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@ ANNEX A: POsSIBLE AGENDA POINTS FOR DISCUSSION

ToPIC COMMENTARY

LoNé TERM = POL is working on a refresh of its strategic plan and expects to present this to HMG mid-year. Although it
STRATEGY  jslikely to move away from existing targets POL is confident of operating in line with available funding.

= Paula might want to talk about the progress POL have made in thelr plan to date, lncludmg hlghhghtmg
the main challenges faced and those ahead.

NATIONAL = Paula may update you on progress to agree a new funding model for the NFSP, who are the

;EDERATIONOF - representative body forsubpdstmas’ters and who boast a membership of >6 ,000 operators of branches.
POSTMASTERS -

(‘%Bs:;,;m TsERS = This new model looks to move the NFSP away from being a subscription based orgamsatlon negotnatmg

L _on behalf of subpostmasters, to one where its interests are better aligned with POL.. .
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@ ANNEX A: POsSIBLE AGENDA POINTS FOR DISCUSSION (CONT’D)

TorIC COMMENTARY

BANKING = POL are working with the BBA and ‘hi%gh street banks to develop a standardised service to all personal

S{ERVj'CES and SME current account customers in the UK (e.g. withdrawals and depos:ts) This is important as with
' ' _banks contmumg to shut branches POL is mcreasmgly the only prov:der of these services m many
communltles

" Dlscussmns have slowed m the past few weeks although negotnat:ons are contmumg Paula mlght want to
seek your views on this toplc and on access to finance (and POL s role here) more generally =

» You have been snghted on advice prov:ded to Anna Soubry on 10 June this seeks gmdance on what role
 BIS should play in this area after some' negative press coverage following the General Election.

. Shareh O|d€|” = See relevant supplementary information page
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© ANNEX B: BIOGRAPHIES OF POL ATTENDEES

D B B O s O O A o

z PAULA VENNELLS, CHIEF EXECUTIVE OFFICER

Pauta has worked for Post Ofﬁce lerted since 2007 ina number of senior rotes rnctudrng Managmg Drrector
G RO ‘She became Chief Executive on 1 April 2012. Previously Paula spent five years with Whitbread plc latterly as
Group Conimeroial Director She began her career with Unilever and L'Oreal and hgeld' directoréhips in sales and
marketlng wrth a number of major retallers mcludmg Dlxons Stores Group and Argos She |s currently a Non-

Executlve Dlrector and Trustee for Hymns Ancrent and Modern Group

O O A A R A A

a FAL CAMERON CHEEF FINANCIAL OFFICER .

fAI became the Chief Financial Officer of Post OfF cein January 2015 He is also a non—executlve on the Board of
G RO ‘Oxford. Unlversuy Hosp:tals ‘From 2002-14 Al worked in a vanety of roles for Centnca plc, a FTSE 100 company,
mcludrng Dlrector of Audlt & Resk Group Frnancsal Controtler Frnanoe Dlrector of Bntlsh Gas and Managlng “
Dlrector of Brmsh Gas Enterprlse Prevrousty he was a partner wrth Arthur Andersen and served as a trustee of
“j“the e—Learnlng Foundatlon ...

Note: Richard Callard and Tim Mcinnes will join the meeting from The Shareholder Executive. Richard is a Non-Executive on
the Board of POL and has led the shareholder team for about 14 months, and Tim has worked on The Shareholder Executive
team for 3-years with primary a focus on financial monitoring, funding, State aid and strategy.
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OVERVIEW OF POL

POL operates a network of ¢.11,700 Post Office branches, and delivers a REVENUE SPLIT (% REVENUE)

wide range of services across mails and retail, financial services,
Government services and telephony markets. This network is larger than all TOTAL 2014/15 REVENUE: £870M
the branches operated by the high street banks combined.

The business owns and operates about 300 of its branches, known as
Crowns, which account for ¢.15 per cent. revenue. The remaining 11,400
branches are managed by independent entrepreneurs Kknown as
subpostmasters, who operate standalone post office branches or branches
that are co-located in other retail premises (e.g. convenience or grocery).

