)/increase in cash and cash equivalents (109) 184 

Cash and cash equivalents at the beginning of the year 821 637 

Cash and cash equivalents at the end of the year 712 821 
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4.3 Consolidated balance sheet 

2015 
2016 (Restated) 

£m £m 
Non-current assets 

Intangible assets 44 - 
Property, plant and equipment 9 10 
Investments in joint ventures 67 67 

Retirement benefit surplus 196 205 
Trade and other receivables 12 10 
Total non-current assets 328 292 
Current assets 

Inventories 6 6 
Trade and other receivables 409 397 
Cash and cash equivalents 712 821 

Total current assets 1,127 1,224 
Total assets 1,455 1,516 
Current liabilities 

Trade and other payables (653) (718) 
Financial liabilities - interest bearing loans and borrowings (465) (310) 

- obligations under finance leases (8) - 
Provisions (151) (144) 
Total current liabilities (1,277) (1,172) 
Non-current liabilities 
Other payables (25) (30) 

Provisions (16) _ ( ) 
Total non- current liabilities (41) (36)
Net assets 137 308 
Equity 
Share capital - - 
Share premium 465 465 
Retained earnings (330) (159) 

Other Reserves ...............--...---..........----.---....-............-....---................---...---...._...................-..........................................................._ _.................................... 2 -- .............................. 
Total equity 137 308 
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5.1 Operating profit bridge analysis 

5.2 Explanations for key movements are as fol lows: 

• Revenue - section 6 

• People costs - section 7.2 

• Postmasters costs - section 7.3 

• Other Operating Costs - section 7.4 
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6. Revenue 

27 March 29 March 

2016 2015 Variance 
£m £m £m 

Mails 334 340 (6) 

Retail & Lottery 46 48 (2) 

Financial Services 303 290 13 

Government Services 128 141 (13) 

Telecoms 130 120 10 

Other 40 37 3 

Turnover 981 976 5 

Network Subsidy Payment 130 160 (30) 

Revenue 1,111 1,136 (25) 

The decrease in year on year total revenue of £25m (2.2%) to £1,lllm (2015 
£1,136m) is driven by the £30m decrease in the Network Subsidy Payment, partially 
offset by an increase of £5m in turnover. 

The following commentary gives further detai l on the turnover variances by category: 

6.1.1 Mails 

A summary of the £5.5m (2%) decrease in Mails turnover is set out below. After 
adjusting for a planned decrease in the fixed fee and an element of back billing the 
underlying trading variance shows a decrease of Lim. 

£m 
Total reduction (5.5) 

Less: planned decrease fixed fee 6.4 
Add: one off (back billing) (1.9) 

Underlying trading variance (1.0) 

The key movements within the underlying trading variance are: 

• £1.3m reduction in stamps and labels income (1%) 

• £1.7m reduction in special mails including international (2%) 

• £0.5m net decrease in other products 

Offset by 

• £2.5m increase in Home Shopping Returns (27%) 
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6.1.2 Retai l & Lottery 

Retai l and Lottery turnover has decreased by £2.4m: 

• Lottery is £1.7m lower than last year, £1.6m of the fal l is due to Camelot income and 
the remainder to Health lottery. This is a combination of a poorly performing games 
and a shift online and represents a trend expected to continue into 2016-17. 

• Retail is £0.7m lower than prior year as a result of smaller retail square footage post 
refurbishments. 

6.1.3 Financial Services 

Financial Services income has increased by £13.2m year on year. Overall PFS 
(MoneyGram, Post Office savings, insurance, travel, lending and current accounts) is 
up by £24.4m (19.7%) year on year. Revenue from traditional products has declined 
by £11.2m. 

By product the main drivers of the PFS £24.4m increase are: 

• £4.4m increase in Savings products. 

o 
. . . . . . . . . . . . 

IRRELEVANT 
• £4.0m increase in Travel products. 

o £5.5m increase in Travel Insurance revenues driven by the new POMS 
subsidiary and £0.2m for Travel money card, offset by 

o £1.5m decrease in Bureau income due to the travel sector having seen a 
general decline and the supermarkets expanding their networks and marketing 
investment. 

• £4.1m increase from Moneygram as we have gained market share. Transfers to 
certain Eastern European countries is up 50% and we have increased our network 
access fees 

IRRELEVANT 
• £0.6m increase in Lending revenue from: 

c £0.8m increase in credit cards 

o £0.2m decrease from mortgages and personal loans 

Other Financial Services revenue decreased by £11.2m: 

• A £6.1m decrease in Postal Order income. This is due to a prior year change in 
policy resulting in write back to revenue of uncashed postal orders over 12 months 
old (a change from 24 months previously). 

• A £1.9m decl ine from bill payments resulting from a warmer winter, as well as 
utilities and other bill payment clients continuing to migrate customers to other 
payment methods such as direct debit and online. We have also lost clients such 
as Derby City Counci l to Paypoint and travel ticketing clients such as West 
Yorkshire ticketing scheme. 

• £2.5m decrease in Payment services due to a declining market. 

• £4.Om decrease in NS&I as the product ceased in June 2015. 

10 



POL00030888 
POL00030888 

The above decreases were partially offset by: 

• £1.1m increase in ATM revenue driven by the increased volumes as machines 
reach maturity 

• £2.7m net increase in Banking 

o an increase of £3.6m in personal banking because of higher volumes, specifically 
cash withdrawals and the impact of other banks closing their branches, offset 
by 

o a £0.8m decrease in business banking revenues due to a fall in corporate deposit 
rates from the Santander contract. 

6,1.4 Government Services 
2016 2015 Variance Variance 

£m £m £m % 

DWP 75 87 (12) (14) 

Home Office 34 30 4 13 

DVLA 10 20 (10) (50) 

Other Government Services 9 4 5 125 
Total 128 141 (13) (9) 

The £12.9m (9.2%) decrease in Government Services revenue is due to: 

• £9.7m lower DVLA revenues from a fall in volume as a result of the paperless car 
tax. 

• DWP turnover, which arises from POCA accounts has declined by £12.2m. £8m is due 
to new contractual terms and the remainder is due to falling numbers of l ive POCA 
accounts due to natural attrition and migration to bank accounts. 

The decline from DVLA and DWP has been partially offset by: 

• £0.7m increase in Check & Send revenues driven by higher volumes. 

• £8.3m from ID related products, split: 

o £3.1m increase in UKVI due to the introduction of Nationality and EU BRP 
enrolments and introduction of Secure Collection service, (both in Apri l 2015) 

o £3.9m from new products (Verify), and 

o £1.3 from existing products such as Environmental Agency. 

6.1.5 Telecoms 

The Telecoms Services pillar includes the Post Office Homephone and Broadband 
services, as well as sales of mobile top-ups and phonecards. 

Telecoms Services revenue of £130.0m (2015 £119.8m) has increased by £10.2m. This 
has been driven by the line rental price increase of £2 introduced in January 2015 and 
a further increase of £1 in November 15. 

11 
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Supp .m nta Documents 

Income from mobile top-ups was £0.7m below prior year, as transaction volumes 
declined due to the mobile networks actively migrating customers away from pre-pay 
and also reducing their transaction fees. 

HPBB 2015/16 2014/15 Variance 

Average customer base 459,356 452,094 7,262 
ARPU £22.85 £21.23 £1.62 

In March 2016 the decisions was taken to withdraw from the development and roll out 
of a proposed mobile offer in order to focus on its core Telecoms activities. The income 
and expenditure in relation to mobile has been disclosed as a discontinued operation on 
the consolidated income statement and is a loss of £10m (2015 £4m). 

2016 2015 

Gross Income 0.2 
Operating Expenses (3.0) (2.9) 
EBITDAS Impact (2.8) (2.9) 
Supplier Termination Costs (2.5) 
Project Shutdown Costs (1.1) 
Balance Sheet - Capex (1.7) (1.0) 
Balance Sheet - Prepayment (2.0) 
Discontinued Operations (10) (4) 
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7. Costs and People 

This section discusses expenditure, excluding exceptionals. 

7.1 Total Costs Analysis (excluding exceptionals) 

The following provides a breakdown of costs for the full year ending 27 March 2016 
compared to the full year ending 29 March 2015 

2016 2015 Variance 

£m £m £m 

Expenditure - (pre- exceptional) Notes 

Wages & Salaries (154) (167) 12 8% 

Pensions (31) (29) (2) (7%) 

Overtime (8) (10) 2 20% 

Bonus & Productivity (15) (7) (8) (114%) 

Employers' NI (19) (19) 0 0% 

Temporary Resource (6) (6) 0 0% 

PEOPLE COSTS 7.2 (233) (238) (5) 2% 

Postmasters' costs 7.3 (413) (435) 22 5% 

Legal Costs 7.4.1 (5) (3) (2) (67%) 

Staff & Agent Related Costs (10) (10) 0 0% 

Consultancy & Advisory Services (4) (3) (1) (33%) 

Brand & Marketing 7.4.2 (25) (34) 9 26% 

Property & Facilities Management 7.4.3 (53) (61) 8 13% 

IT Infrastructure & IT Services 7.4.4 (102) (92) (10) (11%) 

Finance & Losses 7.4.5 (25) (4) (21) (525%) 

Cost Of Sales 7.4.6 (110) (106) (4) (4%) 

Other Operating Costs 7.4.7 (56) (76) 20 26% 

Vehicles (5) (7) 2 29% 

Total Other Operating Costs 7.4 (395) (396) 1 0% 

TOTAL EXPENDITURE (Pre Exceptionals) (1,041) (1,069) 28 3% 
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7.2 People Costs (2016 £233m vs 2015 £238m) 

7.2.1 People costs (2016 £233m vs 2015 £238m) 

People costs have decreased by £4.8m (2.0%) to £233. lm, representing 22.3% (2015 
22.2%) of the cost base. 

The number of people employed also decreased, by 271 net to 6,605 at 27 March 2016 
(2015 6,876), primarily due to redundancies arising from the Crown and Transformation 
Programmes. 

The people cost movement comprises: 

• Wages and Salaries have decreased by £11.9m (7.1.%), a £10.1m reduction in basic 
pay driven by fewer people and cost control and £1,8m relating to reduced staff project 
costs 

• Pension costs have increased by £2.2m (8.1%), reflecting an increase in the RMPP 
IAS19 service cost rate to 28.5% (2015:23.0%) 

• Productivity costs have increased by £7.9m (114.1%), due to increase in management 
bonus accrual to 87% reflecting current performance levels compared to 50% bonus 
booked in prior year, and the release of over accrual of 13/14 in the prior year. 

• Overtime has decreased by £2.0m (20.5%). 

7.2.2 People Numbers 

The People numbers were as follows: 

Period end 
employees Average employees 

2016 2015 2016 2015 
Total em to ees 6,605 6,876 6,667 7,281 

CT &NTP 640 622 616 609 
Average Employees (excl. CTP & 
NT) 6,051 6,672 
Staff Cost (excl. overtime & temporary 
resource) (£219,191) (£221,331) 
Average Cost per employee (£36,225) (£33,175) 

7.2.3 Average Cost per Employee 

The average number of employees for year ending 27 March 2016 was 6,667 (2015 
7,281). The average annual cost per employee, (excluding exceptional costs and 
exceptional heads: CT & NTP), has increased by £3,050 (9.2%) to £36,225 (2015 
£33,175). This is largely due to the prior year bonus accrual which anticipated 50% 
bonus pay out compared to current year bonus anticipation of 87% bonus pay out. 

14 



POL00030888 
POL00030888 

7.3 Postmaster costs (2016 £413m vs 2015 £435m) 

7.3.1 Total postmasters costs decreased by £21.9m (5.0%). This reduction was largely made 
up of £19.7m reduced fixed costs as a result of Network Transformation and £2.1m 
lower National Insurance as postmasters move to new contracts. Variable costs were 
flat with the prior year. 

The average annual cost per postmaster branch (excluding VAT and NI) is £39,952 
(2015 £41,713). This is a 4.2% decrease on the prior year. The decrease is as a result 
of the reduced fixed income payments through the Network Transformation 
Programme. 

2016 2015 
Agency Branches (incl. Mains and 10,127 10,172 
Locals) 
Outreach 1,175 1,136 

Crown 316 326 

Total Branches 11,618 11,634 

7.4 Other Operating Costs (2016 £395m vs 2015 £396m) 

7.4.1 Legal Costs have increased by £2.0m, £1.2m is driven by legal support of strategic 
projects, primarily Sparrow and £0.5m is due to risk and compl iance related work. 
The remaining £0.3m is due to other smaller legal costs. 

7.4.2 Brand & Marketing Costs have decreased by £9.4m (26%) year on year. £8.5m in 
relation to reduced creative agency fees, £3.9m to decreased market research costs 
and £1.2m reduced corporate communication. These savings are offset by £3.9m 
increase in advertising costs. 

7.4.3 Property & Facilities Management costs have decreased by £7.4m. £3.8m is due to 
the change in the Facil ities Management contracts as a result of separation, Norland 
and Servest are now our providers whereas previously it was Romec/Royal Mail at a 
higher cost. £2.6m is due to reduced estates charges including rent, rates and service 
charges reflecting fewer Crowns branches (339 to 312). In addition there have been 
several rent reviews and lease expiries where re -negotiations have taken place. £lm 
less was spent on property BAU project investment. 

7.4.4 IT Infrastructure & IT Services costs have increased by £10m (10%) mainly due to 
£16.2m of increased Computer Infrastructure costs for licences on separation from 
the Royal Mail IT systems. £5.7m of the IT increase relates to new costs for POMS 
including the contact centre costs of £2.9m. A further increase of £7.8m for business 
telephony costs as they were acquired through Royal Mail, so were previously billed 
through Other operating costs (Managed Services) (see 7.4.7 below). These were 
offset by reduced Horizon terminal services of £15.4m. 

15 



POL00030888 
POL00030888 

7.4.5 Finance costs have increased by £20.7m, mainly driven by a one off lump sum of 
£15.6m VAT rebate in the prior year, which also covered prior years. Current year 
central rebate figure is £1.8m with most of the VAT recovery now appearing against 
the individual cost lines. Credit and debit card processing charges have increased by 
£1.5m and Telecoms losses were £1.3m higher than last year, customer bad debt 
increased by £3.7m partially offset with other smal ler favourable movements. 

7.4.6 Cost of Sales has decreased by £4m (4%), detai led below: 

2016 2015 Variance Variance 
£m £m £m % Comments 

Decrease due to decision to 
Mails & Retail (3) (4) 1 15% restrict product range to higher 

margin items 
Financial 

(4) (1) (3) (270%) Increase is due to POMS 
Services 

Increase of £0.8m is due to 
Government (29) (28) (1) ° (3%) 

£2m related to Verify service 
Services offset by £1.2m lower POCA 

volumes 

Telecoms (74) (73) (1) (2%) Increase of £1.5m due impact 
of higher customer numbers 

Total (110) (106) (4) (4%) 

7.4.7 Other Operating costs have decreased by £19.5m. The prior year included £10.8m for 
client compensation relating to the historical overcharges relating to 'death notified 
accounts' (DWP), and £10.4m for project expenditure as all was recorded against this 
line in the old finance system, (project expenditure is now recorded across the 
relevant categories above). The remaining variance is driven by lower managed 
service costs, specifical ly costs to Royal Mail (offsets increase in 7.4.4 above) and 
telecommunication cost reductions. 

7.4.8 Project expenditure is now reported within the appropriate cost categories and has 
decreased by £11.3m to £12.0m and is detailed below: 

2015-16 Project Expenditure £m 

Eagle - contractual commitment to £4m pa sales capability 
(4.0) 

investment 
Mobi le (Wave) (0.7) 

Invest to Grow FS _.__.._....._..... ._..._.____._....._._........._.... ..___......._... _._.___._..._..._..... .. .__._....... (0.4) 

Sparrow (2.8) 

Other Invest to Grow (3.4) 

People & Organisation (0.5) 

Digital (0.2) 

Grand Total (12.0) 
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8. Quality of Earnings 

As in previous years, we look at the impact of any one-off items in EBITDAS as set out in the 
table below. We do not believe that these items change the users' understanding of the 
accounts or require additional presentation. 

2016 2015 Change Change 
£m £m £m % 

Post Office Limited (consolidated) 
Reported profit before other exceptional items 105 103 2 2% 

Network Subsidy Payment 
Add back depreciation 

(130) (160) 30 (19%) 
1 0 0 0 

Reported EBITDAS (24) (57) 33 (58%) 

Gamma one-off income release* (5) 
Billing corrections re 2014-15 2 
Back-bil ling to RM for Certificates of Posting work (2) 
Fujitsu compensation for poor service in 2013-14 (4) 
Change in Telecoms bad debt policy 1 
Client compensation relating to prior years 10 
ATM rates provision release (2) 
Bonus outturn lower in 2013-14 than accrued (2) 
Bank of Ireland cost recovery debt provision 1 
VAT and NI recovery re earlier years (15) 

Total adjustments (8) (8) 

Total (32) (65) 33 (51%) 

* Individually disclosed 

Each item in the table is explained further below: 

8.1 Gamma one-off income release 
Gamma refers to a contract with BOI which generates income in relation to the sales 
of financial services products at branch. The income under the contract has been 
deferred and is recognised over the life of the contract on a systematic basis. As a 
result of the purchase of the insurance business from BOI the profile of the income 
release over the life of the contract was changed to recognise that the acquisition had 
been made and an additional £5.1m of deferred income, the element which related to 
the insurance business was recognised in the year to March 2016. 

8.2 Billing corrections and back-billing 
Corrections of £0.8m were made to year end revenue estimates early in 2015-16 
relating to 2014-15. £1m of additional cost was recognised in the year which related 
to overbilling in previous years. In September 2015, Royal Mail were back-billed £2m 
for Certificates of Posting services in prior years and not previously invoiced. 

17 



POL00030888 
POL00030888 

8.3 Fujitsu compensation 
Compensation of £3.7m was received in 2015-16 relating to poor service during the 
migration of the Telecoms service from BT to Fujitsu in 2013. 

8.4 Telecoms bad debt pol icy 
During the year the bad debt policy was revised in two ways which in aggregate led to 
a one-off increase in cost. Firstly it was amended to provide for all debt over 90 days 
from a pol icy of providing for all debt over 60 days. Secondly the policy is now to 
provide for the gross amounts owed rather than net of customers who have made 
early payments. 

8.5 Client compensation 
An error was identified that has led to a client being overcharged for approximately 5 
years and a provision was booked for compensation for the overcharges in 2014-15. 

8.6 VAT and NI recovery re earl ier years 
In 2014-15 there were additional VAT recoveries relating to earlier years when the 
recovery rates were confirmed with HMRC, in addition NI recovery was recognised in 
2014-15 relating to the decision by HMRC that the new postmaster contracts for 
Mains were subject to VAT rather than NI. 
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9. Pensions 

9.1 Background 

The Post Office participates in pensions schemes and detailed below: 

------------- ------------------------------- --------------------------------
Scheme Eligibility Type 

--------------- ------------------------------------------------------ - - -- .................. ------------------ - ----------- -------------- -------- 
Royal Mail Pension Plan (RMPP) UK employees Defined benefit 
Royal Mail Senior Executive UK senior Defined benefit 
Pension Plan (RMSEPP) executives (closed) 
Post Office Pension Plan* UK employees Defined 

contribution 

* From 1 April 2015 the Post Office Pension plan replaced the Royal Mail Defined 
Contribution Plan. Royal Mail Pensions Trustees Limited manages the main defined benefit 
scheme Royal Mail Pension Plan (RMPP) which has circa 3,503 Post Office active members. 

9.2 Assumptions 

IAS 19 revised requires a number of assumptions. The choice of assumptions used for the 
calculations is the responsibility of the Directors, based upon advice given by an 
independent actuary. The key assumptions for the year to 27 March 2016 are set out in 
the table below. 

Towers Watson has confirmed that the assumptions have been determined in a manner 
consistent with those used for the disclosures at 29 March 2015 and 27 September 
2015. 

March March 
2016 2015 

% pa RMPP Post Office Section 
Inflation (RPI) 2.9 
Inflation (CPI) 1.8 
Discount rate (i.e. bond rate) 3.5 
Rate of increase in Pensionable 2.8 
salaries 
Rate of pension increases — RMPP A/B 1.8 
Rate of pension increases RMPP C 2.8 
Rate of increases in deferred pensions 1.8 

3.0 
1.9 
3.5 

2.8 

1.9 
2.8 
1.9 

Demographic assumptions, for example mortality, remain aligned with the assumptions 
used for the actuarial valuation and unchanged from those made in March 2015. 

