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Agenda
Post Office Board Agenda
03 June 2021 Time | 10:05-11:50 hrs Location Finsbury Dials, 20 Finsbury
- & - _| Street, London EC2Y 9AQ
. 114:15-17:15hrs | 1.19 Wakefield (via Microsoft
| Teams)
. Presept| | . ____ Other Attendees . .
e Tim Parker (Chairman) e Ken McCall (SID) e Veronica Branton (Company e Martin Kearsley (Product Portfolio
Secretary) Director — Banking, Payments &
Transactional Products) (Item 6.)
e Nick Read (CEO) e Carla Stent (NED) e Max Jacobi (Strategic Financial e Zdravko Mladenov (Head of
Planning and Analysis Director) Business Transformation Unit)
(Items 5.) (Item 7.)
e Zarin Patel (NED) e Alisdair Cameron (CFO) | e Tim Mclnnes (Transformation & e Declan Salter (Historical Matters
Strategy Director) (Item 5.) Director) (Item 8.)
e Tom Cooper {NED) e Lisa Harrington (NED) e Dan Zinner (Chief Operating Officer) e Ben Foat {Group General Counsel)
(Items 4. & 5.) (Items 4.)
o Saf Ismail (NED) e Elliot Jacobs (NED) e Owen Woodley (Group Chief e Laurence O’Neill (Senior Legal
Commercial Officer) {Iltems 5. & 6.) Counsel - HR & IR) (Items 4.)
e Andrew Taggart (External Solicitor — e Chris Jeans (Barrister) (Items 4.)
HSF) (Items 4.)

Apologies: N/A

Agendaltem = | ActionNeeded
Performance and current issues
1. Welcome and Conflicts of Interest Noting Chairman
2. Minutes and Matters Arising’ Approval Chairman/
th H
30" March 2021 Veronica Branton 1005 hrs
3. Appointment of Elliot Jacobs and Saf Ismail as Non- Approval Chairman
Executive Directors of Post Office Limited & Re-
appointment of Carla Stent as Non-Executive
Director and Chair of the Audit, Risk and Compliance
Committee
4, CEO Report (including discussion on Starling) Noting & Input Nick Read 10:05 hrs
Dan Zinner/ legal
team for Starling
Strategy
5. Strategic Plan Discussion Al Cameron/ Dan | 11:00 hrs
Zinner/ Tim
Mclnnes/ Max
Jacobi
2.5 hr Meeting break 11:50 hrs
6. Banking Framework 3 pricing framework Approval Owen Woodley/ 14:15 hrs
Martin Kearsley
7. Strategic Platform Modernisation (SPM) Approval for Zdravko 15:15 hrs
recommendation to Mladenov
Shareholder
8. Financial Performance Report Noting & Input Al Cameron 16:.15 hrs

! The minutes of the Board meetings to discuss the CCRC cases are approved at those meetings.
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Agenda
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9. Historical Matters Report Discussion Declan Salter 16:35 hrs
10. Approvals Approval 16:55 hrs
e External Auditor Fees & Scope of Engagement
(2020/21)
e Post Office Operating Model (Organisational
Changes) funding approval
e Matters Reserved and Terms of Reference
changes
e PUDO update
Noting and Governance Items
11. e Health & Safety Report Noting
e |mprovement Development Group Report
e Sealings
e Future Meeting Dates
e Forward Agenda
12, Any Other Business
13. Date of next scheduled meeting: Noting Chairman
27" July 2021.
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POST OFFICE LIMITED BOARD MEETING

Strictly Confidential

MINUTES OF A MEETING OF THE BOARD OF DIRECTORS OF POST OFFICE LIMITED HELD ON TUESDAY 30 MARCH
2021 AT 20 FINSBURY STREET, LONDON EC2Y 9AQ BY CONFERENCE CALL AT 11:45 AM*

Present:

In attendance:

Tim Parker

Nick Read

Tom Cooper
Carla Stent

Lisa Harrington
Zarin Patel
Alisdair Cameron
Veronica Branton
Max Jacobi

Dan Zinner
Owen Woodley
Martin Kearsley

Tom Wasilewski
Mark Siviter

Zdravko Mladenov
Catherine Stalker

Chairman (TP)

Group Chief Executive Officer (NR)

Non-Executive Director (TC)

Non-Executive Director {CS)

Non-Executive Director (LH)

Non-Executive Director (ZP)

Group Chief Finance Officer (AC)

Company Secretary (VB)

Strategic Financial Planning and Analysis Director (MJ)
(Item 5.)

Group Chief Operating Officer {DZ) (Items 5. & 6.)
Group Chief Commercial Officer (OW) (Items 5. & 6.)
Product Portfolio Director — Banking, Payments &
Transactional Products (MK) (Iltem 6.1)

Head of Commercial Development (Item 6.2)

Product Portfolio Director - Mails, PUDO, Retail & Gov
Services (MS) (Item 6.2)

Head of Business Transformation Unit (ZM) (Iltem 6.3)
Independent Audit (CST) (Item 7.)

Richard Sheath Independent Audit (RS) (Item 7.)
Jeff Smyth Chief Information Officer (JS) (items 8.4 — 8.6)
Apologies: Ken McCall Senior Independent Director (KM)
Action
1. Welcome and Conflicts of Interest

A quorum being present, the Chairman opened the meeting. 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.

2. Minutes and Matters Arising

The Board APPROVED the minutes of the Board meetings held on 26" January and 26%"
February 2021.

The Board NOTED the action log and status of the actions shown.
3. Appointment of Tom Cooper as a member of the Nominations Committee

The Board APPROVED the appointment of Tom Cooper as a member of the Nominations
Committee.

4, CEO Report

Nick Read reported that overall performance had been good and provided an update on
the trends, noting that there had been no major changes from a trading or branch network
perspective, as well as in the financial services or insurance businesses during the period.
The core deliverables of the Telco sale, the Amazon trial progressing, the publication of the
Annual Report and Accounts for 2019/20 and the approval of the security documents had

! Participation in the meeting was entirely via Microsoft Teams from participants’ personal addresses. In such
circumstances the Company’s Articles of Association (Article 64) require that the location of the meeting be
deemed as the chairman’s location. However, it was not deemed appropriate to record personal addresses on
the Company record. As such, the Registered Office is recorded as the meeting location.

Page 1 of 17
STRICTLY CONFIDENTIAL

POL Board Meeting - 03 June 2021-03/06/21 3 of 204



UKGI00041682
UKGI100041682

Tab 2.1 Minutes from 30th March 2021

4 of 204

POST OFFICE LIMITED BOARD MEETING
Strictly Confidential

been completed. The coverage of the Annual Report and Accounts 2019/20 had been
balanced but with questions raised about POL’s ability to fund the litigation costs. Activity
was focussed on the Improvement Development Group work, including the key and urgent
priorities identified in the Deloitte report. The work from the KPMG team had been
disappointing initially but NR was having weekly conversations with the senior partner,
and the work and resources provided were much improved.

The Board had asked questions about the work we were doing on culture, this included:
“Adopt an area” for senior leaders; a “Week in the life of a Postmaster” training sessions
for all colleagues; “Stronger together” events to better define our ways of working, all of
which were leading to an all colleague conference at the end of April 2021. Our
expectations of colleagues at different levels of the organisation would be set out with a
framework to drive better performance. The work we were doing with Postmasters and to
support Postmasters had been outlined to the Board by Amanda Jones, including the
engagement with the senior team and how we were addressing issues raised, with a focus
on fixing the issues that were within our control.

The key priorities from the Postmaster consultation were outlined. We needed to improve
our communications cascade. NR noted that he had held conversations with a number of
public figures about the Public Inquiry and they all agreed that we needed to make a clear
distinction between the past and the present but that we could not “keep our heads
down” and had to communicate actively. Tim Parker noted that most of the problems had
occurred when Post Office was still part of Royal Mail Group.

NR reported that the interaction with the Inquiry Secretariat continued to be positive but
the requests and timelines for the provision of information were not consistently
structured. We were working through how colleagues could participate in the Public
Inquiry’s work most effectively and were supported in this regard by Lexington. We
needed to keep reminding people that the Post Office colleagues today were working to
make improvements. The reporting of the CACD judgments was likely to be
uncomfortable and we needed to be proactive in our communications, making clear the
distinction between the POL of the past and the POL of today. NR would be engaging in
communication activities over the next few weeks to be transparent about what we were
doing to manage today and tomorrow effectively. TP noted that it might be helpful to
refer to historical Post Office to draw the distinction clearly.

NR noted the people challenge in the organisation as individuals were being asked to do
more and to work quickly. We recognised this pressure but saw it as tied to the Public
Inquiry timeline. However, while we could “run” as an organisation we did not have the
capability to produce the changes needed in the longer-term.

A number of points were raised and addressed:

e Tim Parker asked about BEIS’s thinking on the Judicial Review application of which they
had been notified. Tom Cooper reported that BEIS had received a letter from Alan
Bates and his lawyers stating that the Public Inquiry should be a statutory inquiry and
setting out the reasons for that.

e Tim Parker was interested in the Postmasters’ views on the Horizon system specifically.
NR reported that criticisms were largely about the processes that wrapped around the
platform which made operating Horizon complicated, rather than the system per se.
TP noted that the gap between perception and reality vis-a-vis the Horizon system was
critical. Al Cameron noted that he had been preparing for the Public Inquiry and the
team had referred to a paper about the IT system which had described it as “not fit for
purpose” but tracking back this had been do with the cost and sustainability of the
system rather than its current operation. NR agreed that it was an expensive system to
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run, that it was “clunky” but that it worked. TP noted that we also needed to

distinguish clearly between the different versions of Horizon.

Lisa Harrington asked about the return to office work. She noted that the organisation

she was working for was trying to encourage people back into the office where this was

important for creativity and collaboration. NR thought it was important to talk to
colleagues about the approach and get their views, which we were doing. We would
start more face-to-face working on an ad-hoc basis after 21 June 2021; however, our
focus was on the Public Inquiry, and July and August should also be a time to give the
senior team some scope to take holiday and come back refreshed for September. Carla

Stent noted that in planning for the Public Inquiry some face-to-face discussions could

be helpful.

Carla Sent raised the controls around the Amazon trial and for engaging with further

partners as the devices used were outside the Horizon system. NR reported that he

had asked Mark Siviter and Zdravko Mladenov to address these concerns in their
sessions later today. Lisa Harrington added that it was the integration rather than the
device per se that was the issue.

Carla Stent asked whether participation of 1,700 Postmasters in the consultation was a

low number. NR thought not, given the historical levels of engagement but we needed

to keep building our engagement levels. TP added that typical surveys drew in those
with polarised views but it would be beneficial to increase Postmaster engagement
levels overall.

Zarin Patel raised a number of points:

- with reference to the organisation “running hot” it seemed as though Dan Zinner
was addressing the requirements to improve the Postmaster experience but she
wondered who on the GE was able to step back and consider the overall risk and
controls impact of the changes we were making. NR thought that for risk
management there was an open question on whether we should bring audit and
risks together in a GE level role. ZP noted that she had been thinking more about
who the lateral thinkers on these issues would be on the GE. Carla Stent added that
we should be bringing Internal Audit into more of the conversations about change,
while a lot of the role sat with Al Cameron and Ben Foat. Al Cameron noted that
outstanding audit and risk professionals were rare and if we wanted a strategic role
for audit and risk we would need to approach this differently. Over the last year
risk and audit had been affected partly by bandwidth and partly by a lack of
confidence in being able to change the future. Tim Parker noted that first and
foremost you needed good people in roles and one of the key challenges for POL
was getting the right people in place responsible for taking the key decisions.

- ZP wanted to understand our digital strategy on Mails following our current focus
on the Public Inquiry as she was concerned that we were late to market. NR
reported that he had asked to understand the BAU change management
requirements in more detail. We had been slow to market and were working on
PUDO and customer journeys at the same time. POL investments over the past few
years had been focussed on the platform services.

- ZP would like to have a discussion at the Board on the Postmaster consultation and  Action: VB to
the sense coming out of this that some Postmasters would prefer to be employees  flag with

- ZP agreed that it was right to be proactive in our communications but wondered Amanda Jones

whether we would truly resolve the historical matters without an approach akin to ?nd adg to
a truth and reconciliation commission. Al Cameron noted that some of the aog:':';ra

Postmasters involved in the historical debate were seeking to obtain compensation
from BEIS. POL should be agnostic about the type of Inquiry run but be clear that
we would support whatever type of inquiry was run. NR added that we should be
clear that we thought Postmasters should be compensated where there had been
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an injustice. TP noted that all parties had an interest in resolving the position of the
past.

The Board APPROVED an additional £2.8 m for project Starling (as part of the £11.4m
forecast previously outlined in 2020). This was to allow our external legal team to continue
providing support in the (pending) mediation discussions with the CWU/ Claimants’
solicitors and progress the next steps needed for the Tribunal hearing. A potential
settlement range with a ceiling of £2.9m had been estimated with delegated authority to
the Chief Operating Officer to seek to settle. In the event of mediation not succeeding, the
trial date was set for 7" June 2021.

Finance
Financial Performance Report

Al Cameron provided an overview of trading performance and network numbers. We were
struggling to increase opening hours because of lockdown restrictions. We had started to

recognise some provisions for HNGA at an operating cost level. HNGA was not a historical

matter. Trading profit stood at £37m to date for 2020/21.

A number of points were raised and addressed:

e Tom Cooper asked about the £5m included for provisions. Al Cameron explained that
£1.5m of this related to holiday pay and this figure might have to increase in the
2021/22 financial year. £2.9m related to the provision for HNGA

e Lisa Harrington noted that her firm had offered to buy out holiday pay but contingent
on people booking a number of days’ leave each quarter to smooth absences. Al
Cameron noted that it could be an approach to consider, however, we knew there
were going to be work pressures over the summer

e Lisa Harrington asked what was included in non-staff costs and Max Jacobi would send
her a summary but explained that it was mostly provisions.

Budget Plan for 2021/22

Al Cameron introduced the budget plan for 2021/21. The team had reviewed this in detail
with UKGI/ BEIS. We were not projecting a very positive trajectory for the reasons set out
in the paper on trading uncertainties and the limited scope for cost reductions as it was
not the right time to take significant costs out of the business nor would we want to
reduce Postmaster remuneration. We had deliberately stopped further work on
considering outsourcing options for Supply Chain. DMB franchising was linked to the
affordability of change spend. While we could remove c400 roles from functions it would
take a year to deliver on automation requirements and resources were focussed on the
Public Inquiry work. The trading profit assumption was £4m better than it had been in
January 2021.

Overperformance had been declining over time. NR noted that he had spoken with
directors about this individually. Costs would be incurred addressing the Public Inquiry
recommendations and the work also needed to take place in advance of the Public Inquiry.
Tranches 3 and 4 of the Organisation Design (OD) would not happen this year. The revenue
numbers were subject to variability and we were facing some significant headwinds. TP
noted that this uncertainty in travel was true for Samsonite as well.

A number of points were raised and addressed:

e Tom Cooper thought the trading profit figure should be higher notwithstanding that we
would not be able to remove significant costs this year and the trading uncertainty
because of travel market and so forth. He did not want to set an unrealistic target but
did want it to be challenging as a reward incentive. Al Cameron agreed that what was
or not within our control should be recognised by the Remuneration Committee so if

Page 4 of 17
STRICTLY CONFIDENTIAL

POL Board Meeting - 03 June 2021-03/06/21

To do: MJ

UKGI00041682
UKGI100041682



UKGI00041682
UKGI100041682

Tab 2.1 Minutes from 30th March 2021

POST OFFICE LIMITED BOARD MEETING
Strictly Confidential

we received an additional sum from FRES that had not been assumed that should not
increase the figures from a bonus perspective

e Zarin Patel asked about the Mails and Banking figures set out in appendix 11 of the
paper and why the Mails market outlook was not as positive as it had been when
agreeing the 4-year plan and whether were we being too prudent in our assumptions.
Lisa Harrington noted that she had the same question but wondered whether it was
primarily a timing issue. Al Cameron agreed that it could be a timing issue; volumes
would increase after the trial period with Amazon but would not deliver significant
profits immediately and the margins in Mails were low. Owen Woodley noted that the
figures were better in the outer years of the plan. Max Jacobi added that Mails was
one of the few areas better off from a trading perspective during the past year;
however, the material upside in Mails had been offset by the impact of lockdown on
the other businesses. OW added that it was difficult to anticipate the impact of
lockdown on Mails in the future, for example, the benefits of home shopping appeared
to be tailing off. Lisa Harrington noted that there would still be a material change in
buying patterns into the future. Tim Parker noted that it would be important to track
the changes under MDA2. Nick Read reported that we wanted to drive a different
sales behaviour in Postmasters supported by Area Manager briefings but we were
being prudent in our assumptions. Al Cameron added that there had been limited
active sales among Postmasters historically so it would not be prudent to assume a
radical shift in this pattern. TP explained that his point was more about RMG seeking
to take business away from POL. NR noted that this was the biggest threat felt by
Postmasters. ZP suggested that the Board look at delta on Mails at the end of Q1
trading to test whether our assumptions were too conservative.

¢ Carla Stent asked about the investment spend and prioritisation set out in appendix 8.
Dan Zinner reported that we had taken out £36m of change spend this month. This
linked to the deferral of OD changes and the slowing down of the DMB franchising
programme. We would be prioritising any improvements linked to conforming with
the judgments and £13-14m of spend linked to HNGA. DZ explained that some project
names had changed and elements of work had moved around. Carla Stent noted that it
would be helpful to show changes such as this.

e Dan Zinner explained that the £34m coming out of ClO costs related to headcount in
response to a question from Carla Stent.

e Carla Stent asked whether we were still focussing on the strategic measures we had
discussed in July 2020. NR confirmed that we were still focussing on Mails, Cash and
Banking but we had less investment money available to us. We had changed our
outlook on headcount for the reasons discussed already. Our assumptions had been
more optimistic in July 2020 when we had not absorbed the implications of the Public
Inquiry fully and had not assumed lockdown 2 and 3. Some of the changes were where
we had targeted for self-serve arrangements for Postmasters, headcount reductions
and greater speed of DMB franchising which would not be prudent now though the
position could change in the future.

e Al Cameron noted that UKGI and Tom Cooper had challenged the HMBU budget and he
agreed that the legal costs needed to be controlled. Some of the contractors in HMBU
were paid above market rates. The trajectory was higher than the budget and this
would be worked through. This might be a zero-sum game but should result in better
controls.

e Tim Parker noted that there had been four or five meetings with UKGI/ BEIS about the
budget but asked whether we were still in a position where it would be difficult for
Tom Cooper to recommend the budget to the Minister with the trading profit
assumption currently shown. Tom Cooper reported that he had shared the views that
he had raised with the Board on the revenue line with UKGI/ BEIS. In aggregate the

Action: AC/
M)
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revenue lines seemed conservative; he had no particular issue with the cost line but
thought the budget should be set in the region of £50-60m. We needed the Team to
focus on a stretching target. Legal costs remained an issue of concern and UKGI/ BEIS
had been flagging this since the summer. It was important that we avoid conflating the
budget with an open and honest discussion on pay. TP asked what the next steps
would be if the Board approved a budget which the Minister thought too low. TC
explained that UKGI/ BEIS would have to provide advice to the Minister on whether or
not to approve the budget. TP referred to the recent letter from UKGI which had raised
historical outperformance, an apparent incremental £26m of benefits and the
underlying performance of the budget being worse. He asked what we would do if we
accepted a higher budget and then the team were significantly behind at end of Q1 as
we wanted a budget that would be motivating for the Team while representing a
challenging target. POL had a reasonably fixed cost structure outside of its legal costs.
The real unknown issue was revenue. We could accept, for example, a higher
assumption for Travel, if we took a view that that market would pick up significantly
but a £60m budget was significantly higher than the £38m proposed. AC noted that
the legal costs were an important issue but did not change the position on trading
profit. There was a question of what levers we had to improve performance but AC did
not think these existed to increase trading profit by an additional £10-20m and was not
clear what we could do differently as an executive team. Tom Cooper suggested there
should be a range to reflect a range of possible outcomes with outperformance not
achieved until the top of that range had been reached; he felt it was a mistake not to
set out the legal costs in this document and have a full discussion about this now. AC
noted that we also had to reflect that we had a number of declining business lines and
Max Jacobi reported that he had taken the UKGI team through the benefits, which
were not entirely driven by project benefits. We had tried to be clear on how project
benefits flowed through the business. TP noted that we needed to understand the
declining elements clearly.

TP noted that POL had consistently taken people out of the business over the last few
years and struggled to understand any inefficiencies creeping into the business. NR
reported that POL had around 3,500 employees, 1,000 plus worked in DMBs and circa
800 worked in Supply Chain but, at previously discussed, there were reasons for not
progressing with options for outsourcing now. Ultimately, we wanted to reach a figure
of ¢ 1,600 — 1,700 employees. NR agreed that we needed to manage the legal costs
differently and we would be addressing the issue.

Carla Stent noted that there was material uncertainty around a number of factors and
this made it difficult to produce a budget. We should work with the knowledge that
we have, focus on investment spend, set a trading profit target that was stretching but
achievable but look at this after the first quarter and second quarter and review the
remuneration position following this. Tim Parker noted that we either accepted the
fixed costs or we did not. We may not have the right answers on Mails and Banking but
the team had provided their view on this. The one element we could take a view on
was Travel and adjust the budgets if our assumptions on this were wrong. We had to
back the Team and TP did not think there should be a range of figures. Al Cameron
noted that the profit drop from FRES last year was circa £30m and the Travel market
would not revive in Q1 this year but we could be clear on the profit assumptions for
FRES and this was a binary output. TP noted that it was clear that there was disquiet at
BEIS about an outcome that was lower this year than last but he was not comfortable
with increasing the assumptions as much as proposed by BEIS. Al Cameron added that
we were not assuming that we would make less money on a like-for-like basis this year
than last year. We had sold the Telco business and had included £9m for declining
business areas. Our starting point was £29m down. Dan Zinner added that we had an
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existential threat posed by the litigation and we had to fix all the issues we were
uncovering. The cost structure would come under more pressure rather than less. Tim
Parker noted that he would like to reach a position that the BEIS Team was likely to
support.

The Board AGREED that a range of scenarios/ outcomes should be included for FRES and
this would be worked through over the next few days. Otherwise, the draft budget for
2021/22 was APPROVED for submission to BEIS. The assumptions for Mails, in particular, Action: AC/

would be reviewed at the end of Q1. The legal costs for HMBU would be addressed. M)
6. Strategy Updates
6.1 Banking Framework 3

Owen Woodley introduced paper. Today’s focus was on agreeing a general approach to
the next stage of the discussions with the banks and developments of the pricing
framework. There was a “sweet spot” between the provision of counter services and
maximising the value of the services provided, as well as addressing the reaction of the
banks to BF2 and developments of alternatives to Post Office for deposits and
withdrawals. Banking services were critical to POL revenue flows.

Martin Kearsley reported that the income for Postmasters from the provision of banking
services had increased over the past few years. BF2 generated circa £190m a year. A range
of £715-745m was included over three years for BF3 and the thinking behind the range
was explained. It was proposed that we move from a stepped approach for numbers of
transactions to a curve which was designed to encourage volume and moving withdrawals
closer to a market rate to increase our competitiveness and discourage any banks from
leaving the Banking Framework. Santander was likely to take up the option to stay on BF2
rates. We wanted to avoid providing the banks with an ultimatum and to improve levels of
trust. The final deal would be brought back to the Board for approval in June 2021.

Nadia Farr explained the approach to the work Accenture had undertaken. Phase 1 had
been focussed on external findings and we now had a good overarching view of the
market trends. There had been a deep dive into the views of the banks on the counter
service role POL provided and Accenture had looked at the alternatives for service
provision the banks had in place or could develop. Postmasters generally thought
remuneration was fair but thought the framework could be more consistent across the
banks. Services and what the fee covered was a more significant issue for the banks
generally than the fee itself. There were some counter cash alternatives in place which
were more established for withdrawals with ATMs and cashback, which was experiencing
a revival. The threats came where solutions could compete with the branch network and
where variable unit pricing was available.

Phase 2 of the work was the design phase with the objective of developing a more flexible
service.

Martin Kearsley noted that some retailers, such as Hendersons and Morrisons, were
having their cash delivered directly. In addition, Government was moving rapidly to allow
cashback with purchases through the Paypoint trial. The top five banks in the Framework
were looking for a net neutral or better position reflecting the “lock-in” pricing option
available for those in BF2 when moving to BF3. There had been a series of external
engagements to guide us through the development of the model.

A number of points were raised and addressed:

e Tom Cooper thought the proposed approach made sense in aggregate, including
reducing withdrawal pricing. However, he thought that the changes proposed to the
framework fee were problematic because as our volumes declined in the future we
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would have no mechanism to reduce our fixed costs which still needed to be covered.
We should also address the AML issue and provide an incentive for the banks to
support full compliance and be able to provide a positive message on supporting a
reduction in financial crime. Martin Kearsley reported that changing from a step
system to a curve was to incentivise volumes by removing cliff edges. Our cost base
was between £65-70m and we would be recouping more than this. The proposal was
to put a cap at £90m and above this sum a fee on a per transaction basis that was
favourable to the banks. Our assumptions were that the trade received could generate
up to £109m. We still had the option of not including a cap. Tom Cooper noted that he
was not convinced of our cost base estimate because of our Supply Chain and IT costs.
This amounted to effectively providing 11,500 branches for free and he could not see
why we should cap our income. We were providing a service and in doing so should
not place ourselves with fixed costs we could not cover. Al Cameron thought that
maintaining a position that we had a cost reflective base would be difficult unless we
could be clear how this was comprised and how we were going to drive efficiencies. If
we stopped providing banking services we would still have a network and the costs
associated with running this. We needed to give the banks some incentives to
participate in BF3.

e Tim Parker noted that the view had been that Barclays was the bank most likely to
pursue alternatives to Post Office services and asked whether this was still the case. Al
Cameron explained that the banks’ position entering BF2 was that they were keeping
Post Office profitable. How satisfied or otherwise the banks were with our proposals
would affect their approach in the discussions on BF3.

e Carla Stent remarked that when we had increased pricing for BF2 the banks had asked
whether this was the “thin end of the wedge”; she asked whether our views on the
banks’ perception of this had changed because that could affect the structure we Action: MK for
proposed. In addition, customer service had been raised as one of the “pain points” for  (he june

the banks so it would be helpful to understand how these concerns had been report to the
investigated and addressed in the next report to the Board. Board
PUDO

Owen Woodley noted that the paper set out the position with the Amazon trial, the next
steps in expanding this service and our work to secure DPD as a further partner. It had
been announced that the CEO of DPD was leaving so we would need to see if this had any
implications for our discussions. The team continued to develop the proposition and look
at integration with Horizon.

Mark Siviter noted that PUDO was at the core of the strategy to make up market share as
we entered MDA2. There was a roadmap for digitisation and we were working through
the required mitigations as we entered MDA2 with variable pricing and the removal of the
exclusive relationship with Royal Mail Group (RMG). RMG had reacted as was expected.
There had been promotions for their Click and Drop service which was targeted more at
social senders than small businesses; the latter was where the opportunities lay for Post
Office primarily. The team were starting to see the numbers for more of the market as
they had conversations with other potential partners. Hermes was promoting its service
through free collection from people’s doors and had already increased its market share.
Post Office’s job was to work through our strategy and de-risk any steps RMG might take
that reduced Post Office’s fees. The team were focussing in on: 1) what we needed to do
to support the new network model with frictionless customer journeys and switching out
of the Horizon system that made more services available 2) expanding the digital platform,
including Drop and Go but with some additional elements such as E-Bay integration and
taking more control of the digital capacity; 3) giving consideration to building an online
sales channel. The plan was to come back to the Board in July 2021. It was true that we
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were late in joining the market but the principal reason for this had been our previous
exclusivity deal with RMG. Our Mails work still represented c70% of the market. 87% of
Postmasters were better off under MDA2 agreement on a like- for-like basis.

A number of points were raised and addressed:

e  Lisa Harrington asked about financial integration, operational robustness and
feedback on the developments from Postmasters. Tom Wasilewski reported that
those branches participating in the Amazon trial were averaging 3-4 items a branch
per day. We were still at an embryonic stage and were seeking to extend this
capacity in two areas: 1) inbound parcels with customer collection and, 2) customer
drop off. Other services were harder to run and less predictable. The team were
running a co-creation group with Postmasters to consider solutions for managing
capacity constraints and how to address problems that arose. Integration with the
backend systems was being worked on over the next month. LH asked how we would
obtain assurance that the system was working, particularly if it involved Postmaster
remuneration. TW noted that the Amazon trial was a separate stream of work
running on separate devices but we wanted to integrate our PUDO services with
Horizon. Al Cameron noted that this would be a major piece of work. Remuneration
integrity was a significant element of the SPM work and the SPM team had been
having conversations with the PUDO team but a lot of new requirements had
emerged from these conversations and we needed to come back to the Board with a
view on this. Carla Stent noted that we would need to weigh up the risks and returns.
AC would bring back a paper to the 3 June 2021 Board meeting covering PUDO
integration with Horizon, cashless branches and SPM integration. Tom Cooper noted
that Payzone outlets already operated without cash and asked whether we could
leverage this opportunity. AC agreed that we needed greater integration with
Payzone but needed to consider legal and competition issues carefully. The options
for greater integration with Payzone were going to be discussed by the GE in April
2021.

e  Tim Parker noted that there seemed to be significant activity in the PUDO market,
including Hermes increasing their market share significantly. Mark Siviter thought
that an optimal position for Post Office would be to continue providing RMG
Universal Service Obligation (USO) products, expanding our service with Amazon and
introducing another partner, such as Hermes, but via a longer-term framework
agreement.

The Board NOTED:
i. The launch of the Amazon Click and Collect trial
ii. The roadmap and releases for the PUDO project.

SPM

Zdravko Mladenov provided a progress update. There had been a significant amount of
activity across the business and we were due to launch 400 non-Horizon locations on the
1%t of September 2021. The SPM Team was being developed by pairing internal and
external expertise. A governance model had been agreed with UKGI/ BEIS. Approval of the
multi-year business case would be sought from the Board on 3™ June 2021 which would
then be sent to BEIS for review over the summer. Programmatic and technical assurance
work would be undertaken on the SPM work, including on remuneration calculations. The
focus over the next three months would be putting in place the 400 non-Horizon locations
and developing the business case.

A number of points were raised and addressed:
e Lisa Harrington asked how the SPM work fitted with the Belfast Exit plan. Zdravko
Mladenov reported that we needed to rebuild some of the elements that we had
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originally thought could be “lifted and shifted” from the Belfast data centre as a black
box. Jeff Smyth and Zdravko Mladenov had been in regular discussion and agreed
that the migration of elements could only happen once but did not yet have all the
solutions in place. This issue did not relate to the database which was being taken out
of Horizon.

e  Zarin Patel noted that the Board would want to have a deep dive into the business
case before approving it as this was going to be one of the biggest decisions it would
be making. Lisa Harrington added that we should bring the board together to show
the work taking place with live demos.

e  Carla Stent asked about when the Board would have sight of the assurances on the
programmatic and technical aspects of the Programme as this that would help the
Board to sign off the business case. It was confirmed that the assurance work would
be paid for by POL but both POL and UKGI/ BEIS would receive the advice. It was
proposed to “piggyback” this work on existing controls using existing providers. Carla
Stent advised that care needed to be taken to get this right as the approach described
had not always been successful in the past.

e Lisa Harrington asked whether the team had sufficient resources, noting that there
had not been significant simplification of the product sets. Zdravko Mladenov
reported that we were proceeding well with the resource requirements for the
technical team but more resource was still be needed in other areas.

Action: ZM

The Board NOTED the progress update on the Strategic Platform Modernisation (SPM)
programme and APPROVED a drawdown of £4.68M to deliver a range of concrete
outcomes and deliverables until June 2021 including (a) continuing the technical
development to launch the 400 new ‘Horizon-free’ Express propositions; {(b) completing
the multi-year business case for UKGI/ BEIS; (c) completing the future Device and
Peripherals Strategy; (d) scoping the legal changes required to commercial agreements
affected by Horizon; and, (e) identifying the options to deliver better Branch Ml to
Postmasters in the next 12 months.

7. Independently facilitated Board review

Catherine Stalker introduced the Board review for 2020, noting that the objective was for
the Board to be able to ask questions about the report and discuss what it wanted to do
next in light of the recommendations. The headlines were that the Board had good
foundations on which to build notwithstanding the pressures of recent times, with a focus
on resolving past issues. A clear strategic direction had been set. All directors were
aligned on the goals for Post Office. There was a good range of strengths and expertise on
the Board with a strong Chair, good working relationships and a good company secretariat.

Five areas of focus were recommended:

1) determining where the Board wanted to spend its time with a clear forward
agenda.

2) dealing with succession challenges, including making time to discuss the executive
team who were critical to the future of POL. This should include the Board
spending time with Nick Read so he could use the Board as a sounding board and
so the Board had insight into the pressures on individuals.

3) Putting in place a timely plan to manage the succession of some long-standing
board members and to integrate new members, including the two new postmaster
NEDs.

4) time needed to be spent on culture. One means of acquiring information on this
could be a culture dashboard. The NEDs also needed to get out and about more
once they were able to. This had happened less than on some other boards
Independent Audit had reviewed.
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5) there had been good development of the Risk Management framework but the
Board needed to stand back from the risk processes and structures to look at the
impact and the value. Risk management needed to add value to how things were
running in the business and a learning culture needed to be developed.

A number of points were raised and addressed:

e Carla Stent noted that we had devoted a lot of time to risk so it was sobering to
consider how much more needed to be done; she had had conversations with Al
Cameron and Nick Read about this and the approach that might be taken to drive a
more operational approach to risk management.

¢ Zarin Patel noted that “grounded trust” was a good phrase and we had been more risk
averse that we might otherwise have been because of the changes taking place and the
Public Inquiry, but we needed to take a shift in the direction as proposed in the Report.

e Lisa Harrington noted that she agreed with the points made in the report, including
needing to get out and about more. The relationship with our key stakeholder had not
been commented upon much and that had surprised her. Catherine Stalker explained
that Independent Audit had reviewed many organisations that were overseen by UKGI.
There was an inherent conflict in being a shareholder director but the POL Board was
managing it in the best way possible. Tom Cooper’s participation was valued by the
Board and, like a private equity director, he had greater involvement and access to
more information than other directors, but there was no suggestion that changes
should be made.

o Tom Cooper noted that he understood the points raised on culture but there were
some limitations to this. It was hard to “get your arms around” culture. One could
state your ambition and what you wanted to achieve but it was difficult to check and
assess whether the organisation was actually doing this. Tim Parker thought that the
authenticity of management was critical to culture. People had to see that what you
were saying was what you were actually doing. We needed to talk much more about
Postmasters as a Board. We were only beginning this shift in focus but over time we
would capture people’s hearts and minds. Changes in culture were never
instantaneous but all of us wanted the culture to change. Catherine Stalker agreed
that culture was driven by the management team and that it was hard for a board to
stay in touch with this but nevertheless there had not been evidence in the papers and
discussions on culture coming through to the Board as a significant topic. A focus on
culture would be both data driven and through the individuals reporting to the Board
(e.g. the Group People Officer and the Head of Internal Audit) and there was also the
“sniff test” of seeing how things operated on the ground. Richard Sneath added that
useful discussions could be sparked by the Board asking the executive how they drove
the right behaviours which also brought alive what was happening on the ground.

