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Overarching Questions for Portfolio Management

What difference does UKGI make?
Why is UKGI doing this?
Could the Department undertake the same role?
OFFICIAL — SENSITIVE What learnings can be applied from UKGI’s work on
this company to others in the portfolio?
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Matters arising from previous meeting (Oct 18) [to be

updated by Tom A]:
UK Government

Investments

Provide the following written or verbal updates at the next rheeting"

NomCo aside for now. Additionally, Tomisonthe
recrultment panel for the new CEO alongsrde other NEDs

4. Team to look into the possrblhty of runnmg anexternal  Still being discussed within the team. The CFOO has not
~audit on 19/20 budget ... ‘provrdedadraft budget yet so the comfort over itis

e

i

6 Txm Parker to meet wnth Mark Russell & Tom Cooper WNo plans to do this separately. The Chair will meet the
. - - : - Perm Sec to discuss the Chair’s letter and we are

instigating regular shareholder meetlngs between the
CEO/Chair and UKGI/BEIS.

OFFICIAL — SENSITIVE
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Asset Summary

Asset’sstrategic =~ « Post Office Ltd (POL) must provide postal and other services at a minimum of 11 ,500 branches and the network
objectives @~ must meet stringent geographical access criteria. : -
- : .+ POL also competes on a commercial basis in financial serv1ces lnsurance and telecoms - '
~» HMG and POL agreed a three year strategy to April 2021 that provides for £160m of subsidy (£60m/£50m/£50m)
~and £210m of investment funcllng (split between 18/19 and 19/20).
_* Aim for full financial sustarnabllrty without need for HMG subSIdy, from the early 20205

Key rrsks / contextual e Resrgnatlon of CEO provrdes uncertalnty and concerns over management effectiveness

factors which may impact  + Long run decline in some core products (mails and government services)

strategic objectives =+ Defending a series of litigation trials which started in November 2018, Wthh may have consequences for its
. ' ~ operational model (as well as to finances and reputation) :
 Major change programme, including IT upgrades
* Renegotiating core third party contracts (in particular with Royal Mall and Bank of Ireland) _
_+ Inability to access external finance means must agree viable financial settlement in the 2019 SR o

What levers does UKGI . POLisa publlc corporatron wnth an mdependent t“ ducrary Board -
have? — ~* BEIS SOS is 100% shareholder and UKGI acts as representative, with a NED on the board and RemCo ‘
e ' ~_» Approval of Board appointments and remuneration, and transactions above £50m
» Approval of investment funding on a quarterly basis and the annual strategic plan
* Regular shareholder meetings with Chair and CEO to begin in Spring 2019

What are UKGI's = Monitor POL’s operatlonal and fi nancnal performance against lts agreed commitments and goals
overarching objectives? + Provide constructive challenge on POL's strategic decisions
L : * Actively review the Board’s governance, performance and decrswn maklng ensurmg that lt complles wrth
~relevant codes and government requirements L
- Connect POL and Government, including encouraging opportunltles of mutual mterest

UKGI resource and skills - 1 Director (30% time allocation), 1 Exec Director (80%), 2 Managers (50% + 50%) and 1 HEO (80%).
required : L : e . . G : _ !
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UKGI Quarterly Priorities (Q1 and Q2)

| Q1 (April —June) | Q1 Progress Report Q2 (July ~ Sept)

Q2 Progress Report

Howwill  + Generallythe aboverelyontheteem .+ BriefPermSecand
‘thesebe  working with POL, BEIS,andHMT, =~ ministeron litigation
achieved/ ~ facilitated by our seat on the Board L - e+ |nvesttimein developlng
monitored Spemflcally S ... relctionshipwith BEIS
? ~ Work closely with UKGI and BEIS legal ; ~_ policy team and .
- . teams on developing legal protocot ... gchieving clarity of roles s
_* MeetingwithPermSecandBfls . . ReviewBoardpapersto @~... .
_ officials to agree transfer of policy role - - ~ prepare NED for '
« Workwith POLandadvise,s. ... .. .. . . meetlngs .
~ Fenchurch on Bol and use Board sub- . L
_ ctte to finalise Payzone
* Quarterly network meetings

UK Government
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UKGI Quarterly Priorities (Q3 and Q4)

UKGI00018076
UKGI00018076

OFFICIAL — SENSITIVE

- Q3 (Oct Dec) Q3 Progress Q4 (Jan March) Q4 Progress
Gl's : ‘ A d Per agreed

~ * Close & constructive workmg wnth POL,
these be  BEIS, and HMT. Specifically:
achieved/ - UKGI legal team to lead development of
monitored settlement preparations

?  +Meetwith POL and advisers on Bankmg
- Framework and Bank of Ireland

 * Active engagement with POL finance and

change teams on reforecast
_ * Quarterly network meetings
+ Reviewina of board papers before Board

« Engage CFO on ann‘ual budget in
_advance of March Board

+ Agree pay issues with HM'f Speciahst

legal advise on Corporate restructuring,
‘and make approval conditional on new
- Framework doc

+ Sub for minister before;Bagkaffis:e‘ -

transformation ‘go-live’

.« Liaise with BEIS, HMT, POL on

. settlement/appeal. Monitorina litiaation



UKGI Quarterly Priorities — year ahead
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— Q1 (April = June 19) Q1 Progress Q2 (July - Sept 19) QZ Progress

How will
these be
‘achieved/

_monitored?