9.3 Movements in the defined benefit surplus 

The movement in the RMPP defined benefit surplus during the year to 27 March 2016 is 
detailed below. Scheme assets are assessed at fair value at the balance sheet date. For 
example, quoted equities are valued at the latest 'bid' price. Scheme liabilities are 
discounted using a high quality corporate bond rate. The IAS 19R surplus/deficit is usually 
therefore different to the cash funding surplus/deficit (the "actuarial" valuation) assessed 
by the Trustees, for which the scheme liabilities are discounted using the expected returns 
available on scheme assets. 
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Year ended Year ended 
27 March 29 March 

2016 2015 
Em Em 

Opening sectionalised RMPP net retirement bene 229 170 
surplus 
Current service cost (27) (25) 
Curtailment costs (1) (1) 
Net financing credit 8 7 
Employers contributions 19 21 
Actuarial gains/(losses) (5) 57 
Closing RMPP net retirement benefit surplus 223 229 
RMSEPP surplus 3 5 
Total net retirement benefit surplus 226 234 
Effect of asset ceiling (30) (29) 
Closing net retirement benefit surplus 196 205 

The current service cost is intended to represent the amount by which the liabi lities will 
increase due to employing active members for one more year. The 2015-16 service cost, 
expressed as a percentage of pensionable pay is 28.5% for RMPP (March 2015 — 23%). 
Payments of £17m were made in respect of RMPP future service contributions at a rate 
of 17.1% (March 2015 - 17.1%) and £2m was paid in relation to 2015/16 in respect of 
enhancements on redundancy in early retirement (a further £1m was paid in respect of a 
balance accrued at the end of 2014/15). There has been a reduction in the surplus due 
to a £lOm difference between the service cost and payments made in respect of RMPP 
future service contributions. 

The net financing credit of £8m, a non-cash item, is reported under finance income and 
reassessed annually. 

Actuarial gains and losses are recorded directly in the statement of changes in equity (and 
not the income statement). The actuarial loss of £5m during the year arose primarily due 
to a decrease in the value of assets which resulted in an actuarial loss of £8m; this was 
as a result of changes in market conditions. This actuarial loss was partially offset by an 
actuarial gain on the Defined Benefit Obligation of £3m, has been caused by an 'experience 
adjustment of liabilities' due to early leavers and lower than expected benefit increases. 

The RMSEPP surplus has decreased to £3m due to actuarial losses of £3m (£2m loss on 
assets, Elm loss on liabilities) offset by contributions paid of Elm. 

The charge in the income statement and cash contributions for the defined contribution 
scheme were £3m in the year to 27 March 2016. 

9.4 Assessment of recoverability of surplus under IFRIC 14 

In order to recognise a surplus it is necessary to prove that the Post Office could recover 
the surplus either through lower future contributions or through a refund. Royal Mail took 
legal advice both before and after sectionalisation. This confirmed that Post Office Limited 
and Royal Mail Plc have absolute rights to the assets left over in their individual sections 
after benefits have been secured if the RMPP terminates. There is no trigger for termination 
in the Trust Deed but that does not mean that the RMPP cannot terminate. It would be 
wound up by the courts, or the Regulator, or when the last beneficiary dies. 
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Towers Watson has calculated that Post Office Limited would be able to recover £139m of 
the £223m surplus in RMPP through lower contributions and the remaining £84m could 
therefore be recovered through a refund together with the £3m surplus in RMSEPP. The 
element of surplus that is recoverable through a refund would be subject to a 35% 
withholding tax charge. Therefore the overall surplus on the balance sheet, (made up of a 
£223m surplus for RMPP and £3m surplus for RMSEPP), has been reduced by £30m to 
£196m. The element that is recoverable through lower contributions has resulted in a 
reduction to the deferred tax balance from £30m at 29 March 2015 to £25m at 27 March 
2016. This has resulted in a credit directly to equity of £5m offset by a debit of £5m 
reported in the consol idated income statement. 
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10. Exceptional Items and Provisions 

This section discusses the exceptional items on the income statement together with 
movements in the related balance sheet provisions/payables. 

10.1 Exceptional items summary 

The following exceptional items were recognised in the consolidated income statement for 
the years ended 27 March 2016 and 29 March 2015. 

2015-16 2014-15 
Exceptional items £m £m 

Government Grants 150 170 

Restructuring costs including postmasters' compensation (283) (301) 

Impairments (136) (141) 

Total operating exceptionals (269) (272) 

Non-operating exceptionals: 

Profit on disposal of oroaerty - - 

Net Exceptional gain/ (loss) (269) (272) 

10.2 Government Grants - In April 2015 the Post Office received grants totalling £150m from 
the Government, (Apri l 2014 £170m) to fund capital projects and transformation. The 
larger amounts utilised in the full year to March 2016 are: £66m against postmasters' 
compensation, £31m against capital spend and £53m against network transformation 
and IT transformation programme costs. 

10.3 Restructuring costs - £200m of restructuring costs relate to Network and Crown 
Transformation. These programmes are being implemented to achieve a major change in 
the network. They include the introduction of new style agency offices and seek to 
improve the profitability of the Crown network. The overal l figure includes £82m (broken 
down in the table below) - Network Transformation and Crown Transformation 
programme costs, £16m onerous property lease costs and £102m postmasters' 
compensation. 

Redundancy costs for the ful l year amount to £29m and include £16m admin ("Wave") 
severance costs, £8m Crown severance and £5m Supply Chain severance costs. 

Remaining restructuring costs include the following. IT Transformation programme costs 
of £30m have increased from £16m in the prior year largely due to £21m of costs 
incurred around the termination of the IBM contract. The remaining costs relate to 
finalising the IT infrastructure and are now decreasing due to the programme reaching 
the next phase where most related costs are being capitalised. 

£l0m of exceptional costs relate to the business separation programme, costs incurred 
in the current year are due to the set-up of new support services and short term support 
contracts. Business transformation programme costs of £9m have been incurred and 
relate to achieving the overall transformation strategy, including the costs of the 
business transformation team and E2m in relation to the Hawk acquisition, Elm of which 
was incurred within the subsidiary company POMS. Additionally costs of £4m relate to 
business transformation payments, £2m for Crown staff for meeting the Crown P&L 
break-even run-rate and £2m for Supply Chain staff for completing transformational 
depot reviews. 
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Surpp .m nta Documents 

Network and Crown Transformation costs (other than Postmasters' compensation) to 
March 2016 were made up as follows: 

Network Transformation Em 

Programme Costs 22 

Investments (e.g. enabling works) 22 

Fixtures and equipment,  non-capital 25 

Other (Legal, Communications, consultation, IT projects) 6 

Total Network Transformation 75 

Crown Transformation 7 

Total 82 
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11. Interest, Cash, Debt, Funding and Hedging 

11.1 Net finance costs March 2016 £5m vs March 2015 £3m 

Finance costs & investment income 

Interest received on investments - UK 

26 March 29 March 
2016 2015 

£m £m 

1 

Total finance income - - 

Interest charged on Government borrowings (2) (1) 

Other finance costs (3) (2) 

Total finance costs (5) (3) 

Net finance cost (5) (2) 

Interest payable on the BIS Loan has increased year on year (2015/16 £2m, 2014/15 
Elm) due to higher draw-down. 

Other finance costs include commitment fees to BIS for the Post Office credit facility, and 
charges to RBS for their note sorting facil ity. 

11.2 Cash, cash equivalents and debt within the balance sheet 

Net cash/debt analysis 

Cash in the Post Office Limited network 

26 March 29 March 
2016 2015 

Section £m Em 

11.3 653 708 

Short term bank deposits 59 93 

Money market fund investments - 20 

Total cash and cash equivalents 712 821 

Loans, repayable on demand or less than 1 year 11.4 (465) (310) 

Total 247 511 

11.3 Cash within the Post Office Limited network (March 2016 £653m vs March 2015 £708m) 

The decrease in Post Office network cash from March 2015 levels can be chiefly attributed 
to the cessation of NS&I products, and associated lower holdings of both cheques and 
debit card transactions. 

11.4 Loans and borrowings (March 2016 £465m vs March 2015 £310m) 

Total cash and cash equivalents decreased by £109m which, ceteris paribus, would have 
decreased the loan by that amount. This decrease is made up of a reduction in network 
cash of £55m (see above) and decrease in cash at bank and Money Market Funds of 
£54m due to more efficient treasury function. 

Government funding of £280m was received on April Pt 2015 which would further offset 
the loan. 

However both these factors were more than offset by Capital Expenditure of £(138)m 
and Exceptional spend of £(276)m due to the transformational projects, so the loan 
increased as outlined above. The remaining difference is working capital movements and 
miscellaneous. 

11.5 Loan facil ities 

At the year end the Post Office had external borrowings of £465m. 
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12. Going concern 

Post Office Limited has net cash and cash equivalents of £712m and a borrowing facility 
of £950m of which £465m was drawn down at 27 March 2016. 

12.1 Background 

On 27 November 2013, a funding agreement was announced providing: 

• Funding of £280m for 2015-16 (received 1 April 2015) 

• Funding of £220m for 2016-17 (received on 1 Apri l 2016) 

• Funding of £140m for 2017-18 

• Extension of the existing working capital facility with BIS up to 31 March 
2018 but at a reduced level of up to £950m. 

State Aid approval for the funding for 2015-16 to 2017-18 was received on 19 March 
2015. 

On 28 March 2012 it was recognised that the working capital facility was no longer 
deemed State Aid. 

The going concern analysis is based on the recent three year plan. 

12.2 Assessment for the Post Office 

The Post Office posted an operating profit before exceptional items for the first time for 
a number of years in 2008-09 and has continued to do so. The 2011-15 plan reversed 
the trend of an increasing Network Subsidy Payment (NSP) and the 2020 Strategy 
continues on the path to a sustainable Post Office supported by a much lower subsidy. 

The 2016-17 budget and three year plan financials have been shown in Table 1, and 
show that Post Office has sufficient cash headroom to continue to trade. The available 
facility has been defined to include network cash, ATM cash, ATM debtor, POCA debtor 
and SGEI cheques in the past but has now been extended, as it has always been 
allowed under the Working Capital Facility agreement, to include uncleared debit/credit 
card payments, short term bank deposits and money market fund investments which 
also meet the definition. Downside scenarios have been overlaid reflecting the lower 
cash flows if the three year operating plan does not materialise. The working capital 
facility was deemed not to be State Aid in 2012 so does not require further clearance 
and is now available (at the reduced level of £950m) through to March 2018. 

The one year funding deal for 2011-12 added the ability to borrow up to £50m from 
other sources, as well as the up to £50m in finance leases previously allowed, which 
would improve the headroom capacity shown if required. 

12.3 Summary conclusion 

Based on the analysis, there is available borrowing headroom until March 2019. Royal 
Mail Plc is a key trading partner with Post Office Limited and, in arriving at the 
conclusion that Post Office Limited is a going concern, the assumption is made that 
Royal Mai l Plc is a going concern or that an alternative mails provider would work 
similarly with Post Office Limited providing a simi lar level of income. Post Office Ltd and 
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Royal Mai l entered into a ten year agreement (Mai ls Distribution Agreement) in 2012 
for the provision of mai ls products through post offices. 

It is bel ieved that Post Office Limited wi ll be able to meet its l iabilities as they fall due 
in the foreseeable future. It is therefore expected that the directors will consider it 
appropriate to prepare the accounts on a going concern basis. 

Post Office Limited Funding Analysis 

Table 1: March 2016 
fm (cumulative apart from free cash flow) 2015-16 2016-17 2017-18 2018-19 

Opening Funds (197) (406) (526) (548) 

Borrowing faci l ities 950 950 950 950 
Restriction due to level of network cash and other security (100) (100) (100) (100) 

Borrowings from other sources - finance leases, bank overdraft etc 
Latest plan free cashflow before assumed non NSP grant injection (359) (260) (92) 9 
Non NSP grant injection per October 2013 plan 150 140 70 
Closing Funds Headroom 444 324 302 311 

Remove NSP beyond 2018 funding agreement (60) 

Adjusted Headroom pre risk 444 324 302 251 

Table 2: Risks, with management actions 
Em fcumulativel 2015-16 2016-17 2017-18 2018-19 

Headroom pre risk (as above) 444 324 302 251 

Risks 
Income growth in 3 year plan does not materialise (20) (64) (148) 
Cost savings from income shortfalls (at 50% assumed) 10 32 74 
Cost savings don't materialise (29) (79) (63) 
Income decline 100% faster than plan (22) (63) (121) 
Cost savings from income shortfalls (at 50% assumed) 11 32 61 

Headroom post risks pre management actions 444 274 160 54 

Management actions 59 92 100 

Sel l Corporation tax losses to FRES 9 17 
Reduce or postpone investment and discretionary opex 50 75 100 

............................... -1................. ....._....._...........---...---...._...................-.........................._.........................._............................. 
Headroom post risk and management actions 444 333 252 

........................ 
154 

Table 1 
This table shows the budget and plan projections for 2016-17 and beyond. It demonstrates 
positive headroom throughout the plan period. 

Table 2 
This table sets out the impact of theoretical downside scenarios if the plan does not generate 
the income streams anticipated or the anticipated cost savings do not materialise. 
There are further actions that could be taken but are not required. These include the sale of 
property. 
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13. Property, plant and equipment and non-current assets held for sale 

13.1 Net Book Values 
The net book value (NBV) of land and buildings, plant and fixtures and intangible fixed 
assets at March 2016 was £53m (March 2015 £10m). Al l assets are impaired on 
acquisition except land and buildings and POMS assets. Movements during the year 
were as fol lows: 

Land Vehicles, 
and plant Intangible Total 

buildings and fixtures fixed assets £m 
Movement in NBV Em Em £m 

NBV at 29 March 2015 10 - - 10 

Add capital expenditure 1 41 137 179 

Less disposals - - - -

Less depreciation (1) - - (1) 

Less impairment (1) (41) (93) (135) 

NBV at 29 March 2016 9 - 44 53 

Intangible fixed assets includes £44m goodwill in connection with the acquisition during the 
year of the general insurance business from the Bank of Ireland. 

13.2 Capital expenditure 

The table below summarises the larger capital items by category: 

WX
Hawk insurance business 44 
EUC programmes 39 
IT Risk & Resilience 29 
Network Transformation 20 
Front Office IT 17 
IT Networks 6 
Digital 4 
Separation 3 
Other 17 
Total 179 
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14.1 Investments in joint ventures and associates 

27 March 29 March 
2016 2015 

£ £m 
Investment in joint ventures 67 67 

Joint ventures 

Post Office Limited's joint venture investment is a 50% interest in First Rate Exchange 
Services Holdings Limited, whose principal activity is the provision of Bureau de Change, 

Post Office Limited's share of FRES' 2015-16 post tax profit was £35m, the same amount 
being received as a dividend during the year, hence no overall movement in the carried 
value in the balance sheet. 
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15. Working capital 

15.1 Inventories (March 2016 £6m vs March 2015 £6m) 

15.1.1 Inventory written off 

The provision for stock write downs and discrepancies is £0.6m (March 2015 £0.5m). 
Shrinkage and obsolete stock written off at year end was £0.4m. 

15.2 Trade receivables (Current) 

Receivables are tabulated below, followed by a detailed explanation of the various 
balances. 

Receivables 

Section 

27 March 
2016 

£m 

29 March 
2015 

£m 

Trade receivables 15.2.1 93 101 

Client receivables 15.2.2 229 162 
Prepayments and accrued 
income 15.2.3 73 106 
Other receivables 15.2.4 14 28 

Total 409 397 

15.2.1 Trade receivables: Current (due within one year) 

Trade receivables 
27 March 29 March 

2016 2015 
£m £m 

Sales ledger 35 22 

Homephone debtors 8 6 

Postmaster debt 5 7 

Uncleared debit, credit cards 35 53 
Bank of Ireland, FRES cost recovery 8 12 

Other 2 1 

Total 93 101 

The largest decrease relates to uncleared debit and credit card receivables which have 
been reclassified from Cash into receivables for both the current and prior years. This 
balance has decreased on account of the cessation of NS&I products. 

29 



POL00030888 
POL00030888 

"E.~pp er* ntary Doc:urnen,s 

IRRELEVANT 
The increase in sales ledger chiefly reflects a higher debtor in respect of BOI (March 
2016: £18m, March: 2015 £8m). 

A profile of the sales ledger within trade receivables is as follows: 

Trade receivables 
27 March 29 March 

2016 2015 

- --- - --- ------ ----- ------- ----- ------ - £ M £ m 
IRRELEVANT 8 

Bi l l payment partners 7 4 

Others 10 10 

Tota 1 35 22 

Ageing of Trade receivables: 

Debtors over 60 days overdue: March 2016 £ni l (March 2015: £nil). 

The Post Office does not have a general risk in relation to bad debts due to the agency 
and business partner nature of our client base. 

15.2.2 Client receivables 

Analysis of client balances at year end is as follows: 

Client receivables 
27 March 29 March 

2016 2015 

---------- -------------- ---------------. - ...._ ...................-.....-................................................ £m - --...................................... . 
£m 

ATM (Bank of Ireland) 128 100 
Card Account (JP 
Morgan) 62 28 
Partner banks 32 25 

Others 7 9 

Tota 1 229 162 

The main increases year on year are within Card account and ATM balances. The 
increase in ATMs is due to period end coinciding with Easter weekend, increasing 
banking activity. Card account increased as customers were able to claim a week's 
withdrawals in advance due to the bank holiday. 
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15.2.3 Prepayments and accrued income at 27 March 2016 total £74m (March 2015 £106m) 

Prepayments and accrued income 
27 March 29 March 

2016 2015 

£m £m 

Accrued income 58 87 

Prepayments 15 19 

Tota 1 73 106 

Accrued income represents the majority of this amount, the larger decreases are due the 
opening balance including £12m retrospective income for POCA relating to 2014/15 and 
which was billed in April 2015, and also opening included £2m for NS&I products. 

Prepayments of £15m represent the remainder of the £74m total. The prepayment of 
telephony take-on costs with Fujitsu is £3m at March 2016 (March 2015: £6m), and 
additionally there is £5m of Computacenter prepaid licence costs (March 2015: £5m). 
Also at March 2016 there is £4m of property cost prepayments, (March 2015 £5m) and 
other prepayments of £3m (March 2015 £3m). 

15.2.4 Other receivables at 27 March 2016 total £14m (March 2015 £28m) 

Other receivables have decreased from £28m (March 2015) to £14m as at March 2016. 
The reduction is made up of: £4.7m debtor for sale of tax losses was received from Royal 
Mail, the £3.8m debtor for NI paid in respect of agency offices transferring to VAT-based 
contracts was received, and the £7m "Ultra" debtor was released and offsets an 
equivalent release in payables. 

Remaining at March 2016 is: tax debtor for losses to be sold to FRES £10m and VAT 
recoverable E4m. 

15.2.5 Non-current receivables at 27 March 2016 £11m (March 2015 £10m) 

This represents prepayments in respect of telephony contracts with Fujitsu. 
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27 March 29 March 
A summary of payables categories is: 2016 2015 

.. ...... . .................... .. ................................... -- . ................................._......................... 
Section 

.......................................... .. 
£m ---..................... £m 

-- .. ---.._............ 
Trade payables 15.3.1 51 30 

Accruals and deferred income 15.3.1 161 160 

Client payables 15.3.2 375 454 

Advance customer payments 39 29 

Capital payables 15.3.1 16 25 

Social security 8 9 
Government grant deferred income 
(NSP) 15.3.4 - - 

Other payables 3 11 

Total 653 718 

15.3.1 Trade payables and accruals 

Trade payables and general, 
capital accruals 

27 March 29 March 
2016 2015 

£m £m 

Trade payables 51 30 

Accruals, GRNI 86 89 
Postmaster, employee pay 
balances 53 53 

Productivity, bonus schemes 15 12 

Others 7 6 

Accruals and deferred income 161 160 

Capital accruals 16 25 

Total Trade payables and 
accruals 228 215 

The increase in Trade payables is driven by an adjustment for uncleared BACS 
payments of £14m which is transferred from Cl ient payables (March 15 £22m, not 
transferred from Client). 

The remaining Trade payables amount comprises of supplier invoices awaiting 
payment, the largest of which was Fujitsu £4m (March 15 Lim). 

Postmaster and employee pay balances are stable and remain at £53m 
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General expense accruals, GRNI (goods received, not invoiced) and capital accruals 
typical ly reflects project throughput of the business. Always a significant amount, 
GRNI accounts for £36m (March 15 £37m) of the total . Finally the reduction in capital 
accruals reflects the slower pace of capital additions in 15/16. 

15.3.2 Client payables 
27 March 

2016 

£m 

29 March 
2015 

£m 

Santander 145 127 
NS&I - 30 
DVLA 18 27 

Util ity companies 10 10 
Bank of Ireland 13 17 

BACS 27 74 
Royal Mail 25 29 

Others 138 140 

Total 375 454 

The cessation of NS&I's products is the main reason for decrease in Client Payables, with a 
further £30m of NS&I included in the March 2015 BACS value, a combined £60m decrease. 
The remainder of the BACS reduction is due to £14m of the BACS adjustment being included 
in trade creditors at the half year and a general reduction in Cl ient Payables. 

The decrease in the DVLA balance represents the decline in payments to the DVLA in branch. 
Customers are increasingly moving towards purchasing directly from the DVLA online. 

The increase in the Santander balance reflects Easter customer transactions, in particular 
business banking. 

15.3.3 Advanced customer payments 

This category also includes specific, non-client, creditors as follows: 

Advanced customer payments 

27 March 
2016 

£m 

29 March 
2015 

£m 

Advanced customer payments 7 1 
Postal order liabil ity 11 12 

Drop and Go 1 1 

Gamma 4 4 
Telephony credit balances 4 4 
Homephone line rental advance 
payments 10 7 

Other 2 - 

Total 39 29 
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The largest movement in advanced customer payments (£5m) relates to an increase in Bill 
payments driven by the timing of invoicing to customers and correction of Transcash 
invoices. Additionally Homephone Line rental advance payments have increased by £3m due 
to higher customer numbers, price increases and re-phasing of bill ing. 

The Postal order liability reflects a creditor for uncashed Postal orders. Postal orders are 
valid for 6 months but the liabi lity has been retained at 12 months reflecting that they would 
normally be honoured up to this date. 