71 FINANCIAL SERVICES
I TELEPHONY AND OTHER

I MAILS AND RETAIL
[ GOVERNMENT SERVICES

REVENUE & PROFIT PERFORMANCE

POL has ¢.6,700 direct employees who mainly work in its ¢.300 owned
branches, its cash management operation and its network support function.
It is however also responsible for the employment of more than 50,000
additional people via its subpostmasters and their employees.

£ REVENUE £ OPERATING PROFIT

1,000

In 2014/15 POL generated revenue of £870m (£1,030m including Network 900 -
Subsidy) and an operating profit of £100m. POL’s most significant cost is 800 -
payments made to subpostmasters — in 2014/15 £435m was paid out to 200 -
c.11,400 subpostmasters, averaging ¢.£38,000 per branch. After
subpostmaster payments, POL’s largest expenditures are: Staff Costs
(c.£234m); IT (c.£104m); and Property (c.£53m).

865 867 870 875

600 -
500 -

11/12A  12/13A 13/14A  14/15A  15/16B

Shareh Qlder IS TOTAL REV. =CO=OP. PROFIT =O=OP. PROFIT (PRE-SUBSIDY)
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OVERVIEW OF POL — 2014/15 FINANCIAL PERFORMANCE

£M 20:1_45:5 ZAO(‘,"‘T:?JI:LA_. Reassuring given weak start to the year however
_ A [ overall volumes were generally soft (e.g. in Labels,

Kane Peral E. . asopao ‘poLN International, Special Delivery and Parcelforce).
MA]L:S s RE-TAIL : :383'5 1385'8 : : . 1 Partially offset by favourable Wg md For® sales.
FINANC!ALSERVICES - . 2883 2796 ]

GOVERNMENT SERV'CES - 113.0 11489 N Primarily due to growth in FPersonal Financial
TELECQMS : . . a7 480 7 Soh | Services which continues to be a key growth driver
L e e and the renewal of Moneygram on favourable terms,

OHWER . 0. 0. . 370 405  (35) (86 partially offset by soft Bill Payment volumes.
MNerjNcowe @~ 8700 2 B667 2 3 - 0.4%

B L o (o2 o~ 10« Qo Continued decline in DVLA income due to new
oTAFFCOsTS . . . 4.0)  ( ) . A{1.8%
S. ;F o : . : (:234 0) (253 9 i _8 ) | contract terms and Tax Disc changes, and continued
PostmMasTERCosTs = (4349) (4476) | 12 (2.8 shift to digital. Offset only partially by favourable

POca revenue, due to higher customer accounts.

NON-STAFFCOSTs ~ (2733)  (2648) |
- ONE-OFF PROJECT COSTS '

Overall cost performance driven by widespread

MTQTAL EXPENDITURE - (965 4 . 9gg (2 7%) ‘ efficiency activities (e.g. Crown branches, IT
e : _ : outsourcing, redundancies, mic,} and certain one-off
FOREIGN EXCHANGE JV INCOME :35.8 | . 2 8. 3% benefits, offset by increases in IT and marketing.
EBITDAS = (596  (925) 329  (35.6%)
DEPRECIATION - - .. 4 0y - 32% Year-on-year operating profit declined by £7m but on
: e ; . . : - a pre-subsidy basis (i.e. adjusting for a £40m
NETWORK SuUBSIDY - 160. 200. o (20.0%) _| reduction in subsidy) losses were reduced by 35 per

cent. or £33m. Primarily driven by strong and
concerted cost management, supported by a robust

:“OPERATING PROFIT .

OPERATING PROFIT (PRE-SUBSIDY)‘-  (60.0) : .  (35.4%) top-tine
@3 Shareholder
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OVERVIEW OF POL FUNDING

Government provides funding to POL in order to maintain a network beyond its optimal commercial size and footprint, and to
make this network more efficient. Currently the requirement is for POL to operate a network of more than 11,500 branches
which meets 5 clearly defined access criteria (e.g. 99% of the UK population must live within 3 miles of their nearest post office).
There is a legally-binding funding agreement between Government and POL linked to this.