UKGI Director to participate in
CEO recruitment panel

Active engagement with POL
finance and change teams
Close relationship with BEIS |

finance, who lead on SR;
negotiations

Act as a critical frnend in the
nnegotiations and on strategy
UKGl legal team to Iead on

litigation
Quarterly network meetmgs

- Shareholder meeting with Chair
and CEO

Fortnlghtly meeflrrg ‘Wlth CFOO

Active énga_gement with POL
finance and change teams

Close relationship with BEI“S”
finance, who lead on SR
_negotiations

Actas a crltlcal‘ friend in the
negotiations and on strategy

+ UKGI Ie‘galf‘tea'm“to‘lead on.
litigation

Quarterly network meetmgs ‘
Every other week meetlng with
CFOO

' On appointments worklng ciosely
_with BEIS, HMT and POL Board

Secretariat
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UKGI Quarterly Priorities — year ahead
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— 3 (Oct - Dec 19) Q3 Progress Report Q4 (Jan Mar 20) Q4 Progress Report

How will these be
achieved/ monitored?

UK Government
Investments

Active engagement W|th
POL finance and |

‘change teams

Quarterly network
meetings

Every other week
meeting with CFOO

Shareholder meeting

with Chair and CEO

Act as a critical friend

on strategy

UKGI legal team to Iead
on litigation

Active engagemeni with
POL financeand

change teams

Quarterly network

 meetings

Every other week

meeting with CFOO |
Act as a critical friend =

on strategy

- UKGI legal team to Iead

on Iltlgatlon
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Threshold requirements, company culture and board appointments

Company culture/ people
considerations

A

UK Government
Investments
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All quarters

We have a good re|at|onsh|p with the CEO, chair and NEDs, as well as most of our day to day POL contacts
However, POL can be protective about shanng mformaﬂon specnf‘ cally i in relatlon to

Financial performance

. thlgatlon case
- Other Iegal matters including framework document

This appears to be partly a matter 3of personalitiés and partly due to different understandings of UKGI's érole'
At times the team needs to have ‘dn‘ﬂcult conversations’ wnth key stakeholders - we have identified this as an
area for tralnlng & development
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Traffic Light Analysis (1)

R O D e
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Traffic Light Analysis (2)

UK Government
Investments
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Current Entry in UKGI Dashboard

~UKGPs-overarching-objective:-Shareholder-oversight-to-ensure-it-delivers-on-its-strategic-objectives
of (i) maintaining a network of post offices above the 11,500 branches (ii) compliance with the
minimum network access requirements and delivery of Services of General Economic Interest, while
(i) operating as an increasingly profitable commercial business aspiring to zero subsidy post 2021.

Outlook — key issues/upcoming risks, including reputational:

The CEO will be leaving the business in Spring 2019, Al Cameron, the current CFOO has been
appointed as the new interim CEO, and the role of interim CFO has been offered to a candidate.
The Company is waiting for the candidate to accept the offer of appointment.

On 15 March, judgment was handed down on the first “Common Issues” trial, finding that the
contract between Post Office and its Postmasters is relational and, as a result, various terms
must be implied into it. It is now POL'’s responsibility to prove that there has been a loss in-
branch caused by a postmaster and that POL has carried out a fair investigation, which presents
significant operational challenges. POL will appeal this judgement (deadline 16 May) and may
adjust its own legal strategy as a more positive outcome was expected.

POL’s financial performance in 2018/19 was strong and initial forecasts suggest that trading profit will Tom Cooper
reach £60m, up from £35m in 2017/18 and well ahead of a target of £50m.

POL have requested more time to finalise their budget for 2019/20, to enable them to consider
implications stemming from the litigation judgment

Re-negotiation of third party contracts (Royal Mail and Bank of Ireland) are commercially critical for
POL.

Renegotiation of the terms of the Banking Framework, whereby POL provides basic cash banking
services on behalf of high street banks. Banks have been given the proposal which doubles the
value to POL and had until March to opt-out. 3 major banks did not meet the deadline.

POL want to complete a corporate restructure to accommodate financial regulation

Post Office needs to meet its network commitment and we are agreeing a process for external
validation of their service provision

Ramping up of the DMB franchising programme may cause some negative stakeholder interest.