15.4 Payables: amounts due after one year 

Payables due after one 
year 

27 March 29 March 
2016 2015 

Em £m 

Rent-free incentives 
Bank of Ireland deferred 
income (Gamma) 21 28 

Total 25 30 

The rent free incentive creditor relates to buildings with an initial rent free period where the 
cost are over the life of the lease is spread evenly. Over half of the balance relates to 
Finsbury Dials (£1.6m). 

IRRELEVANT deferred income concludes in financial year 2022-23 and is recognised in 
dine with ----reed amortisation schedule. The final instalment of £2m was received early in 
2015/16. 
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16. Provisions 

Provisions (March 2016: £163m vs March 2015: £150m) 

Crown 
Conversion Network 

Vacant/ Transformation Other 
Onerous £m Em 

leases Total 
£m £m 

At 29 March 2015 7 127 16 150 

Transferred 
Charged/ (released) in 
operating exceptional items 
Charged as discontinued 
operation 
Charged/ (released) in 
operating costs 

Utilisation

At 27 March 2016 

1 1 

16 102 33 151 

3 3 

4 4 

(5) (95) (42) (142 

18 134 15 167 

Disclosed as: Current 151 

Disclosed as: Non-current 16 

The Network Transformation provision relates to compensation payments due to 
postmasters who have signed up to the new contract terms or for a termination payment. 
However due to an error being identified in the calculation the opening provision was 
restated to £127m (formerly £40m). 

Crown conversions at March 2016 relate to leasehold property costs for Crown branches 
franchised, mainly to WH Smith, and which have been vacated. The exceptional charge 
taken at half year is due to a fresh tranche of such properties which will be franchised at 
some point in the foreseeable future — a recent communication identified WH Smith as 
the partner for the majority of these properties - but which are not currently vacated 
and where the property costs are considered onerous. 

Included within Other provisions is a severance provision of £3m (March 2015: £2m), 
Bank of Ireland sales capabil ity investment (Eagle provision) £2m (March 2015: £1m), 
personal injury and motor accident claims of Elm (March 2015: Elm), a NFSP l iability of 
Elm (March 2015: Enil), and a POMS provision of Elm (March 2015: £nil). 

POL's mobi le product was treated as a discontinued operation and a provision in respect 
of supplier termination and project closure costs was charged exceptionally at £3m. 

Finally the total for Other provisions includes Elm for a legacy dilapidations liability 
(March 2015: Elm). The main reason for the balance being down on opening is due to 
the provision for DWP historical overpayment of £11m being settled in full in the year. 
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17. Litigation and Claims- Potential Claims regarding Horizon 

Background

17.1 Post Office Ltd has received various claims from postmasters (PMs) al leging defects in 
the Horizon system and Post Office's internal processes. 

17.2 Following discussions with James Arbuthnot MP and the "Justice for Subpostmasters 
All iance" (JFSA), in July 2012 independent investigator Second Sight Support Services 
Ltd (Second Sight) was appointed to carry out a review of these claims. 

17.3 On 8 July 2013, Second Sight published a Report finding shortcomings in Post Office's 
internal training and support to PMs on the Horizon system, but no systemic problems 
with Horizon itself. 

17.4 Following Second Sight's July 2013 Report, on 27 August 2013 Post Office launched a 
Complaint Review and Mediation Scheme aimed at understanding and resolving 
individual complaints made about Horizon. 

Mediation Scheme 

17.5 The Scheme received 150 applications, 136 of which were investigated in detail (the 
remainder being either ineligible or swiftly resolved). The cases have now all 
progressed through the Scheme, which was formally closed on 31 March 2016. 

Political Activity 

17.6 The Scheme and allegations concerning Horizon have been the subject of 
Parl iamentary debate, most notably the Westminster Hall Debate on 17 December 
2014 and BIS Select Committee hearing on 3 February 2015. 

17.7 There has been no recent significant political activity. Post Office teams continue to 
work closely with BIS officials and ministers to keep them appraised of developments. 

Legal Activity 

17.8 A Claim Form in Bates & 90 Others v. Post Office Limited, Claim No. HQ16X01238, 
was issued the in the High Court, Queen's Bench Division on 11 April 2016. The first 
named Claimant is Alan Bates of the JFSA. 

17.9 Post Office is not yet required to take any action in response - the Claim Form has not 
been served on Post Office, and no Particulars of Claim have been provided. The 
Claimants have unti l 11 August 2016 to serve the Claim Form. 

17.10 The Claim Form sets out the name of the 91 Claimants and brief details of the claims. 
Beyond asserting multiple legal causes of action and that the Claimants "expect to 
recover more than £200,000", very little information has been provided about the: 

- factual basis for the claims; 
- purported commonality between the claimants; or 
- damages sought and how they are to be quantified. 

17.11 Further detail of the claims have been provided in the"Letter of Claim", which Post 
Office received on 28 Apri l 2016. The legal team are currently reviewing the 
document. 

17.12 The Claimants' solicitors (Freeths LLP) have offered to mediate the disputes. Post 
Office is reserving its positon on this until it better understands the claim. 
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17.13 Post Office agents may seek to rely on the Bates action to dispute repayment of 
shortfalls in branch cash holdings, e.g. in defence to BAU debt recovery action. 

Media Activity 

17.14 The Scheme and allegations concerning Horizon have been the subject of significant 
media coverage, most notably the BBC Panorama programme "Trouble at the Post 
Office" broadcast on 17 August 2015. 

17.15 There has been no recent significant media activity. Post Office teams continue to 
manage media and communications activity. 

Regulatory Activity 

17.16 Post Office is engaging with the Criminal Cases Review Commission (CCRC) in relation 
to 24 applications made by former PMs seeking a review of their convictions. The 
CCRC can refer a case to the Court of Appeal if its review identifies new evidence or 
legal argument which gives rise to a "real possibil ity" that the conviction would be 
overturned on appeal. 

17.17 Post Office's Legal team is liaising with the CCRC so as to comply with its statutory 
obligations under the Criminal Appeals Act 1995, and continues to provide very 
substantial documentation to the CCRC for review. Although the CCRC has said it is 
nearing the end of its investigations, there is no estimated date for completion. 

17.18 Post Office also received 49 simultaneous"Data Subject Access Requests" (DSARs). 
Post Office has substantively responded to all these DSARs and concluded this work 
stream. DSAR applicants can formal ly complain to the Information Commissioner's 
Office if they are not satisfied with the response they receive. To date, no such 
formal complaint has been made. 
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18. Taxation 

18.1 Income statement 

A breakdown of the tax credit for the year is shown below: 

Corporation tax credit for year (9) (10) 

Tax under provided in previous years - (7) 

Current tax (9) (17) 
Deferred tax credit relating to the origin and reversal of tempora 
differences 2 (9) 

Effect of change in tax rate 3 - ........._......_ .................. ...... .. 
Income tax credit reported in the consol idated income statement (4) (26) 

A deferred tax credit of £25m was recognised in the year to March 2015 in relation to 
the retirement benefit surplus as a proportion of this surplus was considered to be 
recoverable through future contributions. An equal and opposite entry was recognised 
through equity. In the year to March 2016 the proportion of the surplus recoverable 
through future contributions decreased and therefore a deferred tax debit of £5m has 
been recognised to account for the deferred tax effect of this. 

The corporation tax credit for the period of £9m represents the losses that we expect 
to surrender to FRES through consortium relief for the period. 

POL has significant tax losses that are available for offset against future taxable 
profits. It also has unrecognised deferred tax assets relating to fixed asset timing 
differences. These tax losses/deferred tax assets could be recognised in the future 
should suitable taxable profits arise. The tax losses/unrecognised deferred tax assets 
means that the Group should not incur any tax charges for the foreseeable future. 
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19. Impairment 

Post Office Limited (POL) was loss-making at its inception in 2001 and has impaired the 
majority of non-current assets in all years since 2002/3. POL has continued to impair 
assets on the basis of operating losses (excluding Network Subsidy Payment), net cash 
outflows and the reliance on Government support and funding. 

IAS 36 requires annual impairment tests where there is any indicator of impairment. The 
principle is that the assets are carried at no more than their recoverable amount (the 
higher of the amount which can be realised through the asset's use or sale.) An asset's 
recoverable amount represents the greatest value to the business in terms of the cash 
flows that it can generate. 

As noted above, since the inception of POL some assets have been impaired as a 
combination of ongoing losses, cash outflows, and reliance on the government have 
meant that value in use is £ni l i.e. that the assets are not generating cash flows, and fair 
value less costs to sell are £nil as the assets are not considered to be readi ly saleable due 
to their use being specific to POL (for example Horizon system and cash collection 
vehicles). 

This approach is consistent with IAS 36 which includes a number of indications of 
impairments including forecasted operating losses or net cash outflows as well as any 
indicators that are relevant to specific business circumstances. 

Asset categories are considered separately below: 

19.1 Property, plant and equipment excluding freehold property, long leasehold property and 
land 

These assets have a relatively short useful life (between 2 and 15 years) and are impaired 
in full. 

19.2 Freehold property, long leasehold property and land 

These assets have a long useful life and have a clear market value and could be sold, 
these assets are not impaired but are instead depreciated on a straight l ine basis over 
their useful lives: 

Range of asset lives 

Land and buildings: 
Freehold land Not depreciated 
Freehold buildings Up to 50 years 
Leasehold buildings The shorter of the period of the lease, 50 years or the 

estimated remaining useful l ife 

19.3 Intangible assets with a finite useful l ife 

In POL all of these assets are software, the have a short useful life of between 1 and 6 
years and are impaired to zero. 

19.4 Intangible assets arising on acquisition or with an indefinite useful life 

These assets are considered for impairment individually but are not automatically 
impaired. Goodwi ll is considered separately below. 
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19.5 Goodwill 

Goodwill is initial ly recognised at cost, being the excess of the aggregate of the 
consideration transferred and the amount recognised for non-controll ing interests, and 
any previous interest held, over the net identifiable assets acquired and l iabilities 
assumed. 

After initial recognition, goodwill is recognised at cost less any accumulated impairment 
losses. Goodwi ll is tested for impairment annually as well as when there are any 
indicators of impairment. 

Goodwill held by POL Group at 27 March 2016 relates to the Hawk acquisition, a ful l 
impairment review has been carried out and due to Post Office Management Services 
(within which this Goodwill sits) being profit making, cash generative and forecast to 
continue to be so no impairment is considered necessary. Further to this the Goodwill is 
based on purchase price which was based on an external valuation, purchase was within 
the second half of the financial year. 

19.6 Non-current assets within subsidiaries 

Subsidiaries are considered separate cash generating units and the need for impairment 
of assets is considered within the subsidiary and is dependent on whether indicators of 
impairment exist within that subsidiary. At a Group level the impairment is adjusted on 
consolidation to be in line with Group policy. 
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Audit and Risk Committee 
Post Office Limited 
20 Finsbury Street 
London 
EC2Y 9AQ 

Dear Members of the Audit and Risk Committee 

Audit Results Report 

We are pleased to present our Audit Results Report for the forthcoming meeting of the Audit 
and Risk Committee. This report summarises our preliminary audit conclusion in relation to 
Post Office Limited's financial position and results of operations for the 52 week period ended 
27 March 2016 ("the period"). 

The audit is designed to express an opinion on the Post Office Limited ("Post Office") Group 
and Company financial statements for the period ended 27 March 2016 and address current 
statutory and regulatory requirements. This report contains our findings related to the areas of 
audit emphasis, our views on Post Office's accounting policies and judgments and material 
internal control findings. 

This report also contains our preliminary summary of audit differences, communications 
regarding our independence and a summary of communications we are required to make to 
you. 

This report is intended solely for the information and use of the Audit and Risk Committee, 
Board of Directors and Management. It is not intended to be and should not be used by anyone 
other than these specified parties. 

We welcome the opportunity to discuss the contents of this report with you at the Audit and 
Risk Committee meeting scheduled on 19 May 2016. 

Yours faithfully 

Peter McIver 
Engagement Partner 
For and on behalf of Ernst & Young LLP 
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Overview 

Status of the audit 10 

Significant accounting and auditing matters ~. 

Summary of audit differences

Control themes and observations

E es 

A— Independence report

B — Management representation letter 

C — Required communication to those charged with governance 
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This overview Is intended for use as an outline agenda for our discussion at the Audit and Risk Committee meeting to 
be held on 19 May 2016 and includes a summary of our principal findings. Further details are contained within the main 
body of this report. 

We conducted our audit for the 52 week period ending 27 r,larch 2016 in accordance with International Standards on 
Auditing (UK and Ireland) in order to provide reasonable assurance that your financial staternents are free of material 
misstatement, as set out in our engagement letter dated 22 January 2016. 

Status f the audit (page 10) 

A states• of our work is included on page 10 We will provide the Audit and Risk Committee with a verbal update on the 
:trocgres s and conclusion of our audit at its meeting on 19 May 2016. 

We trave recalculated our materiality based on 1 %3 of actual revenue as per draft Group Consolidated Financial 
Statements, We did not identify significant changes compared to the materiality communicated to you in our Audit 
Planning Report dated 17 March 2016. 

The overall rnaterwi ty used remained at £10.8rn. Our performance materiality was set at 50% of overall materiality 
and was ;~5 ho. Our reporting threshold for audit differences remained at £542k, 

There were no charges in our audit scope compared red to that which was communicated in our Audit Planning Report 
dated 17 March 2016. As explained in our Audit Quality Etrihaancernenl:s paper dated 19 April 2016, we re-considered 
our audit approach in response to the identified significant risks. 

Significant accounting and auditing matters (page 12) 

We focused on accounting and auditing : €paters identified as significant for 2016 audit. We summarised the key areas of 
focus anal arel;na:rsar;- t€nd€ngs trams our audit procedures oertorrr:ed as of 12 May 2016 below, 

Significant risks (page 13) 

to Completeness of Postmasters Compensation Provision (£134m): As a result of our audit procedures, we 
identified art understatement of Postmasters Compensation ;3rovision by £1 Om. This understatement relates to 56 
Post Office branches which are currently "being engaged', based on the average compensation of £17,396 per 
branch being forced to leave the network This judgmental adjustment has been recorded by Management. No other 
significant differences were Identitred 

0- Revenue recognition across diverse range of revenue streams (£1,111m): As a result of our audit procedures, 
we are satisfied Thal revenue for the group is rnalerially correct and has been recognised in coca oliance with group 
policy and IFRS. 

Classification of exceptional items relating to transformation (£263m) and utilisation of Government Grant 
(£150m): As part of our audit procedures. we concurred with Management's classification at exceptional items being 
consistent with group policy and IFRS. As part of our test of details we identified the following judgmental 
differences: 

- an understatement of a provision related to the IT Support services provided by Royal Mail Group to Post Office post 
separation under Master Services .Agreement. The total amount of understatement is £U.Sm. This adjustment has 
now been recorded by Management; 

an overstatement of accrual balances related to Network Transformation: Protect Enah ing Works (62.7m) older 
than 12 months and Operational Business Change `'OBE") (£1.2m) older than 6 months. Based on previous 
experience and historical data we would have expected these balances are utilised within respective period, 
therefore proposed to reverse these accruals Tone hove both boson  adjusted by 1M1anaj•eracent. 

Risk of management override around estimates and judgments: We have performed various procedures to 
address the risk of fraud a and rnaraagernent override throughout our audit focussing on revenue recognition, 
completeness of Postrn,, ste s compensation provision, areas susceptible to judgements and estimates and unusual 
transactions. No issuer were identified. 
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Other areas of audit focus (page 22) 

Horizon Subpostmasters Claim; As part: of our discussir«n with the Group Chief Financial Officer and the Group 
Legal Counsel we understand that Post Office Limited have received a formal Letter of Claim from Freeths 
Solicitors on behalf of 9 applicants on 2.8 April 2016. We have received the copy of this letter. it contains a number 
of afegwations made against Post Office. We understand that them:, is no quantification of the claim for damages at 
this point of time. At the date of this report Management are in the process of reviewing this letter and wil prepare 
the necessary response and the litigation strategy_ There is no provision recognised as at 27 March 2016 for this 
claim. The financial statements now inciude a generic contingent liability note regarding receipt of such claims, 
stating no material impact is erected. We will update our assessment as part of subsequent events review 
procedures performed up to our sign-off date. 

IRRELEVANT 
Pension valuation and accounting (net surplus £196m): As part of our audit procedures, we are satisfied with 
Management's assumptions used for pension liabil ityvaluation, being within the acceptable range. At the date of 
writng this report we are yet to finalise our audit procedures in relation to pension plan assets valuation. In 
February 2016, Post Office commenced a farm€:al consultation with active members Land their reiureser€ atw'es? of 
the (Post Office section of the Royal Mail Pension Plan ("RIMPP") with regards to the potential closure of the RMviPP 
to future accrual with effect from I September 2016. The closure ;s subject lo the outcome of the pensions 
consultation and no final decision will he made until the forma=: consultation 's comsleted. The proposed cios..rre will 
also rer:juire consent of the Trustee of the RMP=. This closure, if it occurs, could affect the pension average pay in 
the 20'ib/'17 financial year. 

IT and SAP CFS (Core Finance System): We engaged our EY iIRA team to assist us in testing of IT General 
controls over in-  scope, IT applications for 2016 audit. This includes HNGX, POLSAP, SAP CFS and SAP HRP. We 
identified user access comes for POLSAP and SAP CFS. We instructed Management to perform alternative 
procedures to validate whether access maintained by the users of these two applications was appropriate 
throughout 20'i 5/i 6 year. As at the date of this report this analysis is yet to be finalised. 

Supply Chain Restructuring (Project Iris): We discussed with he Supply Chain Director and the Network & 
Sales Finance Pirec or ;he timing of the Suppl y Chain Restructurirr<l project. Post Office Limited Management is 
preparing a detailed msiructuring plan aria consultation which is to be completed by 19 May 2017. We reviewed the 
Project Iris timetable. and the Board of Directors minutes, Based on our audit procedures performed we are satisfied 
with Management's conclusion that there is no restructuring provision obligation as at 27 March 2016. 

Our detailed comments and the results of our audit procedures on these items are included on pages 22 to 25. 

'csr O€fire L:-R: et 20w Audi kosuits Repot 

,?cast Office t'e arrt2r91i;,ai1€f 501 of 557 



POL00030888 
POL00030888 

Summary of audit differences (page 27) 
As at the date of this report, we have not identified any unadjusted audit differences above our reporting threshold of £542k 
for the year ended 27 March 2016. We summarised the audit adjustments identified as part of our audit which have been 
now recorded by Management on page 27. 

Control themes and observations (page 29) 
Our preliminary control observations and recommendations have been documented on page 29. These are currently being 
discussed with Management. We will be summarising our final observations in Management letter as there continues to be 
opportunities for further consistency and efficiency of processes and controls across the business. 

Independence (page 32) 
We consider ourselves to remain independent and objective. Please refer to our independence report in Appendix A. 

Audit Opinion 
Subject to finalisation of our audit work, we expect to issue unmodified audit opinion. 
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The audit is well progressed with our procedures now primarily focussed on the audit of the financial statements and 
certain balances. Our audit work in respect of the opinion on Post Office Limited consolidated financial statements is 
substantially complete. The following items relating to the completion of our audit procedures were outstanding at 
the date of drafting this report. We will provide the Committee with a verbal update at its meeting on 19 May 2016. 

Review of the final version of front end' of the annual report including review of 
aspects of the Directors' Remuneration Report, Chairman's and CEO's 
statements and completion procedures thereon; 

• Review of directors' emoluments disclosures once final bonus outturns 

Annual report and confirmed; Management and 
accounts • Review of the final version of back half including comments on financial EY 

statements and disclosure notes; and 

• Detailed review of subsequent events; 

• Financial statements to be approved by Management and the Audit Report to be 
signed by EY. 

Postmasters' • Finalisation of audit documentation upon receipt of remaining supporting Management and 
Compensation Provision documentation as part of our sample selected for testing. EY 

Exceptional items • Finalisation of audit documentation upon receipt of remaining supporting Management and 
documentation as part of our sample selected for testing. EY 

Pension plan assets • Follow up remaining pension plan assets confirmations; Management and 
confirmations • Review and follow up the differences with confirmations received (if any). EY 

• Finalisation of alternative procedures to support the appropriateness of user 
IT Audit access for SAP CFS and POLSAP; Management and 

EY 
• EY to review analysis prepared by Management. 
• Follow up on comments provided to date; 

Corporate tax • Review of final corporation tax supporting files and corporate tax financial 
Management and 
EY 

statement disclosures.

To be completed through to the date of our audit opinion on the Group and 
Subsequent events Company financial statements (matters to be updated include: enquiries of Management and 
procedures Management, review of latest management accounts, unrecorded liabilities testing EY 

and board minute review to date of signing). 

Management and 
Letter of representation 

To be signed/ dated contemporaneous with our audit opinion on the Group and Audit committee 
Company financial statements, which is anticipated to be in June/July 2016. 

• Finalisation of audit documentation upon receipt of remaining supporting 
documentation as part of our sample selected for testing; Management and Journal entries testing Follow up on queries to Company in relation to journal entries selected for EY 
testing. 