¢ Al Cameron noted that he had been reflecting on how we had spent our time as a
board, the agenda we were driving, and the time spent responding to requests. Some
of the legal issues were very important but we also needed to recognise that BAU and
strategy were key for the longer-term success of the business. Tom Cooper noted that
the Board would nevertheless need to spend time overseeing the management of the
compensation schemes. Tim Parker noted that while much time had been spent on
reviewing individual cases referred to the Court of Appeal this had helped us set
parameters for the approach to future cases and to reach the conclusion that the
appeals should not be opposed in the overwhelming majority of cases which had been
vital. Boards only had a finite amount of time and the theme of the Report was that our
aspiration must be to focus more on BAU and strategy in future. Colleagues were keen
to revert to a more strategic view. TP also agreed with the points raised around
succession planning and talent in the Report.
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e Carla Stent asked what Independent Audit’s advice would be as we brought the new
Postmaster NEDs on board. Richard Sneath noted that Independent Audit had
experience of pension trustee boards. It would be important to make sure that the
Postmaster NEDs were fully involved in the Board’s discussions and decisions and their
contributions were encouraged and heard. Tim Parker agreed that the Postmaster
NEDs must be treated as equal players and would try to get the right balance between
encouraging contributions while recognising that it took some time to get up to speed
if you were new to a board. Catherine Stalker added that it could be beneficial for
existing NEDs to go on some of the induction visits with the Postmaster NEDs to help
forge those relationships.

Tim Parker referred to the “quick wins” included in the Report. Some decisions, such as
holding the ARC and Board meetings on the same day, had been to try not to impinge too
much on people’s diaries. However, all of the points were worthy of consideration and we
would will be following up on the recommendations positively and review these again in
July 2021.

Approvals
Annual Governance Report

The Board NOTED the following to which no changes were proposed:

(a) The Delegated Authorities from the Board, including subsidiary companies and
liabilities and indemnities (full document in Reading Room, summary in Appendix 1)
(b) The delegations in place for the authentication of the Company Seal (Appendix 2)
(c) The Board Committee Terms of Reference (ToR) reviews and the Review of Matters
Reserved to the Board (full reports in Reading Room, summary in paragraph 4)

(d) The Directors’ Register of Interests (Appendix 3).

The Board APPROVED the Authorised Signatories to which changes were proposed
because of changes in roles and responsibilities (Appendix 2).

Network Strategy, including DMB Funding

The Board:

e APPROVED the exit and replacement of 57 DMB branches in 2021/22 at a cost of
£18.9m, generating £4.4m annual recurring benefits.

e NOTED the progress in developing new light-touch formats and plans for further
piloting and roll-out during 2021/22.

Nick Read reported that next month we would announce the end of the moratorium of
franchising DMBs which was the right thing to do strategically to move to a fully franchised
organisation.

Procurement Risk Exceptions
a. PREN29 - Public Affairs Services

The Board APPROVED an extension to an existing non-compliant direct award by an
additional 3-month term to Lexington Communications Ltd for the provision of specialist
parliamentary and government advice. This was required in order to maintain service
continuity in relation to the public inquiry.

The existing contract for the provision of advisory services in relation to ongoing and
potential inquiries had a value of up to £173,000 (until July 2021 - £101,000 having been
spent to date) but now required a further extension for an additional value of £332,889.
The total value of the spend for the Services would be £505,952.

b. Delegated Authority Request — Microsoft Enterprise Agreement
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The Board:

APPROVED the award of the contract to Microsoft Limited for the supply of Software
and Services up to a value of £12.5m with a forecast cost of £8.85m over a 3-year
contract.

DELEGATED AUTHORITY to the Chief Information Officer to finalise and approve the
final agreement as Contract Owner in accordance with the commercial terms set out
in the paper presented to the Board. The contract would be executed by an approved
authorised signatory.

c. Delegated Authority Request — Property, Facilities Management Services and
Security

The Board:

APPROVED the award of the contracts for: hard Facilities Management Services; soft
Facilities Management Services, security Grapevine Services (Planned & Reactive
Security Services - Alarm Monitoring & Maintenance, Criminal Intelligence etc) up to a
value of £150m*, with a forecast base cost of £74.5m (£14.8m p.a. aggregate
excluding project related work) over a 5-year contract (being an initial term of 5 years
for lots 1, 2 & 3 with a further 3-year extension option available for lot 3 (at a cost of
~£18.6m excluding project spend, for years 2026-2029)).

DELEGATED AUTHORITY to the Group Chief Finance Officer to finalise and approve
the final agreement as Contract Owner, in accordance with the commercial terms set
out in the paper presented to the Board and including the permitted three one-year
extensions in due course. The contract would be executed by an approved authorised
signatory.

*advertised OJEU maximum value.

It was noted that the business case should come back to the Board if the projected spend
was significantly higher than that shown in the paper. Al Cameron noted that we expected
the spend to fall as we reduced our property footprint.

d. Delegated Authority Request — Media Planning & Media Buying

The Board:

APPROVED the award of the contract to CARAT Limited for the supply of Media
Planning, Buying and Attribution services up to a value of £65m*, with a forecast cost
of £48.2m over a 5-year contract (being an initial term of 2 years, plus three
permitted one-year extensions).

DELEGATED AUTHORITY to the Chief Commercial Officer to finalise and approve the
final agreement as Contract Owner, in accordance with the commercial terms set out
in the paper presented to the Board and including the permitted three one-year
extensions in due course. The contract would be executed by an approved authorised
signatory.

*advertised OJEU maximum value

The OJEU process to aggregate POL’s Media Planning and Buying services had concluded.

Al Cameron reported that spend in this area included all the aggregator spend. Nick Read
explained where the responsibilities in this area lay in the business and we would come to
the Board to look at this work again in due course.

e. Delegated Authority Request — Affiliates & Aggregators

The Board:

APPROVED the award of the contract to AWIN Limited for the supply of Affiliates and
Aggregators Network and Management Services up to a value of £50m*, with a
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forecast cost of £23.7m over a 5-year contract (being an initial term of 2 years, plus
three permitted one-year extensions).

o  DELEGATED AUTHORITY to the Chief Commercial Officer to finalise and approve the
final agreement as Contract Owner, in accordance with the commercial terms set out
in the paper presented to the Board and including the permitted three one-year
extensions in due course. The contract would be executed by an approved authorised
signatory.

*advertised OJEU maximum spend.

This QJEU process - a separate Lot under the Media OJEU — had concluded delivering
POL a compliant and direct contract without agency margin overhead.

f. PREN31 - Digidentity

The Board APPROVED an extension to an existing non-compliant contract by an additional
13-month term to Digidentity Ltd, from 31 March 2021 to 22 April 2022 for the provision
of “Verify Services” (online identity registration service) to Post Office, required in order to
meet Post Office contractual obligations to UK Verify.

It was AGREED that our plans for developing our digital identity service would be included  Action: VB to

on the agenda for the July 2021 strategy sessions. include on July
agenda

PCI Compliance Programme

The Board APPROVED:

e f£4.1m additional funding for the PCI Compliance Programme (taking total programme
funding to £19.9m).

e up to an additional £3m to be made available if required. These funds would need to
be requested, with justification, for approval by the Investment Committee.

Carla Stent noted that the costs of the PCI Compliance Programme continued to increase
and asked whether we were seeking to contain the Fujitsu costs. Jeff Smyth reported that
our confidence in the completion of the contract was growing and we were now into the
banking pilot phase. There were not many “unknowns” left but it was always possible that
we would identify further areas that required PCl compliance.

Fujitsu Horizon Negotiation

The Board:
e APPROVED the award of the extension to the term of the Fujitsu Horizon Agreement
for the supply of Application Services from 1 April 2023 (“Extension CCN”).

The duration of the extension would be for a further 1+1 year period (one year was
contracted from execution of the extension and extended the agreement from 1 April
2023 to 31 March 2024, the optional extra year could be committed to no later than 31
March 2023 and extended the agreement from 1st April 2024 to 31 March 2025
(together the “Proposed Extension”)). The forecast spend was estimated at £21.3m p/a
(£42.5m estimated total), some spend was variable and demand based, and there was
no minimum commitment.

e DELEGATED AUTHORITY to the Chief Information Officer to approve the extension as
Contract Owner in accordance with the commercial terms set out in the paper
presented to the Board and including the permitted 1+1-year extensions in due course.
The extension(s) would be executed by an authorised signatory.
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It was reported that we would be publishing a Voluntary Ex-Ante Transparency Notice
(VEAT) notice, following which there could be challenge but we would be publishing a s72
notice setting out the legal justification for the approach taken.

Belfast Exit

The Board:
e APPROVED a drawdown of £9.03m to fund project activity until the end of October 2021.

This would deliver migration of the Horizon database to AWS and the Branch cutover,
whereby all branches would be connected to AWS rather than Belfast. The programme
would return to Board in September 2021 to confirm delivery progress and propose next
steps.

e NOTED the revised approach to the migration which split the remaining delivery cost
(c£19m spend to complete) into two priority sets; Priority One being mandatory to avoid
the cost/risk associated with running Horizon on out of date, unsupported software during
the 2021 peak trading period and Priority Two completing Belfast datacentre exit (and for
which options to replace rather than migrate would be investigated as a way to avoid cost
duplication with SPM)

e NOTED the engagement of an external consultancy to validate the division of scope into
two priority sets and to support POL efforts to optimise Priority Two scope delivery with an
update/recommendation to the Board in June 2021.

e NOTED the updated project milestone dates.

It was noted the Jeff Smyth and Zdravko Mladenov were discussing the Belfast Exit
Programme and the SPM Programme and the interfaces between the two regularly.

Noting and governance items

Health & Safety Report

The Health & Safety Report was NOTED.

Mails Regulation paper

The Mails Regulation paper was NOTED.

Telco sale and completion update

The Telco sale and completion update was NOTED.

Historical Matters Business Unit Report

The Historical Matters Business Unit Report was NOTED.

Postmaster NED appointments

The Postmaster NED appointments paper was NOTED.

Sealings

The Board APPROVED the affixingof the Common Seal of the Company to the documents
set out against items number 2031 to 2056 inclusive in the seal register.
Future Meeting Dates

The future meeting dates were NOTED.

Forward Agenda

The draft agenda for 3™ June 2021 was NOTED.
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Any Other Business
Independent Director with a legal background

Tim Parker referred to Tom Cooper’s note regarding appointing an independent director to
the Board with a legal background to help provide further oversight of the work on
historical matters, including the administration of the compensation schemes; TP asked
for the directors’ perspectives. Tom Cooper explained that the new director might be a
General Counsel of a large company who understood governance and could provide a legal
challenge, including on cost issues to the HMBU team which was not led by a lawyer. This
experience and oversight were needed, not just in relation to the Historical Shortfalls
Scheme but also for the criminal cases which could continue over a number of years while
needing to free up Board time for the BAU and strategic matters. BEIS would not remove
responsibility from POL for oversight of historical matters.

A number of points were raised, including:

e Al Cameron agreed that the work and costs of the external legal teams needed to be
managed carefully but did not understand why that should be a Board position. It also
needed to be recognised that there was an independent panel dealing with the HSS
offers. Tom Cooper noted that the HMBU controlled most of the activities and BEIS did
not want to have day-to-day responsibility for these issues.

e Zarin Patel thought it made sense to have a legally qualified director on the Board as
the position for the Board could become more complicated with the civil claims;
however, with the Postmaster NEDs there would be a large Board and we needed to
make sure that we appointed the right person. We did not want to create a shadow
General Counsel and so needed to work through the practicalities of how this role
would work.

e Carla Stent noted that she was reassured that this individual would be an independent
director. Our structure as a Board would need to be considered if we were going to
split ourselves into sub-committees to allow the Board to focus more on strategy. Tom
Cooper noted that the Board should not need to spend nearly as much time on
individual litigation cases in the future. A Board sub-committee on historical matters
could allow Board meetings to focus on BAU and strategy. NR agreed that the day-to-
day management for historical matters was not right yet. It would need to be
determined how we would expect the new NED to operate and what their
accountabilities would be as well as needing to resolve the underlying executive
structure. NR saw the overall benefit of having a lawyer on the Board because of the
contractual issues that needed to be resolved.

e Tim Parker noted that the large amount of public money at stake meant that BEIS
needed to have confidence in the approach we were taking. We wanted someone with
relevant expertise akin to Lisa Harrington’s in IT and transformation which enabled her
to have input into the IT and SPM teams’ work which the other NEDs could not. Tom
Cooper confirmed that this would be a non-executive role and he envisaged the time
commitment being somewhere between that of the Remuneration Committee and
ARC Committee Chairs. Nick Read would need to decide the best construct for the
executive deliverables. Tom Cooper would discuss the proposed approach with Lisa
Harrington in more detail outside the Board meeting. The appointment request to BEIS
would need to be made before the next Board Meeting. A Panel from the Board would
have to interview the shortlisted candidates following the advertising and shifting
processes.

Internal Audit fees

The Board APPROVED an increase of £150k in internal audit fees for the 2019/20 financial
year.
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There being no other business the Chairman declared the meeting closed at 16.15 hrs.
11. Date of next scheduled meeting

3™ June 2021.

Chairman Date
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Board Meeting 28 January 2020

- Capital Equity Injection Request

10.2 Payzone Bill Payments Limited

[The Board asked that assurance was provided that

the capital equity injection proposed was a tax
efficient arrangement before consenting to approve,

Veronica Branton to
relay to Payzone

The proposal is on hold. We have completed a
significant reappraisal and investment reduction
exercise and are awaiting a final decision on
2020/21 change spend approval. Upon receipt
of this, we will return to the Board with a
recommendation for the funding arrangement
between POL and PZBP.

Board Meeting 24 November 2020

7. Historical Matters Business Unit
report
b)

Additional Board Meeting 07 December 2020

eclan Salter to relay to
B Foat

REDACTION

il |

Toclose

REDACTION

HIINES= S L |

|
Funding / Historical Shortfalls
Claims Scheme

a)

IAl Cameron reported that there were not any pension{Al Cameron
related considerations; he did not think that there
lwere specific regulatory reporting requirements, but
that position would be checked.

Discussions have taken place with Linklaters and| Open and
the Compliance team. We have obtained ongoing
confirmation that the pension regulator does
not need to be informed and in reviewing POL’s
regulatory obligations we have not identified
any requirements for POL to inform its
regulators of its financial position, but it was
suggested that a thorough exercise is conducted
so certain key contracts are being collated and
reviewed to ensure certain obligations haven’t
been missed. We'll then go through the relevant

documents with Linklaters.

Board Meeting 26 Januaty 2021

5.1 Strategic Platform
Modernisation {SPIVI)

i T T e,

Dan Zinner/ Zdravko
Mladenov

Dan Zinner and Zdravko Mladenov were asked to
provide more detail to the Board as to why exiting
Horizon was the right thing to do, allowing the Board

This action is in progress and will be presented | To close
to Board on 037 June as part of the larger
review of the SPM business case and plans.

Strictly Confidential
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to properly consider this and makeadecision. | ]
5.3 Pick Up Drop Off Services Ken McCall requested that hard to place branches  [Dan Zinner To be factored into the carrier and network
{PUDO) ere considered in carrier and network discussions, . discussions,
oting it would be helpful if the carrier approach The aim of the PUDO strategy is to make as
ould offer something to these branches. Dan Zinner many branches, including hard to place, as
as asked to look into this. possible available to clients. While we will use
pricing and the commercial agreemerits to
incentivise maximum use of the network this
will need to be balanced against the reality of
customer demand, branch suitability {capacity
and capability) and carrier operational coverage
and economics.

4. CEO Report [To schedule a discussion at the Board on the eronica to flag with The agenda for 3/ June has a number of
Postmaster consultation and the sense coming out of |Amanda Jones and add to decision items so we didn’t have enough time to
[this that some Postmasters would prefer to be include a discussion on the consultation. The

lemployees. proposal is to schedule this discussion separately|
and Amanda is providing some dates for a
session that would include the CEO of
Quadrangle who supported the consultation
process.

0 look at delta on Mails at the end of Q1 trading to |Al Cameron/ Mac Jacobi The budget was revised to include stretch profit | To close
est whether our assumptions were too conservative assumptions for labels by £8m and FRES by £6m.

We willinclude an analysis of the position on

Mails and FRES trading in the July financial

performance report to the Board, where an

adjustment to the stretch will also be reviewed.

‘o provide anoverview of the declining elements in . |Al Cameron/ Mac Jacobi

he budget.
6.1 Banking Framework 3 o explain how customer service concerns raised by Martin Kearsley Covered in the BF3 paper included on the 31 To close
he banks had been investigated and addressed. - | June Board agenda.

5.2 Budget Plan for 2021/22

6.2 PUDO [To produce a Board paper on covering PUDO |Al Cameron to take Paper to be included on the Board agenda for Open
integration with Horizon, cashless branches and SPM [forward 27 July 2021
ntegration.
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Post Office Limited Board Actions as at 07.05.2021

Zdravko Mladenoy

0 have a deep dive on the SPM business case in
ladvance ‘of a decision being sought.

7. Independently facilitated Board

review Board review on the July Board agenda 2021.

8.3 Procurement Risk

0 include an item on the recommendations from the Meronica to include on July

Paper included on Board agenda for 03 June
and discussions held in advance with a number
of NEDs.

Item included on the forward agenda for the
Board meeting on 27t fuly 2021.

To close

Toclose

a) Media planning and buying
services

Media planning and buying services. To provide an
joverview or have a presentation to the Board on
iwhere the responsibilities for media planning and
lbuying services lay in the business.

b} PREN31 - Digidentity o include an item on the development of our digital Meronica to include on July
identity service in the July 2021 strategy sessions. jagenda

o include an item on the progress of the Belfast Exit Meronica to include on
Plan and recommended next steps on the September September agenda
Board agenda.

onsultancy to validate the division of scope into two fforward agenda
priority sets and to support POL efforts to optimise
Priority Two scope delivery for the Belfast Exit Plan;

- o include an item 6n the engagement of an external Veronica to include on

Strictly Confidential Page 3 of 3

A noting paper will be submitted to the Board
meeting on 27t July 2021.

Included as a strategy session for 277/ 28" July
2021,

Included on the forward agenda for the Board
meeting on 28" September 2021.

We will revert with findings at July Board.
Included on forward plan.

Open

To close
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Tab 3 NED Appointmenis

Title: Non-Executive Director Meeting Date: | 037 June 2021
Appointments

Veronica Branton, Company

Author: Secretary

Sponsor: Tim Parker, Chairman

Input Sought: Decision

The Shareholder has given consent to the following appointments which the Nominations
Committee recommends to the Board.

The Board is asked to APPROVE the appointment of Elliot Jacobs as a Non-Executive Director
of Post Office Limited for a period of three years from 6% June 2021 to the nearest Board
meeting three years from that date.

The Board is asked to APPROVE the appointment of Saf Ismail as a Non-Executive Director of
Post Office Limited for a period of three years from 6" June 2021 to the nearest Board meeting
three years from that date.

The Board is asked to APPROVE the re-appointment of Carla Stent as a Non-Executive Director
of Post Office Limited for a period of two years from 28" January 2022 to the nearest Board
meeting two years from that date. The Board is also asked to APPROVE that Carla Stent
continues to serve as the Chair of the Audit, Risk and Compliance Committee during her re-
appointment period.
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Title: Chief Executive’s Report Meeting 3 June 2021
Date:
Author: | Nick Read, Group CEO Sponsor: N/A

Input Sought: Noting

Items enclosed in this report are for the Board to note and advise if any further
discussion/information is required.

Executive Summary

It is unlikely that in its long history the Post Office has ever endured a period of such intense
scrutiny, as it has over the last six weeks. The fallout from the Court of Appeal judgment on
the 23rd April, the scale of the criticism and the conclusions of the Appeal judges will stay
with the organisation for years to come. Post Office was variously described in the summary
as egregious, oppressive, obstinate, complacent and self-interested. It is not difficult to see
how the conclusion of Limb 2 was determined, once this judgment is digested. As the
judgment described “the same failures occurred week after week, case after case - systemic
failures which were never challenged in any paperwork seen by the court...the longer it went
on the more self-serving Post Office Limited became”.

It is probably too early to really assess the impact upon the brand. Not least because there is
still plenty more mileage in this desperate story. The movement of the Inquiry to a Statutory
footing will prolong closure by at least 18 months and most commentators think it highly
unlikely that Sir Wyn will conclude his report in the Autumn of 2022. The overturning of
criminal conviction cases will last even longer. How our stakeholders — postmasters,
colleagues and potential recruits, as well as customers, commercial partners and the
shareholder react - is difficult to gauge. What is clear is that no potential rebuilding can really
begin until blame and compensation are addressed. Arguably blame will in part be covered by
the widening of the scope, remit and powers that Sir Wyn has demanded. Stakeholders
appear to believe so. My appearance at the APPG (and the questions I received) certainly
supports this theory. Compensation needs to be seen through three lenses - the GLO 555,
HSS payments, and the overturned convictions. The speed, transparency and simplicity with
which we can execute this will go a long way to addressing trust. However, it is here that I
have least confidence. The determination of the Government to distance itself from
discharging its duties - the Minister has repeatedly said that “compensation packages are a
matter for the Post Office” - is concerning, given we have no funding. The drag on the
business of stumbling through this phase should not be underestimated. A repeat of the HSS
experience, which paralysed the business, would be unforgivable.

You will see in our initial strategy paper that I believe the business will need to change
direction if it is to survive. We must resolve and fix the past. This is more than just
operational and IT fixes but deep cultural change. This will be deeper, take longer and be
more expensive than we at first envisaged. We will need to invest in the brand to re-establish
our one key USP - consumer brand trust. We were much loved, albeit customers could not
quite articulate why, and we need to rediscover it. We need to be clear on our purpose and
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the shareholder’s principle objective; A network of 11,500 branches adding to the social fabric
of the country. A social obligation and an infrastructure that underpins communities across
the country. We need to win back the trust of postmasters. We have made good progress
over the last 18 months but the experience of the last 6 weeks and the mistimed consultation
of MDA2 have revealed the fragility of this relationship. Postmasters feel brow beaten and we
are battling against 10 years of “does our partner have our best interests at heart” as one
Postmaster remarked to me. We have much to do to regain their hearts and minds. It will be
critical to find a model that aligns the needs of the shareholder, POL and Postmasters.
Remuneration will be central to this.

Yet despite this backdrop the business has remained resilient. The field team in particular
have faced into an extremely difficult environment with great stoicism. The commercial teams
have made genuine progress in developing the business; The Amazon trials are going well,
we have made commercial and operational progress with DPD and are on track for PUDO
trials in July. BF3 and the longer-term strategy to be the solution for cash are particularly
exciting, as we will discuss later in the meeting. Our strategy to win over the banks, treasury
and the regulators has been well received. The Yoti deal is delivering and our plans around
relaunching our travel business have come together comprehensively and we are ready. We
have also made good progress with SPM and will be ready for trials later in the summer and
will have 400 Express branches up and running by April 2022.

Visible leadership and communication have never been more important. The organisation
needs belief. It needs confidence in a credible vision and in a route out of this crisis. It needs
a balanced perspective on the issues we are encountering, and it needs calm decision
making. My focus is to try and provide this - through our colleague and postmaster
conferences, by articulating our intent to 2025, our new ways of working and our six core
priorities, through regular 10@10’s, SLG meetings and getting out to meet postmasters and
commercial partners. As a Board we need to shift our focus from assessing the past to
supporting and driving organisational health and effectiveness in the present and for the
future. This is very much the emphasis of the content of this board meeting.

Performance outlook

1. Although P1 saw the end of formal lockdown in England, the UK was still under strict
restrictions during the first half of the period. IMRG reported huge declines in online
retail growth as customers returned to high street retailers. Springboard also reported a
significant increase in retail footfall after the first week post-lockdown ending. The levels
reached were only achieved two months after the first lockdown ended last year,
meaning physical retail has returned far quicker than expected.

2. As aresult, Mails performance was below budget, with trading revenue down £4.4m
(13%) to budget and £3m in Trading Profit; led by Labels and Special Delivery.
Performance was strong in week 1 whilst lockdown was still in place however, there was
a reduction in growth thereafter across the product portfolio.

3. In P1, Banking, Payments and Travel have met budget. In Banking, deposits have grown
strongly as lockdown begins to ease. Withdrawals are slower, but this is to be expected
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with highly cash dependent areas such as Northern Ireland and Scotland still in full
lockdown. Further recovery is expected as the hospitality industry and further regions
fully reopen.

Overall we achieved profit expectations for the month through upside on cost lines
(mainly timing or one-off related). This included lower levels of postmaster
remuneration flow through, and we will therefore be monitoring Mails trends carefully
from both a postmaster and profit perspective.

The trends in P2 continues on a similar theme. Footfall numbers remain on average at
9.5m, 5% lower than planned and income is similarly depressed on the back of Mails
under-performance. We have failed in the Network to meet target consistently over the
last 6 weeks and this will see Postmaster remuneration also fall backwards.

We are on course to open discussions with the Board on the 3rd June around our
Strategic Plan submission and related funding bid later this year.

We are still working to a draft 21/22 budget whilst further material is finalised for UKGI
on the Historical Matters element of the budget.

26 of 204

10.

11.

12.

13.

P1 has seen all three business areas (Banking, Payments and Travel) meet budget.

Banking Services performance in P1 was £0.2m favourable to budget. The strong
recovery seen in 2020/21 continues into P1, with further growth in withdrawals and
deposits. Business deposit volumes and values are slightly adverse to budget, but this is
offset by a reduction in the Santander credit for corporate deposits (which we charge at
a lower rate), showing £0.2m favourable overall for deposits.

Banking Framework 3 discussions continue to track to the previously presented plan,
and further updates will be provided at a separate session later in the Board meeting.

The Community Access to Cash Pilots have all launched successfully, including two new
‘BankHUBs’ which opened in Rochford and Cambuslang. Both received favourable media
coverage as well as positive footfall.

In Payments, key top-ups and seasonal growth has driven consistent performance in
Period 1 and the introduction of new payment terminals, offering faster processing for
Postmasters, has been well received.

The Travel business continues to face into the effects of Covid-19, although strong
performance in Moneygram and Postal orders shows money transfer is still much
needed. Preparations are underway to ensure a fast start to the travel business once
Government guidance becomes clearer. We have incentives and distribution plans in
place alongside the re-registering of branches with HMRC ahead of the launch.
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14.

15.

16.

Mails performance in P1 was behind budget by £3m in trading profit. The stretch against
the Labels product created an adverse variance of c£1m in trading profit (£2m in
revenue terms) and this gap will likely recur throughout the year (c.10% of Labels
annual revenue target). In addition, the budget hypothesis was a gradual ease out of
lockdown rather than the more dramatic reduction in sales as seen during P1. The Q1
budget has an additional £5m revenue (£2m in P1) gap with the biggest declines coming
from higher basket sizes as business returned to physical channels.

Following Investment Committee approval, the PUDO business case will go to Board on
3™ June 2021 to authorise a further £2.41m (in addition to current approved spend of
£2.86m) for FY21/22 to deliver PUDO (Total project spend: £5.27m).

Post Office is submitting a response to Ofcom’s Call For Inputs regarding the review of the
regulatory framework of Postal Services on Thursday 20" May. Ofcom will consider and
publish the responses over the summer, and the formal consultation process will begin in
the autumn, with the date yet to be confirmed.

Platform Products — Financial Services, Insurance and Identity

17.

18.

19.

20.

21.

22.

Trading has been positive in P1 across the platform products, with all lines of business
on or ahead of budget for revenue and trading profit.

In Insurance, the new business market for General Insurance (Motor and Home) is
subdued, but retention is performing better, and we are focussing on maximising value
whilst maintaining policy count. We continue to focus heavily on the FCA changes to
pricing rules being implemented in January 2022, which could have a wide range of
commercial outcomes. Modelling suggests outcomes are likely positive for Post Office
Insurance in the first year or two, but we are focussing on agility and flexibility to cope
with what will be a very dynamic market.

There was a very small upside ahead of budget in Travel Insurance sales in the early
weeks of May, but no sign of any significant market recovery. We continue to monitor
the RAG status of individual countries, but our intelligence suggests there remains some
consumer reluctance to travel overseas.

Credit Card volumes are significantly ahead of budget, with a new commercial
arrangement (Capital One responsible for all marketing activity and costs) working well
and channels such as Facebook performing strongly. A branch trial of mobile lead
generation via text or QR code (with Postmaster Remuneration via embedded FAD
codes) is live and results will emerge through May.

Bank of Ireland’s outlook has improved, and the partnership has been reinvigorated.
This is due to an agreed plan to maximise joint-venture profit with a focus on value over
volume. Our savings balances are getting smaller, but higher joint-venture incentive
payments look likely, and we are protected by a minimum income guarantee.

We have built and launched the EasyID app within the Yoti partnership in digital identity.
The in-branch tablet capability is in development and on track. We have made progress
with GDS to enable our Verify service (extended earlier this year) to be provided by the
Yoti partnership rather than Digidentity. The partnership is working well, and in addition

4
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to completing technology builds, there is a necessary focus on converting capability into
utility and revenue.

Network

Postmaster Engagement

23.

24.

25.

26.

27.

We held a virtual Postmaster Conference on the evening of 27" April attended by 500
Postmasters where I set out my strategic intent to 2025 including the aspiration to
create a profit sharing model. A Q®&A session followed where we addressed over 50
questions. It was clear the big questions for Postmasters are MDA2, how to remunerate
fairly, preventing cannibalisation of existing Post Offices whilst growing the network and,
the uncertainty of how trading will play out this year.

Consulting with Postmasters on the proposed new remuneration rates for MDA2 has
been a priority for the field team since mid-April. As of 21t May, 7,333 visits/calls have
been completed with the intention that all of the network will have been engaged at
least once, by end of w/c 24™ May. These 1-1 engagements with Postmasters have been
supplemented by 2 NFSP hosted events, w/c 10" May and 4 regional events w/c 17t
May, to provide an opportunity for Postmasters to ask questions about the impact of the
new MDA and also to give context to the competitiveness of the Mails market and the
challenges and opportunities for Post Office. Whilst we expected there would be a
negative reaction from c14% of Postmasters who are modelled to be potentially
adversely affected by the proposed new rates, we have experienced a strong reaction
from Postmasters across the board in 3 areas, specifically; 1. Proposed Special Delivery
rates 2. Proposed Parcel Force rates and 3. questions about the time period used for
modelling. This reaction is borne out of an underlying mistrust of POL about our real
intentions for remuneration, founded on years of remuneration erosion and reductions.
On 215t May we communicated a decision that we will delay the implementation date of
MDA?2 by a further 3 months until 1 April 2022. This will allow for better engagement,
explanation...and listening. The current consultation process will conclude on the 6t
June, after which there will be several months of detailed quantitative and qualitative
analysis to form recommendations, prior to sharing with Postmasters in September.

As part of the formal Postmaster consultation exercise that took place earlier this year,
Postmasters told us that there were six top priorities for improvement: Remuneration, IT
systems and processes, Communication, Training, Access to senior management and
finally, greater innovation and the establishment of Postmaster working groups. Co-
creation sessions, facilitated by Quadrangle and led by senior leaders and Postmasters,
have now taken place across all six priority areas, allowing us to seek further specific
feedback on improvements and test potential solutions and new ways of working. These
sessions have provided us with useful insights which will feed into our improvement
plans over coming months and we will continue to engage and ‘co-create’.

The consultation survey itself revealed that around a third of postmasters feel
unsupported by Post Office and do not feel valued. We'll be monitoring Postmaster
sentiment regularly throughout the year, using Quadrangle to conduct short surveys to
measure changes in sentiment and overall Postmaster experience as a result of
improvements and tangible actions implemented.

To further strengthen our engagement with Postmasters, a new Postmaster Director role
has been created. This role will champion the importance of the Postmaster at all levels

5
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within Post Office and lead activity that drives Postmaster and trade body engagement,
interactions, improvements and cultural change. It is our intention to actively seek a
current serving Postmaster to fulfil this role and a recruitment campaign will be launch in
early June. We will also be looking at specific secondment opportunities - 3, 6, 9,
months in duration — to get postmasters into the centre to support on projects and help
shape future solutions.

Postmaster Service and Support

28.

29.

30.

In line with the Government easing of lockdown restrictions, field teams returned to face
to face visits in mid-April. Their primary focus has been on MDA2 whilst supporting
Postmasters to maximise growth in business banking, with the reopening of non-
essential retail and hospitality. Additionally, alongside the impact of localised bank
closures, we have been preparing to kick start Travel Money and Travel Insurance in our
largest branches, to coincide with the traffic light system for overseas leisure travel.

Good progress has been made in finalising Postmaster Support policies. We now have a
suite of policies that define our relationship with Postmasters on key issues. These have
been underpinned by a series of process improvements, for example; making changes to
the settle centrally functionality on Horizon - allowing Postmasters to settle any balance
centrally where there was previously a minimum limit of £150. We have fixed the issue
in Horizon that was not allowing low value transaction corrections to be issued to
branches. This has enabled credit transaction corrections, being processed by the branch
reconciliation team since 28 January 2021, to flow through to Postmaster accounts.

We have launched Postmaster satisfaction surveys for the Branch Support Centre and IT
Digital Service Desk. These surveys are sent by email and replace the telephone surveys
that have been in place since November 2020. The response rate is significantly higher
and early satisfaction measures from the Branch Support Centre (the first area to
launch) are encouraging with 88.5% of Postmasters satisfied or very satisfied with the
service received in Period 1 (from 209 responses).

32.

Ahead of discussions commencing with Government later in the year on our future
funding, which we expect to be part of a 3-year Spending Review in the autumn, we
have prepared a paper for the Board which sets out our recommended strategic
narrative, three year financial forecast and outline funding request. This paper covers a
lot of ground and it represents the start of our engagement process with you, which we
expect to continue over the summer in the run up to a targeted approval in late August /
early September. Following the Board meeting, we will pull together an engagement
plan to allow for more detailed discussion on areas of particular interest to make sure we
are able to respond to your input fully in our final recommended plans. We also plan to
cover a number of these topics at our July Board Away Day.

I set out the core strands of my vision for POL in colleague and postmaster events in
recent weeks and this has provided us with a framework to look at our priorities and
direction. This is covered in detail in the paper but, in summary, our principal focus is to
provide redress to postmasters for POL’s past mistakes. We aim to work with
Government on how we approach and pay for this, but it is clear that we are unable to
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33.

34.

fund these costs, and the uncertainty we face is still causing distraction and disruption to
our running of the business. Second, we must establish a sustainable platform that
allows us to move forward. In particular, instead of pursuing profit as our primary goal, I
believe it is right that we double down on our commitment to protect service provision
and grow the network, and for us to invest so that we can maximise policy outcomes for
our shareholder. I look forward to our discussion at the Board on what I consider to be
an ambitious plan, but one that hits at the very core of what, after the past twenty
years, we absolutely must be doing.

In more near-term transformation activities, our P1 Change spend was £12.3m, £2.9m
below plan, mainly from proactive management decisions to delay DMB strategy
announcements and delays in CIO and SPM programme spend. HMBU programme
spend was higher due to the timing of spend on legal fees and consultancy fees. Full
year requested Change spend is under constant review with Investment Committee as
P2 forecast indicates a 16% increase above the £169m budget. This is actively being
managed and a common occurrence. P1 Change Benefits were £6.8m, £0.7 below
budget mostly due to incorrect phasing for closed projects within Financial Services, this
will be corrected in P2. Full year forecast is still on budget.

In P2 we have 121 actively tracked “projects” (any CapEx is tracked as a “project”), 8 of
which are on-hold. In P1 and P2 we’'ve seen 5 new projects commence, and 16 projects
close (including SuccessFactors 1&2, Panther and FJ Exit.) Our Change Group resource
requirements have continued to increase, mostly in HMU, SPM and the recently created
Postmaster Service Improvement Programme. We have a total of 187 Change Group
contractors in P2 compared to 75 in March 2020 (pre-covid levels of activity); our total
P2 Change Group resource pool is 12% employee (FTE/FTC) and 88% contractors,
whereas 12 months earlier this was 35% employee/65% contractors.

Ne

35.

36.

37.