Enhancements in governance: Chair has recently agreed to NED-only meetings, annual appraisals of

BEIS directors, employee representation on the Board. Chair letter has been issued, with first

~~~~~~~~~~~~~ -shareholder-meeting-held;-going-forward-there-will-be-shareholder- meetings-held-every-6-months.

"

g Company Governance &L::::yecl::ent n Departmental [ Financial Balance
UK Gmmmaﬂt Relationship = Teamg& Board Eelationship Performance Sheet & Risk

Investments 11
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Proposed discussion topics

1. CEO recruitment

2. Potential implications on the judgement handed down by Judge Fraser on the
litigation — impact on POL/UKGI/BEIS.

3. Employee engagement. POL’s board have proposed the SID as representing
workers on the board, but no detail yet. Is there any learning from other UKGI
assets?

12
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Appendices
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2018/19 Financial Performance

£m

Retalil 521.4
FS&T 290.6
Identity 50.8
Other

Agents Pay (330.0)
Staff Costs (174.5)
Admin Expenses (249.0)
FRES

Other Income

Year to Date (Apr 2018 - Feb 201

3.0 0%
303.9  (13.3) 3%
43.8 7.0 6%

(335.6) 5.6
(166.4)  (8.1) 2%
(264.1)  15.1 5%
31.1
11.0

P1 P2 P4 PS5

—Trading Profit

P6

P9 P10 P11

P7 P8

Budgeted Trading Profit

Retail
Mails is the main Retail revenue driver and is on budget, but in a declining market

However, there is a medium-term threat here as the Royal Mail contract is being renegotiated,
with downward pressure likely to rise after recent RM profit warnings

Banking services are performing well due to bank branch closures increasing reliance on POL to
plug the gap. A new Banking Framework has been designed to enable POL to capture more of
the benefits it provides banks

)| FS&T
| PO Money is above budget due to a minimum fixed fee on savings accounts being agreed with

Bank of Ireland which is above the budgeted revenue

Travel Money is behind budget as the overall travel market is down due to a weaker pound and
excellent UK weather prompting more domestic holidays

Total Telco volumes and revenue per customer are both behind budget. A November price hike
didn’t boost revenues. Furthermore, a historic accounting error regarding revenue accruals
was corrected in 2017/18 but has led to a £5m overstatement in budgeted revenues for
2018/19.

| Insurance has been underperforming, weighed down by the weak travel market and a recent

25% discount campaign that didn’t have any material positive impact

Identity
POL’s Verify offering has seen huge growth during the year, but Cabinet Office have unilaterally
reduced rates effective from Q3 which will hurt short-term revenue

Rivals may quit the market, boosting POL’s already dominant market. Developing a viable
private sector offering is the main avenue for profitability and strategy work is ongoing

Costs

A reduction in agents pay has been driven by smaller Mails volumes

Admin expenses are beating the budget due to IT and property costs being lower

Unspent marketing budgets are another driver behind the savings as the spend was ineffectual

Overall

P12 is traditionally the month with highest profitability due to some revenue items being recognised annually, such as the BOI value share. POL remains
on track to beat its £50m trading profit target for 2018/19 and is currently forecasting £67m. However, revenue is slightly behind target and so cost
savings have been the driver for this performance

14
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Context: changes since 2011/12

Since separating from Royal Mail POL has delivered progress in many areas of its business. With HMG support the network
has been stabilised, pre-subsidy losses have been eradicated, and customers and operators have benefitted through
'  network transformation

865 902 867 870 875 843 340

2.7%)

(6.9%)
(13.8%) (12.9%) (10.7%)

16/17A  17/18A 11/12A 12/13A 13/14A 14/15A 15/16A 16/17A 17/18A

@

11/12A  12/13A  13/14A 14/15A 15/16A 16/17A
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2018
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(46) 1112A  1213A 13/14A 14/15A 15/16A 16/17TA 17/18A i Agency Franchises % Crowns
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Context: challenges facing Post Office Limited

In recent years POL has had to confront declining customers, falling revenue in traditional markets and increasing competition.
Recently a number of new internal challenges have also emerged, particularly around commercial contracts and POL'’s relationships
with its subpostmasters

530 550 576 bill payment and some
government services
urban focused parcels networks
) b d parcels network

N
("
3 9
g 2 8 8 B E B E £ B B &
S § 8 EEEEE R R E R
I R T - S T R SRR S S

_2U17A Value: ¢.£70-

g 2016/17AValue  poncorenng 90m revenue plus
i £337m revenue | c£35m FX profit
share
POL’s 2012 contract with POL plans to renegotiate its
RM did not envisage how relationship with Bol to agree

enterprise software is no longer supported. Front
and back office outages are increasing, impacting
the ability of branches to serve customers

.E ° Point-of-sale system is »15 years old and POL's

413

Replacement printers are no longer available, 43

mail or and parcel markets  a shared strategy for savings meaning the existing estate must be cannibalised 371
would develop (or RM's and lending, to get freedom for spares to keep branches functioning 3
responses). An opportunity  to work with other providers POL relies on dedicated datacentres which are - - R .
now exists to reset key for certain products and to more costly, less flexible and less secure than the ! ,,_.( " ,,_, . .,.. ,,., .... -
aspects of the relationship get a better share of profit in cloud solutions used by competitors o n » & &£ @ =
foreign exchange products E E E § § hﬁ 'ﬁ
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