• Follow up on final signed deliverables from PwC FRES component audit team; 

FRES - Interoffice • Review of PwC component team's working papers for FRES audit. 
EY reporting deliverables 

Goodwill impairment Finalisation of EY review of Management's assumptions for analysis of CGU's Management and 
analysis identification and impairment of goodwill. EY 

Going concern EY to finalise the review the Management's going concern assessment Management and 
assessment EY 

io 
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Where there are significant transactions or matters arising during the year we have performed our audit 
procedures on these items as they arise. Our year end report only deals with new and open items. We have 
summarised below the key financial reporting matters that we have previously considered and reported to you 
during FY2016. 

Accounting and auditing matters subject to sgnficant judgements and 
estimates 
Management is required to disclose significant estimates and judgements in the financial statements. The 
followinng outlines the basis for our assessment of the level of subjectivity involved in aaccount,ing matters reported 
to 'vou 

Level of subjectivity 
THs rating acotes only to signrlicant gist rt tes and indicates the level of subject:vity in the estimate as well as the 
el ahi:ity of the underlying data used to dev eloia the estimate. 

High Estrnatsmnvolves si nit :cam tj'A ernertt and r made wth ddeve ifia''. ie nistoricel expel ienee, 
current trend nforrnation or market and in< u'try rcrnpart ve information. 

Medium Estimate still invokes some judgement send is made wah verifiable historical experience, 
current trend information,  or market ket industry comparative infcrmst on. 

Low Estimate involves li mited iuc. er: ent and is made  . .ti, verkebie historical experience, current 
trend infcrmation. or market industryj comparative iflforrnatlon. 

The following dashboard' summarises the significant accounting and auditing matters set out in this report. It 
seeks to prov de the .Audit Comm ittee with an overview of the subjectivity involved based on the above criteria. 
'The detail of each incc,ounl rtg matter is set out after the dashboard. 

Corn pl t ness of Postmasters Compensation Provision` (page '13 Higtr 

Revenue recognition across diverse range of revenge streams` (page 14' Mediarrt 

Classification of exceptional items relatng to Transformation and utilisation of High 
Government Grant' (page 151 

Irnp<a:rrrrertl of fixed assets and intangible assets, inciud 3g goodw Il (pa g `19) Medium 

Pension valuation (page 22) f:'1 ed iu rrt 

* Identified as a significant risk under International Standards on Auditing and communicated in our Audit Planning Report in March 2016 
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Significant risks 
In our Audit Planning Report we identified four areas of audit risk that we deemed to be significant in the context of 
our audit of Post Office Limited. Auditing standards define significant risks as those with a high likelihood of 
occurrence and, if they were to occur, could result in a material m isstatement of the consolidated financial 
statements. These significant risks are discussed below. 

1. Completeness of Postmasters Compensation Provision of £133rft (2016. £127m) 
In August 2015 Management of Post Office L',n€ ',ted ('°POL') identified that the Provision for Postmasters` 
Compensation had not been fully recognised in the financial statements for the half year ended 28 September 2014- 
and for the year ended 29 March 2015. The total amount of €esl:ate:roc::t1: recognised was £87 n'lii£ ra and f.67 
million for the year ended 29 March 2015 and the h aif year ended 28 September 2014 r spectively We cunnu. r id 
with the accounting treatment of prior year adjustment and toe amount of restatterro nt recognised. 

We have assessed the compl leness of Postmasters Compensation Provision as a fraud risk ras defined by 
auditing standards) and thus as a significant risk (as fraud risks are also significant risks), Our focus has been 
specifically on the corn .aletenesss of the provision recorded as at 27 March 2016. As parr of our audit >rocedures we
noted that Management recorded; a ' 123rri additional charge, which was offset by £'95m payments made during 
the year and a release of provision totall ing £21 m (a:: explained below). The net provision now stands at .I34m. 

127 

47 
7c 

123 

(45) 

(491 

(95) 

(21) 

34 

In order to address this risk we performed our planned audit procedures as follows. 

To ensure that every branch has been accounted for and that the Postmasters' compensation prov.si n 
corraplete, we have performed an independent reconciliation cf 1004% of the branch copulation. Thin evolved 
checking the status of each of the 12.471 branches at 27 March 2016 and understanding the journey they have 
made since the half year. We compared this to Management's results and used this to identify anomai es and 
challenge the provision analysis provided by Management. We have satisfied ourselves that the movement in 
the journey of the branches is reasonable. 

To ensure that every branch in the Post Office Network is classified correctly, we have independently 
categorised each branch into their categories into a specific type of journey al: 27 March 2016, based on their 
individual attributes and challenged Management's assessment by comparing results. No exceptions were 
identified. 

To vouch the attributes and classification of the branches in the network we selected a sample of 594 branches 
and c:her:'ked supporting documentation to check that where a provision is applicable, it has been recognised 
in the correct period by obtaining the signed contracts and checking that the dates of the signed agreements. 
We checked thaai: branches selected for testing are not duplicated in any other category. Where we identified 
unusual items or categories, these were comnaiunicated to Management and adjusted where necessary-
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1. Completeness of Postmasters Compensation Prov&on of £134m (2015: £1.27m) 
(cony) 

To check the valid:ty and accuracy of POL's records we selected a sample of 50 Conditional Resignation Pack 
(CRP) contracts and checked dates for correct cut off and sign off. We also faced the contracted amounts of 
these CRPs per POL's records to PO)LL's cash utilisation reccncation and bank statements, showing the 
amount being settled post year end. 

To further gain assurance on the completeness of the exceptional items charge we have challenged 
Management's charge by performing a ree sonahieness test on each category of the Postmasters corn ptensatiori 
elements by comparing costs incurred to date against budgeted costs and estimated costs to corn raalete for the 
various programmes. This involved understanding the number of open proiects and how the est mated costs to 
complete are computed. At the date of this report this work is still n progress 

We have had held discussions with the Director of Network (Sharon Bull) and other senior non finance members 
of the organisation to improve our knowledge and understanding of developments that could impact the 
Postmaster compensation provision and the progress the transformation is making against its planned targets, 
this enabled us to corroborate our testing results and Management explanations 

We have performed an unrecorded liabilities test on 100% of the subsequent cash payments to Postmasters 
made post year end (for April 2016). This was done by checking that all payments to Postmasters made post 
year end are included in the provision at year end and we are ow independently sampling 25 selected 
payments for May and June months post year end to actual bank statements. At the date of this, report this work 
is still in progress. 

We have not identified any material differences as part of our test, with the exception of the following: 

As a result of our audit procedures, we dentified an understatement of the charge for Postmasters 
Compensation provision of £1.Om, This understatement relates to a group 56 Post Office branches identified by 
Management as currently "being engaged"_ Following discussions with Management we understood these 
bra•7coed are likely to esull in compensation once engagement concludes and therefore should be provided For 
as at 27 March 20':x. We determined tne. LiOrn .raiance based on tyre average compensation of 617,300 per 
brancrr included witiun Fixed Pay Corrapensat:on tl PC). The FPC- branches are those branches which had not 
confirmed to POL that they were to convert nor leave the Network and so were being forced out of the Network 
by POL.. This judgernental adjustment has now been recorded by Management No orher significant differences 
were identified and this has been corrected by Management and is included in the provision of £134m. 

As part of our audit procedures, we identified that in the second half of the year following a detailed analysis and 
new information received, Management released part of the provision totalling £21 rr€. 

This represents Management's best estimate of the release to account for Post Office branches now unlikely to 
convert. These oranc.hes were advertised as leavers n the prey:ou , period and the Post Office has now not been 
able to find a replacement. The Postmasters resignation obligation is conditional on Post Office finding a 
repiacernent. This, detailed analysis was performed by Management and resulted in 501 branches derilified as 
being unlikely to con°vest. 

This is in line with Management's expectation as the original programme was set out to transform up to 8,000 
branches (non-community and non-pilot branches), which has been subsequently revised down to 7,500 
branches due to Management's expectation that they will not be able to find a replacement for 500 branches. 

o Management have put together a task force for the first half of FY $0f 7 to 'furttm'r assist in finding replacements 
for these branches. At this stage, Management has predicted that it would sensible to reduce the provision for 
leavers payments by around 250 leavers, even considering a high success of the task force, management 
expects there to still be at least 250 unpiaced branches. 

We acknowledge that this is an area of judgement and it illustrates the difficulty to assess this Postmasters' 
Compensation Provision. We recorrrmend that. Management performs regular review of the assumptions applied 
and revise accordingly when new information become available. For the purposes of 2016 audit we concurred 
with Management's assumptions to assess the amount of provision release. We will update our testing of the 
reasonableness of this assumption as part of subsequent events procedures. 
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2. Revenue recognition across diverse range of revenue streams ( 1y111m) 
The Company continues to se l a large Variety of prnductsiservices across a nurn:ber of revenue streams. Most of 
these revenue streams will have their own specific rates, cornmissions and calculations for allocating the amount 
of revenue owing to Post taffce, which are defined in the spechic underlying contraacts. 

As detailed in our planning board report, the main risk associated with the diverse range of revenue streams is 
ensuring the correct contractual terms are being, applied to the revenue lines. We also note that reward and 
incentive schemes based on achieving profit targets may place undue pressure on Management to achieve 
revenue forecasts. We have therefore identified revenue recognition and management override as a significant 
and fraud risks both of which impact our revenue test'ng. 

The main focus of car testing to address the risk of revenue recognition is summarised as follows: 
,7e performed rme.F system 'dai£.throughs over POLe revenue lines ad also perfc me:l d tale rt test of controls 
work on those revenue iim,.,s. tuft test nc in,,,yolveO checking corr;:ect contractual rates and volumes data in their 
cak,ula ion s. 510 sores were e identlt£_'d and we have laiven a t CYh4-based ez;? l€..rach'to at revenue lm es 

We performed detailed testing on over 19 key customers giving us a coverage totalling 95p% of the group 
revenue Our detailed tests included checking that revenue rates and commissions for each revenue lino: is 
being appropriately applied in accordance with the terms of the relevant sales contracts. Further we checked 
all revenue transaction with these key customers back to invoice and cash receipts. 

Where a revenue estirnale is rr€ade> for a revenue line for a month prior to actual sales volumes and billing 
reports being avalable, we have checked invoices subsequently posted in order to check that adjustments 
were made for the estimated revenue figure to reflect the actual sales for all periods tested. 

Our audit procedures also considered the accounting treatment for significant products or revenue streams 
where applicable by reviewing all new significant revenue contracts and any c,rranges to existing contracts with 
customers. We did not: identify any exceptions in relation to Management's ;atspl ';r=ration of its revenue 
recognition policy. 

To ensure that revenue has been included in the correct oeriod. in addition to the procedures above, we have 
periormed detailed out-off procedures over revenue postineos before and afler period end, and checked that 
the amounts recognised as revenue are appropriate, and that where appropriate they I,ave been correctly 
recognised in trade debtors, accrued revenue or deferred revenue in the appropriate period. 

o We also examined the fluctuations of revenue against budget and prior year by corroborating variances to the 
relevant evidence obtained through our other testing procedures. In addition wrtere appropriate we have 
corroborated Management's explanations for movements using our knowledge of developments in the 
industry and business. 

Post Officer Management Services Limited ("POMS) is a full scope component and a fully owned subsidiary 
and ccrrprises £30rrr (3%) of the POL Group revenue. We performed similar audit procedures on the POMS 
revenue to the procedures performed above for POL sample, which included 55 key items with a coverage of 
99t %; of total PONIS rev mule. No issues were ictenl fie{d. The materiality used remained set at £32.:::x ,000 and the 
performance mater ality at 50'%t of overall materiality ( 161 SOO 

Based on the procedures performed, we conclude that revenue, accrued income and deferred income balances 
for the FYI 6 financial year are appropriately stated. 

3. Cassfflcaflon of excepdonaexceptional items relating to ° ransformation and utillsat)on of 
Government Grant 
Post: Office is executing a Transformation across its network in order to modernise it as part: of the overall 
stratecy to make the Post Office competitive for the future. This one-off programme is expected to continue until 
FY201 7-18 'vanagement mole Islet the costs of Network Transformation are exceptional in nature given that a 
branch rrodcrrrisation c€'ograrnrre of this scale has not been carried out before. As such, Mariagerrrorat =believe 
this requires separate presentation en the face of the Income Statement to allow a better understanding of 
financial performance in the year. 
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3. Classification of exceptional items relating to Transformation and utilisation of 
Government Grant (contVd) 

In addition, the Department of Business, Innovation & Skills (3I5') provides a government grant to POL to 
subsidise network transformation expenditure, agents compensation and related capital expenditure. POL offsets 
this government grant against the related expenses in the e<ceptionals section of their Income Statement, in line 
with IAS 20 Government Grants. 

Please refer to the table below for the details on exceptional items recorded for 2016 year: 

Network Transformation costs 3 1 (75) (73) 

Agents Compensation 3.2 (102) (154) 

Network transformation including 
(177) (227) subpostmasters compensation 

Crown Transformation 3.1 (23) (10) 

Redundancy 3.3 (29) (25) 

Separation 3.4 (11) (8) 

Total Network and Crown transformation costs (240) (270) 

IT Transformation costs 3.5 (30) (16) 

Business Transformation Programme 3.6 (9) ( 12) 

Business Transformation costs (4) (1) 

Other - (3) 

3.1 Network Transformation (75m) and Crown Transformation costs (&23rr1 

Lae Network Iran€eforrnation and Crown Transformation costs are atNbutable to the modernisation of Post 
Office's existing hranclae:s as part of the transformation programme_ 

The network transformation has reached approximately 75% of completion, tracking in line with budget. 

Management note that the costs of network and crown transformation are exceptional in nature given that a 
branch modernisation programme of this scale has not been carried out before and it is not treated as business 
as usual within the Post Office We agree with Management's conclusion that this transformation is significant in 
nature, and an one off event, subsidised by the government grant (also an exceptional item) and therefore is 
appropriately presented on the face of the income statement to allow a better understanding of financial 
performance in the year. 
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3. Classification of exceptional items relating to Transformation and utilisation of 
Government Grant (cont'd) 

31 Network Transformration (75m) and Crown Transformation costs (23r ) (cont'd) 
Sohetantive audit procedures performed: 

n :arld.t.. ss to r. cr..,:ons hold whO banaqement ore part of our audit prorredures we have also had held 
drerruosrons veto the T} r ctor ci Networo • 7  3 n Boil; and di-3e- senior non frnorrroe members of the 
c' an at err to '.nprove our knowledge and U,n derst: nd n g of develic.p rmente that coo impact the both the 
Network and Ca rowr: t _t€rslormis<al car: e air ma odor r rtr.a how t ( tack r t to plan. This, has coo bled us to 
corroborate our tooting results end Ma rcm mont explanatono 

We selected a sample of 57 trarrsaotrono giving us a coverage; of 49% for Network Tra:rs orrmation cost in the 
year and we to _ _.c. eve 1:0`11 of the Crown transfo rr;rrtio.a :roats. Our touts .rry E e eb a r. rr the drrlaiis and 
the nature of the costs incurred omna n t he overall stror rsqd of he prcrrarrmtne , nn we chanced each 
t€a se ,tir n to sunroortinq documentation such as rrvol;.es and -rolect app=rovals to validate that they are 
directly related is tr:_ns3osr€€,atmorm 00515 and not misted lc roomtirre ea.gooses elated to the normal corpse .31 €he 
business. 

As a result of our a# d.t r Gedures. we rn t irv mdurrrmired two  juc.;g rrer,tai ada ustmentu seats€g to the 
overstatement ent of accrual b al an v"ri h. etE es k 

t. 
r€:+f, rmatron Exceptional news, rulatrrg to Project 

Enabling , `corks (k2.7m) and Ocerational -Business Charmqe r' BB'I (01 .2m). We identified that the Project 
Enabihno, Works accruals wore older rhomn 12 months. these costs rotate to costs im .urref dv Postmasters that 
are to be `ermbursed by ROL Foe the 05(1 acoruan we trave iaentif ed the costs elodr r 10 accruals older than 
$ months. hose accruals are for mom he that POL hove placed with suppliers fur eqmanrmment services, which we 
would mepeat. to ,_nave been settled. Noose have both smmet 

n adjusted. by s  a mgc.: r errl now. 

MarrapemeotN overall treaimrrent is consistent with the approach; followed or he tar icx year and t ae basis on which 
the tllovernroront atm ral which ch parrn !  nIB Pr€rds the Post Office Nraatsfa rra,t:r, hc€€a, was op reed. 

3.2 Agents Compensation expense ( 1 O2m) 

Postmasters compensation charge continues to be significant in the year. The postmasters continued to be 
incentivised and compensated for ensuring their branches take part in the Network Transformation programme. 
We coordinated our testing approach with the audit procedures we performed to address identified significant risk 
in relation to completeness of Postmasters compensation provision. Please refer to respective section on page 
13. 

3.3 Redundancy costs (29m) 

Redundancy costs largely related to the Crown Transformation programme and the redundancy of staff as part of 
cost saving initiatives and as such are treated as exceptional. 

We reviewed the respective signed conditional resignation notices given to agents and vouched a sample of 17 
mte.ms to termination payments to notices submitted and concluded the cost is appropriate. We have also obtained 
the breakdown of the redundancy plans and checked corroborated the charge against Management's formal 
plans. 
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3. Classification of exceptional items relating to Transformation and utilisation of 

Government Grant (cont'd) 

3.4 Separation (£11 m) 

Separation costs comprise of costs incurred to achieve separaton from Royal Mail In line with prior year, POL has 
conlinued to incur- separation costs with rasped to building internal functional capabilities and implementing new 
commercial relationships. Since the separation Royal klo:l Group ("RMG"). the Company has nod a Master Services 
Agreernent~A,̀ SA) in place which relates to are agreement with RIM to provide IT support services to POL post-
Separation. These costs are part of a defined programme and are designed to bring about significant changes to the 
business. The MSA was supposed to end in September 2.015. 

However, due to de ays in separating out some of the IT services, there was a need to extend this arrangement to 
31 March 2016. POL have now formally separated all of the services and the Separation programme has been 
formally closed down. POL have estimated internally that the maximum extension costs and penalty charges whci-i 
RMG could ley to levy on them is approximately C`.Orrr pies irrecoverable VAT (ct 0.3rn). POL have accrued for 
E2.5rn of these costs (including irrecoverable VAT) in exceptional items as it arises as a result of the Separation 
Pr{yctrF:a€ttrrre, which has been con.sisler lly accounted for as exceptional. The costs are still under negotiation with 

RMG to finalise a settlement. We proposed to inn.rease the provision by L0.3m which has been recorded by 
Via nacernent. 

We would not expect any further costs next year, however have confirmed costs are of the same nature as the prior 
year. 

3.5 IT Transformation Costs (E30m) 

The IT transformation was one of Post Office's key programmes to deliver the commitments made in 2010 in the 
Government Funding and Strategic Plan. During the year Management terminated an agreement with IBM who were 
contracted to perform IT Transformation wort, in respect of front Office soffvare for the POL branches. the 
agreement with IBM was terminated for com mercial reasons and this work has been contracted to Fujitsu in the 
year. Termination costs of £20.7m have been incurred and are included in the exceptional items in the year. 
Management's view was that this cost arose as part of the Transformation programme and was fundamental in 
achieving the objectives of the POL Transformation. 

We selected a sample of 17 transactions giving us a coverage of 79% of IT Transformation cost. Our tests involved 
nbtain:nct the details and the Hate-roll of the cost: incurred against the overall strategy of the programme and we 
checked each transact'.on to supporting documentation such as corrtraacts, invoices and project arrprovals to validate 
that they are directly related d to i i transformation costs and not related to rrutirre expenses related to the normal 
core of the business. 

dye have held various meetings across the business with the Heads of the Network and IT Transformation 
programmes to corroborate our testing results. 

Consistent with prior year, Management treats this specific transformation project as an exceptional cost given the 
project results in a fundamental change to the entire Post Office IT model- In our view we would not generally expert 
IT upgrades to he considered as exceptional iterror, however due to the unique IT errvircrrrrrent POL finds itself in 
post separation from Royal Mail ano the Ii infrastructure required to create an independent group, we can accept 
these IT costs being treated as exc-:ept'onal. Given [ire continuing r alionale of €rr,pair:rag assets, these costs have 
been impaired as an exceptional item. IManagenrerrl noted that the changes in the Network Transformation project 
would root be achievable without the IT transformation project. Management continues to be consistent in its 
treatment of IT Transformation costs. 

We have revisited the appropriateness of classifying such costs as exceptional and reviewed supporting documents 
to satisfy ourselves that these costs link to orre-off major IT project costs relating to transformation. 

We concurred with Management's treatment of these costs in FY16 as exceptional and we have challenged 
Management to continue to assess these future costs on a specific basis to determine when they become business 
as usual costs. 
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3. Classification of exceptional items relating to Transformation and utilisation of 

3.6 Business Transformation Programme (£gm) 

The Business Transformation Programme  is a wide reaching programme tasked with delivering £300rn of cost 
savings. As such, it is expected to radically transform the structure of the business. The Business Transformation 
Programme has begun its work and has already identified medium term costs saving opportunities of £100m 
which, owing to the one--off nature of the events giving rise to tnem, were deemed appropriate by Management to 
include as an exceptional item. 

We checked the nature of the costs that make up the £gm to supporting invoices. We checked £62m which is 
c.60nrs%% of the total vouched that this it consist of cons u.tancy costs related to the Business Transformsaticara 
Programme cost saving initiative payable to consultants. We concur ith Managements treatment of thesecosts in 
f-Y 6 as except oval, but we have chatenged Management to continue to assess these future costs on a spe :il:c 
basis ro determine when they become business as usual costs. 