The major focus of our Network Delivery team during Q1 is on re-building the network to
over 11,500 branches, given that our current waiver expires at the end of June. The
open network stood at 11,441 at the end of April following a net increase of 26 in the
month. Plans are in place for opening or re-opening over 100 branches by July to close
the remaining gap and offset expected closures.

Preparations are continuing for the piloting of our new Express proposition in up to 50
locations over the next 3 months, with the first tranche scheduled to go live in the w/c
21st June. The pilots will test small footprint technology and a simplified product set
(PUDO and bill payments) designed to operate alongside the main retail counter. In the
first instance they will be hosted in a combination of existing Payzone locations and new
branches with Strategic Partners such as Co-op and WH Smith.

We have paused announcements on DMB exits until at least mid-June to allow time for
meaningful dialogue with the CWU on their alternative proposals (due to be submitted
by 24 May) and to enable us to manage the interdependencies with wider stakeholder
risks, including Starling. While this will delay benefits delivery, this will be partly offset
by our plans to commence a voluntary redundancy exercise across the DMB network to
adjust staffing models in light of changing customer demand (a cost of £1.2m with
£700k recurring benefit).
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39.

Following the recent process of engagement with all remaining ‘Hard to Place’ branches,
94 have opted to stay on their existing contracts (effectively moving to a similar status
as Community branches and removing a liability of £8.5m) leaving 277 still to find
replacements to enable them to exit with compensation. Based on the current pipeline of
prospects we expect to deliver 18 replacements during Q1 and up to 97 by March 2022.

Beyond the current consultation of MDA2 remuneration, the next phase of work on
network strategy is reviewing our wider commercial and contractual framework with
postmasters, with initial conclusions to be discussed at the July Board awayday.

Strategic Partners

40.

41.

The management of financial stability and risk profile within our top Strategic Partners
has been implemented and shared with ARC. This profiling process, which includes
financial (facts), trading (trends) and a wider commercial (overall) lens, has highlighted
an ‘amber’ risk for WH Smith, McColls and Mid-counties Co-Op. This was expected and
is being monitored monthly both internally and with the partner themselves.

Our Strategic Partnership team, recently re-organised and under the new leadership of
Katie Secretan (ex Costa), is developing a roadmap to deliver professional partnership
management. In practice this means greater routine and rigour, building engagement
and enhancing commercialisation (i.e. focus on data and insights to drive trading) to
enable joint business planning. This includes the increase and realignment of resource,
the upweighting of capability and a clear definition of roles and accountabilities to deliver
a tiered approach of support to our partners based on their size, scale, brand/purpose
alignment and strategic potential. There are early successes in the joint plans
developed to trial new formats and propositions with WH Smiths, Co-op, Rymans,
Henderson (Spar NI). Additionally, this new focus has enabled network growth
conversations for places where our blueprint gaps can be filled. For example, we will
place 5 Express trial locations with Timpson in blueprint locations across central

London. At the same time the Strategic Partnership team is working to build changes to
our internal processes to manage our Partners on a corporate basis, given their needs
are different from individual postmasters and they have a greater capability to add value
to our Network. This is an area of particular interest and opportunity for me (given my
Nisa experience) which is underdeveloped at present. There are 1400 branches in the
Strategic Partnership group. We should have an ambition to grow this by 30%.

Improvement Delivery Group (IDG) and the wider Post Office team continue to make
good progress against the planned improvements. A total of 48 Oxblood red items
(those with highest priority due to detriment) have been delivered since the judgments,
with 41 having been internally audited as complete. We are on track to deliver the vast
majority of planned improvements due for end May 21. Two Oxblood improvements are
held pending a decision on the scope of the HSS (a specific Board paper is being
prepared on this), and another is only a couple of weeks behind following the need to
reconsider the Post Office approach to appeals panels. For these remaining
improvements, good underlying progress has been made and whilst not on track for end
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May, we do expect to complete them shortly, having taken a little more time to ensure
we get the right outcome.

43. Looking forward, we have 14 Red items (those with potential to cause detriment) which
are due for delivery by August 21 and we will of course be progressing the resolution of
historic detriment alongside. More details are contained in the IDG paper in this pack.
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Service issue - Lottery

44. We had a major lottery incident that impacted branches at the start of April. The
incident was caused by the closure of a project impacting master data. The resolution to
the incident was slow and Postmasters were impacted by errors made in attempts to
correct the issue in their accounts. To finally resolve the issue 15,768 transaction
corrections were issued (taking transaction corrections to 27,660 in Period 1 — normally
c12,000 per period).

45. Partner Testing and UAT has completed and there are no open software defects that
prevent the deployment of the solution into Model Office. The solution is being deployed
into Finsbury Dials Model Office for 2 weeks before the solution enters the branch live
piloting phase. Both the Model Office and live-pilot are tracking 2 weeks later than
forecasted with Model Office testing now scheduled to start on the 15t June 2021. The
delay was due to Fujitsu testing taking an additional week and an issue with the
exchange of encryption keys between Ingenico and Vocalink. Assuming the live pilot
progresses to plan with no major issues, our critical path to starting full branch estate
migration is dependent on Santander completing the migration of their interface to POL
onto the VocalLink network, which is due to complete early July 2021. Santander are still
reporting green on this task but there is a (new) potential risk given their recent
nationwide outage issue affecting their entire retail banking state which could have
change management knock on effects. We have requested an urgent session with their
Retail CIO to gain delivery date assurance and ratification.

elfast Data Centre Cloud Migration

46. Our delivery plan continues and involves the migration of the Branch Database, BRDB, in
3 phases with the first stage scheduled to complete 25™ May 2021. At this point, the
data from the primary BRDB database in Belfast will be continuously and synchronously
copied to a new AWS cloud hosted BRDB instance. This enablement will be followed by a
period of extensive testing to validate the integrity of the data before moving to phase
2. The second phase involves the further data migrations to use the AWS BRDB as the
live production source & destination for 3™ party client files which are processed via the
Post Office Data Gateway (PODG) and this is scheduled to complete by 30% June 2021.

47. Aside from the BRDB there are 2 other key workstreams. Firstly the migration of the
Branch Access Layer (BAL), which is the main system that ‘orchestrates’ customer
journeys by either directing transactions for persistence in the BRDB or in some cases
routing requests to 3™ party clients for real time transactions. The migration of the BAL
is a fundamental enablement task to commence counter migrations to cloud, however
progress is slow due to:
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48.

49,

1. A Ilmlted pool of FUJltsu SME resources W|th the deep knowledge of the BAL. ThIS is
further constrained by resource contention conflict to support other priorities (like
HIJ/Inquiry)

2. Limited amounts of suitable existing test artefacts resulting in the need to create
new test material from scratch.

3. Contention over the use of limited test environments with other POL projects and
programmes

The request of FJ was to complete the migration of the BAL by mid-July 2021 to allow
the migration of branches to complete before the POL estate wide change freeze starts.
This will now not complete in time and the current estimate for the completion of this
work is early September 2021. The other key workstream is the migration of the
applications that deal with 3™ party integrations. Following analysis work conducted by
AWS and POL Cloud Office, we are pursuing a route to migrate this functionality out of
Horizon. A proof of concept is underway where this approach is being trialled for 3
clients; Mails Track & Trace, DVLA, and an internal Horizon supporting interface. This
revised approach has the clear advantage of allowing the interfaces to be re-used by
SPM and will further reduce the scope of services that POL relies upon from Fujitsu i.e.
Horizon scope reduction. External assurance work has also started to validate the
approach taken by the team to execute the migration. The primary focus is to validate
the approach Fujitsu are taking with the BAL, to provide independent assurance on the
database migration approach, and to further validate the client integration proof of
concept approach/outcomes.

Jeff Smyth and I are planning to visit to the data centre in Belfast in June and will be
meeting with key Fujitsu executives during the visit to discuss our ongoing workstreams.

Branch & Digital Engineering

50.

51.

52.

B&DE continue to build the capability required to deliver SPM along with other business
programs. The team has grown to 44 and where roles are enduring we are building out
long term capabilities through permanent resourcing. In parallel, we have launched a
“Scaled Development Partner” procurement using our Digital Services Framework to
ensure we have appropriate technical support and scale for delivery.

For SPM, our most immediate focus is the September Express Proposition Go-Live.
Enablement encompasses many workstreams: Retailer settlement, Payzone & Finance
integration, Agent Remuneration, Master Data Management integration, Royal Mail Track
and Trace integration (in conjunction with Belfast Cloud Centre of Excellence) and
Product Journey Engine (PJE). Device selection has been delayed due to the Device team
focus on Amazon PuDo device selection and testing. Market re-engagements is imminent
with parallel planning for procurement activity.

Other projects progress: Multi-Carrier PuDo has made excellent progress. A cross-
functional team has worked with DPD and is currently in e2e testing and is gearing up
for an early June go-live. Amazon scaling-up is continuing in parallel. In sourced ATM
solution design is complete for Back Office integration and management with build
activity underway. In Identity, DVLA integration testing is completed, SIA work has
started and Passport journeys will be re-enabled in early June (HMPO controlled pause).
We are also exploring opportunities with the Department of Health to support vaccine
passports.

10
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53.

54.

siness Transformation Unit

Good progress continues within the Business Transformation Unit (BTU). The SPM
programme is progressing towards a late September launch of the first Express branch
with non-Horizon technology. The next big milestone is having 400 Express locations live
by April 2022. In parallel, the business transformation part of BTU is kicking into gear
with the focus being on “Project BAFTA” - a targeted, cross-functional effort to
modernise our branch accounting and cash management processes in tandem with the
‘build’” of the Horizon-replacement software.

On Branch Hub, our online portal for engagement with Postmasters, the team launched
this month the first MVP release of its “Branch Performance and MI” module with
encouraging trial results. The module is aimed at providing Postmasters with direct
access to sales, transaction and benchmarking data, which will allow them to more
profitably operate their businesses.

People Activity
Post Office Culture and Ways of Working

55.

56.

57.

58.

59.

We launched our new Ways of Working on 27% April at the ‘We are Post Office’ Colleague
conference. Our 3 new Ways of Working are:-

o We work in partnership

o We are one team

o We deliver

These each have 6 supporting statements to provide guidance on the expectations of
each pillar — these will be used to build out a behavioural framework that will define the
behaviours for colleagues, managers and leaders in Post Office that will be used to
supplement performance, development, recruitment processes. Our Ways of Working
are wrapped around with our ‘We are Post Office’ colleague commitments where we
celebrate Diversity and Inclusion, encourage Learning and Growth and champion care
and support.

The embedding planned, linked to Postmaster engagement, is currently being
developed.

Our “We are Post Office” campaign continues to embed and bring to life our new Ways of
Working. Activities include People Manager workshops to establish the new Ways of
Working, video campaigns from GE sharing the commitments they have made to each
Way of Working along with regular stories to celebrate and reinforce the new Ways of
Working. Our internal intranet has been updated to create a Culture Hub providing
colleagues and managers with the tools and information to support the Cultural
transformation.

The ‘Week in the life of a Postmaster’ workshops have been attended by all support
function colleagues. 90.7% of colleagues rated their session either good or excellent.
Before watching the films and having the discussions, on average, colleagues rated their
Postmaster knowledge at 6.51 out of 10, which increased to 8.56 out of 10 after seeing
them - a 20.5% improvement. Follow up material is being provided to GE direct reports
to continue the conversations in their team meetings.

11
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61.

Future of the Workplace
60.

S

As we emerge from the pandemic and await further guidance in June on how social
distancing will affect us, we are looking at the Future of the Workplace and how this will
look and feel. We have asked all colleagues to complete a survey to provide insight into
the how they are feeling about remote working, the new ways of working we have
implemented during lockdown, such as Empower hour and shorter meetings times, as
well as their thoughts on the purpose of our office spaces.

Early results indicate a large majority are supportive of continued remote working,
however that needs to be balanced with managing team and human interaction. Plans
are to use the summer months to test and learn scenarios, with a full return to the office
with the new ways of working planned for September.

Annual bonus (short & long term incentive plans)

62.

Once again, we have failed to start the new financial year with a bonus scheme. This is
particularly disappointing given there were no schemes last year. However, we continue
to work with the Shareholder to set and agree the appropriate measures for the bonus
and long-term incentive for 2021 that is suitably stretching and aligned to our strategic
intent and priorities. This will be discussed at the next Remuneration Committee
meeting in July.

Directors Remuneration Report

63.

Work is ongoing to finalise the Directors Remuneration Report which will include
disclosing the CEO Pay Ratio for the first time this year. Approximately 70% of
companies have published their CEO-to-worker pay ratio, with the median ratio at 37:1.
The highest CEO pay ratio is 723:1 and the lowest is 11:1. We anticipate Post Office to
be at the lower end between 12-14:1.

Industrial Relations

64.

65.

CWU Pay award 21/22 - CWU have issued their pay claim for 21/22 financial year.
They are asking for 3% increase to basic pay, a 1 hour reduction of the full time working
week, 2% improvement to employer pension contributions, improvements to MtSF (I.e.
collectively agreed) redundancy terms, improvements to contractual annual leave and a
commitment to introducing a collective defined contribution pension scheme (as in Royal
Mail). We have delayed negotiations until June to allow us to focus solely on Project
Starling. With such demands, we can anticipate a dispute later in the year.

Pensions - Project Assurance — We met with the Unions on 18th May and agreed that
we would issue a high-level communication to indicate to members that errors (still to
be fully quantified) have been made by POL that we are keen to correct and ensure the
correct benefits will be paid to those affected. This is slightly earlier than we would have
preferred but by communicating now this will mitigate the impact of Union
communication that they are insisting are issued and allows POL and the Trustees to
take the lead with messaging to members.

12
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Separate communications will be sent by POL, RMPP and the Unions on 1 June albeit
with prior viewing. The relationship with the Trustee has improved in recent weeks, with
engagement with the Chair directly at a meeting in early May, which has led to a more
collaborative way of working. The Pension Administrators expect to be able to start the
corrections to member benefits in September hence there can be no individual
communication on impact until the Autumn. We continue to explore how to meet the
buyout date of 31 March 2022.

Project Starling

67.

We will have a live update during the Board meeting as negotiations are still ongoing. The
current situation (24 May) is that despite intense discussions and negotiations with the
CWU, we could not agree terms to allow for a joint application to postpone the Employment
Tribunal. Although we applied in our own capacity for a postponement, the Judge is going
ahead with the ET on 7 June. We are clearly now working on our trial strategy, in parallel
with further engagement with the CWU. We will share our proposed approach at the Board
meeting.

Public Inquiry

68.

69.

70.

71.

72.

73.

74.

With the agreement of the Prime Minster, Minister Scully has converted the Independent

Inquiry to a statutory Inquiry, which will officially take effect from 1% June 2021. Sir
Wyn will remain as Chair and given the substantive change to the Terms of Reference
will be allocated more time to undertake his work, and we expect the inquiry to publish
their main report in Autumn 2022, rather than summer 2021. BEIS believe even this
date is ambitious.

The inquiry will complete its planned engagements throughout May, but public hearings
that had been expected to take place in June will be delayed. They will not occur before
October and are most likely to be delayed until the New Year.

Sir Wyn will publish a progress report in September. This is unlikely to have any
‘findings’ but will have more detail on his approach and plans given the statutory footing
his Inquiry now has.

As a response to this development, we will be reviewing the construct of the HMBU.
Firstly to detach the operational and IT fix workstreams and get them embedded back in
BAU. The IDG will manage these processes along with GLO conformance.

We will then upweight the Inquiry team to reflect the greater legal footing, formality and
information gathering expectations that will be put upon it. This team needs to be more
proactive in its dealings with the Secretariat.

Finally, we will reshape the prosecution assessment and compensation workstreams to
ensure we make the governance, reporting and oversight more effective.

Declan will roll off in July and we will bring in different skills which have more emphasis

on legal expertise, government experience, compensation scheme management and
stakeholder building.

13
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75.

76.

77.

S

Communications overview and Political & Regulato

As mentioned earlier, along with Amanda Jones, I have spoken in the last month at two
NFSP events which formed part of their Annual AGM and annual conference. There was
no shortage of topics to address, but the main areas of interest centred on our strategy
and understanding the Future of the Post Office, as well as discussing MDA2 and the new
deal with Royal Mail. I have the next working group session with Minister Scully and the
NFSP on 26t May, where we will cover both of these areas as well as how Post Office will
emerge from lockdown and the restrictions of Covid-19.

I spoke at the All-party parliamentary group (APPG) on 18 May, chaired by Marion
Fellows MP. It was a wide-ranging meeting and broadly positive. Interestingly the spirit
was more collegiate than usual, with a desire to help. Questions included; How can we,
as parliamentarians, help you get cut through with Government on compensation and on
addressing Fujitsu. A new approach.

I wrote to Secretary of State Matt Hancock to bring to the Government’s attention our
new identity services partnership with Yoti and our potential to make a substantial and
effective contribution to a safe return to international travel, for both business and
leisure purposes. As a result of this, I had a useful initial meeting with Lord Bethell of
Romford, the Parliamentary Under Secretary whose portfolio covers test and trace
technology. The meeting was an opportunity for Post Office to (i) introduce the
Company’s wider identity service offer as a pillar of our future business model; (ii)
further explore and demonstrate how the EasyID App can be integrated into the NHS
App for the purposes of identity verification and configured to enable users to verify
their specific Covid-19 vaccination and test credentials to third parties; and (iii) discuss
further areas of strategic alignment with identity services. Further dialogue is expected
as we explore mutual possibilities.

14
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- Context & Summary

We believe that the Government is most likely to run a 3-year Spending Review this year,
probably during the Autumn. In preparation for this process, we agreed with the Board in March
that we would share our views on Post Office Ltd.’s (POL’s) priorities for this period, alongside
and associated financial plan (inclusive of funding requirements) at this Board. This is informed
by our last plan, approved by the Board in August 2020, as well as our learnings over the past
18 months which have taught us a considerable amount about what we need to do to rebuild
trust across the postmaster community, and not just those affected by the GLO. This paper is
therefore designed to start a conversation with the Board and our shareholder that we expect
will conclude at the end of August with an agreed Strategic Plan for POL and an accompanying
funding request to UKGI. That will allow sufficient time for the plan to be due diligenced by
UKGI's advisers and for approvals, prior to the Spending Review itself.

The final paper will have three components to it:

e Our vision and narrative, laying out where we have come from and most importantly
what we want to concentrate on over the coming period (including where this is different
from one year ago).

¢ The key components of the financial plan that we believe flows from these priorities.

e Additional detail and clarity where needed to answer questions from the various parties.

Being the initial step in this process, the focus for 03 June should be:

e Our vision and narrative.
e The key components of the financial plan.

We recognise that this plan will evolve over the coming months as we work to form a consensus
with the Board and UKGI. We will also work through an external assurance process with UKGI
and add further detail as required in support of the final bid document to UKGI.

Some elements of our plan will necessarily deviate from those discussed in last year's SR Bid
(before it was rephased and reduced in scope to one year, and Telco proceeds were reprioritised
to support the cost of the HSS). We have learned a lot from the pandemic, about what should
matter most and what we are capable of, and this has informed our thinking. Alongside this we
have clarified our priorities and how to deliver against them. We also have more information to
base a post Covid trading outlook on (although there is still uncertainty). We expect there to
be debate about our proposals and we welcome the dialogue and scrutiny.
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;jWhat is Our Vi pnj‘and What Do We Want to Achieve?

A Sustainable Post Office Network

1. In recent postmaster and colleague communications we have been clear that addressing
the past is our #1 priority and that, over the next four years, our forward-looking strategy
will be concentrated in seven principal areas.

1. Prioritise strong, trusting
and rewarding relationships with
our postmasters

A New and Respectful Partnership with Our
Postmasters

2. Grow our network, making sure
we have the right services in the
right locations nationwide

A Network Meeting the Needs of Consumers,
Small Businesses, Postmasters and Communities

3. Innovate in mails, working with
more carriers and delivering more of
what consumers and SMEs want

A Clear Leader in the UK Retail Mails and Parcels
Market

4. Secure free, convenient and
reliable access to cash in
every community

A Critical Role in the Future of the UK Cash and
Banking Industry

5. Build commercial partnerships
to launch new products and services
in our branches and online

A Focused Portfolio of Services Supporting
Income and Footfall Growth

6. Invest in new branch technology
for postmasters’ and online for
their customers

A New IT Platform That Supports Our Network
and Postmasters’ Work

7. Create value for our shareholder
with a successful, sustainable
and efficient business

A Sustainable Post Office Network, for the
Shareholder and Postmasters.

\AA4A 45 4A 48 4A 4

2. First and foremost we will prioritise building the right relationships with our postmasters,
establishing a partnership where we not only listen and communicate better but also where
we give postmasters what they need to run their branches, the right support and
commercial partnership that their hard work deserves. We will also comply fully with the
GLO and put in place the controls framework we need to make sure something like this
can never happen again. Where we encounter trade-offs — such as in relation to availability
of funding, organisational and senior management capacity, or where elements of our
plans are not perfectly aligned - our relationship with our postmasters will take
precedence. This is because we firmly believe that resetting and investing in our
relationship with postmasters is the critical component in us having a trusting partnership,
creating a sustainable post office network and achieving, successfully, our shareholder’s
desired policy outcomes for our business.

3.  We admit that we fell far short of where we need to be with our postmasters in recent
years, and that is why we need to act. Mr Justice Fraser’s findings in the GLO and the
work we have undertaken subsequently to this paint a stark picture, where a focus on
profit, gaps in capability, weaknesses in systems and controls and an unsupportive culture
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have led to postmasters not feeling respected, remuneration that is constantly under
pressure and liabilities that we are having to rely on the shareholder to fund. This must
be fixed.

4. Linked to this, we must also shift how we talk about profit. Through recent discussions

with the shareholder, as well as our postmasters, we know that delivering a profit at the
end of the year is not our principal goal. As a business that has continued to rely on
external funding as profits have increased, and also given the vulnerabilities that have
now been exposed, this focus does not present an accurate picture of our strength,
sustainability or performance. Our network matters most and we must do what it takes to
make it sustainable. While profit is not and should not be inconsistent with this, our past
has shown that a focus on profit does not serve POL, our postmasters or the shareholder
well in the long run.

5.  To achieve this, we need to invest in our people, capability and culture as well as the
technology, the support, the systems and the processes required for branches and for POL
itself. As part of this postmasters must also be rewarded better, receiving an equitable
share of the network economics. We should be held to account on how we spend our funds
and invest in the business while clearly articulating this to postmasters. With two new
postmaster NEDs on the Board, we will be more transparent in this area.

6. We must of course also have a business that can support itself and, subject to the priorities
we set out in this paper, the demands placed on us by our shareholder and other
constraints we face, we should also minimise our need to call on the public-purse for
external funding. We will therefore do what we can to generate funds that can be used to
invest in sustaining and developing our business, and generate surpluses that would allow
us to reduce our need for subsidy, though in the near-term this will not be our primary
ambition. We are, however, proposing to self-fund around 70% of investment activities
as the plan stands.

7. In this plan we are proposing: (i) a subsidy of £50m a year, which is flat on prior years
and means we are absorbing the expected cost of responding to Project Starling (this is
still materially lower than the estimated £70m annual cost of us discharging our network
obligations, excl. other costs associated with public ownership); and (ii) a total change
spend programme excl. funding of historical matters of £474 million, of which we are
seeking support of £140m from the shareholder.

8. Our targeted outcome in 24/25 will be a sustainable network run by an appropriately
rewarded and well-supported population of postmasters, delivering critical services in
every corner of the UK. The social and economic value we deliver will have increased and
we will also be supporting government’s stated goal of delivering a national recovery from
the pandemic, supporting jobs, businesses and economic growth.

Changing Market Context and Learnings from the Pandemic

9. Since we were separated from Royal Mail in 2012 our shareholder has invested more than
£1.3bn in our modernisation, principally to remodel the network through Network
Transformation, and to position our business for success in Government Services and
Financial Services, but also to reduce and make our cost base more flexible. While Network
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Transformation delivered what it set out to achieve, investing in more than 7,000 Main
and Local post offices and demonstrably pulling the network into the 21st Century, the
commercial outcomes that were expected did not materialise. A coordinated strategy to
win government business failed, as Departments across Whitehall sought to digitise and
cut costs, pulling business away from the network. Our plans to build a competitive in-
branch Financial Services proposition also struggled against the tide of the wider financial
services market which was more competitive than planned and which shifted increasingly
away from physical interactions, and due to our partnership with Bank of Ireland not
delivering what we needed from it.

10. As a newly independent business in 2012 we also lacked the foundations to succeed, in
terms of relationships, culture, technology, business intelligence and process maturity and
we did not invest enough in these areas. Our recent history has exposed these weaknesses
very publicly.

11. Over this period our other businesses, particularly mails, cash and banking, bill payments
and travel did perform far better than we thought though. Our relationship with Royal Mail
remains strong and we have grown together as the UK market for parcels has expanded,
and the risk of Royal Mail disintermediating in-branch business has also been slow to
emerge. Through the banking frameworks we have grown footfall, income and profit
significantly and we now have the opportunity to position ourselves at the centre of the
UK cash market in a way which was unthinkable only a few years ago. Bill payments has
also proven to be more resilient than expected and, supported by our acquisition of
Payzone, we have built market share in this footfall and cash generative market. And in
travel, despite disruption and innovations from new entrants and our established
competitors, we remain the market leader in foreign exchange and we also now control
more of the travel insurance value-chain allowing us to create value in ways not possible
before.

12. Therefore, while we do have a modernised network and can point to a number of
commercial successes, we do not necessarily have a network or a business that is oriented
to deliver for postmasters, or to meet the needs of communities, consumers and small
businesses. In addition, postmasters have not benefitted from the promised footfall or
income from higher-value services that they were expecting when Network
Transformation began, and particularly when the then government committed to the post
office network being the ‘Front Office of Government’, and instead they have seen a
number of long-established services withdrawn and income from running their branch
come under pressure. This has also damaged trust.

13. This background context was a key ingredient in our network and wider strategic work in
2020 which remains valid today, and as such the commitment to building a sustainable
network that we are making is consistent with the priorities, outcomes and strategic
objectives set out in our August 2020 funding submission (see Appendix 2). Our
experiences over the past 18 months have however also influenced our plans, showing us
where we have strengths, and can have more confidence in our ability to deliver, but also
where we are weaker and therefore need to have discipline in our planning.

14. During the pandemic our newly reorganised executive team showed that with focus and
the right structure we can work across teams effectively to deliver ambitious goals; in
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March 2020 we pivoted quickly in response to the first lockdown getting PP&E into the
network fast and ramping up support to postmasters, including for remuneration, and this
has won us considerable goodwill. During the past year, with considerable senior
management engagement, we also delivered a new 10-year contract with Royal Mail, we
launched the PUDO trials and the CACP pilots, and we completed the long-planned sale of
our Telco business. These successes have all also shown us that, as a business, we have
finite capacity to deliver and that we must be disciplined in our approach to change if we
want to succeed. With HMU we also learned that where things matter, we cannot delegate.
Progress with the HSS has not been as fast as we would have liked and the scale and
complexity of this unit, as well as the impact it has elsewhere in our business, means we
must keep its activities close. We have learned from this experience and are addressing
these challenges now.

15. Our work over the past year, and particularly our recent experience with the MDA2
changes, has also shown us that the relationship we have with our postmasters is far
weaker than we first thought and that it will take more than compliance with the GLO,
better support and communication and higher remuneration to rebuild trust. We need to
rebuild our relationship with our postmasters from the ground up and earn back trust over
time. The GLO and the recent Court of Appeal ruling also shows that our brand as retailer,
franchisor, supplier and employer of choice has been severely damaged and if we want to
re-establish our former position, we again need to invest time and resources. Finally, we
have also identified a need to drive a change in our culture, to engage more openly and
collaboratively with our colleagues and to build capability in a number of key areas if our
plans are to succeed. This includes not only our ability to drive change but also how we
work once that change has taken place, with POL taking more ownership of our operations
in-house.

16. Finally, looking forward, we must accept that a large part of senior management’s time
this financial year will be focused on supporting the delivery of the statutory Post Office
Horizon IT Inquiry as well as planning and implementing its recommendations and that
this will have repercussions on our capacity to deliver elsewhere. As outlined above, the
past 18 months have shown that if we try to do too much or we delegate where it is not
appropriate we risk failure; for the inquiry to succeed, and in the best interests of our
network, postmasters, colleagues and shareholders, this is not a gamble we believe we
should take.

Our Plan to Deliver a Sustainable Post Office Network

17. Given what we have learned over the past 18 months, the starting point for our strategic
plan is different today compared to what we expected it to be last year when we submitted
our funding request, and while there is clear continuity in our plans we are now proposing
to go further in some areas while pulling back in others. Our commitment to a sustainable
network cuts across all parts of our vision, and to repair our relationships with our
postmasters and rebuild trust, positioning POL as a modern sought-after franchise, a lot
needs to happen.

| We will embed new ways of working within POL and, through the Postmaster Service
. Improvement Programme, overhaul how we support our postmasters on a day-to-day
loSdn A=l | basis, improving communication and listening, training and on/offboarding,
o | continuous improvement, dispute management and supply chain and stock processes.
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18.

19.

We will continue to exit from our DMBs, find solutions for our hard-to-place branches
and respond quickly to the outcome of Project Starling, while at the same time
selectively deploying new propositions and automation. This will drive efficiency and
top line growth, but also, by solving a number of long-established challenges, deliver
a more sustainable network, more franchisable formats and easier-to-manage churn.

We will consolidate our #1 position in the retail parcels market by building on our
third-party parcel pilots to extend this service more widely across the network, work
with more carriers and offer more services. We will also explore investing in digitising
the mails journey to simplify the postmaster and customer experience, to retain more
volumes in branches, as well as options to sell mails products online.

We will complete the migration of BOI's ATM estate and launch BF3, strengthening
our role as the leading provider of cash and basic banking in the UK, with a focus on
underserved communities. As banks continue to close branches in the period the
importance of our role will rise and coupled with investment in automation, we will
make sure we are optimally positioned for opportunities presented by BF4.

We will remain committed to our core bill payment and travel businesses but also
explore the development of other commercial opportunities, in existing as well as new
markets, using a platform model. This will bring together our retail brand and network
with partners’ investment and product capability, to create new profitable growth
| opportunities for postmasters and POL.

We will give postmasters the technology they need, replacing Horizon, launching
Branch Hub 2.0 and investing in new data capabilities. This will deliver a more intuitive
and easier to train POS system, simpler branch operation and administration, clearer
comms channels and better business intelligence and management information.

We will bring our transformation journey to an end, creating long-term social,
economic and financial value by embedding the right culture and behaviours, building
out our capabilities and putting in place the right systems, controls and processes -
in branches and in POL itself — to operate, sustain and develop our network.

Since much of this change will take time to deliver, in the immediate term, we also plan
to put in place a new profit-sharing arrangement that will allow postmasters to participate
in our recovery from the pandemic and our commercial growth. We are also conscious
that without us delivering tangible benefits to postmasters in the near-term - for instance
in the form of higher remuneration, new technology, improved service levels or process
improvements — our ambitions to rebuild trust will lack credibility and likely falter. A profit-
sharing arrangement is therefore an important step to take. The details of these
arrangements will need to be agreed with the Board and our shareholder however we
envisage it could deliver a minimum level of growth in remuneration at a group-level year
on year, and also be a mechanism that rewards all postmasters regardless of tenure,
format or location.

We also know today that not all of these activities will benefit postmasters directly, and
some may even disadvantage selected branches, however they are all steps we believe
we must take to secure the delivery of a sustainable network.

¢ Network Growth: the plan seeks to grow the network to around 12,000 branches
(c.4.7% net growth), strengthening coverage in key urban markets where we have
fallen behind the competition in terms of convenience and accessibility for customers.
This should improve our ability to secure new carrier relationships, capture growth in
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20.

21.

the expanding PUDO market and win new customers, growing footfall and postmaster
remuneration network-wide. It should also enable us to manage network churn more
effectively, reducing the dependency on high cost Outreach to meet network numbers
targets. While the strategic imperative is clear, we are acutely aware that at the local
level the opening of new branches will cause significant concern for existing nearby
postmasters. We are seeking to address these concerns through three steps: (i)
careful selection of new locations driven by data on customer demand and competition
to pinpoint those areas where a new site should help grow our market share; (ii) using
our new, lighter-touch formats rather than full-service solutions to drive the majority
of the network growth, thereby limiting the scope for cannibalisation (the parcels
volumes expected in our new Express format accounts for just 1.6% of the
remuneration of a typical Mains branch and 5.5% of a typical Locals — so even in the
unlikely worst case scenario that all of this volume came from nearby branches the
impact would be small); and (iii) re-establishing an appeals panel with the NFSP to
review any cases where a postmaster does believe a new branch has had a material
impact on their business, to enable us to identify suitable mitigating actions.

« Building Partnerships: Although we aim to prioritise our commercial investments in
areas that will drive footfall into the network, some growth opportunities open to us
will be direct to consumer, bypassing branches and delivering no direct benefit to
postmasters. These areas do however remain part of our strategy since they typically
require low levels of investment and management bandwidth, are cash generative and
they help to diversify our revenue. Postmasters will still gain, from the profit share as
well as from the investments the income we generate allow us to make in our
infrastructure, but we are also committed to working with our clients, such as Yoti,
and postmasters to explore ways in which branches can play a more active role. This
could be as a sales channel, through innovations that unlock opportunities to deliver
services in-store or simply by supporting the brand that these revenue streams are
leveraging.

In the immediate term our current plans do not offer up any large-scale cost
transformation, in relation to staff or non-staff costs, and we have also dialled back our
ambitions around our network strategy, as we have only limited organisational capacity
and, likely lack access to necessary funding. Since 2012 we have made significant progress
in reducing and restructuring our cost base and in transforming our network but to do
more, particularly at scale, will now be costly, complex and, in many instances, also
controversial with our colleagues and postmasters. We have already rescoped and delayed
a number of initiatives set out in the plans we put to our shareholder in August 2020,
including some headcount reductions and the start date for when we will begin the next
phase of exiting our DMBs, principally in response to funding pressures caused by the
HSS, handling concerns with our Unions and limits on senior management capacity. These
challenges remain and given the important work we have identified to rebuild relationships
with our postmasters we have decided to reprioritise and place less emphasis on certain
programmes. This revised emphasis is therefore reflected in our plans.

The Board have in the past discussed significant headcount reductions, at levels materially
lower than the circa 3,100 FTE’s we have today, as well as challenging management on
reducing non-staff costs. Delivering a material impact here is complex, costly and takes
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up a significant amount of senior management time that cannot then be deployed on other
activities. More importantly these activities are incompatible today with delivering a
sustainable network. Investing in capability and culture is difficult when people are fearful
for their jobs from staff cuts, and putting in place the technology, the support, the systems
and the processes we require, at the same time as we are transforming core operational
functions to take out non-staff costs, materially increases execution risk on both sides of
the challenge. This does not mean we will not prioritise efficiency and reducing costs where
we see opportunities to do so, but it does mean we will not actively take on these projects
where we believe they pose a risk to what we are prioritising elsewhere.

22. We welcome input from UKGI's assurance advisers to inform whether we can take a
different approach here and whether there might be areas for savings however, in recent
years, new opportunities have not been identified as part of this challenge process. In
addition, we still believe that there are significant benefits to be realised from changing
our appetite to contract, legal or procurement risk, however we understand that there is
limited appetite to explore this.

23. In our network strategy, and in response to the concerns raised with us by postmasters
around cannibalisation, we have scaled back our plans to add branches where we believe
there could be opportunities to do so, and we will also be converting fewer Mains to Locals
than originally planned, mitigating saving on investment but also forgoing financial
benefits from these changes. The current network structure is a legacy of Network
Transformation and while its shape will need to change, if we are to meet the needs of
consumers and small businesses today and ultimately also deliver a truly sustainable
network, we are proposing to do this more slowly and over a longer period of time. This
refocusing also frees up management capacity to deliver other parts of our network plans
and reduce execution risk, in particular in relation to our DMB programme and
implementing changes that respond to Project Starling (incl. risk reduction activities). Less
change in the network also means the team are better able to support other initiatives
across the business — in particular our mails and cash and banking strategies, and the
delivery of SPM and Branch Hub 2.0 - where successful delivery is critical to us achieving
the sustainability we are committing to.