Since 2010 Government has committed £1,975m to POL. This has been focused on two areas:

NETWORK SuBsiDY (£1,030M): Payment to maintain a network of post offices in line with Government’'s requirements. This is
recognised by POL as revenue in its accounts.

INVESTMENT FUNDING (£945M): Funding for POL to invest in its network, to make it more efficient and less reliant on taxpayer
funding. This is recognised by POL as a direct cashflow in its accounts.

As a result of its network modernisation strategy, cost efficiencies and revenue growth POL anticipates being able to reduce its
recurring funding requirement to around £50m from 2019/20. This would support >3,000 branches which serve a “social” purpose
but which would not be financially viable in their own right.

FUNDING PROFILE (EM)

600
500
400
300
200 -
100
0

NOTE: (A) + (B) = £1,975m

11/12 12/13 13/14 14/15 15/16 16/17 17/18 18/19E 19/20E
Shareh Qlder B NETWORK SUBSIDY i INVESTMENT FUNDING
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LONG TERM STRATEGY

POL’s strategy was developed in 2013 and covers the period to March 2020. It represented a continuation of POL’s previous
plan and forms part of the basis on which POL secured Government's recent £640m funding commitment. It is focused on
delivering a financially sustainable POL, less reliant on subsidy, and is centred on three core pillars.

PILLAR I: NETWORK TRANSFORMATION

= Aim: Complete the network investment strategy, modernising branches to improve customers’ experience and making them
less reliant on taxpayer support.

= Status: Generally has progressed in line with plans.

PILLAR Il: REVENUE GROWTH

= Aim: Increased sales in existing areas and launch of new products and services, focusing on particular strengths in mails and
retail, financial services and Government services.

= Status: Slower than expected progress, with low demand growth, fewer new contracts than expected (particularly in
Government Services) and intense competition.

PiLLAR lll: TRANSFORMATION AND EFFICIENCY

= Aim: Reduce costs through a significant transformation of POL’s IT infrastructure and a restructuring of the corporate
overhead.

= Status: Again, progress has been slower than expected, particularly due to frequently volatile or hostile relations with key
stakeholders including subpostmaster and employee representatives.

POL has been working on a refresh of its strategic plan for the past few months, which is expected to be presented to
Government in mid-2015. We expect that the main objectives and pillars of this will remain the same, but that some details might
change and financial targets will be reduced. However, POL is confident that it will be able to deliver the refreshed strategy in

i ph H‘ﬁﬁ%’%%?&%ﬂame funding.
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LONG TERM STRATEGY — NETWORK TRANSFORMATION

NT was developed in 2010 as a strategy to transform and modernise both the
Crown post offices and agency post offices operated by subpostmasters. The

aim of NT, by adopting new operating models and subpostmaster contracts, is o £ SUBPOSTMASTER COSTS % FIXED

to: 8

483 478

448

(i) Improve customer experience by investing in branch environments; 435 .. 429

400

(if) Improve operator performance with increased footfall and efficiency;

(iii) Make POL’s costs more flexible, so costs move with revenue; and

200
—
ES

(iv) Reduce POL'’s reliance on taxpayer support.

To date more than 75 per cent. of eligible branches have transformed or have

contracted to do so. Key performance indicators include: TIHM2A 1213A 13114A 14/15A  15/16B

Variable Pay 22 Fixed Pay ={O)=% Fixed
= ¢.4,300 branches have transformed and a further ¢.2,255 have

contractually committed to modernise (i.e. pipeline of transformations)™; CURRENT NETWORK PROFILE

= > 3,000 further “last shop” branches are protected, making sure MAY 2015 ToTAL: 11,684

communities that need to access services continue to have access: 12,500
. . 2 Crowns
= > 125,000 opening hours have been added across the Post Office 10,000 u Traditional Branches
network and > 2,500 branches are now open on Sundays; 7500 # Other Committed to NT
= Customer satisfaction ratings with the new branches are 98 per cent. ®Main and Local Pipefine
And operator satisfaction ratings are above 80 per cent.; and 5,000 ”‘L‘f‘?al
“Main
» Transformed Post Offices are seeing average increases in retail sales of 2,500 i u Community and Outreach
(1) Transformet?ing%.qm,t m%%ﬂ@@%%ms%ﬁ&éﬁtﬁmﬁm&n and Local Pipeline; and Other Committed i
to NT. Together these are >75 per cent. of the eligible branches (i.e. total Network less Community and Outreach) 0