3J intangible and Fixed Asset Impairment 

Post Office continue to adopt a policy of fully impairing all intangible and fixed asset and long leasehold additions 
cicada daring the year in which they are purchased, except for freehold land and buildings. ivlar aueme°ntts 
ustii icatiearr Mr eac:lcptrrg this policy is dire to the fact that Post Office has historically been, and continues to be a 
loss making entity excluding lure Network Subsidy Payrrae.rat and Government grant it receives and in its Current 
form is not a viable commercial business (without the government support). 

s an additional factor in the decision to impair, Post Office has been working on a major programme of network 
change that will cost approximately d50 0m We observed the transformation spend and strategy is included within 
the current State Aid funding package and investment of this scale will lead to significant cash outflows for the 
mrnediale future. The resulting lransformal onai c-hangs is specifically designed to impact the longer term 
profitability of the organisation and accordingly Management believes that Post Office will continue to be loss 
making entity in the near to medium term. 

We have cshMMlenged Manauernent on the appropriateness of this policy. Management's view is that there Is no 
current evidence to support the profitability of the business without state aid. On the basis of cur discussions with 
Management we believe Management's approach is appropriate and prudent in 100'3/ impairing all assets on 
acquisition, reflecting value in use and cost. 

The fixed asset impairment c barge for the year is £136rn {PY £141m) The year on year increase in fixed asset: 
additions is mainly a consequence of network and crown transformation related capital expenditure to modernise 
POt- branches. 

For the reasons noted above we continue to agree that Post Office's accounting policy for impairment and 
disclosure of the charge as an exceptional item is reasonable, and in line with IAS 36, Impairment of Assets. 

We discussed with Management the impact on the financial statements and forecasting as it becomes more likely 
that Post Office will be cash generative without reliance on government grants. We recommend Management 
should continue to review its impairment policy at each reporting period ira relation to these assets, produce full 
DCF impairment models and ensure the fixed asset registers are appropriately maintained. 

We have received a full impairment considerations analysis for Goodwill related to Bank of Ireland insurance 
business combinations and we are finalising our review. Based on our discussions with Management we 
understood this Goodwill is covered by an individual Cash Generating Unit (CGU) for the insurance business 
segment. Based on the preliminary analysis prepared by Management and reviewed by us there is no impairment 
regi.aired. We will finalise our review once the full analysis is received. Please also refer to "Other areas of focus" 
section of this report on page 23. 
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3. Cassificaton of exceptional items relating to Transformation and Utilisation of 
Government Grant (cont'd) 

3.7 Government grant _ State Aid Funding 

On 19 191Earch 2015, POL received confirmation that Its appiication for State Aid funding for 2015116 to 2017118 
had been aporoved. This approval entitles POL to receive the following funding from the Department  t Etusiess, 
Innovation & Skills (`815') by way of grants: FY2015/16 - £28,)n,, FY2016117 - £:220m, FY201 s;'1 - £1

Of the amour is above, £130raa (21/15116), 88?rn (2016117), and 3 70rn (2017/18) 18) were agreed to be made by way 
of a network subsidy payment, which has been regularly paid by the government to POL over the last few years, 
enabling the company to keep branches open thai would otherwise not be viable. We have confirmed receipt of 
the gc:vernment grant and reviewed updates to the terms and conditions r,~: the fund ng agreement, no issues 
dentified. POL received the full funds for F)2015 2'l6 grant allocation from. BIS in April 20!3; 810:Orn by wav of a 
draw down of the; network subsidy and an additional Li burn to fund capital pr(feols and translorrnation costs. We 
have confirmed receipt of the government grant and have confirmed that there have not been any u.d, tes to the 
terms and conditions of the funding agreement. The full £:150m which is classified as exceptional has been 
utilised in the year to date against capital spend. network transformation and IT transformation costs and 
subpostmasters compensation. 

Based on our procedures performed, we conclude that the government grant has been appropnately recognised 
in the income statement in accordance with the contract from 616, 

4. Risk of management override around e timates and judgements 

During the normal course of an audit; we are requ'red to perforrn Wccedures to address risks that could result in 
material misstatement due to fraud and error including the risk of management override of controls. There are 
both specific and t=a'lored procedures performed to ensure that sufficient consideration •.a given to these risks. 

Tile risk of fraud and management override exists in all businesses and is heightened where the economic 
environment is challenging and where there is significant change being implemented across a business 
potentially gving rise to the opportunity, pressure or incentive to perpetrate a fraud. Areas of focus from an audit 
perspective to address the risk of management override include: 

Revenue recognition 

Estimates and judgements; and 

► Unusual transactions 

The table heow highlights the soecifio areas Which we believe are more s€€sceptible to the risk of management 
override or bias for Post Office and the procedures we have certorr led to address the risk. 
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Details of procedures performed/cross reference 
Area of focus to detail included in this report. 

Revenue r'ecogoWon — Our focusses on cut off v:a n, arr pu alion of Refer to page 15 for details. 
revenue; recorded close to yea ren6L 

Impairment of goodwill ....There is subiectivitv r ,.:tint. to the, Refer to page 19 fordo t ile, 

assumptions used to vaiue a;:cli-wire,:; immngiblee assets 

Valuation of pro visions — Thrace is su , lccPvity in management's 
determination of ;heir best estimate of ,mounts provided. 

Journal entries By their nature, there is the potential for the rich of 
management override of the financial statements through proc:esoing of 
journal entriero 

Entity level controls —There is a risk that controls operating at the 
centre are not implemented consistently across the group. 

Refer to page 13 for details. 

V',,'e hove performed journal entry testing at the group 
level and at component level fo cusbng on: 

Entries made near to the year rend, 

Post closing adjustments; 
io Entries made in relat:oa-r to transactions outside the 

normal course of bus:ness: 
a. Analysis of journal e nt-i+es by user profile and the 

posting day of the week: 
Entries relating to our fraud risk around revenue 
rec:agnitiun ff efor to pop=: 15). 

PVc performed venous procedures tn assess the 'tone 
front the top and the des:gin and im,plernentrrt'ion of 
key entity level controls and assessed the overall 
control environment to be effective. 

During the course of our audit, we found no evidence of material, or potentially material fraud or error in the 
financial statements. 

We have not been made aware of any further material instances of known fraud within the group in addition to 
those previously reported. 

In addition, for provisions we have challenged senior management to understand the material movements in 
provisions in the year _ We considered the aspects 'a nd attributes of each provision individually, assessing 
whether its accounting Irec Iment meet the requirernenls of AS 3T Material movements within provisions related 
manly to utilisation and charge of severance and agents' compensation pr•av:lions. 

We have vouched a sample of provision charges to supporting documents  such as formal redundancy and 
severance plans for severance provision increases and signed voluntary and/or compulsory redundancy 
notifications for increases in agent's compensation provision in the year. This enabled us to check the validity of 
charges to provisions in the year. Where p;ovrsions have been uhf se n the year we have vouched a sample to 
evidence of payment. 

We concluded that each individual provision meets the criteria of provisions as per the requirements of lAS 37 --
Provisions, and have therefore been appropriately provided for at the end of the year. 

roe OttireL:-Rge 2013 ScOt ReOtsRer?ort 

Post Office Boar W24/05115 

21 

515 of 557 



POL00030888 
POL00030888 

Other areas of audit focus 
In addition to the significant risk areas highlighted in the previous section, there were a number of other accounting 
and auditing matters which have arisen during the year. Details of each are provided below: 

Horizon Subpostmaster claim 

As per  of our disrrtss on with croup Chief f inanciel Officer and Gro3_I? legal Counsel we understand that Post 
Office Limited have received a formal Letter of C;lairri from ire the Solicators on behalf of 91 applicants on 28 April 
2016. We :rave received the copy of this letter. It contains the number of allegation made to Post Office. We 
understood that (here '_:; no quantification of the clairn for damages at this point of time. At the date of this report 
iManapernent is in process of reviewing this letter and will 'c:(= preparing the nt:ece nary response and will be 
preparing the litigation strategy. There is no provision recognised as at 27 March 201 for this claim. The financial 
statements now include a generic contingent liability note regarding receipt of sucin ciGairns, stating no material 
impact is expected. We will update our assessment es part of suhsecjuer,t events rev'•ew procedures performed up 
to our sigrt-off date. 

Pensions valuation and accounting 

Pensions accounting can be a highly subjective area given the impact that relatively minor cr'.anges in assumptions 
can have on the valuation of the defined beneSt liability. Based on current calculations, Post Office has a net surplus 
at t're sear and of £196m 2015 0205m I as follows 

RMPP RMSEPP RMPP RNtSEPP 

Fair value of pension plan assets 407 30 379 31 
Pension liabilities (184) (27) (150) (26) 

Surplus in plan before assets ceiling adjustment 223 3 229 5 

Effect of assets ceiling (29) (1) (27) (2) 

Surplus in plan after assets ceiling adjustment 194 2 202 3 

We have confirmed that the approach and methodology applied by Management are consistent with previous 
reporting periods. We have reviewed and challenged Management's calculations, specifically with respect to the 
pension assumptions. The key assumptions are noted in the table below along with our assessment of where those 
assumptions are within our acceptable range of outcomes. 

Consistent with prior years. we used an EY actuarial specialist to evaluate these assumptions and we consider there 
to be within an acceptable range, albeit the inflation assumption continues to be at the upper end of the acceptable 
range. 
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IRRELEVANT 

The business has been fairly stable over the past year in terms of service offerings and the market. In light of this, 
the VAT processes and systems have not had any major changes in the year. 

The work carried our by our VAT specialists included; 

Review of POL process notes for Accounts Payable and Accounts Receivable and VAT return compilation. 

Review of the quarterly VAT records throughout the year, including the January - March 2016 VAT submission 
and the reconciled the draft (unsubmitted) VAT figures to the year end VAT ledger balance 

Understand and review of any changes to the VAT group during FY16. 

Check of any VAT assessments and disclosures to HIMIRC, along with confirmation that there are no 
outstanding issues. 

Enquiring about any complex, unusual or significant transactions that have occurred during FY16. 

The above work was carried out by reviewing the relevant docurrrentation, taking part in detailed discussions with 
Carl Nielsen (Head of VAT) and Ian Lakin (Tax Compliance Manager), and walking through the AP/AR processes 
with the relevant POL finance staff. 

We have also reviewed correspondence with HMRC on other complex, unusual, or significant transactions or 
issues wth VAT, and note that there are no outstanding queries with HMRC or other VAT provisions. 
Manaaemerit has also confirmed that there are no further unusual transactions or VAT planning arrangements 
apart tom those disclosed to us 

'csr Arc, L :T :O 2O'3 Au:i t SUi,.s Re :t 2.5 

Post Office 6oard-24105/1P 517 of 557 



POL00030888 
POL00030888 

VAT Considerations (cont'd) 

Based on the work nerforrnec, including by our VAT experts, no errors were identified on the returns in respect of 
POL's inputs and oulprhs compared to the overall turnover and expenses Iigures. The partial exernpl on recovery 
method agreed with HMRC in July 2014 has riot been amended in PY16. The method allows for direct attribution 
of fully taxable supplies followed by an allo•o otion of the residual input VAT based on the value of POL's sueptes 
in relation to `mail' and 'non-nail services for that period. The provisional rate of residual input VAT recovery for 
FY16 has been set at 55%. This rate has been h.arduod.ed rub the POL's IT platform (C ES) during the year as 
recommended by us in the prior year. Based on the work performed we consider the current VAT processes to be 
robust and responsive to changes in the legislation and HMR s <eaprtaa lr. 

We would advise Management to continue to assess the V/0 recovery rate on a regular basis to ensure VAT is 
appropriately monitored and recorded through out the year. 

As a rssult of our work, we believe that the financial statements are free from material misstatement in this area. 

Corporation Tax Considerations 

Current tax 

POL outsource the preparation of their tax computations to Wilkins Kennedy. We have audited the tax charge, 
involving experts from our EY tax team where appropriate. 

Our testing focused on the following key areas: 

(Loss),'Profit before tax (169) (167) 

Tax Credit in Income Statement (4) (26) 

Tax charge — items taken directly to equity (5) 9 
:eness 

and correct classifications in accordartce with 1AS 12 is still Ira .trogres<=. 

Deferred tax assets and liabilities 

At 27 March 2016, the Group has a net deferred tax balance of £nil on the balance sheet (2015: £nil). A deferred 
tax liability of £5m in respect of the movement in the pension surplus has been recorded through OCI. This is 
offset by the recognition of an equal deferred tax asset in respect of tax losses carried forward at 29 March 2015 
which has been recorded in the income statement. 

The deferred tax liability referred to above relates to the pension surplus of £226m (before withholding tax) 
recognised for accounting purposes. We understand lhat it is Marnageranerat's expectation that £1'39m of the 
pension surplus will be recovered solely through a reduction in future pension contributions over the life of the 
scheme as advised by actuaries. The reduction in future pension contributions s will more=ase the future current tax 
liabilities of Post Office and, therefore, a taxable tear orara difference arises in respect of '-inch a deferred tax 
liability is recognised, it is I''::,arragene. tt's intentun ((rat the ierrraiping element of the surplus of £87m will be 
recovered through refunds from i lre schrrrrre. Accodingly, the surf -..ts has been shown on the face of the balance 
sheet net of a 35% withholding tax of £30m. We agree this treatment is appropr iate and in line with EY's 
interpretation o1' iHR CJ "4. Consistent wltta prior years, no deferred tax assets have been recognised In respect of 
losses and other temporary differences for the year ertded 27 March 2016 (other learl to rra)„Pt the deferred tax 
liability arising on the pension surplus), due to uncertainty around the availability of future taxable profits. 
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Supply Chain Restructuring (Project Iris) 

We discussed with the Supply Chain Director and Network & Sales Finance Director the timing of Su. ply Chain 
Restructuring project. Post Office Lin-i ilsrd Management has prepared a detailed restructuring plan and 
consultation which is to be approved by 19 May 2017 We reviewed Project He t tidnetabie and conducted a Board 
of Directors minutes review. Based on our audit procedures performed we, are satisfied with Management 
conclusion that there was no restructuring provision obligation as at: 27 Marta 2016 as no formal decision was 
rr€ade turf:., Mach 2016 therefu e POL vvas not demonstrably committed to the restructure at year end. 

Going concern considerations 

POL. continues to operate in a net: liability position and rx:nhn ices to experience net cash outflows (excluding 
government State Aid fu€ndinc;) POL therefore continues to be reliant on State Aid to remain a going concern. 
State Aid approval for the funding for 2011;-16 to 2017-13 was received on 19 March 2010 as detaied above. In 
addition to State Aid approval FPO._ has an existing working capital lac fly'raid BIS with a fmfi o £950 na li:on horn 
31 March 2015 up to 31 March 2 ?18.This working capital facility is used to finance network cash requ!rements. 

Management's cash flow forecast up to 2020— 21 indicates that POL. will continue to see cash outflows until 
2.016/17, even including State Aid. We have received Management's year end going concern assessment. At the 
date of this report we are yet to finalise our reviews The draft financial statements include a going concern note 
covering the above. 
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Summary of audit differences 
hi the normal course of any audit, we identify misstatements between amounts we believe should be recorded in 
the financial statements and amounts acluaily €, ,orded 

These se differences are classified as known' or }udgernenial'. Known differences represeni items that can be 
accurately quantified and relate to a definite set of facts or circumstances. Juegemental differences generally 
involve eslirnation and relate to facts or circumstances Thal are uncertain or open to interpretation, 

We have idenlified five judgmental audit differences, including Network transformation Project Enabling accrual 
over older than 12 €1'€ortths and Operation Business Change over 6 months. understatement of Postmasters 
Compensation Provision, understatement of provision for Royal Mail Separation costs and impairment for 
software intangible assets of POMS. All these adjustments have been now recorded by Management. 

We also identified one reclassification audit difference in relation to reolassificalion of Royal Mali Seaar,:lice€ 
contract costs from accrued liabilities to provisions which has been corrected by Management. 

Assets Assets non- Liabilities lricomel 
Misstatements (Sim) current current current expenses 

Debit' Debit! Debit Debiti(Credit) 
Judgemental (Credit) (Credit) (Credit) Current period 

Corrected r sisstaterraeot : 
Network Tr<ansforreatio": : EIC Accrual -This i s a release 1.2 (1.2) 
o= an accrual where projects have no dates ar are over 6 
raurtl's ol:'. Ties, so To ania: c ::eta •'ah `a it :s 
cne'r-.dl, e:npeetea that the '::oat "cuk be paid within 

2 months. 
t •Efrvnrl, f ran v"otrustier : tAme }.'_:7abling Works Accrual 2.7 (2.7) 
- Ti  relates tv an retrial "ai".agnr,tsi Claiming tack for 
work ra'rfwd ciit In order tn;. convert g)ranchos, ft's 1a the 
rLSF5.:'..' of Say Costs greater 12 11 fc`l llv old as it
be E'#p sctt3(:I that these costs am} ck-)most back within 
this time frame. 
L nceislail rrienI of Postmunters Ccrriper rval ;on ('€.0) 1.0 
1 ravis en for a branches that are currently being 
er:cgatti d r'Tb k)rancbes at at' Senses ar"Eoviit of 
Li 7.326k 
luncelstatanient of provision fc.> the costs related to (0.8) 0.8 
Royal Mail Separation contract (rna:o 1um exposure o1

• 3m) and reclassification from accruals to provisions 
Bie. 

(2) 2 
Impairment of POMS assets within POL Group accounts 
Reclassification audit difference: 
Transfer of £2.5m from acre vale to provisions for the 2.5 
costs related to Royal Mail Separation contract and 
reclassification from accruals to provisions line. (2.5) 

(2) 2.1 (0"1)Balance sheet totals 

Conclusion: v:€ 3joot to our outstanding items, there are no amounts that we identified that are individually or lti 

sic;gregate nmaierial Ic the presentation and disclosures of the consolidated financial stalemenis for Inc year 
ended 27 March 2016. 
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As part of our :audit, of the financial statements, we obtain an understanding of the internal control and IT 
environment sufficient to plan our auct and determine the nature, timing and extent of testing performed. 
Although our audil were not designed to express an opinion on the effectiveness of internal control we are 
required to communicate to you any significant deficiencies in internal control. 

We can confirm that on the basis of our audit work Performed, we did not identify any significant deficiencies in 
internal controls However we have Identified certain control deficiencies below from this year's audit cycle. We 
anticipate providing a detailed Management Letter incorporating certain recommendations for process 
improvements noted by us in the performance of our procedures. 

The following is a sutramar;, of our considerations: 

1. Financial statements implications: 

Revenue 

LVe recommend Management maintains robust and detailed analytical review of revenue fluctuations and 
deviations during the year in comp-bison with historical data and industry data on a individual revenue lines 
basis. We expect this to cover the precision level and expectations developed by Management. We 
understood Management is working on formalising this analysis. 

Exceptional items 

As part of our audit procedures we noted that the company maintains large volume of Information related to 
excepi:on,ai items in Excel spreadsheets. This may result in manual errors and completeness issues as a 
result of various sources of Information used. We recommend the Company to develop a uniformed database 
and standardised procedures for exceptional items recordkeeping. 

The following IT applications are in scope for our audit: HNGX, POLSAP, SAP CFS and SAP HRP. 

HNGX and POL..SP.P are supported by thirri party service providers Fuitsu and Steria. Our audit approach was 
to rely on the. 134:_ 3402 report commissioned cy Fujitsu over the controls it operates, and independently test 
ccr:trols operates by Ares, Steria and F't:OL. 

HRP has previos_ruly been tested as part of the Royal Mail (RM) audit. With the separation of the RM and POL IT 
err,rr., arr  , . .s year, HRP was tested as part of the POI_ audit procedures. Due to the separation of IT 
irrtr astiuctcar °rc, f> xrting POL and RM applications, the ISAE 3402 report provided by CSC did not cover the SAP 
I--IRP appiicrrti nn_ As we were unable to rely on this report for the 2016 audit, we have independently lasted the 
controls operated by CSC. Stela and POL for this application. 

CFS is supported by CSI and Steria- As no ISAE 3402 reports were available, we performed independent testing 
of controls operates: by C CI, Steria and POL. 

In respect of Fujits~.eopce:atr d controls, no significant findings were noted in the ISAE 3402 report, and we 
have therefore been able I:a rely upon it as part of our audit approach. 

Our testing cf the Post Office operated controls confirmed tha!: scone of tlne control observations raised last 
year have been remediated and/or the risk formally accepted by Management. whilst  some of the 
observations have recurred 

Although we noted that a periodic revie,v of users' access rights were implemented in the year for POLSAP 
covering Supply Chain (SC) and Financial Service Centre ff-SC) POLSAP users, the SC review which was 
nitrated in September was incomplete as not all line manage!- responses had' been received, Additionally, we 
noted Thai the periodic review had been initiated for CFS users only in January 2016, however such review 
was also not completed. We recommend Management should ensure that the access for all application users 
s periodically reviewed and evidence retained. 

2t,
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Observations on the IT Environment (cont'd) 

As a result of the incomplete periodic review of users access rights, we performed alternative procedures to 
validate that access held by users at the lime of our testing was appropriate. Although these additional 
procedures are currently incomplete, we have observed exceptions that prevent us from being able to fully 
rely on the controls around appropriateness of access for the CFS and POLSAP applications. These 
exceptions are currently being validated and discussions being field to determine the effect on the overall 
audit approach. 