24. Our plans to deliver a sustainable network by 24/25 are ambitious but necessary and, if
successfully achieved, will deliver material benefits for postmasters, in the form of a
transformed relationship with POL and increased remuneration, and our shareholder, in
the form of better policy outcomes and positive financial value. With a sustainable
network, subsidy should also be starting to decline and our need for investment funding
will also be much lower, at a level serviceable not through grants but by loans from our
shareholder. It will also mark the end of POL’s transformation, and for the first time since
our separation from Royal Mail in 2012 we will have put in place the right foundations,
and the flexibility the business needs, to respond to any future challenges.

Funding the Past

25. Over the past year we have had a series of discussions with our shareholder about the
funding of historical matters associated with the GLO and we understand that it wants POL
to hold the front line of public accountability for past wrongdoings and, where possible, to
bear a material share of the costs. In discussions following our funding settlement we
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agreed to payf our own funds towards the cost of the HSS (i.e. the original forecast
cost of the scheme) as well as more proceeds realised by the sale of Telco than had
originally been forecast. We are also funding all project costs, which go far beyond ‘legal
costs’. Once these funds have been used, the project costs spent, and in the absence of a
material outperformance by POL, or a direction from our shareholder to ‘strip’ out further
value, we cannot afford to contribute more to the costs of funding the past if we are also
committing to deliver a sustainable network.

26. Moving forward we will therefore be asking our shareholder for a clear financial separation
between our past and our future. As a business we expect to bear the costs of establishing
strong, trusting and rewarding relationships with our postmasters, as well as the cost of
legal advice and any new costs associated with Project Starling (supported by an increase
in subsidy where necessary), however in the coming years we still expect to face very
significant and unaffordable claims, from: (i) the HSS and any associated litigation if the
scheme is unsuccessful; (ii) postmasters who were wrongfully convicted and who seek
compensation; (iii) risks related to the treatment of the December 2019 GLO settlement;
(iv) other areas that have been identified by our improvement activities and, given the
recent change in the statutory nature and scope of the Post Office Horizon IT Inquiry,
which we expect to arise in the coming months; and (v) potential settlement and wider
costs associated with Project Starling. While we could put ranges on these, uncertainty is
high, though we are sure that, in aggregate, they are beyond what POL can afford and so
we will need shareholder support to fund them. We will also look to the shareholder to
fund future process costs associated with these, in line with established precedent in the
public sector for similar schemes. Payments will need to be made fully, fairly and quickly
for justice to be seen to be done, and for POL and Government to manage reputational
risk, particularly in light of recent changes to the scope and legal standing of the Post
Office Horizon IT Inquiry.

27. 1Itis notin the shareholder’s interest for POL to continue to face uncertainty regarding the
funding of these claims, since not only will the obligation to fund ultimately fall to the
shareholder in all scenarios, but continued uncertainty undermines operational decision-
making. It is also a distraction for management who need to focus on running the business
and remedy past failures, while also delivering a large-scale programme of change.

Profit and Contribution

28. At a headline level we are growing profits beyond pre-Covid levels whilst also supporting
the Network and Postmasters:

Revenue 955 Revenue 815 855 8700 892 925

Cost Of Sales {113y (L (&2) 138} Cost Of sales 28} 42} {38} {31} 133}

PBA Rem v ziny” jaom” jssey” ges3” waTel PRIRem v "oaon” qase” wsn” e

FRES (7] ERES 7 8 g

Other Income Otherincome 4 0 i

Staff Costs Staff Costs {17 ;o le0y (149
'f-f ‘ i 1 i, i 1
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29. The summary walk-throughs in this section will focus on our progress from 20/21 to 24/25
(and will exclude Telephony impacts), however, appendices 3 through 8 provide further
business unit level detail on all financial lines across all years. 20/21 numbers are draft as
we are still closing out year-end procedures.

30. Against our draft 20/21 performance we expect to grow profitability by £66m. Although
there are several moving parts to this story, they have four main components:

e Trading recoveries and growth of £113m;

o Staff related cost savings of £26m;

e Infrastructure cost increases in IT as we build capability and transition to SPM of
£33m;

e Increases in postmaster renumeration of £38m as a result of profit sharing and
potential new network contracts (PNNC/Starling).

EBITDAS (excl. Telco) from 20/21 to 24/25

18

A& o % G e ol = 5 &t 7o
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31. We are making less profit in the outer years than previously discussed in last year’s draft
bid:
e Our trading expectations are higher, but we are not targeting reductions in Marketing
and Network non-staff costs alongside this;
o As discussed earlier, although we are still making back-office headcount reductions,
they are not at the high levels discussed last year;
e Profit-sharing and PNNC were not in last year’s discussions.
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23/24 EBITDAS (excl. Telco) from SR Bid to Latest View
26

-
{10}

h -

(10) E—
4

SR Bid Trading NCS Cost Challenge POM{OD Profit Share PNNC Other

32. We are, however, signposting a similar exit point, albeit a year later than previously

discussed (adjusting for the Telephony sale.

Em(SRBId) = 21/22 22/23 23/24 £m (vsSRBid): = 21/22 1 22/23 23/24
Revenue 819 853 844 Revenue 36 17 48
Cost Of Sales {31} {30} (23) Cost Of Sales (11} {8) (8)
PMRem (398} (408) (401) PMRem {9) (30) (52)
FRES 15 1 20 FRES n 4o (6)
Other Income 2 1 0 Other Income (2) (1) 0
Staff Costs (137} (107 (102 Staff Costs (23) {42} (43)

Non staff Cost (216)

(211) {(214) Non staff Costs 14 3 1
117 124

GG

33. Note that 24/25 was not previously discussed in last year’s SR bid.

EBITDAS (2] (72) (60}

34. Against our 21/22 stretch budget of £52m, we are signalling a slight decrease in profits
for 22/23, to £45m before growth in the outer years. Whilst we are expecting trading
growth (and associated P&N costs from opening up the Network fully) and further cost
saving benefits, the first year introduction of Profit Share and PCCN costs outweighs this
growth (our current budget assumes no impact on 21/22, although MDA2 will likely put

pressure on this).
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EBITDAS {excl. Telco) from 21/22 to 22/23

11

Trading P&M Other
20/21 EBITDAS DMB & 0D Profit Share 8& PNMC 2425 EBITDAS

Trading & Revenues

35. Our revenues are expected to increase by 14% over the period on a like for like basis.
Over half of this growth is expected to come from Banking volumes, with the rest driven
by parcels growth in Mails and a recovery in Insurance. The loss of POCA revenues is the
only material reduction expected.

Revenues {excl. Telco) from 20/21 to 24/25
[ —
(3] {2)
20/21 Banking & AT Miails POI POCa Other Trading 24425

Postmaster Renumeration

36. Alongside our growth in revenues, we are predicting a corresponding growth in
postmaster remuneration of around 12% over the same period. We will see Banking
and Mails outstrip the lost remuneration from POCA closing out, with overall trading
pushing up renumeration £43m (inclusive of shifts from DMB and Network programs).

37. Our planning assumptions include £28m of profit share (25% of EBITDAS) in 24/25,
however, this translates to a £21m increase versus 20/21 levels, as it offsets against the
£7m of top-up’s paid as part of our Covid response last year. We are also signposting
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£10m of increased renumeration relating to PNNC, however, this is an estimate and could
be higher (up to £30m). These costs have the potential to erode our options on profit-
sharing and/or investment self-funding.

PM Rem (excl. Telco) from 20/21 to 24/25

490

470 {(8)
9 -
450

10 e
150 R
410
390
370
350
Banking & ATid DIME & Metwork PNRC Other
20/21 fiails Profit Share POCa 2425

38. Alongside trading growth, the additional profit share element allows average renumeration
per franchise to grow each year from 21/22, but only to a level slightly above those of
14/15. While the decline between 14/15 and 19/20 was driven by our transformation of
the Network, we should be conscious that Postmaster running costs will continue to
increase.

Awerage PiA Rem per Branch {£k) mmm fwerage Phi Rem % since 14/15 === CP| % since 1415

42

120%
40
33 110%
36 100%
34
20%
32 I I
30
,Q ,\_% N 1 7 \e]

80%

Costs

39. Staff costs are currently expected to fall by a net 13% under the current plan - with
three main drivers:
e DMB exits will reduce staff costs in Postmaster & Network.

e POM/OD work is currently positioned to target a further £8m of savings beyond those
already delivered.

e Increased capability costs from HMBU, BTU/SPM and CIO.
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Staff Costs {excl. Telco) from 20/21 to 24/25
(80}

(o0}

(1004

(110

(1208 [Ea==e =
{4
{2300
(1s) 3
(140) [ e
(6}

{2500
(260

1161)
(270)
(280}

20/21 DMB POM/OU  Historical Matters  CI0 & BTU Inflation Cither 2825

40. Our non-staff cost base is expected to grow, by 9% against 20/21 levels. Trading related
increases from revenue growth and recovery drive this - accounting for £16m (around
90%) of the increase. This also includes £3m of Government Services savings through
moving away from AEI booths and a further £3m benefit from closing out POCA.

Non-Staff Costs {excl. Telco) from 20/21 to 24/25

(195} )
(13) T
f‘“ (2)
20421 AF] FOCA POI Banking & AT P& BTU 24435
Investments

41. We are currently proposing on investing £474m over the next 3 years. Excluding Historical
Matters program costs this represents investment of £464m and assumes no further
settlement costs are borne by POL beyond the £89m agreed for 21/22 alongside £27m of
program costs.
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1.Relationship with Postmasters 24 16 14 11 66 41
2.Network Locations and growth 34 43 54 14 144 110
3.Innovatein Mails 4 5 13 11 32 28
4.Access to Cash 10 8 5 7 31 20
5.Commercial Partnerships 3 2 2 2 9 7
6.New Branch and Online Technology 59 91 98 53 301 242
7.Shareholder value 5 12 {12) 2 8 2
8.Historical Matters/CCRC 134 5 5 - 144 10
9.0ther 12 6 3 3 24 12
10.Past Project - - - - -

d Total _

42. Against our Strategic Strands we are concentrating the majority of our resources on New
Branch and Online Technology, and Network investment, in line with our priorities
discussed earlier:

6.Meve Branch and Online Technology
2.Metwork Locations and growth
1.Relationship with Postmasters
3.Innovate in Mails

4.Access to Cash

9.Gther

8.Historical Matters/CCRC
5.Commaercizal Partnerships

7.5hareholder valus

43. Within this portfolio of investment, 70% is represented by the largest 10 projects:

Strategic Platform Modernisation 6.New Branch and Online Technology

DMB Strategy 2.Network Locations and growth 17 17 26 - 59 42
Legacy risk branches 2.Network Locations and growth - 12 11 - 23 23
Copper Stop Sell 6.New Branch and Online Technology 8 21 20
Business Development & Innovation 3.Innovate in Mails 10 10 20 20
Back Office/Core/Colleague 6.New Branch and Online Technology 3 5 17 17
Horizon Issues Judge ment 8.Historical Matters/CCRC 6 5 24 17
Counter Cash Automation 4.Access to Cash 4 7 16 15
POL Data Platform (PDP) 6.New Branch and Online Technology 6 2

Network Maintenan 2.Network Locations and growth 5 4

Grand Total

Appendices 9 & 11 give further detail on our investments and their associated benefits.
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fff]What Support are we Requesting?

Financial

44. There are two areas of financial support we need to make decisions around: Investment
Grant and Network Subsidy Payments (NSP).

45. On NSP we are aware the shareholder is keen to see a future decline in support levels;
however, our current proposals keep payments at the current annual figure of £50m per
annum. As mentioned earlier, we are still maintaining a loss-making portion of the
Network that costs more than £50m, and are actually predicting the costs to service it to
increase as we respond to the IDG and Inquiry recommendations. We are also forecasting
costs relating to PNNC from changes in government policy.

46. For Investment Grant funding continues to be based upon a request that allows us to
maintain our Security Headroom cashflow at a suitable level (historically agreed to be
around £100m), while still self-funding as much investment as possible from our profitable
operations.

47. We are currently modelling £140m of incremental investment grant to fund a wide-
reaching programme of change. While this maintains a reasonable level of Security
Headroom across the period as a whole, there is are lower points in 23/24 where our
investment levels cannot be replenished by profits until the following year. We may
therefore need to review the pace and phasing at which we deliver change, however this
is something we constantly do already.

Security Headroom Bridge

m " FY21/22 FY22/23 FY23/24 FY24/25
Security Headroom Brought Forward 113 76
Cash flows from trading 90 37
Cash flows from in ment activities (110)
Movements in pa es 2 11 28
Movements in non-qualifying assets 0 0 0
Net HSS settlements 0 0 0
Security Headroom Carried Forward 126 76 132

48. Facility Headroom declines over the period, and although it is not expected to breach, it
is lower than we would normally like in 24/25. This is driven by increased levels of Network
cash (forecasted to spike slightly in 24/25) to facilitate the larger levels of Banking
volumes alongside the offsetting effect that our POCA business provides. This is something
we will be reviewing further as we work through the coming months.

Facility Headroom Bridge

| FY21/22 FY22/23 FY23/24 FY24/25
Facility Headroom Brought Forward
Cash flows from trading
Cash flows from investment activities

Movements in payables

Movements in current assets

Net HSS settlements 16
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49. Further review of our Facility and Security Headroom paositions will therefore need to be
done as part of our route to a formal SR bid, as they will need to be improved by
rephasing of investment or increased levels of funding.

50. Appendix 10 gives fuller detail on our cashflow outlook.

51. Net Assets remain negative over the period (as expected), however, do steadily improve
over the period as our profits recover and we unwind our litigation obligations, potentially
being close to parity at the end of 24/25. After the recent work conducted earlier this
year, we do not currently consider net liabilities to be an issue as long as there is a plan
to return to net assets in the long term and work within our various agreed terms.

Met assets byff [64.8)

Operational {inc subsidy and interest) 85.8 144
Depreciation { amortisation { impairment [128.4) 102} {71} (59} ja0}
Exceptional spend {excl. HSS programmes) [48.5} {70} |72} 174} {23}
HSS Programme Spend |50.5} 152} 111} (11} {5}
HSS Asset 65.4

Investment funding 125 100 40 1]
Sale of Telco - net proceeds 64.2 1] o 10} O
Sale of Telco - net liabilities 9.1}

Dividend payment 0 0
Net assets ¢ff {86.4] {2a) {53} {39} 7

52. We are proposing to self-fund 70% of our investments, however, this is only feasible if we
limit funding related to HSS and CCRC as discussed earlier. If we do not do this, then
clearly the quantum of funding required will need to be higher to deliver the same agenda.

In summary then:

Next Steps

53. We will take the Board’s questions and feedback on this document and respond or organise
further discussions as required through the coming months. We will also work with the
assurance team from UKGI over the through June and July. A further update is then due
to be discussed with the Board in August.
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jAppendix 1: Bridge from Last Year's SR Bid to Settlement Amount

In August 2020 we set out in our original funding submission a request for £402m over three
years from the shareholder, comprising £302m in 21/22 and £50m in each of 22/23 and 23/24.
At UKGI’s request we rephased this, to avoid being funded in advance of need, and in our final
funding submission we revised our proposal to £252m in 21/22, £100m in 22/23 and £50m in
23/24. This £402m request was made up of £150m subsidy (£50m a year) and £252m
investment funding.

Contrary to expectations the December 2020 Spending Review was for only one year (21/22)
and in this POL received a £227m settlement, comprising £50m network subsidy and £177m
investment funding. Compared to the £252m rephased bid for 21/22 on its own this was a
positive outcome. Since that settlement was agreed however POL has been required to make
significant contributions to the costs of the HSS, which were not anticipated, comprising
of own-funds and a £32m contribution from the Telco sale.

+« Own Funds: In POL’s original submission we signalled an expected faagspend in 20/21
on the HSS (the estimated cost of the scheme at that time) but left open who would be
responsible for funding this (discussions were already taking place at the time with the
shareholder about unaffordability of these and other settlement costs for POL). The
requirement to fund was therefore not included in our plans that were submitted to
the shareholder, and by taking on this obligation POL has had to reprioritise 21/22
investment plans to accommodate the change.

o Excess Telco Proceeds: In POL's original and final funding submissions we assumed we
would retain the Telco business but that, in the event it was sold, we would reflect this in
an updated budget at the start of 2021 including the amount we would be able to contribute
towards the cost of the HSS. The plans that were submitted in early 2021 therefore reflected
the [Jllscttiement from HMG plus the - POL expected to retain from the sale
proceeds (i.e. || N <2'isec was to go towards funding the HSS, with_
representing foregone profit, marketing savings and reduced Telco capex over three years).
In early April 2021 UKGI changed the methodology to be used to calculate the proceeds POL
could retain, resulting in POL having to allocate all net proceeds from the sale to funding
the costs of the HSS. Although we have been told that this [JJjffshould form part of any
future funding bid (i.e. as it applies to foregone profits in future years), it impacts cash
today and as such has caused a further reprioritisation in our 21/22 investment plans.

Taking these nbudgeted changes into account the settlement reached with the
shareholder for 21/22 reduces to[g=szleylel (47% lower than our request ofand 30%
lower than the publicly announced [ZZ¥lesel -

Based on discussions with UKGI in the run up to the Spending Review as well as at the Board
on the treatment of Telco proceeds, our baseline funding ask for 21/22 and 22/23 carried over
from discussions last year is therefore £182m, comprising £50m subsidy across two years,
£50m investment funding ‘rephased’ out of 21/22 and £32m Telco proceeds. This assumes no
change in our operating environment, any increase in the costs associated with remedying the
past or any additional costs associated with meeting our network or service obligations to the
shareholder.
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rTTTTTT i
| 1
! (£50m) |
| ! £252m
________ P ——
'(£25m) !
________ Fom—————
| (£35m) |
1
........ EEEEEEE
1
o |
Original Bid  Rephasing Impact Rephased Bid Negotiated Settlementw/  less own-funds less excess Telco Adjusted
(for 21/22) Reduction with BEIS Proceeds Settlement w/
BEIS BEIS

2: August 2020 Priorities, Outcomes that Define Success and

August 2020 Priorities:

e Providing easy, nationwide, physical and digital access to customers for cash, parcels and
other key services;

e Supporting postmasters to thrive through a combination of training, support, simplification
and pay; and

e Driving the business to be self-supporting through investment, cost reduction and
commercial progress.

Outcomes that Define Success for POL in August 2020:

e A national infrastructure of more than 12,000 branches, distributed nationwide to meet our
current access criteria, which supports the growth of small businesses across the country,
especially in areas that need it most.

e A different relationship with postmasters, served and enabled by POL, helping to support
and grow their small businesses.

¢ Free national access for consumers and small businesses and SMEs to cash, Mails and bill
payments.

e Support, care and commercial opportunity for vulnerable and marginalised people and
communities, critical to the levelling up agenda, guaranteeing support for rural and urban
deprived areas.

e A Post Office structure that can invest sufficiently in the business from its profits, enabling
some profit sharing with both Government and postmasters.
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e Fewer and shorter car journeys than any alternative service provision, contributing to the
Government’s ambition to reach net zero carbon emissions by 2050.

Strategic Objectives in the August 2020 Proposal

¢ Extending our Royal Mail (RMG) agreement and expanding into the parcels market across
the UK, enabling small businesses in every town convenient access to sending and receiving
parcels.

e Delivering a 3™ Banking Framework which sustains access to cash and facilitates easy cash
deposits for local businesses across the UK; and remains highly profitable while reassuring
the banks that they can continue to outsource to us.

Re-building our broader travel business post CV-19.

Reducing the costs and management support for other businesses including Mortgages,
Savings, Identity, Telco and Insurance. This will involve re-negotiating and further reducing
our relationship with Bank of Ireland.

e Reducing our cost base (excluding postmaster remuneration) by a further 11% and our
headcount to 1,600-1,700.

Closing all directly managed branches to reduce the cost to serve.

Delivering a new relationship with postmasters where we are simpler and cheaper to deal
with, are far more supportive and engage in a mutually beneficial, commercial partnership,
enabled by technology.

o Replacing postmaster contracts with modern versions, consistent with the GLO and ensuring
that postmasters cannot be confused with workers or employees.

Increasing automation in the network without funding kit ourselves.
Replacing the Horizon system and its Fujitsu support arrangement by 2023 or as soon as
possible.

o Growing a Post Office network to above 12,000 branches for the first time in many years as
we open substantially more flexible formats across the country, meeting the needs of
customers, clients and, of course, our postmasters who are the face of the Post Office.

e Opening up the possibility of a dividend payment to Government, matched by postmaster
profit share.
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BusinessUnit
Banking Services & ATMs
Banking, Payments and Transactional
Products Central

Central Commercial

Centrally Managed

clo

Commercial Planning & Strategy
Communications

Credit Cards

Customer Experience

Finance

FS, IDS and POI Central

Government Services

Historical Matters

Identity Services

LCG

Mails

Mails, PUDO, Retail and Branch Identity
Services Central

Mortgages/Savings/ Loans

Payment Services & Payzone

People

POCa

POI

Postmaster & Network

Property

Retail / Lotto & Gift Cards

Supply Chain

Telephony

Transactional Financial Services
{blank)

Banking, Payments and Transactional
Products

Mails, PUDO, Retail and Branch Identity
Services

FS, IDS and POI

Grand Total

Confidential

o rrlzl:‘o:ut‘ionr Detail

92.9

0.0
(3.3)
(7.2)
(97.7)
0.0
(3.3)
17
(17.5)
(10.4)
(2.3)
14.3
0.0
4.3
(7.0)

121.1

(1.6)
26.9
9.9
(12.7)
1.4
15.7
(29.2)
(23.4)
11.5
(32.6)
36.8
62.3
0.0

10.4

129.4

(0.2)
(2.8)
(19.3)
(92.9)
(1.3)
(3.7)
2.1
(16.5)
(15.0)
(1.8)
2.4
(0.0)
5.9
(6.5)
127.4

(1.0)
10.6
9.7
(10.0)
(8.7)
(0.2)
(62.4)
(18.6)
6.5
(33.8)
26.2
30.4
0.0

6.7

136.8

0.0
{1.5)
(6.6)

(110.7)
(1.5)
(53)

3.6
(16.6)
(17.4)

(0.7)
4.0
(4.0)
1.4
(7.8)
145.6

0.0
10.6
8.4
(10.0)
(11.7)
2.4
(27.5)
(20.2)
7.2
(34.7)
0.0
47.0
0.0

10.9
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145.8

0.0
(10.4)
(27.6)

(110.3)

(1.5)
(4.8)
4.2
(17.0)
(17.7)
(0.9)
7.3
{4.0)
3.4
(8.1)
142.5

0.0
126
8.7
(8.5)
(9.0)
6.9
20
(19.8)
56
(28.5)
0.0
46.3
0.0

6.0

154.9

0.0
(18.5)
(31.0)

(113.2)

(1.6)
(4.7)
4.5
(17.2)
(17.9)
(L1)
8.9
{4.0)
4.1
(8.1)
147.1

0.0
12.6
8.4
(8.3)
0.4
10.3
{20.1)
(18.2)
5.9
(33.7)
0.0
51.2
0.0

2.5

 FY(19/20) FY(20/21) FY(21/22) FY(22/23) FY(23/24) FY (24/25)

156.7

0.0
(22.3)
(36.7)

(114.9)

(1.6)
(4.7)
5.0
(17.5)
(18.2)
(1.2)
8.3
(4.0)
7.7
(8.1)
154.2

0.0
13.1
8.3
(8.1)
0.4
14.0
(48.2)
(17.1)
6.5
(33.7)
0.0
56.8
0.0

0.0
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EBITDAS {excl. Telco) from 20/21 to 24/25

26
; 63
- =
- (22} (===

{19} 11
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?0“’\(' '«‘ﬂoi,@?"mdw @t L\Oﬁ\ﬁ_“ -b\“wmﬁ;\ o o‘t\‘z‘h\f’,

s R o ¥
Business Unit fv"; FY (19/20) FY (20/21) FY(21/22) FY (22/23) FY (23/24) FY(24/25)
Banking Services & ATMs 164.8 204.9 232.2 251.6 264.6 268.6
Central Commercial 0.0 0.0 0.0 (2.5) {5.9) (7.5)
Centrally Managed 5.5 3.0 3.1 21 (2.7) 1.8
Credit Cards 2.3 4.8 39 4.7 5.2 6.0
Government Services 33.7 13.6 185 19.9 18.4 17.7
Identity Services 4.4 9.9 7.0 5.5 5.6 8.8
Mails 346.0 397.2 406.8 405.1 416.7 432.7
Mortgages/Savings/ Loans 31.3 13.1 13.0 15.0 16.0 17.0
Payment Services & Payzone 30.6 294 27.8 27.8 27.0 26.5
POCa 21.7 14.5 11.0 2.3 1.2 1.2
PO| 48.3 23.8 28.9 37.7 43.6 50.2
Retail / Lotto & Gift Cards 41.3 34.7 34.7 34.4 34.5 34.3
Supply Chain 9.6 8.5 9.4 89 8.8 8.7
Telephony 144.4 142.4 0.0 0.0 0.0 0.0
Transactional Financial Serviees M7 e 88 oid EE | 595
Grand Total 954.6 957.5 854.7 869.6 891.7 925.4
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v FY(19/20) FY(20/21) FY(21/22) FY(22/23) FY(23/24) FY (24/25)

Banking, Payments and Transactional

Products Central
Central Commercial
Centrally Managed
clo

Commercial Planning & Strategy

Communications
Credit Cards
Customer Experience
Finance

FS, IDS and PO| Central
Government Services
Historical Matters
Identity Services

LCG

Mails

Mails, PUDO, Retail and Branch Identity

Services Central
Mortgages/Savings/ Loans
Payment Services & Payzone
People

POCa

POI

Postmaster & Network
Property

Retail / Lotto & Gift Cards
Supply Chain

Telephony

Transactional Financial Services
Business Transformation Unit
Grand Total
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(19) (2.0)
0.0 (0.2)
(0.6) (0.5)
(14.6) (17.4)
(9.7) (7.7)
0.0 (1.3)
(2.4) (2.7)
(0.2) (0.2)
(6.5) (7.1)
(10.0) (9.9)
0.0 0.0
(1.7) (0.7)
0.0 (0.0)
(0.0) (0.6)
(5.0) (4.9)
(1.2) (1.4)
(1.6) (0.5)
(3.1) (0.7)
{4.3) (4.4)
(7.3) (6.1)
(0.4) (0.1)
(4.8) (4.5)
(63.3)  (58.8)
(1.4) (1.2)
(0.1 (0.0)
(29.7) (28.2)
(1.0) (1.0)
(0.6) (0.4)

. b 00

(171.3)  (162.9)

(2.1)

0.0
(0.5)
(14.1)
(11.7)
(1.2)
(25)
(0.2)
(7.3)
(11.6)
0.0
(0.1)
(4.0)
(0.6)
(5.5)
(1.7)

0.0
(0.4)
(4.2)
(5.9)
0.0
(4.8)
(50.4)
(0.8)
{0.3)
(29.6)
0.0
(0.3)
(07

{160.3)
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(2.1

(2.2)

0.0
(0.5)
(6.7)

(13.7)
(1.2)
(2.3)
(0.2)
(7.8)

(11.9)

00
(0.1)
(4.0)
(0.6)
(5.7)
(1.7)

0.0
(0.4)
(4.1)
(4.9)

0.0
(5.0)

(32.5)
(0.9)
(0.4)

(27.1)

0.0
(0.4)
(10.3)

{1446

(2.2)

0.0
(0.5)
(6.7)

(13.9)
(1.3)
(2.3)
(0.2)
(7.9)

(12.1)

0.0
(0.1)
(4.0)
(0.6)
(5.7)
(1.8)

0.0
(0.4)
(4.2)
(5.0)
0.0
(5.1)
(28.2)
(0.9)
(0.4)
(27.0)
0.0
(0.4)
(8.1)

{138.8)
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BusinessUnit
Banking Services & ATMs
Banking, Payments and Transactional
Products Central

Central Commercial

Centrally Managed

clo

Commercial Planning & Strategy
Communications

Credit Cards

Customer Experience

Finance

FS, IDS and PO| Central

Government Services

Historical Matters

Identity Services

LCG

Mails

Mails, PUDO, Retail and Branch Identity
Services Central

Mortgages/Savings/ Loans

Payment Services & Payzone

People

POCa

POI

Postmaster & Network

Property

Retail / Lotto & Gift Cards

Supply Chain

Telephony

Transactional Financial Services
Business Transformation Unit

Grand Total
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(5.4)

0.0
(0.0)
26
(38.0)
0.0
(0.9)
(0.4)
(12.3)
(0.4)
0.0
(7.1)
0.0
(0.3)
(2.0)
(4.8)

(0.0)
0.1
(3.0
(5.4)
(4.4)
(18.4)
(17.0)
(22.0)
{0.9)
(14.8)
(34.7)
(3.2)

00

- (242.9)

(6.4)

(0.0)
(0.0)
2.2
(85.2)
(0.0)
(1.1)
(0.9)
(9.4)
(5.1)
0.0
(6.0)
(0.0)
(0.5)
(1.5)
(6.7)

(0.5)
(0.2)
{2.2)
(4.0)
(3.3)
(13.6)
(15.6)
(17.4)
(0.5)
(14.4)
(31.3)
(2.8)
0.0
(226.9)

(9.8)

0.0
0.0
43

(35.7)

(0.3)
(2.8)
(0.0)
(9.2)
(5.8)

0.0
(7.6)

0.0
(2.0)
(2.1)
(5.3)

0.0
(0.5)
(2.4)
(4.1)
(3.0)

(13.9)

(17.0)

(19.4)
{0.2)

(12.9)

0.0
(1.9)
(01

- (201.9)
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(16.4)

0.0

(207.8)

UKGI00041682

UKGI00041682

(18.1)

0.0
0.0
1.3

(84.6)

(0.3)
(2.4)
(0.1)
(9.4)
(6.0)

0.0
(3.0)

0.0
(0.0)
(2.5)
(4.4)

0.0
(1.0)
{2.6)
(3.4)

0.0

(16.8)

(21.1)

(17.4)
(0.7)

(15.4)

0.0
(2.3)
(25

- (212.6)

v FY(19/20) FY(20/21) FY(21/22) FY(22/23) FY(23/24) FY (24/25)

(19.8)

0.0
0.0
1.2

(85.0)

(0.3)
(2.4)
(0.1)
(9.6)
(6.1)

0.0
(3.0)

0.0
(0.0)
(2.4)
(4.5)

0.0
(1.0)
(2.7)
(3.2)

0.0
(18.2)
{20.0)
(16.3)

(0.4)
(15.4)
0.0
(2.4)
(1.6)
{213.0)
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BusinessUnit
Banking Services & ATMs

UKGI00041682

UKGI00041682

* FY(19/20) FY(20/21) FY(21/22) FY(22/23) FY(23/24) FY (24/25)

Banking, Payments and Transactional

Products Central
Central Commercial
Centrally Managed
Credit Cards

FS, IDS and POI Central
Government Services
Identity Services
Mails

Mails, PUDO, Retail and Branch Identity

Services Central
Mortgages/Savings/ Loans
Payment Services & Payzone
POCa

Retail / Lotto & Gift Cards
Telephony

Transactional Financial Services
Grand Total

Banking Services & ATMs
Centrally Managed

Clo

Credit Cards

Government Services
Identity Services

Mails

Mortgages/Savings/ Loans
Payment Services & Payzone
POCa

POI

Retail / Lotto & Gift Cards
Supply Chain

Telephony

Grand Total

Confidential

76 of 204

(63.0) (65.8) (81.3)
0.0 0.0 0.0
(2.6) (2.3) (1.0)
(0.7) (7.1) 0.0
(0.0) 0.0 (0.1)
(2.3) (1.8) (0.7)

(10.6) (4.5) (6.9)
(0.0) (1.1) (1.3)

(2189)  (261.8)  (254.1)
0.0 0.0 0.0
(1.4) (1.6) (1.5)

(12.2) (11.9) (11.5)

(12.9) (8.8) (4.7)

(28.5) (26.7) (26.5)
(1.4) (1.0) 0.0

(32.9) (16.6) (17.2)

(387.3)  (410.9)  (406.7)

- FY(19/20) FY(20/21) FY(21/22)

(1.6) (1.3) (2.2)
0.1 0.0 0.0
0.0 0.0 (13.2)
0.0 (1.5) 0.0
(0.0) (0.0) 0.0
(0.0) (1.8) (1.7)
0.0 0.0 0.0
0.0 0.0 0.0
(1.3) (1.2) (1.2)

(15.8) (15.2) (15.3)
(8:5) (5.9) (7.7
(0.4) (1.0) (0.6)
0.0 0.0 0.0

(84.2) (91.2) 0.0

“““““““ Hearies e o n
. (1127} (1190) (420
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(84.0)

0.0
(7.4)
(22.5)
(0.2)
(0.9)
(6.8)
(1.4)
(256.5)

0.0
(1.5)
(11.2)
(1.1
(27.8)
0.0
(16.9)
(438.3)

(86.2)

0.0
(12.1)
(23.0)

(0.5)
(1.1)
(6.4)
(1.0)
(263.5)

0.0
(2.0)
(10.7)
(0.8)
(27.6)
0.0
(18.6)
(453.4)

FY (23/24

(86.7)

0.0
(14.3)
(33.0)

(0.7)
(1.2)
(6.3)
(0.4)
(272.2)

0.0
(2.5)
(10.3)
{0.8)
(27.1)
0.0
(20.2)
(475.6)

FY (24/25)
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Spend Detail by Strategic Strand:

= 1.Relationship with Postmasters

- 2.Network Locations and growtt

= 3.Innovate in Mails

Zinnovate in Mails Total
= 4.Access to Cash

4AccesstoCashTotal
= 5.Commercial Partnerships

5.Commercial Partnersh ips Total
= 6.New Branch and Online Techn¢

6.New Branch and Onfine Technology Total =~

= 7.Shareholder value

- 8.Historical Matterslccﬁc

UKGI00041682
UKGI100041682

Horizon Issues Judgement

Service Oriented Central Sup. Branch Hub . . K i .
Postmaster Service Improvement Programme 58 3.0 2.0 2.0 12.8 7.0
Other smaller Property Programmes 20 2.1 19 1.8 7.8 5.8
Other smaller People Programmes 2.6 0.4 - - 29 0.4
Other smaller Supply Chain Programmes 27 - - - 27 -
; - Other smaller Postmaster 01 - - - 0.1 -
1.Relationship with Postmasters Total .. L L
DMB Strategy 16.7 16.6 25.6 - 58.9 422
Legacy risk branches - 11.8 114 - 232 23.2
Network Strategy - Hard to Place Branches 9.3 7.9 1.7 - 18.9 9.6
Network Maintenance 29 37 5.4 4.0 16.0 13.1
Basic/Express & M2L 27 1.4 52 5.4 14.7 12.0
Outreach Optimisation - 1.2 3.4 3.4 79 7.9
Other smaller Network 2.2 0.5 1.0 1.0 4.7 25
andgrowthTotal ‘ ... . —}—,“‘,3,‘3.‘8 1 431 s37 139 l 1443 1104
Business Development & Innovation - - 10.0 100 20.0 20.0
Mails - PUDO 2.4 4.6 29 1.0 10.9 8.5
Other smaller Mails ) ) ) ) .15 ) - — -l 15 -
- oy e I 48 19 H‘.OI - 324} 285
Counter Cash Automation 13 38 36 71 15.8 145
ATM Banking Strategy 9.2 4.0 1.8 - 15.0 5.8
Other smaller Banking Services & ATMs 0.0 - - - 0.0 -
- e T e T
Other smaller Mortgages/ Savings/ Loans 0.5 0.5 1.0 1.0 3.0 25
Other smaller POI - 08 10 1.0 28 28
Other smaller Government Services 16 0.1 - - 17 0.1
Other smaller Payment Services & Payzone 0.4 03 03 03 12 0.9
Other smaller Credit Cards 02 0.1 0.1 0.1 05 03
Other smaller Identity Services - - - - - -
- i %
Strategic Platform Modernisation 195 45.0 64.0 216 150.1 130.6
Copper Stop Sell 09 5.0 7.5 7.5 20.9 20.0
Other smaller CIO Programmes 8.4 4.0 3.5 4.0 19.9 11.5
Belfast Exit 159 32 - - 19.1 32
POL Data Platform (PDP) 37 5.6 5.9 23 17.5 13.8
Back Office/Core/Colleague - 9.7 2.7 5.0 17.4 17.4
PED Replacement Devices - 12.5 - - 125 12.5
Fujitsu Gap +IPR - - 100 - 10.0 10.0
SAP - CFS contract expiry - - - 8.0 8.0 8.0
Risk and Resilience 14 19 1.9 19 71 5.7
Project Driven Test Environment FY20 24 2.4 1.0 1.0 6.8 4.4
IT Security Programme FY21 0.8 18 18 18 6.2 54
PCl Compliance B - . 55 - - - ; 551 -
0 ke il sea s e Wa
Post Office Operating Model {POM) 4.1 4.0 - - 8.1 4.0
Future of Stock 39 38 - - 76 38
Other smaller Supply Chain Programmes - 53 18 - 7.1 71
People Placeholder - - 3.0 3.0 6.0 6.0
Controls Framework 15 35 - - 5.0 35
Other smaller Property Programmes 18 1.0 0.8 0.8 44 2.6
Other smaller People Programmes 1.8 0.9 - - 2.7 0.9
Other smaller Finance Programmes 0.3 0.8 - - 1.1 0.8
Other smaller Payment Services & Payzone 0.0 - - - 0.0 -
Other smaller CIO Programmes - - - - - -
Other smaller POI (0.0) - - - (0.0) -
Sale Of Assets o ) (81  (6.8) (173)  (22))  (343) (26.2)
.. - . L e
HM Settlement - POL Funded 89.0 - - - 89.0 -
Historical Shortfall Scheme 21.8 - - - 218 -
CCRC / Prosecutions 131 43 4.0 - 214 8.3
Other smaller Historical Matters Programmes 6.3 - - - 6.3 -
Legal / General Advice 3.4 0.9 0.8 - 5.1 1.7
Othgrsmaller Historical Matters SeFt!emept _os ) - - -l os] -
o . e e t 1344 | DR - 144 . 100

8 Historical Matters/CCRC Total
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- Other smaller CIO Programmes 0.1

Central Change team FY21
Other smaller Supply Chain Programmes 2.6
CT vacantleaseholds & CT onerous property contracts 1.5
Other smaller LCG Programmes 2.8
Other smaller POI 1.5
Other smaller Payment Services & Payzone 0.3
Other smaller People Programmes 0.6
Other smaller Finance Programmes 04
Other smaller POCA 03
Other smaller Mails 0.3

Other smaller Strategy and Transformation Programmes 0.0
Other smaller Marketing -
Other smaller Property Programmes -
Other smaller Retail / Lotto and Gift Cards
Other smaller Postmaster -
Other smaller Transactional Financial Services -
Other smaller Digital

Other smaller Telephony Programmes
Other smaller Central Programmes

HM Settlement - BEIS Funded
Historical Shortfall Scheme - BEIS Funded

~ Overturned Historical Prosecutions - BEIS Funded

POL Board Meeting - 03 June 2021-03/06/21
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Spend and Benefit Detail by Portfolio

21/22 22/23 23/24 22/23  23/24 24/25
$PO Portfolio Project Name Current  Current Current Current  Current = Current.
C: orecast F orecast recas!
[% -] Cost Cost.  Cost Benefits Benefits Benefits
i~ Banking, Payments & Other ATM Banking Strategy 9.2 4.0 18 - 15.0 59 11.2 106 10.2
British Gas - - - - - 10 0.9 0.8 0.5
British Gas {4000) 0.3 0.3 0.3 0.3 12 0.5 0.5 0.4 03
Community Access to Cash Pilots 0.0 - - - 0.0 - - - -
Counter Cash Automation 13 38 36 7.1 158 {0.1) {0.4) (1.9) (3.6)
International Payments (WU) - - - - - 0.8 - - -
IT Systems - 0.1 0.1 - - - - -
Payzone (4000} 0.0 - - - - - -
Payzone {Panther) 0.0 - - - 0.4 0.7 1.0 1.5
Payzone Client Onboarding 0.2 - - - 0.1 0.2 0.2 0.2
Payzone Data System Upgrade 0.2 - - - - - - -
Payzone XAC Devices - 0.6 0.6 - - 0.5 11 1.1
POca Exit 0.3 - - - - - - -
| Banking, Payments@othertotat . | 0 0 lous ss s 74 a5 136 121 101
i~ IT Platform Enablement Accenture Back Office - contract expiry - - - 4.0 - - - -
Accenture Back Office Contract Renewal - - 25 - -
ATOS Exit 0.0 - - - 0.0 0.0 0.0 0.0
Back Office Transformation Programme - - - - - 1.4 1.4 1.4 1.4
Back Office/Core/Colleague - 9.7 2.7 5.0 17.4 - - - -
Batch messaging and Consolidation (PODG} 0.2 - - - 0.2 - - - -
Belfast Exit 159 32 - - 19.1 {0.6) 3.1 7.3 73
BP Open Banking 0.1 - - - 0.1 - - -
BP Payment Regulatory —SCA 01 - - - 0.1 - - - -
Branch Device Replacement - - - - - - - - -
CDP reprocurement - - - - - 09 0.9 0.9 0.9
Connectivity Network 2.0 1.2 - - - 1.2 0.1 1.5 1.5 1.5
Copper Stop Sell 0.9 5.0 75 7.5 209 - - - -
Counter printer replacement 03 - - - 0.3 0.0 0.1 0.1 0.1
Credence / MDM (Residual Activity) - 1.0 - - 1.0 - - -
CWCTestEnvironment 0.1 - - - 0.1 - - -
CyberRisk Assessment 01 - - - 0.1 - - - -
DDS Gap 1.0 1.0 - - 2.0 - - - -
Deloitte / Red Team Review 0.2 - - - 0.2 - - - -
DMARC 01 - - - 0.1 (0.0} (0.1) (0.1) (0.1)
EUCBranch Deployment - - - - - 0.7 0.7 0.7 0.7
EUCCloud Migration 0.4 - - - 0.4 0.1 0.1 0.1 0.1
EUCReprocurement 3.7 1.2 - - 4.8 {0.1) 0.4 0.4 0.4
FJ Exit 0.0 - - - 0.0 - - - -
ForgeRock/Broadleaf upgrades 0.1 01 - - 0.1 - - - -
Fujitsu Gap +IPR - - 10.0 - 10.0 - - - -
Fujitsu negotiations (Everest) - - - - - 3.5 2.2 -
GLO Horizon Interventions - 0.8 - - 0.8 - - - -
IT Security Programme - - - - - {0.3) {0.3) (0.3} (0.3)
IT Security Programme FY20 0.0 - - - 0.0 0.5 0.5 0.5 0.5
IT Security Programme FY21 0.8 1.8 18 1.8 6.2 {0.2) {C.4) (1.0} (1.6)
IT Security: Service Now Module 0.0 - - - 0.0 (0.0} {0.0) (0.0} (0.0)
IT Service Transformation Programme - - - - - 2.6 2.6 2.6 2.6
Joiners, Movers, Leavers 0.0 - - - 0.0 - - -
MSEG Switches 0.1 - - - 0.1 - - - -
PCl Compliance 5.5 - - - 5.5 (3.7} (5.3) (5.0} (5.0)
PED Replacement Devices - 12.5 - - 12.5 - - - -
POL Data Platform {PDP) 37 5.6 59 23 17.5 - - - -
Project Driven Test Environment FY20 24 2.4 1.0 1.0 6.8 - - -
R&R: Accenture Migration to Azure - - - - - 0.5 0.5 .5 C.5
R&R: JRE version for Counters 0.0 - - - 0.0 - - - -
R&R: Project Manager FY20 - - - - - - - - -
R&R: Project Manager FY21 0.1 - - - 0.1 - - -
R&R: Supply Chain Monitor Replacement 0.0 - - - 0.0 - - - -
R&R: Win10 0.2 - - - 0.2 - - - -
Recelpt Printers - - - - - 1.2 1.2 1.2 1.2
Risk and Resilience 14 19 139 19 7.1 - - -
Safe Haven Exit - - - - - 1.0 1.0 10 1.0
SAP - CFS contract expiry - - - 8.0 8.0 - - -
SAP Renewal, CFS Upgrade - - 10 - 1.0 - - - -
SCCM node into Verizon 0.1 - - - 0.1 - - - -
Service Oriented Central Sup. Branch Hub 3.7 49 44 2.0 15.0 0.2 0.2 0.2 0.2
Strategic Platform Modernisation 19.5 45.0 64.0 21.6 150.1 {0.6) {1.9) (10.3) (8.1)
Sungard Replacement - - - - - - - - -
Win 10 — Device Refresh 0.5 - - 0.5 - - - -
LiT Platform Erablementtoral. - f 00 00 0 ] 96.0 55
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= Mails, Travel, £5 & Other

Crganisational Effectiveness Total

Confidential

- Organisational Effectiveness

21422 2333 23f24 2425 Q22 0 22033 23f28 2402
. Current’ Current  Current - Current Current:* Current  Current = Crrent
Project Name R SRR :
Cost Cost Cost Cost Benefits : Benefits Benefits Benefits
AELExit -1-13 o1 - - 14 1820 kX1 31 21
Balance Transfar Guarantee 0.2 - - - 0.2 02 0.3 03 0.3
Blatkhawk Giftcard Implementation - - - - - i3 TE 1o 13
Business Develapment & Innovation - - 100 kel 0.6 - - - -
Contrals Framawaork - Mails 03 - - - o3 - - - -
Credit Card Product/Distribution development - 0.1 D1 nl 0.3 - - - -
Credit Cards in Branch - - - - o1 02 0.2 o2
Credit Cards Fre-Approval Autherisation - - - - - G5 .3 G5 D5
Dangereus Goods Tech. Improvements 20,21 o2 - - - o2 - - - -
Digital Check & Send - - - - - 1z - - -
Drop & Go Online lournay Efficiency F13:3 - - o8 01 04 o7 D7
Duck Creek Upgrade ol 05 - - 0.E - - - -
Eagle Balancing line o5 2.5 12 10 230 - - - -
FC& Pricing K3 - - = o5 - - - -
HIRL fee FX branch changes - = - = o5 48
Home & TI'Fricing & Data Analits iMarphens) - - - - 10,31 0.2
Home | e Trar oM i - - - - N 133 {22
Identity Products Modermisation 3 oD - - o3 0.5 1
ldentity Froducts Modernisation - 514 - - - E = + -
Identity Senices Partnership - - - L D4 o3 25 73
iCS in Branch Verification - - - - - 08 o6 o5 o1
fiails - FUDD 22 46 3 1D 129 07 43 75 135
Padls Stratagy oo = - Ol = - - -
PADAZ Starps stock oo - - ol - - - -
Peregrine - - - = - f2.2] a8z 135 13.3
FOI Reguiatary & Compliance Change oe - - - o 0.2 o7 o8 -
Frotection Supplier Rewiew 03 = - - o3 - - ~ -
RMG Commerciai Modei &Rem Roll gut 05 - - 05 - - -
Bevern {Credit Cards) - - - - v 33 37 43
Telco Strategy - - - s3] - - - -
TiContinuous dimprovement (Cronus {1) - - - - - a7 1.3 - -
Ti Continuaus improvement [Cronus 1111 - - - - - 03 - - =
Travel & Home insurance O Programme - - - - - 1613 o1 03 05
Travel & Home Insurance £ Frogramme 13 - o8 18 10 3 - - - -
Travel Hub - - - 104) iC5)
AEi to Tabigr migration [S14, DVLA] - - - - - - = - -
Mails, Travel, ES & Other Total | | B0 6.7 150 13.1 | 418 23 211 39.1 50.6
CORC - - - - - 04 0.4 04 04
Covid-13 Response {558 - - - 123 i2:38 i2:3% -
Culture Transformation s 0.4 - - 104 icay
Data 0D Enablement ol - - - - -
Future of the Workpiace - - - - - - - = -
HR Target Cperating kodal - - - = - 8.5 0.5 0.5 D5
Pesple G Enablernent e o - - 15 - D o7 o7
Peopie Flaceholder - - 3.0 3.0 &0 - - -
Post Office Operating Moded (FOR) £0 - - 21 152 143 151 151
Post Utfice Operating Moded (FOR) 3000 - - - {65 - - - -
Post Office Operating Moded (PO 40IT - - bl = + - -
Project Assurance 03 - k3 - + - -
PSEC SuccessFactors Enhancemeants - - - o4 ar o1 01 01
ELCT - - - - = 42 42 a2 42
5LCZ - = - = 23 23 23 3
SLC3 S = - 1.0 23 3 23 23
SLC4 o1 - - - o1 14 14 14 14
Sucress Factors - Phase 1 - - - = - 34 3.4 34 3.4
Surcess Factars - Phase 2 - N - N a1 o1 &1 ol
Taient and Capabllity Transformation o7 - - - o7 - - - -
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022 nfe a0
Current Current - Corrent  Current

nfz 2923 13jie 0 wfs

Current . Current - Current . Current

SPOForttalie Petices Name Favecast Forecast Forecast Forecast Fpracast Forecast Forecast Foreeast
v w o Cost iCostCost o Cost Benefits Benefits Benefits Bencfits
— —e

~ Postmastar & Network Branch Support Model - - - - - s ] 05 o5
Crown Network Shape - - - - - 5.6 5.8 56 56
LT wacant B £T onerous property contrats 1.5 07 o7 o7 35 58 5.8 58 58
Developing Capabilities - = - = - o8 PR i 10
DME Strategy 167 15E 256 - 58.9 191 141 198 23.4
Field Restructure - - - - - 12 12 12 12
Fitand proper Lo - - - oD . 2.2
Horizon Quick Wins & Trans Corrections - - - - - o1 L1
Hot Hausing Roil-Cut - - - - - - - -
Legacy risk branches - 118 114 - () 3.1 47
Lass Frevention Transfarmation - - - - £l .z 0.2 o2
Netwark Development 128 - - - 5.2 5.2 5.2 52
Network Maintenance i3 37 54 430 - - - =
Network Paddington Project - - - 7 o7 o7 T
Nepwark Strategy - Hard to Fiace' Branches 53 73 1y - 02 o1 o7 12
Network Transformation 122} - - - - - - -
Qutreach aptimisation - 12 3.4 34 - 3
Postmaster Applicaticn Frocess - - - - 2.8 61}
Fostmaster Engagement 0.1 - - - - - - B
Pastmaster Service Improvement Programme 5.8 30 0 20 - - - -
Property Cat 2 - Alarm Upgrades 43 0.3 L3 - - - =
Property £at 2 - Security Frojects fi2:3 S L3 - - - -
Property Cat 2. Fogging Programme iz L2 12 - - - -
Propery Cat 1 CapExinvestment FYZR/I1 - - = - - - =
Property Cat.1 CapEx Investment FY21/22 0.8 08 - - - -
5gle Of Assers 12.3: o) 2.2 - - - -
SSK Trial - - - < - b2 02 02 o2
Cammerciz] Framework & Contract Reform 14 85 14 1ig 48 - - - =
Basic/Express & M2L 27 14 5.2 54 147 0.1 01 1.1 38

~ Shared Services BHI Payments VAT Treatment - - - - - o8 10 i in
Central Change team FY20 - - - - - - -
Central Change team FY¥21 18 17 17 - - - -

Central Ledger Adjustments

Chalienge - - - - - - - - -
Close Process Solution L - - - o4 i) 3
Contrace Management Frameviark 0o - - - o0 1235
Cantrois Framework 1.5 35 - - 5.0 ©a
integrated PEL and Budget Forecasting - fe2-3 - - 08 -
Project Starling 8 - - - 28 - - - -
Raticnalise Treasury & Tax o3 - - - 03 - 01 &l ol
SAF Hierarchy 15 - - - 0.1 - - - -
Source to Settle oo - - - 0.0 5 2.1 20 20
Shared Services Toml l 5.6 6.1 ¥ iF 1 12 12 LB 8 28
= Supply Chain Branch Frinter Cost Reduction 2013 03 - - 03 w3 o0g o9 03
Cash Centre Machinery Up-grade 5 - - - 0.5 - - - -
Cash Centre Strategy - 6 D2 - 8 - X3
Cash Trar ion - Single Pass - S - - o8 - 0.3
CWiT Portsmouth Relocation 01 - - - 01 102 {Gy
/1T Vehicles 13/20 1.0 - - - 10 02 02
CViT Strategy - o8 1.6 - 25 - 0S5 05
Enabiing the Supply Chain - - - - - 14 14 12
Future of Stack 3.9 38 - - 76 - {013 12
Hisrerical klatters for Suppty Chain o7 - - - oy - - - -
Single Managed Units - i - - 10 - ¢2 &2
Supplychain- Other security measures .0 - - - o i - -
Syppiy Chain Cash Utility o4 - - - 04 - - - -
Suppiy Chain improvement Fragramme 20 - - - D - - - -
SupplyChain PDA Replacements o4 08 - - 12 - oo [EEH] =
Trunking Vehicles ol - - - 0.1 - - - =
Vehigies {Supply Chain) - 14 - L5 1.5 - - - -
Supply Chain Tesal l .l 103 18 05 | 223 17 34 5.7 58
= Historical Matters - Programmes . Aged Balances [+X] - - - 0.5 - - - -
CCRE / Prosecutions 131 43 4.0 - 14 - - - -
Historical Ehertfall Scheme 218 - - - 218 - - - -
HI Ops Remediaticn w7 - - - o7 - - - =
Horizon I1ssues Judgement 7.7 55 58 50 243 - - - -
Judicial Review o1 - - - D.1 - - - -
Legal) General &duice 34 o5 fik:d - 51 - - - -
Operational improvements Phase 2 0.6 - - - 0.6 - - - =
Ouerturned Historical Frosecutions 33 - - - 3.3 - - - -
POHIT Inguiny e8] - - - e 3 - - - -
Post GLT - Ops Improvement and Contracts 0o - - - 0.8 - - - -
Post GLO: Small Projects ol - - - o1 - - - -
Stamps Scheme 01 - - - 0.1 - - - -
Histarical Marters - Fragramimes Total 222 ald s 54 88 - - - -
~ Histarical Matters - BEIS Funded HM Settiement - BEIS Funded 1346 735 158 - 2238 - - - -
Historical Shortfall Scherme - BEIS Funded - 135 23 - 158 - - - -
Overturned Historical Prasecutions - BEYS Funded - 46 3.0 50 127 - - - -

976

Histarical Matters - BEIS Funded Tota)
~ Histarical Matters - Settement HM Settiement - FOL Funded
HES Post Dffer T8 - -

1356 212

Historical Matters - 5

ettlement ¥otal
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é ‘Appenmx OCashrow Detail

Security Headroom Bridge

FY21/22

FY22/23 FY23/24 FY24/25

Security Headroom Brought Forward 113.0 126.2 75.9
Trading profit (exc FRES) 24.0 38.2 64.5 80.0
Network Subsidy 50.0 50.0 50.0 50.0
FRES dividend (0.0 8.5 8.8 13.9
Financing costs (6.6) (6.4) (6.3) (6.7)
Other gains and losses 0.0 0.0 0.0 0.0
Cash flows from trading 87.4 90.4 117.0 137.2
Investment funding 125.0 100.0 40.0 0.0
Investment loan 52.0 0.0 (7.0) (7.0)
Capex (74.0)  (105.5) (98.6) (65.0)
Exceptional spend (121.8) (82.9) (84.3) (37.5)
Cash flows from investment activities (18.8) (88.3) (149.9) (109.5)
Movement in client payables 19.6 7.5 19.6 (8.4)
Movement in postmaster payables (5.7) 5.3 (33.7) 36.2
Movement in other payables and provisions (36.5) (1.6) (3.3) 0.2
Movements in payables (22.7) 11.2 (17.4) 28.0
POMS cash (2.6) 0.0 0.0 0.0
Inventory 0.0 0.0 0.0 0.0
POMS and Payzone debtors 0.0 0.0 0.0 0.0
Movements in non-qualifying assets (2.6} 0.0 0.0 0.0
Movement in HSS provision (113.0) (40.0) 0.0 0.0
Movementin HSS asset 25.4 40.0 0.0 0.0
Net HSS settlements (87.6) 0.0 0.0 0.0
Security Headroom Carried Forward 113.0 126.2 75.9 131.5

Facility Headroom Bridge

£m ’

Facility Headroom Brought Forward

| FY21/22

FY22/23 FY23/24 FY24/25

324 235 208 130
Trading profit (exc FRES) 4 38 64 80
Network Subsidy 50 50 50 50
FRES dividend (0) 8 9 14
Financing costs (7) (6) (6) {7)
Other gains and losses 0 0 0 0
Cash flows from trading 87 90 117 137
Investment funding 125 100 40 0
Investment loan 52 0 (7) (7)
Capex (74) (105) (99) (65)
Exceptional spend (122) (83) (84) (38)
Cash flows from investment activities (19) (88) (150} (110)
Movementin client payables 20 8 20 (8)
Movement in Santander client payable 13 (0) 0 0
Movement in Postmaster payables (6) 5 (34) 36
Movement in other payables and provisions (37) (2) (3) 0
Maovements in payables {10} 11 (17} 28
Network cash (39) (21) (34) (110)
Cash in bank (2) 0 0 0
Inventory 0 0 0 0
Receivables (19) (19) 6 (1)
Movements in current assets (60} (39} (28} (111)
Movement in HSS provision (113) (40) 0 0
Movement in HSS asset 25 40 0 0
Net HSS settlements (88) 0 0 0
Facility Headroom Carried Forward 235 208 130 75
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Tab 6 Banking Framework 3 pricing framework

Title: Banking Framework 3 (*‘BF3’) Meeting Date: | 3™ June 2021

Martin Kearsley, Banking Owen Woodley, Group Chief
Product Portfolio Director Commercial Officer

Authors Sponsor:

Input Sought: Decision

The Board is asked to please authorise the Banking team to:

i. Release the proposed final BF3 commercial offer to all existing partner banks;
ii. Continue discussions with Government and industry stakeholders about strategic
alliances that may deliver a longer-term multi-year solution;
iii. Make further adjustments to the commercial offer if required within the pre-approved
range post 30™ June 2021.

Previous Governance Oversight

July 2020 Board meeting presentation on approach to BF3

January 2021 Board meeting noting paper on BF3 background, plan and progress
Executive and Board NED one-to-ones held throughout February 2021

GE socialisation 17™ March 2021

March 2021 Board meeting decision paper authorising a BF3 commercial ‘range’
GE socialisation 26" May 2021

ouhlnN=

Executive Summary

BF3 commercial and contract proposals will be released by 30t June 2021. Each bank will
decide by December 315t 2021 whether to remain in the Banking Framework or to terminate.
Following key bank discussions, Government meetings, and stakeholder activities in the past
few months, we are expecting full engagement, and no leavers, as we move from Banking
Framework 2 (‘BF2’) to BF3. We have a growing conviction that a strong strategic partnership
supported by legislation will continue to Banking Framework 4 (*BF4”).

The final commercial offer of £731m proposed here is centred in the range previously approved
(£715m-£745m total 3-year revenue, based on assumed volumes).

In presenting and discussing this offer with banks, and coordinating a series of CEO to CEO
meetings, the major banks are increasingly signalling an interest in a strategic partnership with
Post Office for a longer-term solution to access to cash. Successful engagement and
collaborative work in this area will optimise our income and reinforce Post Office as central to
cash and banking for the next 7-10 years.

Included in this update paper is a short expansion on those strategic steps and wider
discussions, as well as a description of emerging industry activity in this space.
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Questions addressed

What was banks’ reaction to the initial BF3 Commercial Proposal?

How have we addressed bank feedback?

What would we like to propose to the banks at the end of June?

What is the Post Office position regarding any requested changes post June?
What is the developing market context?

What is our longer-term strategic thinking?

How will this proposal impact Postmasters?

NohwnN e

po)
)
\8
jmt

Question 1: What was banks’ reaction to the initial BF3 Commercial Proposal?

1. The March 2021 Board review included feedback from Accenture regarding areas of
concern felt by all banks after BF2, including service and commercial challenges that were
important to address. This created a strong guide to our presentation of the initial BF3
commercial proposal.

2. We subsequently published our opening commercial position with the Banks on the 7t
April. This was £745m over three years and assumed all banks accepted the BF3 terms.
This was at the top of our agreed negotiating range of £715m-£745m.

3. We held an industry-wide presentation of this proposal and then commenced engagement
with banks one-to-one. We have met with all key banks on this basis at least once, and
with the biggest banks three to four times.

4. Feedback on our proposal varied by Bank but overall:

a. The approach to BF3 has been far better received than BF2, with greater
engagement and transparency. This has been echoed in CEO-level meetings.

b. Mid-tier banks have reacted positively, recognising small improvements in their
pricing over the three years compared to BF2 pricing. Larger bank reactions
have been mixed due to their more complex structures.

c. Framework fee changes have been welcomed, including the principle of a cap
(which was increased following the debate at the March Board). Banks restated
their position regarding access to and transparency of our cost base in any future
discussions on minimum fees. We continued to push back on exposing any of
our cost base.

d. Improvements in the withdrawal fees to encourage greater volume landed well.

e. The increase in deposit fees has caused difficulties, in particular for Santander,
which makes the greatest use of our low corporate rate for deposits today. This
was expected and had been factored into our opening position.

f. We proposed two options for cheque handling:

i. retain the existing service, but with price increases for sustainability;
ii. a new, more sustainable cheque service to replace our existing one.

g. Banks selected the first option and new pricing is now incorporated into the total
proposal.

h. Banks also continued to raise concerns about the legitimacy of many low-value,
non-round (‘LVNR’) withdrawals occurring within our network.

i. The encouragement to move to card-based transactions was welcomed, and
several have now enquired about moving to a Chip/PIN based solution.
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Banks have assessed our assumptions regarding their volumes leading us to be more
confident in our modelling baseline volumes. This process helped us identify a small
number of unintended consequences which we used to justify revising our proposal.

All banks recognised the improved approach to BF3 pricing, but Santander would still be
significantly worse off under BF3. We have worked with them closely to address that gap
in our final proposal and believe they may now choose to move to BF3 pricing as a result.

Question 2: How have we addressed bank feedback?

7.

8.

10.

11.

12.

Following feedback from the banks and clarification of volume assumptions, we made a
revised proposal on 7™ May.

We accepted the banks’ choice regarding retaining the existing cheque service, but
significantly increased our pricing to make this more sustainable. We signposted to banks
that while we will continue to deliver this service as-is during BF3 we will replace this with
an updated solution by the end of BF3.

For deposits, we modified how deposit volumes are counted towards the discount tiers,
making the approach fairer for banks as they increase their usage and start using self-
service in the future. We have reduced the ad-valorem rates by 5%, which lessened the
impact on those banks who use the corporate rate today, and therefore improved
Santander’s overall position. This has further encouraged Chip & PIN development which
will help address the AML challenges we face.

In withdrawals, Post Office is responsible for ensuring that our service operates correctly
and within the agreed rules. To take the LVNR issue off the table and a reason for banks
to walk away from withdrawals, we proposed to not charge for any non-round withdrawals
under £10 (i.e. £3.28) while in parallel addressing any non-conformance through our area
manager teams. This equates to c.9% of our withdrawals, or ¢.1.5% of our total revenue.
These withdrawals will continue to count towards our framework fee in recognition that
over time our non-conformance processes will result in only legitimate transactions
remaining.

To bring Santander to a net neutral position in BF3 we introduced volume discount tiers
for the change giving service that benefitted its Corporate bank almost uniquely. The
additional benefit being that this pricing structure is now consistent with other banking
products.

All other elements of the proposal agreed at the March Board remain unchanged. Appendix
1 depicts the pricing adjustments made since the opening offer.

Question 3: What would we like to propose to the banks at the end of June?

13.

14,

Following our revised proposal almost all banks are now commercially the same or better
under BF3 than they are under BF2. This is illustrated in Appendix 2.

We do not propose making any further commercial proposals to the banks before issuing
our final set of prices at the end of June. We have shown that we have listened, addressed
concerns where we can, and from our one-to-ones we believe that most banks’ internal
business cases will point them towards accepting BF3 pricing. This final proposal
maximises the value from BF3 whilst de-risking losing any members, simultaneously
establishing the platform for BF4. See Question 6.
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15. Our final offer will generate £731m in revenue during BF3 and c£268m in trading profit.
It will also generate c£203m in Postmaster renumeration. This remains within the range
agreed by the Board in March. This proposal includes a framework fee cap set at £95m,
£5m higher than we presented in March, and based on our volume projections will be
achieved during the final year of BF3. Please see the Profit & Loss Forecast in Appendix 3.

Question 4: What is the Post Office position regarding any requested changes post

June?

16. Our proposal at the end of June will be definitive and we will remind banks of the 6-month
governance period. In that period, we neither expect (nor will we accept) any further
commercial challenge.

17. However, between June and December during the banks’ internal governance period there
may be examples of contractual requests for change based on variations in law, examples
such as:

a. AML changes - currently subject to much wider industry and Government review
b. Payment Systems Regulator (*PSR’) variations on EBA guidelines -
recommendations from PSR continue to evolve

18. Our intent would be to consider those if/when published, and embed any approved
wording changes, unless significant commercial impact is implicit.

19. If a bank approaches us with a ‘unique to bank’ commercial challenge, we do not propose
to change our commercial model.

20. Should a wider challenge appear from multiple banks which would impact the totality of
the agreement, we may make judicious modifications within the original range down to
£715m - subject to existing delegated permission given to the CEO and CCO in March.

21. If such a challenge should take the entire agreement outside the range approved, then
we will revert to the Board for further authorisation.

22. During the CEO to CEO meetings held in March and April 2021, consistent themes including
seeking a broader strategic alliance emerged, due in part to the collegiate nature of our
existing relationship, but also reflecting on the wider ‘Access to Cash’ debate and the
looming legislative and stakeholder agenda, which is growing in intensity. To put this next
stage in context, the following short sections describe various steps being taken.

Question 5: What is the developing market context?

Legislation

23. The Treasury (‘"HMT’) is preparing legislation to protect cash as banks close branches by
enforcing provision of alternative means. HMT's view is that regulated banks should ensure
all their channels conform, and since the market is too fragile to rely on self-appointed
groups (such as the Ceeney/Postings proposals described below), legislation is needed.
Despite emerging bank resistance, HMT is adamant that the legislation will extend the
existing regulatory framework to mandate the banks to protect access to cash.

24. Government and industry regulators (FCA, PSR) and consumer groups (Which?, CAB)
continue to press for legislative pace from HMT to ensure access to cash is supported.
Appendix 4 shows the latest FCA statement regarding cash, protection, direction to banks
regarding the support of cash, Post Office, LINK and other key providers.
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26.

27.

The challenge we have repeatedly pushed HMT on is the slow timing of any legislation, its
absence from the Queen’s Speech on 11th May 2021, and no apparent progress since it
was stated in the March 2020 budget. We understand a white paper is looming in June,
from which suggested law will be proposed and taken through Parliament.

The CEO of UK Finance, David Postings and the Chair of the CACP trials Natalie Ceeney
have partnered with the top 5 bank CEOs and Nationwide - who have all enthusiastically
committed to join a ‘clearing house’ model to agree, fund and support solutions being
deployed in struggling communities. On the surface, this is a notable step forward, but
HMT, other stakeholders and Post Office find many issues hiding within. A specific one is
that this group is seeking to mandate how cash services are delivered, and how much
they would be willing to pay. That is not welcome by HMT, and clearly seeks to constrict
delivery based on banks’ directions rather than the wider market.

We and LINK (both named in the paper as key partners) have welcomed the paper in its
role in *helping the debate’ but remain wary about bank intentions.

Pilots and Competition

28.

29.

30.

31.

32.

33.

34.

Several hundred further bank closures have been announced in the last few weeks, and
this will continue through 2021. Remaining branches are increasingly being automated,
so true counter services are under continued threat.

Volumes and values of Post Office transactions continue to firstly recover (for withdrawals)
or surpass (for deposits) pre-Covid levels as the footfall increases and bank closures
continue to impact the market. The increases we are seeing align fully with our projections
in the business case previously presented.

The Community Access to Cash Pilot (‘CACP’) has now successfully launched with Post
Office at the very heart of all eight locations. In two locations (Burslem and Rochford) we
have launched pilot automation services for self-service deposits, and in two locations
(Cambuslang and Rochford) we have opened a brand-new concept branch, a BankHUB,
sharing space with banks who can meet with their customers day by day.

Other solutions are also being trialled by other (non-Post Office) providers - such as
Cashback Without Purchase (*CWP’) which has now been given legal approval and will
generate competition to Post Office withdrawal services. Other solutions are app-based,
connecting customers who seek cash with small businesses who are holding excess.

The initial response to the BankHub launches has been overwhelmingly positive and is
already leading to further discussions with banks about potential future models and
partnership.

In terms of deposits, banks are now deploying ‘smartsafes’ into their small corporate
customer sites to enable real-time credit for cash, without needing either a bank branch
or a Post Office. We also expect trial of a VISA deposit scheme to commence this summer.
To that extent, we are facing more competition than before, but the two key service
providers are, and will remain, Post Office (for branch cash in and out) and LINK (for
ATMs).

Question 6: What is our longer-term strategic thinking?
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35. Our planned engagement included a series of CEO to CEO meetings starting in mid-March.
The initial meetings were ‘functional’; good, but guarded, awaiting detail, and feeling wary
of our plans. With the declaration of our round one commercial model, followed up by
further CEO meetings, the tone was noticeably more engaged, strategic and detailed. The
key theme emerging from those sessions is a clear desire to create a long-term fix to
cash, in parallel with the various other initiatives (HMT/FCA, Ceeney/Postings, CACP
output) where banks are interested in a multi-year (perhaps 5-10 years) commitment
with Post Office to ensure access to cash. Further themes include a desire for Post Office
to ‘do more’ regarding AML, although the solution to that is industry-wide, with banks
solely owning the regulatory requirement to monitor money laundering challenges. A final
theme consists of ‘improving service standards and training’, something that we have now
included into the contract.

36. The intended legislation that is possibly emerging from HMT will see a specific mandate
placed on banks to ensure their channels fulfil the needs of the communities they serve,
potentially based on geographical coverage. This is not what the banks want, preferring
regulation/legislation to be placed on the channels (Post Office, convenience stores,
supermarkets etc). Our understanding is that HMT and FCA/PSR do not believe this is
achievable due to the breadth of what that entails, so will make this a bank challenge.

37. Our strong engagement in CACP has also led to wider discussions that could see our role
expand from cash to also including hosting bank staff to provide community banking. This
creates a strong opportunity to re-enforce our role at the centre of communities providing
face to face services and is well aligned to our purpose. It also creates the potential for
further revenue streams for Postmasters, both directly through banking and through
additional footfall.

38. The combination of CEO to CEO meetings, output from the Bank Senior Working Group,
and the likely legislative output, are illustrating a desire to commit to a longer-term
solution. Our position is to confirm BF3 in preparation for a wider discussion to carry on
almost immediately to resolve whether we extend the BF3 term or migrate to a remodelled
BF4 for the longer term.