Post Office Network

& Note: Traditional Branches have not engaged with NT or are in the early
S h areh Qlder stages of doing so. POL is taking action in 2015/16 with these branches
Executive
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HORIZON SYSTEM AND MEDIATION SCHEME

Following complaints from a small number of (mostly former) subpostmasters about the Horizon IT system, in 2012 the Post
Office commissioned an independent firm, Second Sight, to examine the system for systemic flaws that could cause accounting
discrepancies.

Second Sight’s interim report, published in July 2013, and final report, published in April 2015, both make clear that there is
no evidence of system-wide problems with Horizon.

The interim report raised some questions about the training and support offered to some subpostmasters, and Post Office
implemented a series of measures to improve its processes and also created a mediation scheme to consider individual
subpostmasters’ cases.

A working group was created to set up the mediation scheme, consisting of POL, Second Sight and the Justice for
Subpostmasters Alliance (“JFSA”) and with an independent Chair: Sir Anthony Hooper, a former Court of Appeal judge.

Each case in the scheme was subject to a re-investigation by POL and independent review by Second Sight, after which the
case could proceed to mediation overseen by an independent mediator. Mediation is voluntary and requires the consent of
both parties. It is not a compensation scheme, although an outcome of mediation could be for POL to offer some
compensation.

Individuals who had criminal convictions (usually for theft or false accounting) were eligible for the scheme, but on the basis
that mediation cannot overturn a Court judgment. POL consider whether to mediate these applications on a case-by-case
basis. Any individual who feels their conviction is unsafe can pursue legal avenues, regardless of whether they enter into
mediation.

POL hopes to complete mediation on all remaining cases by the end of 2015. However JFSA are attempting to delay any
future mediations and are campaigning for a new independent scheme.

POL’s Horizon System and Mediation Scheme has received some coverage in printed and broadcast media, mostly driven by
the JFSA. In particular it has featured on the BBC’s “The One Show” and regional airings of “Inside Out”.

gpfa?@qa@[fd@norama on this topic is due to be broadcast on 29 June. This will mainly be a matter for POL but officials have

be@gé@[ﬁrﬂgélosely with POL, Ministers and SPADs to make sure any risks related to this are managed appropriately.. »

HM Government
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POL REVENUE SPLIT

MaAiLs AND RETAIL REVENUE (£M) FINANCIAL SERVICES REVENUE (£M)

TOTAL 2014/15 REVENUE: £383.5Mm ToTAL 2014/15 REVENUE: £289.3m

B BiLL PAYMENT SERVICES DIRECT [ BILL PAYMENT SERVICES RESELLER

I PARCELFORCE [ SPECIAL DELIVERY POSTAL ORDERS AYMENT SERVICES
INT'L PRIORITY & STANDARD [ STAMPS (1ST & 2ND CLASS) PERSONAL BANKING CLIENTS B DWP ExCEPTIONS
B BUSINESS BANKING BATM
LABELS (1ST & 2ND CLASS) B RM SIGNED FOR PFS-SAVINGS Bl PFS-INSURANCE
M RM MAIL FIXED RETAIL & LOTTERY PFS-LENDING BUREAU
| TRAVEL INSURANCE B MONEYGRAM
B HOME SHOPPING RETURNS MAILs OTHER BENS&l OTHER
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POL REVENUE SPLIT (CONT’D)

GOVERNMENT SERVICES REVENUE (£M) TELEPHONY AND OTHER REVENUE (EM)

ToTAL 2014/15 REVENUE: £113.0m ToTAL 2014/15 REVENUE: £84.2m

@ MOTORING SERVICES B TELEPHONY
il CARD ACCOUNT

"JCHECK AND SEND HSUPPLY CHAIN

AEI (DVLA & UKBA)
OTHER
OTHER
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