We also observed during our employee leavers testing, that there were a number of < dive POLSAP, CFS 
and SAP HRP accounts belonging to leavers that were not removed in a timely manner. We were however 
able to perform addi tional procedures to validate that these accounts had riot been used after the leaving date 
and therefore concluded the control r,eficieracy have not significantly impacted our audit of the financial 
statements. [Management should revoke the access of terminated employees immediately and perform 
investigations to identify the root cause of leavers retaining their access. 

During our change Management procedures or; the CFS and HRP applications, we observed that a number of 
changes had been developed and implemented by the same user which violated the principle of segregating 
incornpati.ale dukes within the change Management aent 1>rocress We are n the ,aro-Less of performing addtonal 
procedures to mitigate the risk of inappropriate changes being implemented into the live environment. 
Management should work with the third part:  {-:-s (COl and CSC) in implementing a control a segregate 
ncomiaatible duties when developing and implementing system changes. 

as 
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We confirm there are no changes in our assessment of independence since our previous confirmation in our 
planning board report. We complied with the APB Ethical Standards and in our professional judgement the firm is 
independent and the objectivity of the audit engaperr3ent panne: and audit staff has not been compromised within 
the meaning of regulatory and profentsional rectuirerriti nts. 

We consider that our irtdeaendence in this context is a matter that Should be reviewed by both you and ourselves. 
It is therefore irnpottar t that you and your Aud t Committee consider the facts of which you ire aware and come 
to a view. If you wish to discuss. any matters concerning our rdrnlend rrce, we will be pleased to do so at the 
forthcoming meeting of the Audit Cc'mr flee on 10 May 2016. 

Relationships, services and related safeguards 
We highlight the following significant facts and matters that may be reasonably considered to bear upon our 
objectivity and independence, including the principal threats, if any. We have adopted the safeguards noted below to 
mitigate these threats along with the reasons why they are considered to be effective. 

Service 1: Fujitsu ISAE 3402 report — 
ISAE3402 report for the Fujitsu services 
supporting the POL account. This report will 
provide an assessment of the Fujitsu controls 
supporting POL business critical systems. We 
have placed reliance on the ISAE3402 as part 
of the 2015-156financial statement audit. 

Service 2: ISAE 3000 report on POL Note 
Circulation Scheme related services to the 
Bank of England for the FY2015-16 period 
and to be performed in May 2016. 

Service 3: Agreed-upon procedures 
performed which relate to testing of 
covenants relating to the loan from the 
Department of Business, Innovation and 
Skills (BIS). 

Service 4: Agreed-upon procedures 
performed to ensure that the amount which 
is collected by Post Office Limited on behalf 
of the DVLA for road tax is subsequently 
paid over to the DVLA. 

Service 4: Agreed-upon procedures 
performed to ensure that the amount which 
is collected by Post Office Limited on behalf 
of the DVLA for road tax is subsequently 
paid over to the DVLA. 

Performed on continued annual basis ► Not a prohibited service 

► A separate team from the POL IT team has 
been engaged for the review of the ISAE3402 
report, and standard ring fencing applied 
between two teams. 

► Went through review exercise to ensure in line 
with EY independence rules 

Performed on continued annual basis ► Not a prohibited service 

► These are standard agreed-upon-procedures, 
where Management instructs us on exactly 
the procedures to be performed and we 
conclude by issuing a factual findings report 
only. 

Performed on continued annual basis ► Not a prohibited service 

Performed on continued annual basis 

Performed on continued annual basis 

► These are standard agreed-upon-procedures, 
where Management instructs us on exactly 
the procedures to be performed and we 
conclude by issuing a factual findings report 
only. 

► Not a prohibited service 

► These are standard agreed-upon-procedures, 
where Management instructs us on exactly 
the procedures to be performed and we 
conclude by issuing a factual findings report 
only. 

► Not a prohibited service 

► These are standard agreed-upon-procedures, 
where Management instructs us on exactly 
the procedures to be performed and we 
conclude by issuing a factual findings report 
only. 

Overall, we consider that the safeguards that have been adopted appropriately mitigate the principal threats 
identified and we therefore confirm that EY is independent and the objectivity and independence of the audit 
engagement partner and the audit engagement team have not been compromised. 
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Fees update 

As part of our reporting on our it dei erndence, we set out below a summary of fees for the year ended 27 March 
2016. 

- Post Office Limited core audit fee* 346,000 

Total audit fees 346,000 

-IAS34 Half year review of consolidated accounts 

Note Circulation Scheme ISAE 3000 Report 

BIS Agreed Upon Procedures Report 

DVLA Agreed Upon Procedures Report 

*Excludes out of pocket expenses incurred 

40,000 

78,000 

12,000 

13,000 

Total non-audit services 143,000 

Total* 489,000 

We confirm that none of the services have been provided on a contingent fee basis. 

Ernst & Young LLP has policies and procedures that instil professional values as part of firm culture and 
ensure that the highest standards of objectivity, independence and integrity are maintained. See below for a 
summary of our firm wide policies. 
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Ffrrnwde policies 
Ernst & Young LLP has policies and procedures that 'nstil professional values as part of firm culture and ensure 
that the highest standards of objectivity, independence and integrity are maintained. Listed below are some of the 
key polices ::arid (processes in place within Erist & Young LLP foi rr aintaining obiecvity and independence. 

Further data: s of the key ppohc es and processes in place within EY for maintaining objectivity and independence 
can be found in our annual Emgist & Young LLP Transparency P p orl -vh hc  the Firm is required to publish by law. 
The most recent version of th',s, R .port is for the 2015 year and can be found at l ti: : ' , .c i anima o;.t':, :
r slE\'_t t> aart s,i, rr. 

Financial interests Our Partners and client facing (technical) staff are prohibited from investing it any audit client around the 
World. 

All partners and staff are required to confirm their compliance each year with the firm's independence policies. 
Monitoring of compliance in respect of all partners and professional managers takes place through a worldwide 
investment tracking system. 

New starters are required to confirm their compliance with the firm's independence policies on commencement 
of their employment. 

Training All partners and professional staff are required to undergo regular mandatory training on our Independence and 
Ethical policies and processes. 

Partner rotation The firm has detailed policies on the rotation of the audit partner, and in the case of listed clients key audit 
partners, the independent partner and 'other partners and staff in senior positions'. 

Consultation The firm requires consultation outside the audit team on complex accounting, auditing and ethical matters. 
Major issues of principle arising on all audits are referred to a panel of independent experienced audit partners. 

Independent partner Before listed company audit opinions are issued, an audit partner independent of the audit team reviews the 
reviews nature of the relationship with the client, aspects of the accounts that are subject to significant estimates and 

judgements, and the adequacy of the presentation of information in the accounts. 

Quality reviews The firm operates a worldwide programme under the direction of senior partners that annually assesses the 
quality of our work. Over a three year period, a proportion of the work of all audit partners is reviewed. The 
results of the programme help us to evaluate the firm's quality controls and personnel performance and identify 
areas for improvement. 

As with other firms, EY's audit practice is subject to annual review by the Audit Inspection Unit (AIU) and the 
Quality Assurance Directorate (QAD) of the Institute of Chartered Accountants in England and Wales (ICAEW) 
for compliance with Audit Regulations. As part of its visits, the AIU/QAD evaluates the system of quality control 
operated by the firm for its audit practice. 

Business relationships EY UK has implemented a centralised process for the review and pre-approval, by our quality and risk 
management team, of all new business relationships. A submission must be made and approved for each new 
business relationship before committing the firm. 

In addition, all new business relationships must be notified and approved by the lead audit or client service 
partner before committing the firm. 

Ethics Our Global Code of Conduct provides an ethical framework on which we base our decisions and our actions — 
as individuals and as members of our global organisation. 
Ernst & Young LLP has also established the EY/Ethics hotline which will allow any person, inside or outside of 
EY, to confidentially and anonymously report an activity that they believe may involve conduct that is unethical, 
illegal, in breach of professional standards, or is otherwise inconsistent with EY's established policies and Code 
of Conduct. 

...................................................................................................................................................................................................................................... .............................................................................................. 
Non-audit services Our audit engagement partners must approve any non-audit services offered to their clients. This allows them 

to: 

► Ensure the objectives of the proposed engagement are not inconsistent with the objectives of the audit of 
the financial statement; 

► Identify and assess any related threats to our objectivity; and 

► Assess the effectiveness of available safeguards to eliminate such threats or reduce them to an acceptable 
level. 

Where no satisfactory safeguards exist we do not carry out the non-audit service. ............................................................................................................ .. .................................................................................................................................................................................................................. .... 
a.a 
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,June 2016 

Ernst & Young 

1 More London Place 

London SE1 2AF 

Attn Peter Mclver, Audit Partner 

Post Office Limited - Financial Statements for the 52 week period ended 27 March 20,16 

Dear Sirs, 

This letter of representations is provided in connection with your audit of the consolidated and parent company 
financial statements of Post Office Limited ("the Group and Company") for the 52 ,,veek period ended 27 March 
2016. We recoc nise that obtaining representaatons from us concerning the inforrnati }rr contained in this letter is a 
significant procedure in enabling you to form an opinion as to whether the consolidated and parent company 
financial statements give a true and fair view of (on `present fairly, in all materal respects,') the Group and 
Company financial position of Post Office Limited as of 2( March 20t6 and of its financial cerfor€mance and its 
cash flows for the 52 week period then ended in accordance with, for the Group, International Financial Reporting 
Standards as adopted by EU ("Il=rR ), and for the Company , FRS101, 

We understand that the purpose of your audit of our consolidated and parent company financial statements is to 
express an opinion thereon and that your audit was conducted in accordance with International Standards on 
Auditing, which involves an examination of the accounting system, internal control and related data to the extent 
you considered necessary in the circumstances, and is not designed to identify - nor necessarily be expected to 
disclose- all fraud, shortages, errors and other irregularities, should any exist, 

Accordingly, we make the following representations, which are true to the best of our knowledge and belief, 
Paving made such inquiries as we considered necessary for the purpose of appropriate y informing ourselves: 

A. Financial Statements and Financial Records. 

1. We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter dated 22 January 
2016 for the preparation of the financial statements in accordance with, for the Group IFRS, and for the 
Company FRS 101. 

2. We acknowledge, as members of management of the Group and Company, our responsibility for the fair 
presentation of the consolidated and parent company financial statements. We believe tine consolidated and 
parent company financial statements referred to above  give a true and fair view of the financial position, 
financial performance and cash flows of the Group n accordance with IFRS and for tne Company in 
accordance with FRS 101, and are free of material rraisstaatemerils, including ornissions We have approved 
the consolidated and I_ are it comparayfinancisi statements. 

3. The significant accounting coca adopted in the preparation of the Group and Company financial 
statements are appropnately described in the Group and Company financial statements, 

4. As members of management of the Group and Company, we believe that the Group and Company have a 
system of internal controls adequal:e to enable the preparation of accurate financial statements in accordance 
with IFRS for the Group and FRS 101 for the Company that are free from material misstatement, whether 
due to fraud or error. 

5. We believe that the effects of any unadjusted audit differences, sumrnarsed in the accompanying schedule, 
accumulated by you during the current audit and pertaining to the latest period presented are immaterial, both 
individually and in the aggregate, to the consolidated and parent company financial statements taken as a 
whole. 
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B. Fraud 

1 We acknowledge that we are responsible for the design, implementation and maintenance of internal controls 
to prevent and detect fraud. 

2. We have disclosed to you the results of our assessment of the risk that the Group and Company financial 
statements may be materially misstated as a result of fraud. 

3. We have no knowledge of any fraud or suspected fraud involving management of other employees who 
have a significant role in the Group or Company's internal controls over financial reporting. In add on we 
have no knowledge of any fraud or suspected fraud involving other employees :n which the fraud could have 
a material effect on the consolidated or parent company financial statements. We have no knowledge of any 
allegations of financial improprieties, including fraud or suspected fraud, (regardless of the source or form 
and including without irritation, any allegations by whistleblowers„) which could result in a misstatement of 
the consolidated or parent company financial statements or otherwise affect the financial reporting of the 
Group or Company. 

C. Compliance with Laws and Regulations 

1. We have disclosed to you all identified or suspected non-compliance with la,.vs and regulations whose effects 
should be considered when preparing the consolidated and parent company financial statements. 

D. Information Provided and Completeness of Information and Transactions 

1. We have provided you with: 

• Access to all information of which we are aware that is relevant to the preparation of the financial statements 
such as records, documentation and other matters; 

• Additional information that you have requested from us for the purpose of the audit; and 

• Unrestricted access to persons within the entity from whom you determined it necessary to obtain audit 
evidence. 

2. All material transactions have been recorded in the accounting records and are reflected in the consolidated 
and parent company financial statements. 

3. We have made available to you all minutes of the meetings of shareholders, directors and committees of 
directors (or summaries of actions of recent meetings for which minutes have not yet been prepared) held 
through the 52 weeks ended 27 March 2016 1.o the most recent meeting on the following date: (frsi dafel. 

4. We confirm the compleleness of information provided regarding the identification Tai related parties. We have 
disclosed to you the identity of the Group and Company's related parties and all related party relationships 
and transactions of which we are aware, including sales, purchases, loans, transfers of assts, iiahaitie,s and 
services, leasing arrangarrierds, guamn lees, nary xa :stir l:ransactioris and h 3;.sacl:ions For no 
consideration for the period ended, as well as related balances due to or from such parties at the 27 March 
2016 -These transactions have been appropriately accounted for and disclosed in the consolidated and 
parent company financial statements. 

5. We believe that the significant assumptions we used in making accounting estimates, including those 
measured at fair value, are reasonable. 

6. We have disclosed to you, and the Group and Company has complied with, all aspects of contractual 
agreements that could have a material effect on the consolidated and parent company financial etaiernenls in 
the event of non-compliance, including all covenants, conditons or other requirements of all outstanding debt. 

7. in accordance .with FPS 101 paragrapn 5, we have notified our shareholders in writing, in accordance With 
rea:sonr-atre lirnefraames and format requirements, of our 'flier l:ic.n to take: advantage of disclosure exemptions 
in paragraph 8 of Ft RS 101 (in a ac;;cordancc:e w iti paragraphs 6 to 7 of FRS 101) in the company individual 
financial statements. 
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E. Liabilities and Contingencies 

1. All liabilities and contingencies, including those associated with guarantees, whether written or oral, have 
been disclosed to you and are appropriately reflected in the consolidated and parent company financial 
statements. 

2. We have informed you of all outstanding and possible litigation and claims, whether or not they have been 
discussed with legal counsel. 

3. We have recorded and/or disclosed, as appropriate, all liabilities related litigation and claims, both actual and 
contingent, and have disclosed in Note 20 to the consolidated and parent company financial statements all 
guarantees that we have given to third parties. 

4. We confirm ra that we have disclosed all relevant information relating to the ong<:}ing challenges and actions in 
relation to the Horizon Subpcstmasters claim to allow an assessment of the financial implications. In addition 
we have discussed with you any additional inforrnatioa that has come to light subsequent to 29 March 2015. 
The judgments that we have made reflect the most current advice received from external legal counsel. 

F. Subsequent Events 

1. Other than the receipt of funding for the financial year 2016/17 described in Note 25 to the consolidated and 
parent company financial statements, there have been no events subsequent to period end which require 
adjustment of or disclosure in the consolidated and parent company financial statements or notes thereto. 

H. Comparative information — comparative financial statements 

In connection with your audit of the comparative consolidated and parent company tinancial statements for the 
year ended 29 March 2015, we represent, to the best of our knowledge and belief, the following: 

In preparing the financial statements for the current year, the comparative figures for the year ended 29 March 
2015 have been restated_ The provision i'rdr postmasters' compensation, nuluded in network transformation had 
not been fully recognised in the financial statements for the year ended 29 March 2015. The restatement affects 
exceptional costs, orovisons and retained earnings due to the loss in the year changing as a result of a 
restatement to the exceptional charge. Within n this report, the comparative income statement, staternent of 
comprehensive income, balance sheet and statement of oranges in equity for the year ended 29 March 2015 
have been restated. There has been no effect on the cash flow statement. 

The comparative amounts have been correctly restated to reflect the above matter and appropriate note 
disclosure of this restatement has also been included in the current year's consolidated and parent company 
financial statements, There have been no significant errors or misstatements, or changes in accounting policies, 
other that the rr€aatters, described above, that would require a restatement of the comparative amounts in the 
current year's consolidated and parent corn€pang financial statements. 

Other differences in the amounts shown as comparative amounts from the amounts in the consolidated and 
parent company financial staalearrrernts for the year ended 29 March 2015 are solely the result of reclassifications 
for comparative purposes. 

I. Going Concern 

1. Note 1 to the consolidated and parent company financial statements discloses all of the matters of which we 
are aware that are relevant to the Group and Company's ability to continue as a going concern, including 
significant conditions and events, our plans for future action, and the feasibility of those plan.*. 

J. Equity 

1. We have properly recorded or disclosed in the consolidated and parent company financial statements the 
share/capital stock repurchase options and agreements, and shares/capital stock reserved for options, 
warrants, conversions and other requirements. 

'osf Oriirc L T:Oc,O 20m'3 Audi Rrsuiis Repot 3:T 

Post Office 8oamd24J05/16 531 of 557 



POL00030888 
POL00030888 

K. Contingent Liabilities 

1. We are unaware of any violations or possible violations of laws or regulations the effects of which should be 
considered for disclosure in the Group and Company financial statements or as the basis of recording a 
contingent loss (other than those disclosed or accrued in the Group and Company financial statements). 

2. We are unaware of any known or prob=able instances of non-compliance with the requirements of regulatory 
or governmental authorities, including their financial reporting requirements, and there have been no 
cornmunucat:ons from regulatory agencies or government representatives concerning investigations or 
allegations of non-ororrpliance. 

L. Income and Indirect Taxes 

1. We acknowledge our responsibility for the tax accounting methods adopted by the Group and Company, 
which have been consistently applied in the current period, and for the current year income tax provision 
calculation (arart Value added ('ax) 

2. We also acknowledge our responsibility for the plans with respect to future taxable income, which represent 
our estimates as to the outcome of those plans, based on available e. derice, and for the significant 
assumptions used in our analysis. We would implement such strategies as necessary to prevent a tax 
operating loss or credit carryforward from expiring. 

3. We have disclosed to you all tax opinions, correspondence with tax authorities, or other appropriate 
information that served as support for the accounting for potentially material matters. 

M. Use of the Work of a Specialist 

1. We agree with the findings of the specialists that we engaged to evaluate the corporate taxation and pension 
valuations and have adequately considered the qualifications of the specia€ist; in delermining the amounts, 
and disclosures included in the consol idated and parent company financial statements and the underlying 
accounting records. We did not give or cause, any instructions to be given to the specialists with respect to 
the values or arnounts derived n an aiternrpt lo bias their work, and we are nor: otrnerwise aware of any 
matters that have had an effect on the independence or objectivity of the specialists. 

N. Estirrrates 

Completeness of Postmasters compensation provision, 

Classification of exceptional items relating to Transformation and utilisation of Government Grant; 

Impairment of fixed assets and intangible assets, including goodwill;

Pension valuation . 

1. We believe that the measurement processes, including related assumptions and models, used to determine 
the accounting estimates have been consistently applied and are appropriate in the context of IFRS for the 
Group and FRSI 01 for the Company. 

2.. We confirm that the significant assumptions used in making the above es lirnates appropriately reflect :our 
intent and ability to carry cut the specific courses of ac;tinrn in relation to those entities on behalf of the entity. 

3. We eonfrm that the disclosures made in the consolidated and parent company financial statements with 
respect to the accounting estimate(s) are complete and made in accordance with II RS for the Group and 
FRS101 for the Corrrpany. 

4. We confirm that no adjustments are required to the accourrtirag estimates and disclosures in the consolidated 
and parent company financial statements due to subsequent events. 

0. Retirement benefits 

1. Ori the basis of the process established by us and having made appropriate enquiries, we are satisfied that 
the aclu ari+:al assumptions underlying the scheme liabilities are consistent with our knowledge of the business. 
All significant retirement benefits and all settlements and curtailments have been identified and properly 
accounted for. 
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P. Completeness of Postmasters Compensation Provision 

1. We have prov:ded to you with access Io all information and additional irilormation you have eque sled in 
relation to Postmasters Compensation Provision and access to persons ,tatt ira the Company involved in 
Postmasters Compensation Provision calculation and analysis from whore you determ ined it necessary to 
obtain audit evidence. 

2. We have not provided you with signed contracts for 140 Pilot branches is these are not retained by us. Prior 
to the launch of the Network Transformation Programme the concept was tested through a series of Pilot 
branches and funded by a separate initial budget and therefore does not need to be provided for within the 
Network Transformation provision at 27 March 2016 

3. We believe the £21rn release of Postmasters Comnesation Provision is the best estimate based on the 
most recent assessment of the branches fail to convert 

Q. Impairment of fixed assets and intangible assets 

1. We confirm we assessed the indicators of irrpai m-ment for fixed assets and intangible assets as at 27 March 
2016. We believe the assumptions used. in determining toe carrying value of the goodwill recorded on a group 
level are appropriate and not impairment is required as at 27 March 2016. 

Yours faithfully, 

Chief Executive Officer 

Chief Financial Officer 
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There are ce-.r ta:ri mrnuriicat'x,i s that we mwzt provide to jne iAudit: and Risk Committees We have detailed 
these here to jether with a reference of whom and ' when then were covered: 

Overview of planned scope and timing of the audit 
✓ 

Refer to our 2016 Audit Planning Report 
. ..... ... . 