Question 7: How will this proposal impact Postmasters?

39. Banking is strategically important for both Post Office and Postmasters, representing the
second biggest source of remuneration. Our BF3 proposal is forecast to maintain all banks
within the framework ensuring that Post Office branches remain the go-to location in a
community for cash for all customers. Volumes are expected to increase compared to
today, delivering additional renumeration and footfall.

40. Total Postmaster Remuneration from BF3 is forecast to be c£203m. This number could
change following the Post Office strategic review of Postmaster remuneration given the
£268m profit generated by BF3.

41. As well as the direct benefits to Postmaster remuneration, BF3 will create an environment
where automation of our network for banking transactions can be funded, either directly
by the profit generated, or jointly with bank partners. This will increase the capacity of
our branches, the speed of processing and reduce errors, all aiding Postmasters to run a
more successful business.
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Risk Assessment, Mitigations & Legal Implications

A legal risk note has been added to the reading room for review.

Appendix 1 Pricing Adjustments from Opening
Position

Total 2023-25 Revenues, £MM

Besaniion m prre

o 4 Depngits Be-Oy Chegues Frice Dirpasis &el i3t Price Revigian EVNE Bxrriphion Chirege Gieens g Prics Reviias
Preeg Positinn Ineresse watnrem Redurtion Eroint

Appendix 2 = Bank by Bank Pricing Comparison
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Access to cash and banking services remain vital for many consumers and businesses. Our
Financial Lives Survey in 2020 found that 5 million adults use cash for most of their
purchases. The pandemic has led to more people becoming familiar with contactless card
payments and internet shopping.

The overall decline in the use of cash makes it more expensive to maintain the existing
infrastructure that supports it. However, as we move out of the pandemic, cash continues to
serve a socially useful purpose for many communities. Following a fall in ATM withdrawals of
40% year-on-year across 2020, withdrawals have started to increase again since restrictions
have begun to ease.

Although our data shows that most people can access cash easily now, there is a need to
maintain access to cash and banking services for those that still need it, particularly
vulnerable consumers. At the same time, a critical part of maintaining this access will be
supporting others that can to transition to digital and other alternative ways of banking and
making payments.

This challenge requires industry, government and regulators to act. We are monitoring trends
and supervising firms to make sure access is available and we will use the tools at our
disposal to ensure this happens.

We expect individual firms to protect the ability of their customers to access cash and other
services that meet their needs when they close branches. We welcome the industry’s
proposal to work together to protect access and develop long term solutions, while ensuring
they comply with competition law.

We support the government’s commitment to protect access to cash through legislation and
we will have a role in supervising that legislation.

Cash must remain available

Cash use is declining but remains an important way many people and businesses buy and sell
their day-to-day goods. The FCA and the PSR are committed to ensuring that cash, and the
infrastructure that supports it, remains available for those who need it.

This includes new and innovative ways for accessing cash, such as banking hubs that are
being piloted, alongside more traditional routes of bank branches, ATMs, cashback from
retailers and cash services over Post Office counters.

What the FCA and PSR have done about cash

During the pandemic, the FCA and PSR worked with industry to address the challenges of
ensuring cash access for the people who want to use it. This included analysing data, sharing
best practice, and agreeing actions to ensure continued access to cash. As a result, even at
the height of the crisis no more than 0.1% of the UK population lost access to a source of
cash within 3 miles.
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The FCA and PSR partnered W|th the University of Brlstol last year to produce a
comprehensive assessment of cash access across the UK. We found that 95% of people are
able to access cash in urban areas within 650 metres and in rural areas within 3.5km. Bank
branches, ATMs and Post Offices all form part of this important infrastructure.

Under the Post Office national access criteria, 99% of the population must live in areas within
3 miles of their nearest Post Office, and 90% within 1 mile. In addition, the PSR’s oversight of
LINK ensures that LINK continues to maintain a broad geographic footprint of free-to-use
ATMs.

In September 2020, the FCA published guidance setting out expectation that firms should
consider the impact of branch and ATM closures on their customers’ everyday banking needs
and consider the availability and provision of alternatives. We have been supervising branch
closures closely, assessing plans based on risk of harm posed to consumers.

In January 2021, we asked banks to pause closures where they are unable to meet the
expectations laid out in the guidance due to the coronavirus lockdown.

Legislation to protect cash

Last year, the government announced its intention to legislate to maintain access to cash in
the long-term. That legislation will support infrastructure into the future and provide a
framework to protect access to cash.

Our expectations of firms

We expect individual firms to play their part in protecting the ability of customers to access
cash and wider banking services in ways that meet their needs, particularly vulnerable
customers and SMEs.

Individual firms are responsible for making sure that when they close a branch or ATM in a
local area, there are alternatives available to provide services at a standard of service that
meets the needs of the customers using that branch or ATM. Firms will need to consider the
ability to withdraw and deposit cash, safety, accessibility and opening times.

To meet these responsibilities, over the short-term firms are likely to rely on the current
alternatives to branches to a large extent, such as Post Office and LINK services. We think
there can be significant benefits from making the most of, and where necessary enhancing
the existing services and policies. Over the longer-term there will also be scope for firms to
use other alternatives and innovations.

Industry activity and regulatory expectations

We welcome the commitment from industry to take forward action to protect access to cash
and close gaps in provision in a way that complies with competition law. This work should
also take account of regulatory and legislative developments and does not replace the
individual responsibilities of firms.

We also welcome the wider financial services industry actions to identify new ways to support
local community access. Innovative new methods are already being piloted across the
country and we are keen to see the outcomes of this work and how these solutions can be
applied more widely.

10
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The FCA and PSR will continue to work in an open and transparent way with consumer bodies
and the firms we regulate to achieve our desired outcomes, including using the full range of
regulatory tools available to us where appropriate.

Following on from our work with the University of Bristol last year, we intend to publish an
updated assessment of the UK’s cash infrastructure in the summer, alongside the FCA’s

recent consumer research into cash use. Furthermore, the PSR will shortly publish its review
of Specific Direction 8 (SD8).

11
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Multi-year business case to
BEIS for the Strategic Platform

H a ] M rd
Title: Modernisation Programme Meeting Date: | 3" June 2021
(SPMP)
Author: Zdravko Mladenov, Business Sponsors: Nick Read, Group CEO

Transformation Unit

Input Sought: Approval

The Board is requested to approve proceeding with the Strategic Platform Modernisation
Programme (SPMP) multi-year business case for approval by BEIS. The Board’s review and
approval of this case is a requirement established by UKGI and BEIS to trigger their own
further review and approval of the case. Sign-off by BEIS’ Permanent Secretary is expected
by August 2021.

Approval by the POL Board of the multi-year SPMP business case does not translate directly
into funding disbursement, does not change previously agreed SPMP deliverables and does
not commit to any future deliverables. Requests for funding drawdowns and agreement on
deliverables will come to the Board in separate tranches and following the regular Post Office
governance process, with the first tranche planned for the late July Board session.

The current cadence of reporting SPMP progress at Board meetings also remains unaffected,
but a separate, additional reporting process to UKGI and BEIS has been already instituted.

Previous Governance Oversight

GE and Board updates on SPM:

Nov '20 e The Board endorsed the creation of the Business Transformation Unit
(BTU), part of which becomes the SPM programme. See Appendix A for
details. The Board endorsed two main SPM objectives: (1) short- and long-
term tech-enablement for the POL business (e.g., new formats and
Postmaster propositions; optimisation of customer journeys); (2)
retirement of the Horizon platform and exit from the main FJ contract.

Jan ‘21 e The Board noted the early progress of SPM as part of BTU and endorsed
the proposed aspiration to deliver 400 new branches outside of Horizon
with the Express format by end of FY21/22.

Mar '21 e The Board noted the progress update on the programme; specifically the
successful programmatic and technological ramp-up, reflected in agreed
governance cadence with BEIS and in the accelerated ‘build’ of the
software solution to allow for 400 new, ‘Horizon-free’ Express branches to
open by March 2022. The Board approved a drawdown of £4.68M to
deliver a range of further concrete outcomes and deliverables, including
continuing with tech development and completing the multi-year business
case for UKGI/BEIS, covered in this submission.
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The focus of this paper is on the costs and benefits of the SPMP programme. The Reading

Room

These
topics:

Strictly

will contain the following further materials:

Full Business Case;
Executive Summary for the Board;

PowerPoint presentation covering main elements of this paper and the Executive
Summary;

External Programme Assurance Report by Deloitte - note that while the Deloitte
work was conducted collaboratively with POL's Internal Audit (IA) department, the
report at this stage does not include a cover note from IA.

Reading Room materials offer more depth than this paper can cover on the following

Context on Horizon - specifically, what are the financial and operational challenges 7
that Postmasters and POL face with the current system?

Options analysis - specifically, what options have been considered to address the
Horizon challenges (including retaining Horizon)? What are the different sets and
subsets of evaluation criteria? What is the recommendation?

Scope of SPMP - specifically, what has been included in addition to the “Do
Minimum”? What optionality exists to decrease or increase further the scope and at
what cost?

Costs and benefits of this programme - specifically, beyond the direct financial
benefits (e.g., IT OPEX savings), what are the indirect benefits for Postmasters and the
rest of the POL business?

Design and Delivery plans - specifically, what are the main design and delivery
principles (e.g., “Designed with Postmasters, for Postmasters”)? What is the
overarching SPM architecture? What is the delivery timetable? How are delivery
activities structured?

Device Strategy - specifically, what types of devices will replace the one-size-fits-all
Horizon counter in the short- and long-term?

Risks and mitigations - specifically, what are the major risks, which stakeholders
would be most affected if those risks materialise, how are we proposing to mitigate
those risks?

Lessons Learned from the past - specifically, what are the lessons from the attempt

to execute a similar transformation with IBM? What are the lessons from other major
POL IT programmes?
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Questions addressed

1. What is the funding request for SPMP and how does it break down?

2. What is the rationale and detail behind the contingency/risk provisions?

3. What are the benefits and payback period of the investment?

4. What is included in the ‘scope’ of this funding envelope? What optionality exists?
5

. What external assurance has been provided for this case?

Report
What is the funding proposal for SPMP and how does it break down?

1. The multi-year SPM business case sets out a total projected new cost of £174m over
three years between 2021/22 and 2024/25. This funding is split between an estimated
£56m CAPEX, £66m Exceptional and OPEX of £10m. 7

OPEX represents only 8% of the total and covers “dual run” costs with Horizon, i.e., the
costs to run and support the new core trading platform once elements of it have gone
live, but before rollout is fully completed. Once rollout is completed, the full OpEx costs
to run the new core trading platform will become BAU costs, replacing existing Horizon
OPEX.

2. The £174M envelope includes a contingency of £36m and £12m in costs for iVAT
(bottom-up estimated at ~9%) and SPO Levy (1%). The proposed figure excludes £6m
already approved by the Board for early, ‘no regret’ activity:

Thee toial cost far 2024 delivery of SPUIF ls 293200 combinedwith 2120 WATIEPD Lewy
an 2 s HI T recommended opfimismn bias fora tatal new funding request of 21740

Coslain SPEP husiness casy, Em
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0 Ingludied explained’ cantingency a.q.,
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3. Expected phasing of costs over the five-year life of the programme are as follows, by
expenditure type:
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CapEx 1.0 15.2 18.7 20.6 - 55.5
OpEx - 0.8 2.1 7.5 - 10.4
Exceptional - 13.4 22.9 27.2 2.7 66.1
1.0 29.4 43.7 55.3 2.7 132.0

iVAT/SPO 2.6 4.0 5.2 0.3 12.1
1.0 32.0 47.7 60.5 3.0 144.1

Contingency 36.1

Previous spend -5.8

Total | 174.5

4. The chart below illustrates the break-down of the funding by main category and sub-
category:

Breakdown of (he cost envelons
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s e T3 Core Leadership Team:£2 1= ClewdccoBcoim | (A
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« Im-Baanch Counter functions: £1 &

S o Wardware - Bull Counters: £7 9w
Hard - Peripherals: £18 3m
« Dewiee Strateqy ard Manpgement: £1 En

HNE (E0 €y Fujitsw (£1 Bmi RKEG (L0 tmi) Licomses (B2 Smi;
Piyeant (£1.0m)

Bligration stralegy, mgit.: £1.5m
Biloow * Rligratian comms £1.3m |+ Comenercial; £2 0m
Site surveys and grap: 3 e
Trobning: £F 4r7

Physicall roliout £5 G :
Poatraliiut eare [day 206 and Y |+ Legak £27m
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[,

What is the rationale and detail behind the contingency/risk provisions?

5. The contingency of £36m represents an approx. 30% increase on the base project cost.
This figure of 30% was arrived at by using an “Optimism Bias” assessment,
recommended by HM Treasury and modelled using Treasury-provided historical data for
different cost categories in comparable programmes. The programme elements
compared include complexity of technology, degree of innovation required and
complexity of current and future contract structures.
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Therefore, an “Optimism Bias” that averaged 30% was allocated against most element
of the SPM multi-year cost model, excluding already incurred costs.

This Treasury-informed contingency is a top-down figure. From a bottom-up perspective,
the programme modelled scenarios around the principal known risk of delivery slippage,
which would then result in a delay to rollout and programme completion by April 2025
(instead of April 2024).

The table below shows the components of slippage costs:

Technology Design and Build costs increases

(primarily dual-run OPEX costs and IT leadership £11.5m
costs)
Cost of extended migration / deployment £3.1m
Business costs (Commercial, Finance, Operations, £1.2m 7
Procurement)
Programme and business process transformation
£1.5m
overhead
£17.3m

Thus, within the £36m contingency, we have a ‘known unknown’ SPM risk funding of
£17.3m, with a further £18.7m to cover ‘unknown unknown’ risks.

What are the benefits and payback period of the programme?

0.

10.

11.

Noting that a range of indirect non-financial benefits also exist (for details, see Appendix
A and Reading Room materials), the financial benefits of SPMP have been categorised
into direct and indirect. Direct financial benefits are those, which are directly created by
SPMP and will be achieved through this programme alone. Indirect financial benefits are
those, which other projects or activities will achieve having been enabled by the new
core trading platform and its devices (e.g., revenue and profitability growth by the
introduction of new products or the changes to the branch network).

Indirect financial benefits have not been quantified as part of this business case and are
not included in the benefits and payback calculations.

With regard to direct financial benefits, SPMP will deliver direct financial benefits
stemming from the reduction of IT operating expenses (e.g., internal operation and
management of the new core trading platform — see Appendix B), as well as
substantially lower ‘cost of change’ compared to currently with Horizon.

Current direct financial benefits are projected to total £24.7m per annum:
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Direct Financial Benefit | Amount | Explanation

Reduction of core platform | £18.6m | IT savings are expected to be made across several
run costs p/a. areas once the new platform is implemented,
these include:

Infrastructure costs

e Core Platform application support

e Device Operating Systems and
Management Application

e Branch Device Costs

e Supply chain (printer ink and paper)

Reduction of change costs | £6.1m CapEx and exceptional costs incurred to make 7
p/a. changes to Horizon (e.g., PCI-DSS or Belfast Exit)
are expected to be significantly lower due to:

o the inherent flexibility of the new system,
e.g., less resource will be required to make
changes, and

e the differential in the cost of a salaried
internal member of Post Office staff versus
the high margin Fujitsu rate card charges
incurred today

12. These benefits have been calculated in a robust, bottom-up way, through a joint effort
by the SPMP programme, the IT team and Post Office Finance. At this early stage,
however, they should still be treated as preliminary and not guaranteed. The estimates
will be reviewed annually, with increasingly more mature figures provided to Board on a
frequent basis as part of the regular SPMP-Board reporting cadence.

13. For modelling purposes, the programme has assumed that direct financial benefits start
accruing only in FY 24/25 due to the low probability of capturing any further savings
against the Horizon contract (post-Belfast Exit) earlier than the contract exit date. The
savings assume the planned rollout occurs in line with current plans, i.e., delivery delays
will also delay benefit capture.

14. Realising only these direct financial benefits results in an overall investment payback
period of ~5.8 years (without spending the contingency) and ~7.3 years (with spending
the contingency).
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What is included in the ‘scope’ of this funding envelope? What optionality exists?

15.

16.

17.

18.

The principle components, recommended by the POL management team to comprise the
scope of the programme are:

(a) The Do Minimum”: replacement of the Horizon system in all branches, including
devices and peripherals where needed (e.g., printers);

(b) Only “Must-Do"” business transformation: the modernisation of
product/customer journeys and core underlying processes (“Postmaster journeys”) that
affect the Postmaster experience with the core trading platform (e.g., cash
management) to the extent that those are required to avoid building the Horizon
replacement as a ‘copy/paste’ of Horizon.

(c) An “Enhanced” deployment, migration, Postmaster engagement and
communications package: examples include training primarily in-person and in-
branch; extensive support on the day of migration for a branch (e.g., full day in-person
support); extensive post-rollout support known as day-after, week-after, two-weeks-
after hyper care; budget for external professional comms support; extended capacity for
the internal business change and change management team; Postmaster financial
compensation for missed revenue due to the estimated 4-hour non-trading window for
migration;

(d) Minimal funding for Mails Automation: in total, approximately £3m has been
included for the design, purchase and deployment of 660 self-serve kiosks for Mails
products only.

Appendix C provides further detail.

The programme is based on an aggressive timetable to complete by March 2024, thus
ideally allowing for Horizon contract exit earlier than March 2025, but also containing a
year of ‘buffer’ Fujitsu support. Key target milestones are the completion of a ‘slim
counter’ with Mails and Banking by June 2022 and of the ‘full counter’ by December
2022. Rollout is then expected to commence in early 2023 via pilots and initially by
small groups, then slowly ramping up to ~100 branches migrated per day and
completing by March 2024.

See Appendix D for details.

The cost modelling is based on the assumption that the Horizon replacement solution is
developed under POL leadership through a mixed sourcing model - i.e., leveraging a
combination of POL permanent positions, day rate contractors and resources from 2-3
external partners. Under a mixed ‘build-buy’ model, some components are presumed to
be purchased off-the-shelf; examples include a payments module or a module to
process legacy pre-paid bill payment transactions.

What is explicitly not in the scope of this funding proposal:
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Tab 7 Strategic Platform Modernisation (SPM)

Digital Mails - the programme does not cover the provision of an online platform
for Mails services;

Network planning and operationalisation of new branch formats - for example, the
programme does not costs of RMG collections for Express and Basic formats, or for
additional credit management teams;

Non-SPM BAU IT costs, including Horizon running costs and IT change costs
associated with Horizon;

Postmaster contract replacement - the programme does not cover the replacement
of contracts for Postmasters, but will collaborate with the Network Optimisation
programme to leverage the technology rollout as an impetus for new contract
adoption. Such a collaboration won't result in material cost increases for SPM,
although may pose risk to the March 2024 timetable.

Data and reporting - the programme presumes all data and reporting will be

handled via the POL Data programme or Branch Hub. Branch Hub is also presumed 7
to be delivering the Postmaster Journeys that relate to reporting of branch

performance and other branch management information.

19. A view of the options at a high, strategic level is provided in Appendix E.

20.

At a more tactical options level, the management team has made a series of decisions to
include or not include various modules and components. These decisions represent our
scope recommendation to the Board, but each one be reversed.

Appendix F outlines the main tactical options and associated costs.
In addition, the programme team is targeting a “Top 10" list of opportunities to reduce

total programme costs further; however, at this stage, we are unable to commit to
greater reductions against those items. The “Top 10" are:

# _| Opportunity Description

Reduce the number of counters from 23,000 to
1 Device Reductions 19,000-21,000

Achieve a 3-5% vacancy rate for relevant
2 Vacancy Rate positions

Convert contractors into permanent roles
3 Contractor conversion (where applicable)

Contract the appropriate deployment and post-
rollout hypercare work as a package with
4 Outsource deployment external provider

Buy a "Base EPOS" (including recurring license
costs) and upgrade it, including with the bespoke
5 Buy a "Base EPOS" POL-specific components already built

Re-use the external, third-party integrations
6 Belfast Exit Integrations developed under Belfast Exit

Strictly Confidential
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Tab 7 Strategic Platform Modernisation (SPM)

Reduce Bill Pay development costs due to
outsourcing of Legacy Pre-Pay Build; reduce the
Legacy Pre-Pay and other 'difficult’ cost to transfer other 'expensive' products

7 product costs (APOP Payout and Postal Orders) to SPM

Minimise support needs for PM Compensation
and Cash Management, and move it away from
8 Back Office Costs Accenture

Reduce license costs paid to non-core third party
providers; optimise AWS Hosting Costs in steady
9 Hosting and license Costs state

Reduce consumption of contractor CCOE
platform engineers and shift to permanent
10 Cloud Centre of Excellence shared roles

What external assurance has been provided for this case?

21.

22.

23.

An external programmatic auditor, Deloitte, was engaged with a scope defined by UKGI
and BEIS. The report is included in the Reading Room.

Deloitte interviewed 10+ key stakeholders inside and outside the programme and
reviewed a wide array of programme documentation, including the cost models and
delivery plans. Key findings suggest scope for improvement primarily in the areas of
programmatic setup and the integration with broader POL strategy, but flag no major
concerns with the funding proposal itself.

The Deloitte team worked closely with POL’s Internal Audit (IA) function, which is
producing an audit of the programme in parallel. That audit will be presented at the next
ARC meeting, but because of the condensed timelines for this business case, the Deloitte
report does not currently include an IA cover note or a Management Response. Both will
be presented at the next ARC meeting.

In addition to external assurance, the SPMP team has worked closely with Internal Audit
to identify the lessons learned from previous large-scale technology programmes at Post
Office and from the failed attempt to retire Horizon with IBM in 2016-18.

Appendix H provides an overview of the main lessons from the IBM experience, which is
the closest ‘comparator’ to SPMP.
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Appendix A: Overview of SPMP benefits

The investiment will deliver a range of benefits to Post Oftice, both directly and through
enzblement of other programmes and projects

Direct Benefits - Indirect Benefits Beneficiaries

Financial »
Benefits . B
Business - »
Benefits '

CHONFISEM T AM D CORMERCIBLLY SEREITIVE - RO BOET OFFICE INTERERMAL ISR Gy
See PowerPoint in the Reading Room for a lot more granular deep-dive on SPMP

benefits!
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in £k ('000s)

Current spend, post- | Expected Spend post
Category Belfast Exit SPM Variance
Infrastructure 1,861 1,372 489
Core Platform Application Support 21,963 11,535 10,428
Device Operating System & Mgmt App 1,096 728 368
In-Branch Support and Device Costs 10,578 6,127 4,451
Paper and Ink Costs 4,195 1,110 3,085
Back Office Support - 264 -264

TOTAL 39,693 21,136 18,557

11
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Appendix C: Scope of SPM

Whatis the scope of SPMT (1/3)

(NdS) uonesiusapopy uLoye|d aibslens £ qel

Core SR Bariial Bul st
Categary Comparent BEOIC SEopE BRI soope Hates
; et e e ’ 5 = Closest o dha-far-like
sbuiuniiolovbinsuetine SO AT e teplssemen
& Herigan peripherals replacement o * PEDs -citsde SPM
e Hgales « re-use If passibie
with gxceplian
Wl eeeplEans & All prters = part of SPM
= 4G ity far B ¥ v Yeg, a pinclpe
{wihore not avaliable]
' Rataar Accompaniment Daice (R&D) ' « Ses current hypathesis

below; only Payzane

« Malls dutomation Devices (ail S5Ks) R&0s ingleded

2 Priority fosws on.
- {tydeweloping as quickly 3s Teasile the Express/Basis
technology [RAD) using aff-the-shelf Payzone devices

- {2)developing as quickly a5 feasik'e the Full Counter technolegy
to allew fer Herzan: exit in 2024

= Saecendary focus. not ta risk defivery on the priorty focus, om:
{3} Mais SSK —kely requiced By lale-2023 if we centnus te offer
() Smaler. fuly integrated RAD - re replaze Payeers devizos

QIW\W.‘M

SLIN EEMEIENE - FOR POST OFRICE INTERNA

SENT UL ANED TN R
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What is the scope of SPM7 (2/3)

Categary Campament

S SER [Pt Dul ol
SHOPE SGOpPe P soope

Wotes

® Hefizon pragesl Surieys (CGUSherrar Jeufeys')

= Horzen In-Branch prozesses
("Paostmaster Joumeys")

7 POLYHE" proeesses {"POL Joumeys")

v

Must-de s’ mesly uhder BTU

Bare minimum (&g,
parts of cash supply)

o Already in-fight with
Commerclal Team ‘sading

= Sews hypothess below
= Oy teush 1] there are

dlrwet rplicalions from Lhe
SR weark

= Twed Bustness Transformation Unit (BTU) cress-Tuncticnal teams ara 'ocking ab the maln “Postrrasiers Jourieys"

Counier §

- Finamee Operations {'Froiect BAFTA") is looking at Bransh Azzounting, Cast Mamt, partly Stack Mgt n olese eefaboration with Finance and Sendze Ops

- Branch Operations = currently being &stsblished; proposal is fer this unit to sere as the coordinator far “Postreaster Joumeys” and to provide resources in suppart
cf the COO's team madermising key nen-financial jeumeys {e.g., Trainng, Onkoata ng, User Aooass and Admin), thus co-creating requirements fo feed SPR Y BHUB

© 5PN is develcping specific Postmaster Joumeys that are closely fnked with the core transactions and counter pperations (8., Trazsaction Review and fudie, or

v iy, witie taking input fram Project BAFTS, for Cash Management, Steck Managamert, Branch & rking and

= Branch Hub |s leadiny en all Pestmaster Jouriays that relate te Fuepering of Seanch Perurmanse ane elver branch Menagoment Informaticnr. Bransh Hub alse s e
Iy fulure meation for onboard ngy and tealning matedas, wnoviadge-sharng and Pasimasler comme. solesl branch aporaticrs (a.g., saln ardering).

Fon Comacticons
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What is the scope of SPMT (2/3)

Core SR e izl Thut of
Categary Compamnent BEope stope SPH soape Hotes

= Deplopment planisg ¢ mgratien sehedule “f ® Witk inpat feoim Nebwork
Slialegy (e.g., due o
conliaslag:

] J

» % ® Hetwerk Stratagy

" 2, » Metvark Strategy

» Operating rradal far new formals, ineludng cash-legs b4 © Netwerl Strategy

SPh = acceuntakls for the deslgn and build of all tlechnalegy.

SPRI itputs Into and ultimately reeemes € reslion frem the Mebwark “contral brain® about what lechnslegy is needed in which ioeation. This ineludes raw formats (e.g..
new Basles), news lechnelagy (2.4, ball Sal-Senso, If avatable. in cument lecatlens), ang new epercrgs of 'l branches with the wew SPR eewnler tecikaalegy.

SPW & Lhen acceuntabls for planing, plleting and exweuting the deployment and-te-end.

Re-cortiactig with Pastmasters and the siated negelations are part of e Netwedk's kearm rermit as & key inpul Inte the deswon what teciroledy gees where.

Thi cperaling model for tow farmats s asa parl of the Netwerk's team remit, bul deae v eclabaratien woth 5P as practiealy needed {e.g., to coprditate an fow we
By remunaraticn presesses for new formals)

IEMTAL S

POLARE RIS

TR - FORE BOST OFFI0E WTERMSEL USE SRLY
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Appendix D: High-level delivery plan

SPMP will deliver the first new technology for use in

maw format branches in 2021, and

will mrigraie sl users to the new platform by March 2024, allowing Horizon to be retired

ey i oy SPMP but out of SPMP scape & SPMP milestanes
May 2021 Jan 2022 Jan 2023 ) - dan 2024
0 Q‘ Deployment 0
Sep 21 Jan 22 tar 22 Jut 2022 Jan 2023 Mar 2024
First Exprass! First Basics? 400 Express Slim countar Deployment of full Deploymant
branch Go Live branch Golive brancheslive deployment begins sAuRter acess complate;
TBC) network beging Mordzon ready
io be retired
Sep 21 Dec 2024 Jan 2022 Jun 2022 Dec 2022
Tech infrastructure  Tech infrastucture Prototype coutter  Slim counter Full counter
for Express formal  for Bagicformat available asproof  available awailable
availaktle availabla of concept
i@ @ @ 0 0 Traininghypercare and enhanced suppont
Sep 21 Jam 22 Jum 22 Sep 22 Dec 2022 M salact subset of key
Praliminary POL  High level deployment Subeat dim training  POL T ap mode Full training mileganes and
IT op model strategy defined materalsready support defined  malerials ready  activihies are shown
defined High level training here; this plan is far
strategy defined from exhausiive

Jihe Express fomat offerBay Zoneretailers thie opporunity to accept prpaid Mails Jletters and parcels ) using

able to prisess the majerly of malls praducts nsingRey sane device and wil be able to ascept payment for Mails products

SFIDERNTIAL A0

S RCIAE LY
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Appendix E: Horizon-replacement options considered

Post Office has identified six options for the future of the core trading platform,
assessed these against robust criteria, and identified a recommendad option

(NdS) uonesiusapopy uLoye|d aibslens £ qel

+ Post Office has laid out six
__ possible options for the
future of the core trading

G

~ These options hawe been
assessed against five
criteria; : |
— Strategic alignment
~ — Value for money

— Post Office ownershipand
change capability I

— Risk .

— Delivery and procurement
approach .

This assessment has
_ identified a preferred
_ approach that delivers
against all criteria

SEMSITHVE - FOR POSTORFICE INTERRMNSL USE ONLY
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Appendix F: Tactical scope options

Owur approach enables significant optionality, with a range of ‘'menu items’ that can be
added or removed from the currently proposed scope {1/3)

Add 1,500 POL RAD devices, including development and purchase of hardware, Cast
for adding 1,500 Payzone RADs is significanty lower and can likely be absorbed in the
programme costs. particulary if those replace existing counters . :

Exiended Approximataly doubling the cost of programmatic externs! gssursnce o provide for mora
external , frequent and deeper defivery assurance "Have you really prograssed 2= much a2 vou
Assurance say you have?’) - -

v +  As aresut of the rieed fo rof out the new IT system, each branch wil be closed for
Provisionfor  approx 4 heurs. These clasures wil not be all at the same time, but — effectively — POL
lost ol : . trading will te suspended ford hours total over the course of 12-15 meonths.

commercia .

fevenue » This funding s a provision to compensate POL forfost revenie due to that closure.

Programme and o {Dan't add) Add an enhanced” programme management and business transformation fyer
IT oversight i v to the current resourcing plan Examplas include adding a senior, veteran IT aversight laver
: on top of POL's Branch and Digital Enginearing team; adding 1 additional "Swiss Knite!

transformation team. adding additional programmatic and lachnical sssursncs.

SEMEITIVE - FOR BOET OFFI0E IRTERENALUISE
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Dur approach enables significant optionality, with a range of ‘menu items’ that can be
added or removed from the currently proposed scope {2/3)

(NdS) uonesiusapopy uLoye|d aibslens £ qel

De-scope 4 : Remove the "Enhanced lpyment, migration and Postmaster engagement packags.

deplayrmant i = : T i ide training partially to online and reductions in: the scepe of tha

and migration : : o W) after” and "week after') the capacity of the Postmaster
hudget for axtemal r.:wmms ansotiated 'c\‘l‘ﬂ\ the MQMEIW

De-scope ‘

legall and N .i*urthewr wowrk muqmmd fallowmg the current cmutmct review and no nwd‘ for ﬁhe Data
compliance . Protection and Fraud i;rﬁmzz compliance FTEs, i.éavei ~fM in Legal and Cmﬁaﬁtﬂ
support : e . budget

Reduced businoss : . Reduge the soopes of the finance (Froject BAFTA] and ops process reviews: wduce the

transformation i  funding for commarcial resource beci-fil to focus on preduct journeys
scope ]

Reduce counier Presume lower grade specifications for the new counter. such as & smaier counter

deviee streen and non-integrated scale and prnter (Le., not space-saving}
specifications

Remave 'ﬂ‘lmnﬂw e . tiook &AFOP aa&wmnut mt@rawmewpm? Pagam and F‘ama Qrdet*a products
pmducw e e ftom Herien

EHOMEITEN AL AN SURIRE R

LY SERENTIE - FOR POET OFRICE ITERNAEL LSE SRy
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Our approach enables significant optionality, with a range of ‘menu items’ that can be
added or removed from the currently proposed scope {313)

Expanded
internalchange
 management

team

 Wails Seif-
Service
Devices

CON=HEEN
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An expanded, dedicated internal change management unit (-5 FTES] for the duration of
~ the programme (3 years) ‘ ‘

e

Remove 650 mais sefl-serve machines, mciuting the development and purchase of

~ hardware. Inslallation cosls, inciuding removal of susting 53Ks, 1s not nciuded, but can
Ukely e absorbed, particularly if done in comunction with broader rodout and if these
devices repiace existing counters. Must note that withoul s optian, al eusting 58Ks
must be decommissioned afler Mar 2024 (1} - -
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Appendix G: Main risks to delivery

Biven the size and complexity of the programme, a rangs of risks have been identified,
which will be managed using standard progeamme risk management approaches

= Programme risks will ba
managed using

established CEF risk

management framework

Risks will beeaptured and
scoredin programme risk
remigler, withappropriate
mitigating aclions

-

Risks will be allocaled &
single owner

Risks wilbe monitored
weeklybased on scoring

Risks will beescalated
through gevernance
forums a8 required
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Appendix H: Lessons Learned from the IBM Experience

Comparison and legsons learned from the IBM effart in 2016-18

(NdS) uonesiusapopy uLoye|d aibslens £ qel

Branch Technology Transiormation dwith B —

approy. final cost estimate of £250m SPIAP - approw. cost £174m
¢ 24 morihs = 3smentha [+12 mordhi earlingoney)
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ba cepioyed cuizky. withou custorm astior jo POL specifics

De-coagpling from Horgon — no degerdency on the syatem or the sugppler
tdails first. Barsing secone”) ang

Be-coupling of tha POS from in-rarch & back offize processes. ‘rarementa) develspmert of furctiznalty |

thia requirng cosxstence with Horzen f37 many years gmﬂd] degsyment (Bas t. othar fznmate atery

= Lerge dependency, but limitex POL ability to fznze colaboration = & greater progorion of the waork /8 in-house’ (alsed with plrtrns and
bataesn [BR and Fujitau SOMtashnrs)

= Limitse POL ability t2 awerses multze suppliers agarsat = All supplier partrets managed directly by FOL gentraly: o direct
EXTEIMes CO?I‘M 0 [piars irierdependencgs

= The programme was h&]p;.. nimg In paraliel with a veny Imrge = Zomparatively mome sable envirereresd, with more senior management
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Tab 8 Financial Performance Report

Title: April 2.021 (P1) - Performance Meeting Date: | 34 June 2021
Overview
Author: Max Jacobi - Strategic Financial Sphonsor: Al Cameron - Group Chief
! Planning & Analysis Director P ) Finance Officer

Input Sought

Discussion & Noting of P1 performance.

Previous Governance Oversight

N/A

Executive Summary

The purpose of this paper is to summarise our Period 1 financial performance, with further
details and analysis provided in the accompanying reading room slide-deck.