Major issues discussed with management in connection with ✓ Refer to our 2016 Audit Planning Report 
initial or recurring retention 

Other information in documents containing audited financial ✓ Discussed within this report. 
statements 

Significant audit adjustments ✓ Discussed within this report 

............................................................................................................................................... 
Unrecorded misstatements considered by management to be 
immaterial 

Expected modifications to the audit report 

Our judgementslviews about qualitative aspects of the 
Company's accounting practices and financial reporting 

Disagreements with management 

Consultations with other accountants 

Serious difficulties encountered in dealing with management 
when performing the audit 

The adoption of, or a change in, an accounting policy 

✓ Discussed within this report. 

✓ Not applicable, we do not anticipate any 
modifications to our audit report. 

✓ Discussed within this report. 

✓ Not applicable, no such instance noted 
during our audit. 

✓ Not applicable, no such instance noted 
during our audit. 

✓ Not applicable, no such instance noted 
during our audit. 

✓ Not applicable, no such instance noted 
during our audit 
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Communications required on all audits (cont'd) 

Methods of accounting for significant unusual transactions and ✓ ✓ Discussed within this report. 
for controversial or emerging areas 

Events or conditions that cause us to conclude that there is ✓ ✓ Not applicable - no such events and 
substantial doubt about the entity's ability to continue as a conditions to communicate to the 
going concern committee. 

Sensitive accounting estimates ✓ Discussed within this report. 

Consideration of laws and regulations ✓ Discussed within this report. 

Fraud and illegal acts involving senior management and fraud ✓ No such instances of fraud to 
and illegal acts that cause a material misstatement of the communicate. 
financial statements 

Significant matters arising during the audit in connection with ✓ Not applicable - no such matters to 
the entity's related parties communicate to the committee. 

Management's refusal for us to request external confirmations 
or our inability to obtain relevant and reliable audit evidence 
from other procedures 

Representations that the auditor is requesting from 
management 

Significant deficiencies and material weaknesses in internal 
control over financial reporting 

Group audits 

► An overview of the type of work to be performed on the 
financial information of the components 

► An overview of the nature of the Group audit team's 
planned involvement in the work to be performed by the 
component auditors on the financial information of 
significant components 

► Instances where the Group audit team's evaluation of the 
work of a component auditor gave rise to a concern about 
the quality of that auditor's work 

Any limitations on the Group audit, for example, where the 
Group engagement team's access to information may have 
been restricted 

.......................... 
Fraud or suspected fraud involving Group management, 
component management, employees who have significant 
roles in Group-wide controls or others where the fraud resulted 
in a material misstatement of the Group financial statements. 

✓ No such instances to communicate. 

✓ We have attached a draft management 
letter of representation in an appendix to 
this report. 

✓ This will be included, as necessary, 
within our Controls, Themes and 
Observations Report which will be 
shared with you after the conclusion of 
our audit. 

,/ Discussed within this report. 

✓ V No such instances of fraud to 
communicate. 
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Audit and Risk Committee pre-approval of services, including ✓ Discussed within this report. 
specific pre-approval of internal control-related services and 
non-prohibited tax services 

Critical accounting policies and practices. ISA 260 (UK and ✓ Discussed within this report. 
Ireland) requires the auditor to communicate the auditor's 
views on the qualitative aspects of the Company's accounting 
practices and financial reporting 

All material alternative accounting treatments discussed with ✓ Discussed within this report. 
management 

Fees ✓ Discussed in our Audit Planning report 
dated and in this report. 

...... ...... . .... ................................................................ 
Other material written communications with management ✓ Discussed within this report. 

Communication of independence matters ✓ Discussed within this report. 

Other findings or issues regarding the oversight of the financial ✓ Discussed within this report. 
reporting process 

'cst O€tire L mqe 20t'3 Au:i t R:tsuits Report 42 

536 of 55? Post Office 8oarrt-24105/1 6 



POL00030888 
POL00030888 

Supp i:m,anta Documents 

Errs l &Young LIP 

Assurance I Tax I Transactions I Advisory 

The UK am Emsi & Ce eg u.." is s: iiciti:, firsiAlty 
pe.r ftcF5hp ^e jF3e e n tnyheu of
+nit f•9,;; <tkeated r:,ir..txr OC: UU9 and is et t:cartef r:re 

i.df:aet 

rr:;a&Y~:ung a.P.? Mce• Lo.1eo!: :`3e'.x:, !. c::•.;!: Shi \h. 

xy @rMd R 'icu.^.g :.;.P ".?2 hlh shhh hi the UK. 
Ati an ehee red 

D*oe E.:irited...2G.,; AeIt Re> ui:t. Reper 4t 

Post Ofic6 t'f.ar£1-141i;5i1 f 537 of 557 



POL00030888 
POL00030888 

POST OFFICE 

POST OFFICE BOARD 

PAGE 1 OF 6 

DECISION PAPER 
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Author: Julia Thomas Sponsor: Kav n Gilli land M?etduo date: 24 May 16 

Context

In July 2015, the Post Office (POL) Board approved the current strategy for the Crown 
network, covering the period 2015-18. This was established with the aim of moving the 
Crowns through the breakeven point during FY15/16 and on to sustainable profitability 
thereafter. The first year of this strategy has exceeded expectations (with Crowns out --
turning FY15/16 at a £2.7m profit), and the programme team has also gained new 
insights which can be used to enhance the strategy. Concurrently the pace of 
simpl ification, cost reduction and profitability improvement sought across the wider 
business has accelerated. Furthermore, our wider Network strategy is being refreshed in 
advance of the June 2016 Board, together with important aspects of the business' longer-
term commercial strategy. In this context, opportunities are now being explored to further 
enable profitability improvements via changes to Crowns. 

Questions n addressed i n this report 
1. Is the 2015 strategy for the Crown Network still a "no regret" approach? 
2. What are the opportunities and challenges associated with substantially fewer Crowns? 
3. What are the key questions for our long-term Crown strategy? 

Conclusion 
1. The fundamental themes of the current 2015-18 Crowns strategy are "no regret" and 

are being successful ly delivered. 
2. The Crown Network is now profitable and 100 of our 314 Crowns are classified as 

strategically-important, flagship, branches. However the majority of Crowns are still 
run under commercially sub-optimal, or loss-making, models. Our target is to make all 
branches in the Network cash-generative and the Crowns are no exception. Whilst 
direct ownership provides stability and strong brand prominence in our most important 
locations, it also consumes significant management time and drives in central costs. 
Transition away from Crowns is politically and operationally challenging, and a simple 
proposition of like-for-like franchising will not enable us to fully optimise the 
profitability of the Crowns. High levels of investment are required for any fundamental 
change above that already approved (£100-£150m additional spend) but this must be 
balanced with the opportunity cost of sub-optimised branches (c.£18m p.a. EBITDAS). 

3. The key questions to address are; how branch models could be re-engineered to 
enable easier franchising; what this would mean for our customer proposition and 
commercial strategy; what the plan would be to enable Crowns-driven cost reduction 
from the wider business; the choices available when engaging Government on any 
fundamental Crown network changes; how the costs and risks of transition could be 
r~xrLuI TII iI iII1ibYZiIII III 11.11111 iI1.1U[ 11I.•

Input Sought Input Received 
Does the Board have appetite for a transformation Board endorsement of 2015-18 Crown 
programme to much further reduce the Crown Strategy, July 2015. Board approval of 
network considering the levels of investment required Paddington (WH Smith deal), April 2016. GE 
and likely return? If so, a ful ler business case wil l be review of more radical Crown options, April - 
developed for a decision at the September Board. May 2016 
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1. The objective is to refresh the Crown strategy in light of new opportunities and 
challenges arising since the 2015 Crown strategy was established. This will lead to 
the development of an outline business case for a more aggressive reduction in the 
size of the Crown branch network than was set out by the 2015 strategy. 

2. The 2015 Crown strategy set out the rationale for, and benefits of, a directly-run 
flagship network. However it noted that only 100 Crowns have a good fit against the 
strategic vision that was set out. For the remainder, the only rationale for retaining 
them under a direct ownership model was that the costs and benefits of transition to 
any alternative model (or closure) would exceed the 3 year payback period which was 
targeted at the time the current strategy was approved. 

3. The 2015 strategy looked at the costs and benefits of changes to improve the 
profitability of Crown (or replacement Agency) branches, but was deliberately 
agnostic to any cost reductions across the wider business which could be enabled by 
a much-reduced Crown network. This was a deliberate choice because of the degree 
of uncertainty at the time about the business' intentions and the mechanisms which 
would be available for large-scale cost reduction beyond the Crowns area. There is 
now increasing clarity about this. 

4. During FY15/16 significant progress has been made in terms of delivering change in 
Crowns and improving our "flagship" presence on the high street using the WH Smith 
branch network: 

a) The Project Paddington deal with WH Smith (WHS) has been negotiated and 
signed. This will see 28 unprofitable, un-strategic Crown branches franchised; 33 
Crown branches hosted in order to reduce their property costs; contracts 
extended on 97 of our largest Mains (which are operated by WHS); significantly 
up-weighted Post Office brand prominence across the WHS branch estate; and 
POL ATMs and Self-Service Kiosks introduced into the WHS estate. This deal has 
helped POL gather valuable insights on how the commercial and operational 
model for large franchising deals will need to evolve in future in order to be 
successful. 

b) A further 11 Crown branches have been advertised as franchise opportunities, 
and applicants are currently being assessed for their suitability. Demand has 
been received from the market for every one of these branches. Preparatory 
work has been completed on 42 additional branches, of which 21 are ready to be 
advertised for franchise as part of the current strategy. 

c) 

2 un-profitable, un-strategic branches have closed, where there was surrounding 
network capacity in place to absorb demand. Public consultations have 
commenced (or are about to commence) for a further 4 closures. 

d) Trials of a new retail offer in Crowns have been run with both WHS and VOW 
Retail (the incumbent provider) and both trials have seen strong growth in retail 
sales. A public procurement exercise is in-flight to select and appoint a new retail 
supplier to Crowns. A renegotiation of the Photo Me contract and rollout of 
further machines has increased our ability to generate income from otherwise 
under-utilised square footage. 

e) A project to automate Post Office Card Account transactions on Self-Service 
Kiosks has been mobilised, with pilots of the new service planned for the end of 
this financial year. (This project is running later than originally planned, which 
has introduced a £1.5m in-year benefits gap for 16/17, to be mitigated by 
acceleration of other programme activities.) 
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5. FY15/16 has also presented new opportunities and challenges for the Crowns strategy, 
namely: 

a) The business has accelerated its simplification agenda. Progress has been made on 
the business' Target Operating Model and on mechanisms to achieve a Simpler to 
Run Network. The business' capacity to take out wider costs beyond the Crown 
network is now both increased and better understood. 

b) The Government's introduction of the National Living Wage has made franchising 
large, labour-intensive, Crowns onto standard Mains contracts even less profitable 
for retai lers. However the increasingly intense competitive pressures on the retail 
sector have added even more need to guarantee footfall into stores, and so 
demand for Crown franchises has still been seen. The quality of this demand has 
been variable, however, with WH Smith continuing to be the only national multiple 
with both experience of running large Post Offices and an appetite to take more in 
any significant numbers. 

c) The increasing pressures of property cost on retailers, particularly in central 
London, mean it is now virtually impossible to franchise a Crown in zone 1 or 2 of 
London. The space required from the retailer is simply not available. The same 
property cost pressure is being felt by the agency network in central London, and 
Crowns which remain are proving essential for continuity of Post Office service. 

d) To achieve large-scale franchising deals with retailers, without expensive 
inducements or over-scale fees beyond standard Mains terms, it is increasingly 
clear that we will need to move away from a standard like-for-like Crown to Main 
franchise pattern. Future deals will need to explore different branch models, with 
service potentially dissipated across multiple retail partners, and self-service 
automation forming a much higher part of the model offered. 

e) Considering the array of people changes planned or in-flight in the wider business, 
there wil l be greater opportunities to reduce the cost of transition over future 
years (e.g. from adjusted redundancy terms), or to take out cost from the wider 
business as a result of changes in the Crown network. 

What do we propose to do and why? 

6. The Crown Network Strategy will be refreshed and presented to the September Board 
meeting. In particular the refresh of the Crown Network Strategy will focus on: 

a) The updated position of the Crown Network, following progress made in FY15/16. 
b) The strategic and economic benefits of the Crown network considering the 

commercial needs of the wider business, but also any costs or constraints that the 
Crown network's existence imposes on the wider business. 

c) A reduced target size and shape for the Crown network for both 2018 and 2020. 
This will take into consideration the business' Target Operating Model, our 
ambitions for a Simpler To Run Network, levers available to reduce the costs of 
change in the Crown Network, and commercial requirements of the business. 

d) The change roadmap, considering the optimised balance of models, optimised 
EBITDAS benefits, the best use of investment funds, and co-ordination with other 
change activities across the business to manage both opportunities and risks. 

Risks i ;i igai,o"it 

Industrial Relations, political and stakeholder reaction to change 
7. Further franchising will lead to increased political and public pressures, including 

adverse media coverage where transformation of the network is viewed as job losses 
and back-door privatisation. For example, as a result of the announcement of POL's 
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intention to Franchise 39 Crown branches, we are now answering Parliamentary 
Questions from MPs in the impacted constituencies, Freedom of Information requests 
from consumer groups and requests to attend either MP or Union-organised public 
meetings. Furthermore, some customers view a Crown as giving their town a 
particular status and will campaign against change for that reason. Although this is 
resource hungry, POL's experience through 25 years of Franchising Crowns (from 
1500 down to 300 now) and various Network Change programmes impacting Agency 
branches, means we know that the negative feedback and press coverage is usually 
localised to the area impacted and is short-lived. Once the change has taken place, 
the customer experience is generally improved through more modern, accessible 
premises and longer opening hours. 

8. Long-running industrial action significantly disrupts the Crown Network and or Supply 
Chain businesses (due to conflation of issues as a result of CWU representation across 
both parts of the business), delaying change and impacting short or medium term 
service and profitability. The Crowns team will develop proposals together with the 
People and Engagement team and the Industrial Relations Steering Group in order to 
establish the right phasing and people approach, before reporting back. 

Impact on Post Office commercial strategy & brand 

9. There is a risk that during the consultation period for franchises, customers are 
dissuaded to buy-in to the proposed change by staff who are negatively impacted 
themselves or by trade unions who campaign against the change. This particularly 
impacts migration rates of the Travel and Telephony businesses where convenience 
and rates are key to customers and competition on the high street for this product is 
high. Marketing plans will be developed to attract customers to the new location as 
well as capability support at the new location. Experience has shown that the wider 
cost savings of franchising more than compensate for this revenue loss. 

10. The Personal Financial Services business relies on directly-employed staff generating 
business in branches. There is a risk that franchising Crown branches adversely 
impacts the wider FS strategy, resulting in reduced income. The FS Strategy will 
identify the most important branches based on customer demand / opportunity. The 
existing network of branches in WHS stores includes private consultation rooms for 
Financial Services sales, and the number of such rooms is increasing with the recent 
Paddington deal. The current 'Hub & Spoke' trials will need to be developed into more 
formal ways of working to ensure the ownership model is less important to meet our 
FS growth aspirations. As above, revenue loss is included in all business cases so that 
we provide an accurate picture of the business impact of franchising or closure. 

irce ..... ... .. ...ss case:` 

11. The strategy refresh will recommend an outline business case for changes to the Crown 
network in terms of further projects to; increase automation, including counter-less 
operation of some branches; apply voluntary redundancy; deliver property deals; 
better monetise our retail space; and franchise or close branches. 

12. Beyond this, the refreshed strategy will also provide guidance on what the 
improvements to the outline business case could be in scenarios where more radical 
levers were available for use such as; Compulsory Redundancy; major reductions in 
Voluntary Redundancy terms; reductions to service provision in urban deprived areas 
or conversely use of subsidy to maintain service in those areas; and/or a policy of 
active cannibalisation of the Crown network. 
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What options did we consider? 

13. More radical options for the Crown Network are under review. A policy of wholesale, 
or very large scale, franchising or closure would be challenging without; changes to 
the commercial and operational proposition for potential franchise partners; 
increasing use of compulsory redundancy; and changes to terms available under 
voluntary redundancy. 

14. Some indicative scenarios are modelled below in order to help frame a common 
understanding of the viability of certain radical options. These would require 
investment above and beyond that already approved by the Board for the current 
Crown strategy. The below scenarios work on the basis of potential changes to the 
227 remaining Crown branches which are not subject to franchise or closure under 
business cases already approved by the Board: 

Indicative economics 

bib .f ? f.<:tt O 3 f be relit R.et: .;rhnu FBITDAS Payback 

(1.57) 19 18 7,7 

Franchise all 227 Settlement agreements account for £62m of the one off costs in this .scenario, 

branches based on our experience during recent change programmes. Central (i.e, 
indirect) cost reductions would contribute £11.rn of the recurring E SITDAS. 
benefi ts. 

(132) 19 24 4.7 
.. 
i- riinchl~.~'` till .~2 ? 

. . 
POLIf  could 53g€"13t{CriFi',iy : G'C u~:;~' u.:c7YY E'~'Ei't costs Yvlf:lit;.:t Jeopardising the wider 

if . . reduce staff

branches best business transforrr:at::.an e,'e:-oda the overall investment cost w'c:.: '{_i dran by 
`s '75rn (assumed 45% . ehu.vt an iln this 50ena€` o), troreasing ceotr.4 cam 

reductions by 50%%q beyond on rent ,.. ._s,unict ions woad ad.. erotIca" _Ibm [._ 

recurring EBITDAS. 

(56) 7 7 2,0 
Franchise all 73 

.i3 a (':^.i)CE. <::,- 1r;k.;.wf:< i investment environment we could take the less radical 
remaining loss cation at .-i`.t fE act +x.3.7 .:350 which arm 'mg '. ml brcrch P&L 

rrEaking brranch'S :i. =.' it iivr. n_3 ELITTDAC benefit efit bat on' v' teofl inoc rrnai ie.r .croonnt of 
i _otr l cast %2m . TIn w`7 E.. Chi not oncm:se toe n cti$_r b3lEa at ovary branch. 

15. A single deal to franchise the entire estate, either via a large scale procurement 
exercise or even under a Joint Venture has not been ruled out, however this is 
considered unlikely to produce a better economic return than is achievable via other 
mechanisms. WH Smith is the only national multiple chain with the experience of 
running large ex-Crown Post Offices and a significant geographic reach, however there 
are still over 100 Crowns which have no geographic alignment to an existing WH 
Smith presence, and in many cases these locations do not align with a local market 
which WH Smith wants to enter. 

What do we need to do next to progress? 

Whet it. required to  progress th e prsdèrred option.' 

16. We will report back to the June Board on how the Network, and the mix of branch 
models within it (including Crowns), will support the refreshed commercial strategy 
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of the business, the progress made with the Simple to Run Network initiative and our 
long term approach for Community and Outreach branches. 

17. Subject to Board appetite, a refreshed version of the Crown Network Strategy will be 
developed, to cover the timeframe of 2016-2020 and this will be presented to the 
September 2016 Board meeting. This will take into account the latest Crown branch 
P&L budgets and Paddington (WHS deal) benefits; the medium to long-term roadmap 
for our people; and the wider business cost reduction opportunities. 

What would the impact be of delaying. or rejectnig the de "s?oct to proq,'ez"'S: 

18. Delaying or rejecting a revision of the Crown Network strategy would result in missed 
opportunities for further cost reduction from the Crown network. 

Strictly Confidential 
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Meeting date: 17 Flay 2016 

, 2 

Context - Bates & 90 Others v. Post Office Limited 

1. On 11 April 2016, 91 (mostly former) postmasters issued a High Court Claim 
formally starting a court case against Post Office (the "Claim"). 

2. The Claimants have until 11 August 2016 to "serve" the Claim Form, which will 
trigger Post Office's obligations to respond to the Claim through the Court. We 
have however been provided with a copy for information only. 

3. The Claim Form contains very l ittle information. However, on 28 April 2016 the 
Claimants' sol icitors (Freeths LLP) sent a 53-page "Letter of Claim" setting out the 
al legations in more detai l (the "Letter"). Court Protocol requires us to respond to 
the Letter before the Claim passes to the Court for formal case management. 

4. The Claim potential ly poses significant legal, financial, operational and reputational 
risk to Post Office. 

5. This paper: 
- summarises the status of and next steps in the Claim; and 
- provides an initial overview of timing, costs and affected stakeholders. 

Questons addressed in this report 

• What are the Claimants alleging? 
• What process will the Claim follow and over what time frame? 
• What are the estimated costs of responding to the Claim? 
• What are Post Office's objectives for the Claim? 
• Who are the stakeholders? 

What are the Camants all ing? 

6. The Letter sets out the bases on which the Claim wi ll be made. Despite its length, 
there is nothing new or surprising in the Letter, and it does not set out how much 
the Claimants are claiming or how they propose calculating that amount. 

7. Much of the Letter focuses on technical points of law, with the main focus being 
the relationship between Post Office and postmasters, seeking to place greater 
responsibi l ity on Post Office for branch accounting difficulties. 

8. Apart from some generalised statements, there is no al legation that there is a 
systemic failure in the Horizon software. Rather, the Letter claims that because 
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Horizon has the potential to cause discrepancies in branch accounts, Post Office 
should not have relied on it so heavily and done more to investigate it as a possible 
source of branch shortfalls. 

9. Other familiar allegations include poor training/support, the ability of Fujitsu to 
alter remotely branch transactions, improper criminal prosecutions, and putting 
undue pressure on postmasters to make up shortfalls. 

What process wi ll the Cam follow and over what time frame? 

The Letter 

10. The Letter asks Post Office to respond to the issues raised and agree in principle 
to a "Group Litigation Order" ("GLO") so issues common to the Claimants can be 
efficiently managed through the Court. 

10.1. There are practical and tactical implications for agreeing to a GLO which 
wi ll substantially influence the way the Claim proceeds. For example, Freeths 
may not be able to fund the litigation if we can show the individual claims are 
not sufficiently common for a GLO. Equally, an early favourable ruling on an 
issue we want to treat as common (e.g. the effect of a criminal conviction or 
limitation period) could reduce the number of claimants and thus the economic 
viability of the litigation. 

10.2. Post Office is therefore entitled to know more about the Claim and the 
purported common issues before making any decision about a GLO. 

11. Freeths have questioned whether Post Office would be prepared to mediate these 
claims. At this stage it is not possible to form a view as to whether mediation 
would be viable in some or all of the cases. However we will keep under constant 
review whether options to mediate or settle would provide a better outcome for 
Post Office. 

The Claim 

12. Freeths need to decide by 11 August 2016 whether to serve the Claim Form and 
start the formal Court procedures. 

13. Set out at the Appendix to this Report is an "Estimated Litigation Timetable", which 
sets out the main steps in standard litigation through to trial, assuming the Claim 
Form is served during August 2016. 

14. The Court's procedures are designed to examine the issues rigorously, and 
accordingly take time. Assuming that this case follows standard procedures, the 
Claim might not come to trial unti l November 2018. Whether or not the Claim 
proceeds under a GLO could impact substantially this timeframe, e.g. the standard 
timetable may not start to run until the GLO issues are finalised, which could take 
some months, or the litigation may not proceed at all if no GLO is made. 

15. The Court's procedures provide for regular assessment of the Claim and the risks 
and benefits of continuing with it, which ensures that the vast majority of cases 
are settled before trial. 
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What are the estimated costs of responding to the Car n? 

16. The Court actively manages costs due to the resources litigation consumes and the 
"loser pays" presumption which requires the unsuccessful side to pay a substantial 
portion of the other side's costs (typically 65% to 90%). The Court's processes 
also require "front end loading" where significant costs are incurred at the 
beginning of a claim to narrow down the issues and save costs overal l. 

17. We estimate that responding to the Letter in a robust and proportionate manner 
will incurexternal legal costs at approximately the same rate as during the Sparrow 
Mediation Scheme, i.e. £30,000 to £50,000 per month for the next three to six 
months. More detailed costings will be provided and updated as the Claim 
progresses. 

18. Should the matter proceed to a full trial, Legal costs and expenses for the Claim 
could easily exceed £imillion, particularly if the performance of the Horizon system 
itself becomes a key issue. By way of reference, Post Office successfully defended 
at trial a 2006 "Horizon"-related claim brought by one former agent, the costs of 
which exceeded £300,000. 

What are Post Office's Objectives? 
19. The Claim challenges a critical part of Post Office's business - how we engage with 

our postmasters, and how we allocate risk and responsibility for the Post Office 
transactions, cash and stock they handle. 

20. Even though most of the Claimants are former postmasters, the Claim raises issues 
in respect of current and future b.a.u. activities (e.g. branch accounting, agent 
contract management, and debt recovery) because it concerns the core branch 
accounting principles and systems, including Horizon, currently in use. 

21. We therefore see two main objectives in responding to the Claim: 

21.1. Proportionately manage Post Office's legal defence. 

21.2. Protect the Network going forward so that Post Office and current agents 
have confidence in our systems. 

Stakeholders 
22. The Claim will have a wide impact on Post Office, affecting Network, Finance and 

the FSC, IT (including our relationship with Fujitsu), HR, Legal and 
Communications, each of which wi ll help inform Post Office's defence. 

23. Other stakeholders will be interested in the Claim, e.g. BIS and the NFSP. 
However, the involvement of external stakeholders should be limited to appropriate 
updates provided as part of an agreed communications plan so as to maintain legal 
privilege and confidentiality in the legal advice we receive and the strategy and 
tactics adopted in our defence of the Claim. 

Input Sought 
The Board is requested to note the content of this paper. 
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Step Estimated Proportion 
completion of overall 

date work 

1. Pre-Action Correspondence: Initial investigations into alleged August 2016 5% 
issues and correspondence between the parties to establish the 
basis for the claim and the defence 

2. Claim Form served: Legal proceedings are formally begun with August 2016 
service of the Claim Form on Post Office 

3. Statements of Case: Each party produces formal Court January 2017 10% 
documents setting out their legal positions. The SPMRs will produce 
a Particulars of Claim. Post Office will then produce a Defence. The 
SPMRs will then file a Reply to the Defence. 

4. Case Management: The Court orders the steps to be undertaken April 2017 5% 
before trial and a timetable for their completion. This may require 
multiple short Court hearings. 

5. Formation of the Group: The SPMRs will apply for formal June 2017 5% 
recognition that their claims form a Group Action. The Court will 
define the issues common to the Group and set a deadline by which 
further Claimants may join the Group. 

6. Disclosure: All parties are required to search for relevant November 2017 25% 
documents and provide those documents to the other parties. 

7. Witness statements: All parties must draft and exchange March 2018 15% 
statements setting out the evidence to be given by each of its 
witnesses. 

8. Expert evidence: Parties commission experts to investigate and July 2018 15% 
report on technical issues (eg. Horizon). Reports are exchanged 
and meetings held between experts to narrow the points of 
disagreement. 

9. Trial: A trial will likely take several weeks and require several November 2018 20% 
months of preparation. 

10. Judgment. It will likely take a Judge several months to consider February 2019 
the case and draw up the judgment. 

Notes 

Step 5: Formation of the Group could occur at an earlier stage and possibly before Step 3: Statements of 
Case. This depends on how the SPMRs wish to proceed. 

The above timetable assumes that all points of dispute will be considered in one single trial. It is possible 
that certain discrete or preliminary points may be dealt with separately at an earlier stage. If there 
are any preliminary hearings these will likely occur before Step 6 and will the delay the above 
timetable by 3 - 6 months. 

Following Step 10: Judgment, there is the possibility of an Appeal and there will also be costs proceedings. 
These could take a further 6-12 months. 
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Context 
The Modern Slavery Act 2015 (the Act) challenges slavery, domestic servitude, 
forced and compulsory labour and human trafficking. Post Office is required to 
produce an annual slavery and human trafficking statement (Statement) 
setting out what steps have been taken to ensure its business and supply 
chains are slavery free. This paper attaches the Statement which must be 
approved by the Post Office Board and signed by a Director. 

Questions this paper addresses 

1. What specific risks should the board be aware of? 
2. What action have we taken so far? 
3. What are other businesses doing and how do we compare? 

C nclusion 

• Post Office has been undertaking due di ligence on its business and supply chains 
to identify any risk areas. 

• Post Office has prepared a Statement which must be published within 6 months of 
year end. 

• A steering group appointed in January 2016 is responsible for creating a project 
plan and undertaking due diligence on Post Office's and POMS supply chains. 

• The steering group has identified that the highest level of risk is within our Agency 
network. We will be taking action to address this risk including amending our 
contracts with our Postmasters to require compliance with the Act. 

• Post Office's Statement has been prepared using Home Office guidance and in 
consideration of other available Statements by UK and international companies. 

• Post Office wi ll have to take ongoing action to meet the requirements under the 
Act. 

Input Sought 

The Board is asked to approve the Statement. 
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What specific risks should the board be aware of? 

• The requirement to publish a Statement applies to "commercial organisations" 
which (a) supply goods or services and (b) have a total turnover of not less than 
£36,000,000. It will therefore not apply directly to Postmasters if their turnover is 
less than £36 million per year. 
— However, Postmasters are part of the Post Office supply chain. Post Office must 

state what steps it has taken to ensure that slavery and human trafficking is 
not taking place in any of its supply chains or in any part of its business. 

• To date we have not identified any direct relationship with an individual or company 
registered in a high risk country. 

• The due diligence that we have undertaken so far indicates that there is a potential 
risk on non-compliance within our agency Network: 

The reason for this is that there are a large number of people employed by 
Postmasters (including multiple partners) but who are not employees of Post 
Office or POMS. They work directly for the Postmasters (including multiple 
partners). We will be taking action to address this risk (see below) including 
working to amend our contracts with our Postmasters to require compliance 
with the Act and we will be del ivering training to Postmasters as and where it 
is appropriate. 

What action have we taken so far? 
1. GE member Neil Hayward delegated responsibility for our Modern Slavery 

initiatives to a steering group lead by Hannah Dalton (Head of HR). The steering 
group was appointed in January 2016. 

2. The steering group has developed a project plan to carry out due dil igence of our 
business and implement change. Our ongoing work involves a risk analysis of our 
core business and its related supply chains. 

What are other businesses doing and how do we compare? 
1. We looked at statements for international companies with complex supply chains 

to get a flavour for content and examples of initiatives. 

➢ For example: Ford 
• They have published a statement which is approx. 2 pages long. 
• Ford recognise their supply chain is extensive and complicated and that it 

presents chal lenges. 
• Some of Ford's initiatives are simi lar to ours - this is encouraging given that 

Post Office's business and supply chains are not as extensive as Ford. 
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2. Many companies have not yet publ ished their Statements, but we have looked at 
a variety to ensure that our approach is consistent. We are confident that the detai l 
in our Statement and our project plan is appropriate at this stage, but we wi ll 
monitor developments and keep the adequacy of the Statement under review. 

3. We also looked at what some of our partners are doing: 

WH Smiths 

• Statement not yet published. 
• They use the Ethical Trading Code of Conduct and Human Rights Pol icy. It 

incorporates the ILO Conventions to scope out the current position on Modern 
Slavery related matters. 

• The policy specifies a person who takes responsibil ity for the Code. 

• Do not currently have a Modern Slavery statement. 
• Publ ish a Responsible Business Report which currently makes no reference to 

Modern Slavery. 
• As a key partner, Post Office should investigate directly with BOI as there 

appears to be very little in terms of Modern Slavery related matters. 
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Executive Summary 

This statement sets out the steps we have taken during the last financial year to ensure that 
Modern Slavery is not taking place in any of our supply chains or any part of our business. It is 
made pursuant to section 54(1) of the Modern Slavery Act 2015 (MSA). 

Our business 
Post Office is the UK's largest retai l network and the largest financial services chain in the UK 
with more branches than al l of the UK's banks and bui lding societies put together. We have 
provided services for more than 370 years and currently supply more than 170 products and 
services (mails & retai l; financial services; governments services; and telephony) from a 
Network of more than 11,500 Post Office branches nationwide. 

Post Office directly manages currently over 300 of the Network branches. The remainder of the 
branches are managed on an agency basis by Postmasters and multiple partners. 

Our supply chains 
We currently operate throughout the UK, however our supply chains connect with suppliers with 
a global reach. 

Banking services 
Our banking services are provided through a joint venture with the Bank of Ireland (BoI). 

Postmasters 
Postmasters can operate one or more branches. As agents they have control on how they run 
their branches on a day-to-day basis. All those working in an agency Post Office branch are 
employees of the Postmaster. 

Multiple partners 
A large proportion of the agency part of our network is run by multiple partners. 

Trade Unions 
In our Crown network, we work closely with the Communications Workers Union (CWU) and 
Unite (CMA) Communications Managers Association. 

Third Party Suppliers/Procurement 
We also procure products and services from a wide range of national and international 
businesses. 

Responsibility and due diligence 
Responsibi lity for our Modern Slavery initiatives currently resides with a steering group which 
was appointed in January 2016. It is tasked with the development of a project plan to carry out 
due diligence and implement change. Our ongoing work involves a risk analysis of our core 
business and its related supply chains. 

Strictly i;i'?iTi Intl{ 
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Where are the risks of Modern Slavery at Post Office/POMS? 
To date we have not identified any direct relationship with an individual or company registered 
in a high risk country. The due diligence that we have undertaken so far indicates that there 
could be a risk of non-compliance within our agency network because there are a large number 
of people employed by Postmasters (including multiple partners) but who are not employees of 
Post Office or POMS. They work directly for the Postmasters (including multiple partners). We 
wi l l be taking action to address this risk (see below). 

What we have done so far 
• Our Whistleblowing Policy has been updated to include references to concerns about 

Modern Slavery. 
• We have adapted the Post Office recruitment policy to address MSA requirements. 
• We conducted an assessment of the Post Office procurement process to ensure it aligns 

with the MSA. As part of this process we conducted a review of the criteria used by Post 
Office to evaluate whether suppliers meet Post Office's minimum tendering requirements. 

Next steps 
Our work on Modern Slavery continues and we intend to introduce the following changes in the 
near future. 

• Updating Postmaster's selection and appointment process to address MSA requirements. 
• Amending our standard form procurement contracts. 
• Developing a communication and training plan to ensure our suppliers, staff and agents 

are aware of Post Office's obligations in relation to Modern Slaver and informing them 
about the Modern Slavery Helpline. 

Our policies 
We currently operate the following policies that describe our approach to Modern Slavery: 

• Code of Business Standards 
• Whistleblowing Policy 

Further information 
If you have any concerns about the issues raised in this statement or if you think you have 
identified signs of Modern Slavery then please either contact us or call the Government's Modern 
Slavery Helpline on 0800 0121 700. 

Signed: ................................................................ 

Name: ................................................................ 

Position: ................................................................ 

D . 
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Author: Alwen Lyons Meeting date: 24 May 2016 

Context 

PAGE 1 OF 4 

The Directors are invited to consider the seal register and to approve the affixing of 
the Common Seal of the Company to the documents set out against items number 
1400 to 1421 inclusive in the seal register. 

Input Souqht 

For the Directors to resolve that the affixing of the Common Seal of the Company to the 
documents set out against items numbered 1400 to 1421 inclusive in the seal register 
is hereby confirmed. 

Strictly confidential 
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Date 
16 May2016 

POST OFFICE LIMITED 
Register of Sealings Company Number 

21554540

3 

Seal Date of Date of Description of Document r I Persons Attesting Destination of 
Number Sealing Authority To Document Document 

1400 07/03/2016 04/03/2016 T R1 relating to Ground Floor, 92 Station Road, West Alwen Lyons Jean Reynolds 
Wickham, BR4 OQE between Post Office Limited and 
Royal Mail Group Limited. 

1401 07/03/2016 04/03/2016 TR1 relating to Ground Floor, Kirkby Post Office, Alwen Lyons Jean Reynolds 
Newtown Gardens, Liverpool, L32 8RN between Post 
Office Limited and Royal Mail Group. 

1402 15/03/2016 14/03/2016 Licence to Assign relating to Lease of the Post Office Victoria Moss Jean Reynolds 
forming part of the premises known as Otley Post 
Office, 21 Nelson Street, Otley, LS21 1ST between 
Post Office Limited, Martin Goldthorpe, Martin 
Goldthorpe Limited and Martin Goldthorpe and Pearl 

- - - - - - - ----- - - - - Janet Goldth~e, - - - - - - - -- ---------------- - - -
1403 15/03/2016 14/03/2016 Rent Deposit Deed relating to the Post Office Victoria Moss Jean Reynolds 

forming part of the premises known as Otley Post 
Office, 21 Nelson Street, Otley, LS21 1ST between 
Post Office Limited, Martin Goldthorpe Limited and 
Martin Goldthorpe and Pearl Janet Goldthorpe. 
Deed of Surrender of Part and Deed of Variation Jean Reynolds 1404 22/03/2016 22/03/2016 Victoria Moss 
relating to lease of 22-24 South Street, Romford, 
RM1 ..RA between Golftee Nom A Limited and 
Golftee Nom B Limited and Post Office Limited. 
Deed of Novation between Post Office Limited, NCC 1405 23/03/2016 17/03/2016 Victoria Moss Jean Reynolds 
Group Escrow Limited, 3M Cogent Inc. and 3M 
United Kingdom PLC relating to the Single Licence 
Software Escrow Agreement dated 11th July 2011 
between NCC Escrow International Limited, Post 
Office Limited and 3M Cogent Limited. 
Two copies sealed. Labelled (a) and (b). 

Alwen Lyons Stan Kitchiner 1406 24/03/2016 21/03/2016 Deed of Variation for "Safe Haven" Agreement 
between CSC Computer Sciences and Post Office 
Limited. 
Two copies sealed, labelled (a) and (b). 

Register of Sealings Alwen Lyons Page 2 
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Date 

16 May 2016 

POST OFFICE LIMITED 
Register of Sealings Company Number 

21554540 

-------- ---------------------- 
Seal Date of 

- - 
Date of 

- - 
Description of Document 

------------- 
Persons Attesting 

----------------------
Destination of 

Number Sealing Authority To Document Document 

1407 06/04/2016 06/04/2016 Underlease between Wildmoor (Hull) Limited and Victoria Moss lean Reynolds 
Post Office Limited relating to Unit 51A The North 
Point Shopping Centre, Kingston-Upon-Hull 
Humberside. 

1408 08/04/2016 09/03/2016 Second Deed of Variation of the Collaboration Victoria Moss Julie Thomas 
Agreement between Post Office Limited, WH Smith 
High Street Limited and WH Smith Travel Holdings 

12/04/2016 07/04/2016 
Limited. 
Lease between Simpsons Paints Limited and Post 1409 Victoria Moss Jean Reynolds 
Office Limited relating to ground floor and 
basement, 354 and 356 Edgware Road London W2 

1410 12/04/2016 12/04/2016 Framework agreement for the operation of Post Paula Vennells Julie Thomas 
Office concessions at WH Smith 
Two copies, labelled 1410a and 1410b. 

1411 12/04/2016 12/04/2016 Master Framework Agreement. Paula Vennells Julie Thomas 
Two- copies- labelled 1411a and 1411b, — — -- — __ 

1412 12/04/2016 12/04/2016 Third deed of variation of collaboration agreement. Paula Vennells Julie Thomas 
Two copies labelled 1412a and 1412b. 

1413 12/04/2016 12/04/2016 TR1 relating to Balham Post Office, 92a Balham Victoria Moss Jean Reynolds 
High Road, London SW12 9AF, between Post Office 
Limited and RT Incorporated Limited. 

1414 12/04/2016 12/04/2016 Lease relating to the Post Office forming part of the Victoria Moss Jean Reynolds 
premises known as 92A Balham High Road, London 
SW 12 9AF between RT Incorporated and Post Office — — — — — 
Limited, 

1415 12/04/2016 12/04/2016 Deed of variation relating to 92A Balham High Road, Victoria Moss Jean Reynolds 
London SW12 9AF between Post Office Limited and 
RT Incorporated Limited. 

1416 12/04/2016 12/04/2016 Pre-emption agreement relating to Balham Post Victoria Moss Jean Reynolds 
Office, 92a Balham High Road, Balham SQ12 9AF, 
between RT Incorporated and Post Office Limited. 
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Date 

16 May 2016 

POST OFFICE LIMITED 
Register of Sealings Company Number 

21554540 

Seal Date of 
Number Sealing 

Date of Description of Document 
Authority 

Persons Attesting 
To Document 

Destination of 
Document 

1417 14/04/2016 19/02/2016 Deed of amendment to the parent company Alwen Lyons Michelle McMahon 
guarantee between Fujitsu Services Limited and 
Post Office limited. 

1418 21/04/2016 20/04/2016 TR1 relating to 121-125 Peckham High Street, Alwen Lyons Jean Reynolds 
London, SE15 5SF between Post Office Limited and 

_ Audenfield Limited 
1419 21/04/2016 19/04/2016 '', TR1 relating to Ground Floor Post Office, 243-245, Alwen Lyons lean Reynolds 

Selhurst Road London, SE25 6XR between Post 
Office Limited and Agadir Limited 

1420 03/05/2016 15/04/2016 Settlement deed between Post Office Limited and Victoria Moss Jessica Madron 
Jonathan Brenton and Nicholas Sutton in respect of 
a dispute between Mr Brenton and Post Office 
Limited by which Post Office Limited will make an ex 
gratia payment totalling £75,920 without admission 
of liability. 

1421 06/05/2016 06/05/2016 TR1 relating to 2-4 Gratton Road, London, SW17 Victoria Moss Jean Reynolds 
OSQ between Post Office Limited and Tasklane 
Limited. 
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Author: Alwen Lyons Sponsor: Alws.n Lyons Meet np date: 24 April 2016 

Context 

PAGE 1 OF 1 

DECISION PAPER 

The Board were asked by email on 5 April 2016 to delegate authority to the CEO to 
sign a variation to the existing Col laboration Agreement, a Master Franchise 
Agreement and a Framework Concession Agreement with WHSmith (WHS) in 
connection with Project Paddington. 

The Board approved this request by emai l response and the CEO signed the 
agreements on 12 April 2016. 

The Board's delegation now requires formal ratification. 

lfpLlt Sought 

1. The Board is asked to ratify the decision by the Board to delegate authority to the 
CEO to sign the Collaboration Agreement, a Master Franchise Agreement and a 
Framework Concession Agreement with WHSmith. 

Strictly Confidential 
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