Key items of note are:

Mails profits were (£3.0m) lower than budget, with trading down particularly in Labels
where the initial response to lockdown easing has been faster than we predicted. The
additional stretch in the labels budget contributed around £1m of this shortfall;

Banking deposits and withdrawal volumes have continued to grow broadly as predicted,
with a small but welcome improvement in business deposits now showing;

Postmaster remuneration is down on budget in period, predominantly due to the shortfall
in Mails. Year on year remuneration is flat, with last year including the impact of lower
trading but Covid top-ups;

FRES profit share made a slightly lower loss than expected, with additional stretch
phased from beginning of Q2, with travel volumes still too low to take a view on the peak
summer outlook;

Branch Numbers for P1 increased by 26 to 11,441 The current waiver of 11,250 expires
at the end June, which means we need to be above 11,500 for the July outturn;

Security Headroom increased more than forecasted to £249m, being boosted by lower
investment spend in month and higher banking volumes in the final week of the month
than predicted.
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Report

1. Overview

Mails trading was adversely impacted by lockdown easing, particularly in Labels. Additional
budget stretch enhanced the adverse variance in period. Banking deposit and withdrawal
volumes were in line with budget and continue to grow. Credit Card volumes remained
strong. Postmaster remuneration is below budgeted levels due to the adverse Mails trading
performance. We have accrued c. £11m of costs centrally to reflect incomplete goods

1.
receipting across the business.
Actuai

fiails 350
Retall, Lottery & Gift Cards 5.2
Government Services 17
Banking Services & AThis 209
Transactiona! Financia! Services 5.2
Payment Services 2.7
POCa 10
hiortgages, Savings & Loans 1.2
Credit Cards o7
PO insurance 2D
Identity Services 14
Suppiv Chain/Other 1.7
Total Revenue 645
Cost Of Sales (320
PR Rem - Wariable 1558
Pl Rem - Fised & Other {471
FRES 1
Other Income 1
@Gross Margin

Staff Cost 1
Man staff Cost (1841
Total Ouverheads i32.8}
Trading Profit 4.4
Network Subsidy Payment 4.8
EBITDA 3.2
Depreciation [ESeand
interest 1351
Change Spend (8:31
Profit On Asset Sales 108
Protit Before Tax {1043
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Tab 8 Financial Performance Report

2. Highlights

2.

Mails performance was below budget in P1. Trading revenue was down (£4.4m) to budget;
led by Labels and Special Delivery. The labels budget stretch accounts for c. £2m of this
revenue downside. The revenue performance has translated into a P1 trading profit of
£12.1m which is (£3.0m) lower than budget. The period had two weeks still in lockdown
with performance still strong in week 1. There was a slowdown in growth thereafter across
the product portfolio. Home Shopping Returns average weekly volumes were flat month
on month and have not been impacted as much by the lockdown lifting as the other
products.

£

Budget  Wariance Yoy
Parceiforce 2.1 2.0 c.i 0.4 23%
Labeis 14.8 19,4 {4.5] 5.5 60%
Home Shopping Return 2.5 2.4 C.1 1.C T1%
‘mterpational Priority & Standard &7 4.3 L4 22 1463%
ignsed For ci LA {221 {1.7% {92%)
Special Dellvery 5.7 6.1 {3.3) 2.7 91%
Stamps 15 1.5 (3.0} (0.3} {12}
Other Trad’ng 20 ig C.i 0.7 54%
Total Mails Trading 3345 380 .43 115 533

Banking services performance in P1 was £0.2m favourable to budget. The strong recovery
continues into P1, with further growth in withdrawals and deposits. Business deposit
volumes and values are slightly adverse to budget, but this is offset by a reduction in the
Santander credit for corporate deposits (which we charge at a lower rate), showing £0.2m
favourable overall for deposits.

Bill Payments has seen upside in Energy £0.1m, Telecoms £0.1m and Resellers £0.2m in
P1. Energy has benefited from cooler than forecast temperatures in April and all sectors
have seen a greater than expected recovery since 12% April.

Credit Cards revenue in the period was £0.2m favourable to budget, driven by volumes
being 39% up against budget with income per policy in line. Strong volumes are due to
strong market demand, and the implementation of a new commission structure that enables
optimisation of channels (including higher cost channels).

Insurance has seen a good start to the year with Travel Insurance starting to show small
signs of recovery although from a low base (branch sales recommence in May). Motor and
Home are trading ahead of budget. Protection also had a good start to the year following
on from a successful Q4 campaign.

Cost of Sales was (£0.7m) adverse driven predominantly by increased Verify transactions,
with corresponding increased revenue within Identity Services.
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10.

11.

12.

13.

Postmaster Renumeration was below budget in period, predominantly from adverse
Mails trading performance, which drives the bulk of PM Rem.

P1PM Rem

Area

Mails

Retail, Lottery & Gift Cards
Banking Services & ATMs
Transactional Financial Service
Payment Services

POCa

Other

Total

3.8
0.6
13
0.2
0.2

(0.2)

(6.0)

(0.2)

Year on year total remuneration is broadly flat as increased trading in P1 has been offset
by the Covid top up payments made last year.

Total overheads are favourable to budget with c. £0.5m genuine savings and the
remainder timing related. As a result of goods receipting across the business not being fully
completed; we have accrued c. £5m of costs in overheads centrally, along with c. £3m in
cost of sales and c. £3m in Postmaster remuneration.

Security Headroom increased by £92m to £249m at the end of the Period 1, driven by
receipt of the £61m equity funding and the £52m term loan. This is offset by timing of
postmasters and salary payments. Security Headroom ended £31m above budget. We
remain in a net liability position.

Investment expenditure (excluding historical matters) of £6.6m was £3.9m lower than
the budget. This is predominantly fromm DMB strategy delayed announcement and delayed
spend in CIO and SPM programmes.

Network numbers closed on 11,441 at the end of P1, an increase of 26 from year end.
April represented the second consecutive month of network growth, with a cumulative
increase of 42 since February reflecting the continued easing of Covid restrictions across
the country. The current waiver, at 11,250, expires at the end of June, which means we
need to be above 11,500 for the July outturn. The plan remains very tight at this stage,
but we are monitoring the numbers closely and have identified contingency measures to
mitigate against any risks which materialise.

i re the Top dowi elinate Beroprned brandies B brasgh Baprsws pins in BZ
ewpeenned dlamires ol mobenis ik thews siowed apeningg = ek that branches fwiilch
! g wnplanmed mes dhnrg backdowr du wome cauld sip il ot owerds lamgef bfor T
- oimseres, beasd on © hees confrmned an ERSERLVE ¥ PR nder new GEIS wiliaiies ief sl Blww
aren yaces ImEera nn v resymen Tin g any dilpy dilnitinn)
1
e o
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Tab 9 Historical Matters Report

Titles Historical Matters Report Meeting Date: | 3™ June 2021
Author: Declan Salter, HM Director Sponsor: Nick Read, Group CEO
June 2021

Input Sought: Noting

To note the Report, including the accompanying HM Finance Report and Shine-a-Light.

Executive Summary

I now attend Improvement Delivery Group (IDG) and it is really encouraging to see the progress
and change in attitude to resolving issues properly for Postmasters and accepting challenges
to the status quo. The Inquiry timescales has put focus on POL’s improvement timescales and
the change to a statutory inquiry will allow even more of this genuine progress to be
maintained.

Similarly, challenging KPMG on the holistic issues with Horizon whilst POL delivers the quick
win changes is delivering significant impact in our service to our Postmasters (see below) but
importantly these changes are now being designed in conjunction with a PM user forum.

Supply Chain is establishing an improvement programme to tackle the various issues raised
mainly from the internal reviews but also shine-a-light, and the initial focus is on delivering
significant changes quickly but with PMs engaged as they already do with the Cash Centres. I
have been asked to become involved to challenge their decisions and apply pressure to assist
prioritisation and urgency.

Programme Update- (Project Dashboards are in your Reading Room)

1. POHIT Inquiry - Following the announcement by Paul Scully in the House of Commons
on 19™ May, the Post Office Horizon IT Inquiry will be converted to a statutory footing
from 1%t June.

2. The Inquiry timeline has increased. Rather than completing in Summer 2021, it will
provide a progress report in August 2021 and is expected to deliver its conclusions in
Autumn 2022.

3.  Sir Wyn Williams will remain as Chair of the Inquiry under an expanded Terms of Reference
that is expected to place more emphasis on the events and processes leading to historic
prosecutions. Sir Wyn is developing the detail for these terms of reference and will publish
a new Statement of Approach (004) in early June providing more information on scope
and any changes in approach that arise from its statutory powers. Further details will
follow in September to cover the Inquiry processes during the period October 2021 to
Autumn 2022.

4. Oral hearing sessions will not take place before October 2021.
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5. Sir Wyn has stated that he is grateful for the level of assistance that Post Office has
provided to the Inquiry to date. Because of this, we expect that relations with the
secretariat will remain supportive and collaborative. We will work closely with Sir Wyn and
his team in the coming weeks by continuing to host interactive Teach-In sessions and
provide supporting materials.

6. In parallel, we are working with our legal and consulting partners to understand the full
implications of these changes.

7. HIJ / CIJ Operational Improvements - HM is tracking the actions from internal audit
from both GLO Common Issues and Horizon Issues judgments, and working closely with
BAU and IDG (Deloitte Postmaster Journey) and incorporating the queries from Shine-a-
Light. Rapid interventions have been planned to address issues identified from KPMG's
Forensic IT work but both KPMG and Fujitsu need more focus to complete the audit of
Fujitsu’s controls before comfort can be provided.

8. At the request of the Improvement Delivery Group (IDG), a Sign-Off report is being
produced by solicitors Norton Rose Fulbright working with Deloitte / KPMG to provide a
legal view of GLO-compliance against the Court’s two judgments; this should be available
to submit to the Inquiry as evidence of the progress made.

9. Horizon Improvements that will be felt by the Postmaster include:

v Postmasters are now able to raise a dispute directly from the counter terminal;

v The end-to-end investigations process is more transparent to Postmasters,
following a standard methodology with measurable SLAs;

v 45 of 62 Known Error Logs (KELs) have been closed - improving the robustness
and reliability of Horizon

v Improvements have been made to make remote and privileged access of
Postmaster accounts more secure.

v the process for making reference data changes now takes account of Postmaster
impacts with greater functionality for PMs built into ServiceNow.

v setting up a Postmaster IT working group to engage Postmasters in the design of
changes and improvements to Horizon.

10. Historical Shortfall Scheme - A total of 421 shortfall-only offers have been made to
date as part of de minimis cohorts. Of these, 381 have accepted (as at 20t May 2021)
and 369 of these have been paid a total of £1.5m including tax.

11. A detailed re-plan is being undertaken with input from both UKGI and HSF to include the
new additional governance steps requested by UKGI. The “Operational Agreement” has
now been built on and a detailed process map of all integration and approval points
agreed. The impact of the POL Board decision that all claims should be fully investigated
is being assessed and a revised timeline is currently being drafted.

12. The independent panel is to start considering the precedent setting test cases at the end
of May, following review by POL, POL Board, UKGI and BEIS SteerCo.

13. Sadly, I report that a further claimant has died since submitting an application, bringing
the total of such cases to 9.
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15.

i S T S ]

Stamps Scheme - This has closed with 226 applications; estimated total payments will
be c.£1m. This is considerably less than the initial estimate (£3.5m) and HM is currently
requesting authority to commence offers/payments which, when approved, should result
in the majority of eligible claimants receiving an offer by the end of June 2021.

Horizon modifications have been implemented (principally to replace “Ghost Sales” with
‘Stock Adjustments’) and other improvements enabling the finalisation and issue of a new
online Stamps and Stock Guide for Postmasters, similar in style to the Postmaster Support
Guide issued last summer. A Stock review update was carried out by Compliance and the
report on its findings is undergoing final review internally before wider circulation

Criminal Cases, Appeals

16.

17.

The total number of overturned historical convictions is now 47. This includes 39 that were
overturned by the CACD on 23 April 2021, 8 cases at Southwark Crown Court (2 on 14
May 2021 and 6 on 10 December 2020). POL successfully opposed 3 cases at the CACD.

The CACD has received a further 39 applications to appeal. Post Office will have to respond
to 30 of these by 30 June 2021.! A hearing in the CACD to set the directions for the
further conduct of the appeals is likely to be scheduled for July 2021.

Criminal Cases, Potential Future Appellants (PFAs)

18.

19.

The focus for this workstream is now to provide material to notify PFAs of their rights of
appeal, and to provide disclosure of material identified through the Post-Conviction
Disclosure Exercise to those who seek to engage the appeal processes.

There are currently 601 PFAs who have not yet started the formal appeals process, albeit
some have already engaged legal advisors. A mailing has been issued to the majority of
the non represented PFAs to advise them of our disclosure duties that may affect their
historical conviction. A number have already responded and are completing the initial
identification and verification process. There are a small number of letters still to be issued
pending verification of contact details. Peters & Peters are liaising with the solicitors for
the represented PFAs, and those PFAs who respond to the mailing.

Post-Conviction Civil Claims

20.

21.

Following the CACD Judgement, apology letters have been issued where a conviction has
been overturned.

To date, 6 claims have been received following the quashing of the historical convictions.
Herbert Smith Freehills has begun exploring with Hudgells, solicitors who represent 4 of
the claimants, the best way to manage these claims, and will look to open a similar
dialogue with Aliant, solicitors for the other two claimants. Hudgells has not yet quantified
their clients’ claims. Aliant has partially quantified their clients’ claims at £1.9m and £766k
respectively.?

Of the remaining nine cases, two were not prosecuted by Post Office so it will not be the Respondent, and the remaining seven
may need to be considered by the CCRC before they can be referred for appeal.

2 Aliant has not yet quantified its clients’ claims for exemplary damages, increased costs of living, loss of business, loss of
pension contributions, and loss of future earnings.
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22.

The Board has deC|ded to offer interim payments to those whose appeals were successful
excepting those where the appeal was unopposed solely on Public Interest grounds. HM
will manage this process in conjunction with HSF.

Governance

23.

The Board has decided to establish a sub-committee (membership is to be confirmed),
whose remit will include monitoring progress of the operational improvements being
undertaken to conform with the GLO Common Issues and Horizon Issues judgments,
oversight of HSS claims, determining POL’s responses to future criminal appeal cases (in
both CACD and Crown Court appeals), and overseeing POL’s response to civil claims that
follow the overturning of convictions (including the funding for such compensatory
payments). Draft terms of reference for this sub-committee are now being prepared.

Finance

24.

Report attached, broadly on budget for end of year (despite the increase in workstreams)
due to ongoing savings being made but the volume and complexity for next year is
affecting the future budget. Stringent challenge on all costs is underway, commencing
with understanding simpler ways of working (particularly with external lawyers) and not
reverting to external resources as a default. As an example, a plan for commoditising the
future CCRC/CACD is being prepared. A full paper will be brought to Board to report in
detail on the legal costs and improvements.

Significant Risks

25.

26.

HSS

Crown Court Appeals (of Magistrate Court convictions) — As opposing these requires a
re-trial (which in itself is unlikely on Public Interest grounds) then the majority of these
292 historical cases might appeal; if the CCRC refers every historical appeal case
mentioning “Horizon” or suggesting POL coercion then the proportion of cases overturned
will be high.

Post-Conviction Civil Claims
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Shine a Light - (Project Dashboards are in your Reading Room)

28. Postmaster Detriment remediation This issue is the obligations we owe to current
Postmasters where Post Offices now recognises a detriment has, or could have occurred,
to advise them of this issue and remediate it and might also need to be applied to former
PMs in some instances.

29. This applies to new issues discovered and to other issues affecting our processes after the
introduction of HNG-A and before the problem has been stopped or fixed. The rationale
for this “gap” period is that all current PMs were notified of the HSS but only able to claim
for any loss that effected their branch before the current Horizon version was introduced.
Our obligations mean we must advise them of these issues and remediate their loss.
(Former PMs who suffered a loss in this period are not owed the same obligations but
could always claim for any loss if they chose to do so).

30. There are currently several issues that fall into this category; we have commenced work
to determine the quantum and effects of individual PMs (obviously more issues could be
discovered) and then we shall determine how best to communicate and remediate these:

ATMs;

£150 ‘Make Good to Cash’ & “Settled Centrally”;
Postmaster Suspensions;

Forged Sterling Bank Notes;

Out of Date Foreign Currency;

Maintained Error Limit.

31. Postal Orders (New Issue). If a Postal Order is spoiled during the sale process it voids
the Postal Order for any further use, it does not cancel the sale (therefore Horizon still
expects payment). The sale will only be cancelled once an Existing Reversal is completed
using the transaction session ID. When this is not done there is a detriment to the PM
but no loss to POL. We are just scoping how this can be changed in Horizon, how the TCs
can be suspended for this whilst we do and scoping the remediation (quantum
~£300k/year).

Other points to note:

32. Areview on HSF’s recent update on the claim against Fujitsu will be provided when
analysed fully internally;

33. A paper on Legal costs controls (for the HSS in particular) will be provided when Al
Cameron and I have held further discussions with HSF;

34. A further separate paper will be provided to Board on the necessary structure of the
project and resources to support a statutory inquiry.
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Actual v Budget Summary

»
| Actual [ Budget | Variance | Variance

Programme - Change 46 (1.0) 56 46 (10}

Settlements 1.0 08 0.2 10 08
Programme - OPEX 04 0.1 . 04 0.1

[ e0 [ gy |

Actual v Budget by Project

Costs (Em) Comments
CCRC/Prosecution Activity 0.9 16 09 16 0.7 Low P&P legal activity in the month. Timing.
Historical Shortfall Scheme 25 18 07 25 18 (0.7) £0.5m KPMG relativity. Timing
Horizon Issues Judgment 12 05 (0.8 12 05 (0.8) KPMG Project costs front end loaded, budget flat.
Overturned Historical Convictions 0.1 03 02 0.1 03 02 Low activty. Engagement strategy to be developed.
Legal General Advice 03 03 0.1} 03 03 (0.1)
POHIT Inquiry 0.4 01 (03) 0.4 0.1 (03) Beacheroft LLP redaction team. Additional Lexington/HSF Costs.
Aged Balances 0.0 00 (0.0 00 0.0 (0.0)
Judicial Review 0.1 00 (0.1) 0.1 0.0 (0.1) Project now complete
GLo 0.0 - (00} 0.0 - (0.0)
Stamps Scheme: 0.0 0.0 00 0.0 0.0 00
Ops Improvements Phase 2 0.1 01 00 o1 0.1 00
Small Projects 0.1 0.0 (0.0} 0.1 0.0 (0.0)
Total (5 T ae [ a0
|settlement Costs (€m) ______ F-Aetual =[° - Budget - o Varlanee|  [Actiab 1 Budget [ Varance |
(Overturned Historical Convictions - - - - - -
Historical Shortfall Scheme 0.2 0.5 0.3 0.2 0.5 03 De Minimis payments only

Stamps Scheme - 0.5 0.5 - 0.5 05 Awaiting final legal advice
Mol 0 b e w6} s

(Opex costs (£m)

[Due to vacancies not vet filled

Staff Costs
1

Total HMBU 6. 6.0 0, 61 6.0 ). 1]
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1+11 Programme Cost Forecast Summary

1+11 Settlement Cost Forecast Summary

+1 1 Forecast

Legal 39.9 363 189 7.9 5.0 108.0
Other 104 16.8 104 7.9 5.0 50.5 12+0 Forecast
Total Current Forecast (1+11 ) 50.3 53.0 293 15.9 10,0 1585 Variance
Total Prior Forecast (12+0) 50.3 48.7 29.2 159 10.0 154.1
Variance 0.0 (@.3) 0.0 0.0 0.0 (4.4) 1+11 Settlement Cost Forecast by Project
1+11 Programme Cost Forecast by Project
Historical Shortfall Scheme
Overturned Historical Convictions 0 0 0 0
5 " - ' Stamp Scheme 1 0 0 1
CCRC / Prosecutions 221 131 43| 40 43.5 1 225 80 16 321
Judicial Review 0.2 0.1 - 0.3
Post GLO Small Projects 1.8 01 - - 1.9
POHIT Inquiry 08| 09 - - 17 1+11 Summary Notes
Aged Balances - 0.5 - - 0.5 . X R .
Legal / General Advice 46| 34| 09| o8 9.7 9.2 (0.5) » Overall forecast increased by £4.3m
Historical Shortfall Scheme 16.5 218 135 2.3 54.1 52.8 (1.3) N . .
Overturned Historical Convictions - 33 4.6 3.0 5.0 16.0 16.2 0.2 > HIJ PI’OjeCt costs increased by £1.9m based on current Spend
Horizon Issues Judgement 19| 77| 58| 58| 50| 262 243 (1.9) profile. Awaiting detailed project forecast
Stamps Scheme 0.7 0.1 - - 0.8 0.9 01 ) |
Operational Improvements Phase 2 03| 06 E - 15 15 0.0 » HSS Scheme costs increase due to revised forecasts from HSF.
HM Ops Remediation | o7 - - 07 06 (0.1) Awaiting additional information
HSS Post Offer - 0.8 0.8 - (0.8)
- - - » Forecast excludes operational costs (£4.0m in 21/22)
49.5] s30| 202] 159] 100] 1577 | 1533 (4.3) .
» OHC Settlement forecast removed until accurate assessment
[12+0 495 487] 292] 159 100] 1533] available
[Variance ITE [ [ 1 w3 » HSS Forecast increased to top end estimate of-
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Actual v Budget Summary

| 30 |

Variance

em | Acual | Buger
e

| Total | 30 | EErEaT

Actual v Forecast by Project
Programme Costs {£m) Actual | Budget |Variance Actual | Budget |Variance Notes
CCRC/Prosecution Activity 0.8 14 0.6 0.8 1.4 0.6 Low P&P activity. Timing
Historical Shortfall Scheme 14 1.1 (0.3} 1.4 11 (0.3) | HSF London Costs -£0.2m
Horizon Issues Judgment - - - - - -
Overturned Historical Convictions 0.1 0.3 0.2 0.1 0.3 0.2 Low activty. Engagement strategy to be developed.
Legal General Advice 0.3 0.2 (0.1) 0.3 0.2 (0.1)
Contract Reword - - - - - -
POHIT Inquiry 0.4 0.0 (0.3) 0.4 0.0 (0.3) [Beachcroft LLP redaction team. Additional Lexington/HSF Costs.
Aged Balances - - - - - -
Judicial Review 0.1 0.0 (0.1} 0.1 0.0 (0.1)
GLO - - - - -

Stamps Scheme - - -
Ops Improvements and Contracts - - - - - _
Ops Improvements Phase 2 - - -

Total 3.0 31 0.0 3.0 31 | 0o |
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POST OFFICE LIMITED

. HM Director’s report - Historical . d
=H . . t D : i
Title Matters Historical Shortfall Scheme Meeting Date: | 3 June 2021
Authors: Declan Salter, HM Director Sponsor: Nick Read, Group CEO

Input Sought: Decision

To Decide the Scope of Shortfall Loss

To Decide upon Late Applications to the scheme

Historical Shortfall Scheme - Scope of Shortfall Loss

REDACTION

1 Historical Shortfall Scheme, Consequential Loss Principles and Guidance
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REDACTION
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Tab 10.1 External Auditor Fees & Scope of Engagement (2020/21)

en External Auditor Fees & Scope of Meeting
Title: Engagement (2020/21) Date: 3 June 2021
Author: Tom Lee (Financial Controller) Sponsors: A.Ilsdal_r Cam_eron (Chief
Financial Officer)

Input Sought: Decision

The Board is requested to review and approve the scope and proposed fee structure for the
audit and assurance work to be performed by PriceWaterhouseCoopers (“"PwC") for the financial
year ended 31 March 2021 ("FY20/21"), being £100 per hour (estimated total at c.£870,000)
for audit fees and ¢.£140,000 for agreed upon procedures work plus possible fees for a further
piece of work on network numbers reporting to be agreed by Finance (with no further Board
approval required).

Previous Governance Oversight
e Approval received at Audit, Risk & Compliance Committee (ARC) on 18 May 2021.

Executive Summary

1. PwC have been the external auditors for the group of companies headed by Post Office
Limited ("POL") since January 2019. During this period, and specifically for the financial
years ended 31 March 2019 and 31 March 2020 they have performed the following services:

a. External audit for the group, company and subsidiary financial statements.
b. Agreed upon procedure activities in relation to:

Royal Mail Revenue

DVLA activity

BEIS facility reporting

Bank of England Note Circulation Scheme controls

2. In March 2021, PwC were reappointed as external auditors by the ARC and Board for
FY20/21.

FY20/21 Scope:

3. The planned scope of work for FY20/21 is in line with that performed historically, with the
external audit services being in line with regulated requirements and the agreed upon
procedures following the third-party contractual terms to which they relate. Note, PwC have
already presented their detailed proposed external audit scope for FY20/21 to ARC during
FY20/21 for approval and therefore further details regarding scope and timings are not
presented here.

4. The only potential addition is a further agreed upon procedure in relation to SGEI / Network
Numbers reporting to the Department of Business, Energy & Industrial Strategy (BEIS).
The terms and scope of this additional item are currently being agreed between POL and
BEIS, along with a discussion as to whether PwC as external auditor should perform the
work or whether a tender exercise should be performed.

FY20/21 Fees:
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5. Fees for the agreed upon procedures will remain in line with historical rates, being c.
£140,000 (excluding the potential additional item).

6. Fees for the external audit have been subject to discussion between PwC and management.
When PwC tendered for the audit, the audit fee agreed was significantly less than that which
has subsequently been charged. POL have paid out a significant level of overrun fees due
to changes in scope and complexity within POL (acquisitions, sales, significant judgements
and estimates, going concern complexities, delays in signing etc) and increased regulatory
scrutiny within audit resulting in additional work required by PwC. PwC are also under
internal pressure to ensure the audit remains commercially viable for them and as such
their rate of return for the work is being scrutinised.

7. Given the historical experiences around agreeing an assumed fixed fee which subsequently
changes by up to c. 50%, a proposal has been set forward in FY20/21 to move away from
a fixed fee to one which is based on a fixed hourly rate and monitoring of hours. The
proposal is for POL to agree to a fixed rate per hour of £100 based on an estimated total
hours incurred by PwC (across all group companies) of c. 8700. Giving an estimated fee of
c. £870,000.

8. In order for POL to agree to this, it is suggested that PwC should bear some of the risk
around additional hours and therefore POL and PwC management will be monitoring the
hours, delays, reasons etc throughout the audit. Management and PwC will work closely on
monitoring the run rate of hours vs the estimated total and take action to try and mitigate
additional hours being incurred as needed.

Request:
9. The Board is requested to approve the approximated level of fees (c.£870,000) and the

basis of fees (£100 per hour) for the external audit and the agreed upon procedures fees
(c.£140,000 plus the additional item) for FY20/21 as set out above.
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Title: Post Offlce_ Qperatlng Model (OD Meeting Date: 03 June 2021
and capability)
Author: Daisie Jope, Organisational Sponsor: Angela Williams, Interim
) Design Director P ’ Group Chief People Officer

Input Sought: Decision (Funding Approval)

Following agreement with the Group CEO and GE, the Board is asked to approve an additional
£2.91m (exceptional spend) to progress the next phase of Organisational Design work and
strategic operating model review, in line with the newly launched seven strategic pillars,
through to December 2021. This next phase builds on the new GE and Senior Leadership Group
(SLG) structures to ensure we have (1) bedded the structures down fully, making any tweaks
where required (2) build capability in niche, skilled areas where we require greater talent, e.g.
leadership roles and IT/Data talent.

Previous Governance Oversight

September 2020: £11.8m to deliver Tranche 1 (T1) changes by December 2020. T1 stood up
the new functions, changed reporting lines to have clear functional accountabilities and stood
up the new Group Executive structure.

November 2020: Additional £0.6m required to continue to fund the Organisational Design
Programme Team costs until the end of March 2021. This was a short case to initiate the design
and preparation of a second phase of activity.

January 2021: Additional £5.94m to deliver Tranche 2 (T2) of reorganisation and plan FY21
approach.

Spend to date: Total POM spend to stand up new functions, Group Executive, SLG and below
layers across the business (via Tranche 1 and Tranche 2) is £18.34m.

Executive Summary

In the last three years, a variety of Post Office programmes have significantly reduced staff
cost, resulting in a total staff reduction of ~1900 FTE at Post Office. This was mainly achieved
through reducing the number of DMB branches and network transformation field teams
(~1160 FTE reduction due to DMB closures), in addition to reviewing the management
structure (which is scope of this programme).

In this time, the scope of this programme consolidated management activity across Post
Office and streamlined processes and activities, through finding clear efficiencies. The
organisation needed this - it was cost heavy and duplicative. Following this significant FTE
reduction, without future investment in technology, systems and data, we will struggle to
reduce staff numbers further. Structural “quick wins” are no longer an option to release
heads.

As part of the change of Group CEO, in FY19/20 and 20/21, in Tranche 1 and Tranche 2, we
established a new Post Office Operating Model, stood up a new Group Executive and aligned
the majority of SLG roles underneath. The Post Office now has a good structural template for
success, with capabilities grouped in functions around the customer, postmaster and
employee, ensuring that it's very clear on who is responsible for decision making at Post
Office.
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Post Office has now launched a new purpose and a vision to 2025, all underpinned by seven
strategic priorities, with three Ways of Working to focus delivery.

To deliver this strategy, there are several clear enablers that need to be considered. One of
which is our new People Strategy, with a clear delivery roadmap, which has been created in
support of the above. Please see People Strategy on a page below:

People Strategy

1 parrErshig with the business, we will invest in sazeng, retining and develaping grear |
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For the Organisational Readiness pillar of the People Strategy, we have identified that Post
Office must now turn its attention to optimising capability and talent within our operating
model. This assumption was further compounded in discussions with Board members in
March Board where we discussed talent and capability gaps at leadership levels within our
new operating model.

Having completed Tranche 1 and Tranche 2 which stood up the new operating model, we
have agreed with the Group CEO and GE that the OD team now needs to focus on a
strategic organisational review to ensure the capabilities are in the right place to deliver
the Strategy on a Page. The scope of the review will identify and present recommendations
on how we must build a better organisation, with the right resources and capabilities in the
right places, so we're set up for a sustainable, successful future.

As part of this strategic review, we also propose to widen the scope of the programme to
review overall cost reduction, identifying opportunities for entire workforce optimisation. This
pivots our measure of success from FTE reduction to overall “cost to serve.” In this way,
we believe we can achieve significant savings to the business through more effective
workforce planning - rightsizing our reliance on contractors, consultancies and suppliers.
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Proposed Deliverables

Scope of Next Phase of Activity:

Please see below for an early assessment of whether our current operating model is fit to
deliver against the seven strategic pillars to meet our 2025 vision. This assessment is
reinforced through early scoping with the Group CEO and GE members, and it indicates that
we need to reinforce structures in the following areas:

1. We prioritise strong,
trusting and rewarding

Postmasters.

relationships with all our ‘]

2. We will grow our

have the right branches
in the right locations
nationwide.

network, making sure we |

3. We will innovate in

carriers and delivering
more of what customers
want and small
businesses need.

Mails, working with more |(

4. We will secure free,
convenient and

reliable access to cash in
every community.

5. We will build
commercial partnerships,
to launch new products
and services in our
branches and online.

6. We will invest in new
branch technology for
Postmasters and online
for their customers.

7. We will create value

a successful, sustainable
and efficient business.

Build RACI across
Network and Postmaster
Teams
- Ensure capability and
_leadership is bolstered
“land fit for postmasters

Inquiry complete and outputs realised
Transition from DMB to franchise
complete

New formats for postmasters /
customers are defined - capability
required

Engagement plan with postmasters
prioritised

Build RACI across
Network and Postmaster
Teams

- [Review Strategic
Partnerships and Network
Propositions team to
ensure fit for future

Network strategy understood

Review talent and
ndividual capability in
roles

New Mails structure is fit for purpose
Ongoing build of new commercial
relationships

Review talent and
_lindividual capability in
roles

New Banking structure is fit for
purpose

Finish and embed
Commercial structure by
building Digital, Customer,
Contact Centre and

[MI/Analytics common
capabilities

Commercial product set remains the
same, even if commercial partners /
contracts alter

Commercial digital growth capability
required

IT Target Operating
model worked through -
core IT vs historical IT vs
future of digital platforms

Exit Horizon

IT/Data/MI capability required in-house
IT TOM predicated on ability to review
IT supplier model

Shift dial from FTE
reduction to overall
workforce optimisation -
ireduce reliance on
- contractors / suppliers /
_ consultants

Supply chain operations remain in-
house
Cultural change embedded

As above, the Seven Strategic Pillars will be underpinned by enablers, one of which is our

People Strategy:
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Assumptions for 2025
e .

EEnéblér |

ritical skills and talent
dentification required

T T2: G
SLG stood up, with
clear functional

untabilities in

In partnership with the
business, we will invest
in attracting, retaining
and developing great
people to ensure the
organisation has the ;;
capability to be fit for the|
future.

Cultural change embedded
Succession planning embedded
Clear corporate strategy embedded
Change and transformation
streamlined

IT capability fit for future

We therefore propose to start a third phase of Design work between July 2021 and December
2021 which delivers:

1) Strategic Review of robustness of talent and capability in the organisation to
deliver 2025 vision - the strategic review builds recommendations and next steps for
22/23 and beyond

Work through proposed “end state” targets and the roadmap to get us there - shifting
emphasis from “FTE reduction” to overall “cost to serve”. How can we reduce
contractor/supplier/ consultancy spend, thus increasing our in-house capability?

Begin ‘tagging’ work to align project / BAU resources working on Seven Strategic Pillars,
ensuring we have the right talent in the right places to deliver.

Activity gap analysis of critical skills needed to deliver Seven Strategic Pillars.

Put in place a clear organisational design strategy and plan, aligned to strategic plan to
2025.

When planning this strategic review, the team identified opportunities to deliver value early
and often throughout the roadmap to 2025, by working in partnership with the business
to agree any outputs that can be deployed earlier whilst also planning out a path to value for
more complex, longer term deliveries.

2) Implement backlog of “non-discretionary” 21/22 OD work agreed with GE
members:

Working with each GE member, being mindful of their limited capacity across 21/22, we
identified a “backlog” of “non-discretionary” organisational design work that they agreed they
need to complete in their functions in 21/22 to be able to deliver their individual targets. We
therefore propose to kick off design workstreams as follows:

Commercial Team: Customer Experience (CX) is the final segment of the Commercial
structure to be completed. The CX team was set up to be a common capability for all
Commercial Products to draw down on. However, we don't yet have a clear structure or
set of deliverables for the team. Instead, each area of CX has its own KPIs, measures of
success and way of reporting. Instead, we need to work through the design and bring
the teams together to ensure smooth trading.

Network and Postmaster Teams: Embed the GE-2/3/4 structures and ensure they
are fit to deliver against Postmaster needs. Clear roles and responsibilities need to bed
in with a thorough RACI that flows from Commercial.
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e IT Target Operating Model (TOM): There is a fragmented approach to IT across the
organisation with partial capabilities spread across multiple GE responsibilities. We
propose to design a clear IT TOM in order to enable the organisation to meet its
deliverables.

« Data TOM: There are no clear design principles for the Data Strategy at Post Office. A
piece of design work is required to identify which operating model we want to adopt -
centralised vs. Decentralised, etc.

e Support Functions: Some support functions haven’t been right-sized according to the
new GE accountabilities, and as per the T1 and T2 announcements. We therefore propose
some short sprint re-calibration design work to ensure they are lined up to support the
customer and postmaster facing areas of the business.

3) Delivery of Known Changes and Planned Team Closures (Tranche 3):

Whilst we are seeking funding, there are a suite of known and planned team changes that are
currently in Design as a result of T1 and T2 proposals. This roughly equates to two small key
workstreams for a Tranche 3 (T3) delivery:

1. Localised and targeted changes to teams, resulting in a reduction of 15 net roles at
£0.5m annualised saving, £0.2m FY21/22 saving.

2. Partial closure of the Historical Matters Business Unit (HMBU), following the completion
of part of their deliverables for FY21/22 Q3. Those in HMBU that are working on the finite
piece of work with regards to claimant resolve on HSS or HIJ will wind their work down
in Q3 (known to them) before entering a redundancy process. The OD Team will support
this partial closure owing to our expertise in this field. It should be noted that we plan
to retain any critical skills / legacy knowledge as part of this ‘closure’ - this will be built
into our design plans.

To note, these have been seen and approved by Group CEO and GE as they are limited “effort”
and require minimal business engagement, whilst bolstering how the T1 and T2 changes have
embedded. We therefore propose to just “complete” these small changes whilst we are
undertaking the wider strategic review. The proposals are low key and will not be considered
“large scale transformation” whilst the business is prioritising other urgent deliverables.

Measures of Success

Providing the Board agrees with the high-level deliverables as outlined above, we will now look
to define the measures of success for each OD workstream, complete the strategic review and
return with a recommendation on next steps for Organisational Design with an agenda item at
the July or September Board.

Please note: Receiving Group CEO and GE approval of scope on 19™ May 2021, left insufficient
time to attend PRB and IC prior to this Board submission. The project team agreed with SPO
and Strategy + Transformation Director to submit this paper for June Board in order obtain
high level funding approval, thus avoiding delay to Organisational Design review start. Detailed
business case and updated benefits realisation plan will be provided to PRB and IC during June,
for final detailed scrutiny and approval. Details of the submission dates are shown below:

Board engagement is proposed as per below - articulating the Organisational Design review
within context of the wider People Strategy:
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end December) — PRB (c15th June), IC (prior to end of June).

e July - Sep 2021 - Informal meetings with the Board members to “kick the tyres” on the
Organisational Design review, ensuring we have your buy-in before sharing our findings
and recommendations.

o 28t September 2021 - Board discussion on OD Strategic Review Outputs and
Recommendations for implementation approach.

e SPO Governance and Funding approval - informed by the proposed delivery approaches,
we will agree with SPO an appropriate date to return to board for funding approval in

November/December.

Cost and benefits will continue to be validated as we prepare these submissions and may
therefore increase/decrease to a variance of 20%. Following Investment Committee approval
standard Change Project tolerance policy will apply.

Financial Impact

Board is asked to approve an increase to the POM budget for the next phase of activity by
£2.91m. As we have some cost to return from our last phase of activity (£0.16m), we have
used part of this to offset our ask and to cost as efficiently as possible. To note, we have
significantly downsized the size of the OD team required to deliver the next phase of design
work — we no longer require a larger Implementation team like we have in T1 and T2.

Early estimate of cost as follows:

VR Cost £16.03m £18.68m £2.65m changes)
Recruitment £0.54m £0.47m (£0.07)m Savings on T2 recruitment offsetting T3 costs
Programme costs to Jul 2021 £1.76m £1.67m (£0.09)m Savings on T2 delivery cost

Programme costs - Aug - Dec 21 - £0.43m £0.43m Design Team costs
Expected costs £18.34m £21.25m

Risk Assessment, Mitigations & Legal Implications
Careful consideration of risks alongside other priorities of the Post Office have been considered:

Risks

e Risk of insufficient leadership resources to support organisational review given Inquiry
pressures. Mitigation: the backlog of 21/22 OD work was proposed by GE members
taking this into account. They have identified resources to support on the organisational
review and have deemed the review an important piece of work to deliver on their
objectives.

e Internal capability might not be strong enough to deliver 2025 vision. Mitigation:
recruitment costs are built into our model to account for the buy up of niche external
skillsets.

Issues /Constraints
o ITTOM heavily predicated on existing supplier contracts. This means that some structural

recommendations that are made (e.g. in-source) might not be possible without a long
lead time. Mitigation: our planning has taken this into account.
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function. Mitigation: It is crucial that we re-focus the team on building a fit-for-purpose
organisation that is enabled in achieving its strategic priorities whilst transforming the
organisational culture, that we have clear management and board support for this and
that we communicate this well.

Other Options Considered

Stop the project - Not recommended

e From early assessment, we do not think that there is the right leadership capability,
niche skillset and succession plans in place to deliver our 2025 vision with our current
structure.

e Whilst undertaking the strategic review, we propose to also strengthen the structural
design of more short term work, e.g. customer contact centre. In the event that we do
not start this piece of work, the customer contact centre will remain in place as-is,
providing poor customer service and creating a greater pressure on our postmasters to
resolve customer product complaints.

e We would miss the opportunity to further embed and build upon T2 changes - especially
in the Commercial, Postmaster and Network and Support Function Teams where further
work is needed to embed the changes made in T1 and T2.

Next Steps & Timelines

From a programme perspective, we propose the following deliverables:

e 21/22 Q2:
o Build deliverables for each OD workstream on the backlog, agree scope, benefits
realisation plan and measures of success, including phasing and delivery.
o Build the overall strategic plan for OD to meet Seven Strategic Pillars
o 28% September Board - showcase strategic review recommendations and
roadmap.
e 21/22Q3:
o Kick off strategic review recommendations.
o Commence implementation of Tranche 3 changes, e.g. consultation commences
for partial HMBU closure as follows:
= Start of consultation: early October
= End of consultation / benefits realised: end of December
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Benefits delivered and costs to deliver Tranche 3 expected to be:

Commercial & Marketing
Network and Postmaster
Finance - Core
Supply Chain
People - OD
Corporate Affairs and Comms
HMBU

Tranches 1and 2 - , - -
Programme Team Aug to Dec 21 0.43 0.43
T3 Delivery - Known and Planned Team Closures 0.19 2.14 2.33

Appendix B - Breakdown of Costs and benefits

UKGI00041682
UKGI100041682

Tranche 3 is embedded in our overall Strat Plan submission, alongside the benefits delivered in Tranches
1 and 2. Further activities OD embedded within the Strat Plan to be validated as part of People Strategy.

Tranche 1 & 2 - Existing Approval
Tranche 3 - New Approval

Future tranches 4.03
[Total POM Strat Plan Costs 4.03 - - |
[ other OD Projects 1.70 - - |

Tranche 1 & 2 - Delivered 9.93 10.34 10.34 10.34
- Tranche 3 - Approval request s 07 Ot e 047 047
Future tranches 0.05 3.53 4.30 4.30
|POM Strat Plan Benefits - Cost Reduction 10.15 14.33 15.11 15.11 |
Tranche 1 & 2 - Delivered 2.05 2.05 2.05 2.05
_ Tranche 3 - Approval request - 002 0.04 004 004
POM Strat Plan Benefits - Reduced project/Capex costs 2.07 2.08 2.08 2.08
Other OD Projects (0.06) 0.47 0.67 0.67 |
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Title: Matter_s Reserved to the Board & Meeting Date: | 3 June 2021
Committee Terms of Reference

Author: Rebecca Whibley, Senior Assistant Sponsor: Veronica Branton, Group
Company Secretary Company Secretary

Input Sought: Decision

The Board is asked to approve:

the revised Matters Reserved to the Board;

the revised Audit, Risk & Compliance Committee Terms of Reference;
the revised Nominations Committee Terms of Reference; and

the Remuneration Committee Terms of Reference (no changes);

APWNE

effective from 4 June 2021.

Previous Governance Oversight

e The Matters Reserved to the Board and Committee Terms of Reference were last
approved in 8 April 2020 by the Board. They are subject to annual review.

e The Annual Governance Report presented to the Board on 30 March 2021 included
changes the appendix 2 to Matters Reserved to the Board, which were approved. This
report outlined that there were no further change to the Matters Reserved to the Board.

¢ The Audit, Risk & Compliance Committee (ARC) reviewed and approved the changes to
its Terms of Reference on 30 March 2021, subject to approval by the Board.

e The Remuneration & Nominations Committees reviewed and confirmed their Terms of
Reference as drafted on 9 February 2021. The Board noted that the result of these
reviews required no changes to the Terms of Reference on 30 March 2021.

Executive Summary

1. In April 2020, the Board adopted revised Matters Reserved to the Board and Committee
Terms of Reference following the adoption of revised Articles of Association and the
Framework Document between Post Office Limited, UK Government Investments (UKGI)
and the Department of Business, Energy & Industrial Strategy (BEIS). The Matters
Reserved to the Board and Committee Terms of Reference all set out a requirement for
annual review.

2. This annual review has now been undertaken by each Committee and the Board also
considered various governance matters (delegated authorities, authorised signatories)
which are incorporated in the appendices to the Matters Reserved to the Board on 30
March 2021. Following these reviews, a consolidation exercise has been undertaken to
ensure the Matters Reserved to the Board have incorporated the changes and that any
changes proposed to the Committee Terms of Reference have been mirrored in the
Matters Reserved to the Board.

3. All documents have also been sense checked to ensure they reflect current practice and
any developments over the last financial year. This is particularly the case for the
Nominations Committee Terms of Reference, which have been amended after review by
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the Committee itself,! to reflect the recent appointment of Tom Cooper to the Committee
and the oversight by the Committee of the appointment of the Post Office Limited
Shareholder Representative for the First Rate Exchange Services Joint Venture (which
has recently arisen due to the existing Shareholder Representative leaving the business).

Accordingly the following changes have been made to the following documents:

! The Committee’s review concluded that it has met its responsibilities under the Terms of Reference and that no amendments
were required, however, the appointment and FRES Shareholder Representative matter arose after this review.

2
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Change

Document

Reasoning/Comment

Revised list of authorised

signatories

Matters Reserved to the Board
(appendix 2)

This list was approved on 30 March 2021 by the Board.

Removal of reference to banking
policies

Matters Reserved the Board para 8
xiv & Delegated Authorities Table
para 3.6

ARC Terms of Reference para 7

Approved at the ARC as this Committee does not approve banking policies
as these do not exist. Treasury Policy is approved by the ARC.

Reference to the Board’s role in
risk management and risk
appetite/policy approvals

Matters Reserved to the Board xi,
xii  (footnote) &  Delegated
Authorities Table para 3.8

ARC Terms of Reference para 13
and 16 (footnote)

Alignment of both documents to each other & the Risk Policy.

The Risk Policy was approved by the Board on 7 January 2021 via written
resolution. This policy includes the approach to risk appetite and with
separate statements being developed for different risk groupings. The Board
delegated authority to the ARC to approve each of these risk appetite
statements by its written resolution on 7 January 2021. Please note that the
revised Terms of Reference presented to the ARC did not include the change
to requiring approve of the risk appetite statements but this has been agreed
with the ARC Chair.

The policy also included a requirement for the Board to provide oversight of
(and direction on) the management on the key strategic business risks that
could threaten the delivery of the Post Office’s strategic objectives with the
ARC advising the Board of the key strategic risks it should have regard to.

Addition of requirement for ARC
to approve Group Key Policies in
line with the Group Key Policy
Framework, including the Tax
Strategy and that the ARC can
amend this Framework from time
to time

Matters Reserved the Board para 8
Xxxviii (new) & Delegated
Authorities Table para 3.10 (new)
(Tax Strategy) & 6.9 (Group
Policies) (new)

ARC Terms of Reference para 18

Alignment of all documents to each other.

In practice, the ARC approves most Group Key Policies, but this was not
formally in the Terms of Reference. The Group Key Policy Framework has
also recently been revised and was presented to the Committee for approval
on 18 May 2021 (to be subject to annual review moving forwards).

Some policies require Board approval under the Group Key Policy Framework
but this was not in the Matters Reserved to the Board.

Revision to the
composition of the Board

current

Matters Reserved the Board para
15

This change reflects the appointment of the two Postmaster Non-Executive
Directors and the new Non-Executive Director with legal expertise.

Review of  Internal Audit

Function: removal of the word

ARC Terms of Reference para 35

This change was proposed by the ARC Chair and approved by the Committee.
It is in line with best practice and proportionate given existing oversight.
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annual and confirmation that this
review should be once every five
years

Addition of a flag to consult the
relevant entity’s Procurement
Policy

Board Delegated Authorities Table
para 4 (footnote)

This flag highlights the need to consult the Procurement Policy for the
relevant entity when any goods and services are procured and, particularly,
the requirement under the Post Office Limited Procurement Policy to seek
approval for Procurement Risk Exception Notes from GE and Board in certain
circumstances.

Cross referencing to change
spend approval and Shareholder
Consent requirements.

Board Delegated Authorities Table
para 4.5 & 4.11

Clarification of notes column to make more helpful for users.

Numbering Nominations Committee para 30 | Renumbering as existing numbering was incorrect (missed out a number)
onwards
FRES Shareholder | Nominations Committee para 30 | It has been agreed that the appointment of the Shareholder Representative

Representative

(new)

for the First Rate Exchange Services Joint Venture shall be approved by the
Nominations Committee and an appointment was made in May 2021. This
change therefore reflects actual practice.

Amendment to number of

Nominations Committee para 38

Following the appointment of Tom Cooper to the Committee the requirement

members of the Terms of Reference for the Committee to consist of three members is
incorrect. This reference has therefore been removed to reflect that it shall
consist of at least two independent non-executive directors such that there
is no maximum number limitation.
4
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144 of 204

The Remuneration Committee has reviewed their Terms of Reference and concluded that
the Committee has satisfied that the responsibilities set out in the Terms of Reference
have been met during the 2020/21 financial year and that no changes were required to
the Terms of Reference. Given the requirement for annual review, the Board is simply
asked to re-approve these Terms of Reference as previously drafted.
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1.
2.
3.
4.

o u

7.

8.

9.

(available in the Reading Room)

Revised Matters Reserved to the Board (clean)

Revised Maters Reserved to the Board (track changed)

Revised Delegated Authorities Table (appendix to Matters Reserved) (clean)
Revised Delegated Authorities Table (appendix to Matters Reserved) (track
changed)

Revised Audit, Risk & Compliance Committee Terms of Reference (clean)
Revised Audit, Risk & Compliance Committee Terms of Reference (track changed)
Audit, Risk & Compliance Committee Terms of Reference Review as presented to
the Committee (report and review table only)

Revised Nominations Committee Terms of Reference (track changed)

Revised Nominations Committee Terms of Reference (clean)

10.Remuneration Committee Terms of Reference (unchanged save for date of

approval amended)

10.3
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TE
T

Title: PUDO Update Meeting Date: | 3™ June 2021

Mark Siviter, Mails and Retail Owen Woodley, Group Chief
Product Portfolio Director Commercial Officer

Authors Sponsor:

Input Sought: Decision

Following Investment Committee approval, the Board is requested to please authorise a
further £2.41m (in addition to current approved spend of £2.86m) for FY21/22 to deliver
PUDO (Total project spend: £5.27m).

Previous Governance Oversight

July 2020 Board

January 2020 Board

March 2021 PRB

March 2021 Board

May 2021 GE

May 2021 Investment Committee

Executive Summary

Last July, the Board approved the decision to deliver our recommended Mails proposition,
PUDO. Following the Amazon trial launched in March 2021, Post Office is now at a pivotal
point in its implementation of PUDO and requires further investment to proceed.

Following Investment Committee approval, the PUDO business case submission requests
authorisation for a further £2.41m (in addition to current approved spend of £2.86m) for
FY21/22 to deliver PUDO (Total project spend: £5.27m). See Appendix 1 for the financial
breakdown. This will be used to deliver:
a) Commercial agreements with existing and new carriers;
b) Interim PUDO devices to support the growth of the Amazon operation;
¢) Implementation of second carrier, DPD, and technical integration into Horizon;
d) Enhancements to in-branch journeys for customers and Postmasters, operational
improvements, branch support and training;
e) Back-office integration and automation of client billing and remuneration processes
f) Marketing and brand approach for multi carrier PUDO;
g) Income target FY21/22: This investment request offers an estimated revenue
growth opportunity of c.£1.5m for this financial year.

Questions addressed

1. How will this investment be used?

How will this investment support the plans to implement further carriers?
What is the benefit for Postmasters?

What are the next steps for the implementation of PUDO?

HWN
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Question 1: How will this investment be used?

1. This business case will fund the technological and operational developments needed to
move our PUDO strategy from the current trial with Amazon, to an operation at scale
across the network, specifically:

e Horizon integration for DPD allowing Post Office to support customer pick-up and
drop-off services;

e Interim PUDO devices needed to support the expansion of Amazon across a wider
part of the network;

e Back-office integration enabling the automation of branch data, billing and
Postmaster remuneration;

o Development and deployment of in-branch operational processes, training
material and post-go-live branch support;

e External legal support for commercial contracts and changes to Postmaster
agreements;

e Marketing and promotional activity to increase consumer awareness and drive
customers into branch;

e Organisational capacity in the form of external strategy expertise and the project
resource needed to deliver the changes.

2.  Without this investment, the PUDO initiative will remain limited to the current 200
branches until July 2021, after which, in the absence a clear route forward, it is expected
Amazon and DPD would withdraw interest in accessing Post Office branches.

Question 2: How will this investment support the plans to implement further carriers?

3. The majority of the requested investment is for infrastructure and organisational capability
which will facilitate the future onboarding of further carriers. This includes the Horizon
integration which, although tailored specifically for DPD, includes functionality that will be
reusable with future clients, subject to confirmation of their exact requirements and
testing.

4. The automation of back-office processes is a critical development to increase the speed,
flexibility and accuracy of integration with all carriers, while reducing the workload and
consequent cost of current manual alternatives.

5. The exception is £0.5m requested for interim PUDO devices required for the expansion of
Amazon into the network pending the availability of the final SPM Retailer Accompaniment
Device. This represents a sunk cost but is essential to sustain the relationship with Amazon
and facilitate the expansion of their services across more branches with the associated
financial and Postmaster benefits.

Question 3: What is the benefit for Postmasters?

6. The implementation of PUDO is a crucial step towards making Post Office the destination
for all mails, regardless of carrier. For Postmasters, this is a clear demonstration of Post
Office’s intention to capitalise on the non-exclusive nature of MDA2 and support their
creation of thriving businesses.
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7. Postmasters will recognise that customers choose to use Post Offices already as points of
delivery or for home shopping returns. Enhancing this customer proposition will increase
footfall for Postmasters, especially as more carriers are onboarded.

8. Postmaster remuneration is being aligned across carriers to avoid any incentivisation
towards one partner over another. This business case has assumed £39m (Total project
FY21/22 - FY24/25) but this assumption could change as a result of the wider Postmaster
remuneration review now underway.

9. In addition to the benefits PUDO offers to Postmasters listed above, in the form of
increased volume, footfall and income, this investment will provide the following specific
benefits:

e Simplified operational processes through familiarity of using Horizon and/or
simple handheld devices for Amazon

e Easier onboarding and enhanced training support

¢ Consistency and accuracy of remuneration from automated back-office processes

e Improved MI and support wrap from data collection, manipulation and reporting

Question 4: What are the next steps for the implementation of PUDO?

10. In order to demonstrate progress to our stakeholders, including Postmasters, and deliver
our financial benefits, our intention is to launch Amazon and DPD at scale (defined as >1k
branches each) in the network in time for Christmas peak 2021.

11. A mid-trial review with Amazon’s management took place on 19th May 2021, in which
they confirmed their satisfaction with trial performance. Post Office will work with Amazon
to finalise the specific number of branches, subject to agreement, in the coming weeks.

12. In parallel, we have commenced commercial negotiations and are finalising the technical
details needed to support DPD. This will include the addition of un-deliverables and home
shopping returns service options in addition to the existing click and collect currently being
trialled.

13. We expect commercials to be agreed with both partners by the end of June 2021, with
branch recruitment and training taking place throughout July and August. Due to the
number of branches involved we expect Postmaster onboarding to be undertaken in
tranches, resulting in a lead go-live during August and September 2021.

14. As a result of the high profile of this operation for clients, Postmasters and Post Office, a
close support wrap will be in place over Peak to ensure operational reliability. The support
wrap is the MI and operational team in place to monitor network performance. This will
support branches if they experience technical or operational issues such as excess capacity
or broken hardware and identify and investigate missing scans or items for carriers to
ensure maximum service levels for customers. Each item is scanned and monitored by the
carriers to an exceptionally high standard, so they can recognise where in the pipeline
failures occur and expect immediate resolution. This support wrap is being built with BSC,
and the new MI is funded by this business case.

15. Initial discussions have already started with the next wave of potential clients, with the
intention of onboarding them from Q4 2021, using the capabilities delivered through this
investment.
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APPENDIX 1: INVESTMENT REQUEST

* Investment request for this Business Case phase 2: £2.41m
e Existing approved funding: £2.86m
e Total funding for 20/21 and 21/22: £5.27m

12/90/£0-1.202 dunf £0 - Bunespy p1eog 10d

Breakdown of £5.27m funding for project FY 20/21 FY21/22 Total Total =
Numbers shown in £k pend Type Q1 Q2 Q Q4 Ql Q Q3 Q4 FY20/21 | FY21/22
Project resources Opex/Capex 9.24 87.94 46.70 90.72 261.90 261.90 177.90 177.90 234,60 879.60 1114.20
Software development scaling Amazon Capex 15.00 127.53 13.90 15.00] 14143 5643
Software development: Branch Location Data

Service Capex 32.00 278.80 143.20 32.00 422.00 454.00
Carrier 2 Integration Capex 279.00 162.00 0.00 441,00 441,00
IT hardware Capex 130.00 390.00 0.00 520.00 520.00
Consultancy Exceptional 1155.00 | 105.00 1155.00 05.00 1260.00
Deployment Capex 1.40 2.00 6.00 1.40 8.0 9.40
Legal Opex 13.20 18.00 80.00 20.00 3120 100.0 31.20
Marketing Capex 0.00 12.00 15.00 0.00 27.00 27.00
Support model Capex Capex 8.00 8.00 0.00 0.00 0.00 16.00 16.00

Support model Opex Opex 22.50 54.00 54.00 54.00 Q DT 184.50 84.5
Marketing Opex 200.00 0 n+ 200.00 200.00

Expenses and SPO levy Opex 40.00 32.60 21.41 5.34 5.34 40,00/ 64.68 )4.6
Reoccuring Opex Staff costs Opex 163.13 163.13 163.13 163.13 0,0% 652.50 52.50
Total 9.24 101,14 46.70| 1352.12| 170245| 1258.54|  400.36 400.36/ 1509.20 3761.71 5270.92

0T 10 671

o Future years beyond 21/22 up to 25/26:
o £8.8m further Capex spend
o £5.3m further Opex spend (BAU staff costs over 5 years + onboarding costs for new carriers)
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APPENDIX 2: BUSINESS OBJECTIVES

Size of the opportunity

This strategy offers cumulative income opportunity of c.£59.9m p.a. by 2025/26 at an estimated DPC of 50%

Deadline
carriers.

This business case is requesting for funding until the end of March 2022; in order for Post Office to onboard the first two

Post Office has no direct relationship with retailers
or parcel carriers other than RM

Secure a direct relationship with the largest carrier
in the UK market outside of Royal Mail, and other
carriers

Trading relationship with other carriers to build
relationships with multiple carriers in the PUDO
market

Post Office and our agents only have operational
experience of handling Royal Mail parcels

To prove the viability of opening network access to
third party operators.

Ability to work with and operationally deliver non-
RM items and PUDO propositions in the network.

We are reliant on Royal Mail volume for all our
PUDO income.

Secure incremental income from the second
biggest carrier in the parcel market, and other
carriers

Overall income from 3™ parties over 5 years:
Incremental income opportunity of ¢.£59.9m p.a.
by 2025/26 at an estimated DPC of 50%

Current in-branch process/experience only
supports one carrier partner

Informs the business on operating changes that
are needed to be made or factored into the new
network design in order to succeed in PUDO

Operational CSFs met without deterioration in
service quality to customers or existing RM
processes
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APPENDIX 3: FINANCIAL SUMMARY

Eunding Overview (Em) .

Priot Years 21/22 22/23 23/24 Total New

Actuals Request Toml Fioiec

Including
Intangible Tangible Benefits
only.
1.1
4.0 4.0
ROI % 30% 30%
Period 20721 ; Payback in morl 17.3 17.3
Risk Factar -466.1%
[ 540 [ 540

Business Case Financials (£m)

Prior Years
Actuals

20/21 21/22 22/23 23/24 24/25 Total Project
Gross Income - 1.5 11.0 17.6 29.8 59.9
Revenue Growth - - 1.5 11.0 17.6 29.8 59.9
Revenue Retention - - - - - - -
iCost of Sales e e
{Total Direct Contribution o5 1 tto [ 176 | 298 | 599 |
{Operating E
Project Related - (0.3) (0.5) - - - {0.8)
Recurring Increase - - - (1.2) (1.3) (1.4) (4.0)
Recurring Decrease - - - - - - -
Agents Pay - - (1.0) (7.2) (11.5) (19.4) (39.0)
Avoidance - - - - - - -
Trading Profit - 0.3 0.0 2.6 4.8 9.1 16.2
rading Proft (7] 2 0.0
9
Project Related -9
Avoidance

:Net Cash Flow

iCumulative FCF
{FCF without Avoidances
iCumulative FCF w/o Avoidance

20/21 21723 22/23 23/24 24/25 NPV
Discount Rate i 120% L P80 T Togr T 0ed ]

Quantity of year to include :
Mid-period discounting factor : L 2wy L moan 0 dAed
Discounted Cashflow with Intangible Benefits 5) . it ;

Discounted Cashflow with Tangible Benefits

Total costs UEL (Years)
Software - Internally Developed 3
Software - Purchased 3 -
IT Hardware 5 (9,345.0)
5 N
1
7

(1,987.5)

Motor Vehicle

Plant & Equipment 0 -
Fixtures & Equipment -
Land 10 -
Intangibles 10 -
Opex (1,438.7)
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POL Cost/
Benefit

Cost Type B Organisation FY20/21 FY21/22

FY22/2 FY23/2
3 4

FY24/25
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- Capex

= Exceptional

- One time Opex

= Other
=~ Resource

= IT Hardware

= Software

Other

(blank)

POL - Contractors
POL- Permanent
Accenture

Atos

(blank)

cC

cC

= Support / Maintenanc¢ POL - Contractors

=QOther
=Resource

= Other
~'Resource

= (blank)

POL - Permanent
Other

(blank)
Consultancy
Other

(blank)

POL - Contractors
POL- Permanent
POLPermanent
(blank)

#Support / Maintenanc POL - Permanent

= Infrastructure

=Legal

= Communication

~'Recurring Opex Increa ~'Resource

Grand Total
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Atos

POL

Other

POL - Contractors
POL- Permanent
Legal External

Legal POL

Other
Communication POL
POL - Permanent

(£0.1m)
(£0.0m)

(£0.0m)

(£1.2m)

(£0.1m)
(£0.1m)
(£0.0m)
(£0.0m)

(£0.0m)

(£0.0m)

(£0.0m)

(£1.5m) (£3.8m) (£4.

(£0.0m)
(£0.0m)
(£1.1m)
(£0.5m)
(£0.2m)
(£0.1m)
(£0.5m)
(£0.0m)
(£0.0m)
(£0.0m)
(£0.0m)
(£0.0m)
(£0.1m)
(£0.0m)

(£0.-2m)

(£0.0m)

(£0.0m)
(£0.1m)
(£0.1m)
(£0.0m)
(£0.2m)
(£0.7m)
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Tab 11.1 Health & Safety Report

Title: Health & Safety Monthly Report | Meeting Date: | 3™ June 2021

Martin Hopcroft,

Director of Health & Safety,
Environment and Business
Continuity

Al Cameron,

Author: Group Chief Finance Officer

Sponsor:

Input Sought: Noting

The Board is asked to note the contents of the report.

Previous Governance Oversight
e GE Safety Board 12t May 2021, next meeting scheduled 237 June 2021

Executive Summary

In Appendix A we summarise the Key Performance Indicators over the last few years. We have
included a comparison for Period 1 (April) with last year and this shows a return to a pre-Covid
level of incidents. During lockdown, incidents reached the lowest level on record and our
assumption is that people were more thoughtful about their behaviour. Safety Board agreed
safety campaigns should be supported in Supply Chain and Directly Managed Branch (DMB) by
safety champions.

We continue to respond to the risk due to Covid-19, taking appropriate action to ensure the
health and safety of employees and postmasters whilst delivering key services to customers
and we monitor and respond to the most recent Government guidance and lockdown
restrictions across the UK.

We have updated our advice and risk assessments, communicating to our people and sharing
with Postmasters to remind them that social distancing, managing queues and use of PPE will
be critical to ensure branches remain open. We have supported the return to work of essential
field roles, continue to consult with Unions and review risk assessments.

The current level of employees who have tested positive or are required to self-isolate has
reduced during that last quarter in both Supply Chain and DMBs from the peak level seen in
January. There have only been 13 positive results reported for POL employees since February,
compared to 90 reported in January alone.

Following recent publication of Government roadmaps for relaxing restrictions, we have re-
assessed PPE requirements to ensure there is sufficient supply and have supported the return
of clinically extremely vulnerable employees.

The Department for Business, Energy & Industrial Strategy (BEIS) and Department of Health
and Social Care (DHSC) recently encouraged employers to set up workplace Lateral Flow Test
stations or provide kits for home use. We registered Post Office onto the scheme following
assurances from the DHSC regarding liability and data protection and we ordered and received
a supply of 35,000 free kits at the Swindon Stock Centre for employee use. We are currently
piloting the process in Supply Chain, in DMBs and across the field teams. The DHSC are

1
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continuing to develop a distribution model for franchise retailers and we await new T&Cs and
information for that model. In the meantime, Postmasters have been encouraged to signpost
to the Universal local order scheme for the public and smaller retailers.

Whilst we have paused a short term return to the Office (Finsbury Dials, Future Walk, Bolton),
we are continuing to offer our Covid-secure workplaces to those with exceptional circumstances
and are piloting a small number of ‘essential’ meetings during May and June. We have taken
the view that our colleagues should not be required to return to office until late Summer and
we will monitor Government guidance whilst preparing for a gradual voluntary return.

The number of attacks and robberies remain low, however, we are preparing for this to change
across the industry when we emerge from lockdown due to increasing levels of cash and an
increase in unemployment. We have updated our risk profile for branches and Cash Vans in
Transit (CVIT) routes and implemented mitigating intervention, including cash destruction (glue
and ink) and ‘tracker’ devices in carry cases and body cameras across 35 high risk routes, as
advised by Security. We are also scoping an alternative Cennox ‘lighter’ weight carry case with
cash destruction technology.

Following successful trials, we have supplied a new preferred helmet and a supply of body
armour (stab vests). We have made stab vests compulsory on high risk CViT routes (they are
voluntary otherwise) and have issued a joint statement.

We have reviewed the findings from the independent investigation of the AEI (Identity Services
Kiosk) machine fire at Port Glasgow. Whilst the cause of the fire remains inconclusive, we have
agreed to progress mitigating action. Area Managers have undertaking telephone and site
surveys to check machines are being switched off overnight and to check the environment
around the machine, fire-fighting equipment and smoke detectors are present and a visual
check of the condition of the electrical cable to the machine. The manufacturer’s maintenance
provider is also undertaking additional checks when servicing machines. We have received a
quote from Thales to replace the privacy curtain with a fire-retardant version which we will
consider exceptionally for higher risk locations. CBRE have installed a timer switch at approx.
170 branches where it is difficult to switch off the machine at the socket due to limited access.

Whilst undertaking these checks, concern has been raised of messy cables and wiring which
looks unsafe. Property and CBRE have attended 10 branches to test the wiring and have fed
back their findings to Safety Board. It has been agreed for Property to complete a programme
for PAT testing counter cables and equipment at all branches in 21/22.

Questions addressed

1.  What are the trends on accidents and violence across Post Office?
2. Are there any significant risks emerging and what are we doing to mitigate?

Report

3. To mitigate risk from Covid-19, we continue to communicate with employees, Postmasters
and our customers, providing guidance on following good hygiene principles and raising
awareness by displaying posters. We continue to monitor Government guidance and
receive regular updates from our Chief Medical Officer at Optima Health and we are
providing PPE to colleagues, reiterating safe hand hygiene and social distancing. We have
provided hand sanitiser stations for customers and have installed perspex screens in
smaller DMB branches to protect colleagues and enable the opening of additional counters.

2
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4. We review and update Covid-Secure risk assessments and continue to supply Personal
Protective Equipment (PPE) to DMBs, Supply Chain, essential field teams and Mobile PO
operators. We provide anti bacteria soap to Postmasters together with guidance on social
distancing and a supply of posters and floor decals to all branches. Postmasters are also
able to order PPE directly from our supplier Banner. We continue to provide enhanced
monthly clean in DMBs, Supply Chain (including vehicle cabs) and Support Centres using
an anti-pathogen product that is applied through fogging which will continue until Covid
transmission rates have reduced and employees are vaccinated. We will review this
position in line with Gov advice as lockdown is relaxed in June and the Gov review of social
distancing and use of PPE in the workplace. In the meantime we will pilot some limited
‘essential” meetings and use of hot desks in Finsbury Dials and Future Walk.

5. There have been 13 positive cases in DMBs and Supply Chain in the last 4 months and no
multiple positive cases of Covid-19 reported. Feedback from the NHS Health protection
teams has been that they are happy with our controls and what we are doing in branch.

6. We are supporting the Government’'s Employer Workplace Collect Lateral Flow test
programme. Kits have been received at the Swindon Stock Centre for distribution to
employees. We are required to follow strict rules for distribution of the kits and complete
issue logs. We are currently testing the process at 3 Supply Chain Centres and 6 DMBs
as well as offering to 270 field colleagues who may visit multiple branches. This is a
voluntary programme and employees are being encouraged to ‘opt in’. The DHSC have
advised us to signpost Postmasters to the Universal local order scheme for the public and
smaller retailers whilst the consider whether to launch a ‘franchise’ distribution model.

7. We continue to provide wellbeing support to our colleagues, including those who continue
to work from home and are raising awareness of the support available through our
channels. Refresher training has been provided to our Mental Health First Aiders and
training for new DMB MHFAs has helped to increase the overall number available to
support colleagues. A number of campaigns are planned to raise awareness of our
Wellbeing resources and the MHFA network over the coming months.

8. Robberies remain low and whilst they slightly increased over Q4 there have been 24
incidents compared to 42 over the same period in 19/20 with a similar favourable trend
in weapons, including blades, down to 21 during the last 3 months to P12 compared to 35
in the same period in 19/20. Work continues on combating verbal abuse and violence and
the level reported over the past month has reduced to 8 compared to the average of 28
per month. The Security team has focused on both security health checks and branches
with high levels of cash over the period with a combination of 173 branch visits and
telephone conversations and 8 engagement events. We also have 6675 Branches and
15161 individuals in branch are registered for Grapevine text alerts.

9. In P12(Mar) there were 8 robberies (12), 4 successful (3) and 8 involving weapons (7)
with 2 minor injuries (1). There were 0 CVIiT incidents (1) and 0 ATM attacks (4).
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11.

12.

13.

14.

15.

16.

17.

18.

There were 0 ATM attacks in P12, compared to 4 last year. No ATM attacks this month
Industry noted increased on previous month, albeit average for year. The majority were
physical attacks i.e. cutting. Industry ATM attacks are quite geographically spread.

Following a successful pilot, a preferred design of stab vest has also been selected by
Supply Chain crew. We have made stab vests compulsory on 35 high risk CViT routes
(they are voluntary otherwise). We are monitoring closely and are insisting that stab vests
are issued with reminders to our people not to fight back.

There were 6 accidents in P1 (compared to 0 in 20/21), and 2 lost time accidents of 22
days, both in Supply Chain. Accidents/1000 employees are at 1.82 P1 YTD (0.0 P1 YTD
20/21). During 20/21 we believe there was more focus and control implemented across
DMBs and Supply Chain environment during Covid-19 restrictions, leading to a reduction
of incidents. However, the number of incidents appears to be returning to pre-Covid
levels. This was discussed at Safety Board and the successful Supply Chain *hearts and
minds’ initiatives will be stepped up and shared with DMBs.

The Post Office Lost Time Incident Frequency rate (LTIFR - accidents per 100,000hrs) is
at 0.451 YTD P1, compared to an outturn of 0.083 in 20/21 and 0.150 in 19/20. Total
lost days per 100,000hrs (LTR) is 4.96 at P1 compared to an out turn of 0.465 at P12 YTD
in 20/21 and 3.22 in 19/20.

Post Office property is statutory compliant and overall risk is low. All statutory and non-
statutory inspections are being undertaken and remedials are on track.

A serious near miss involving a trunking driver has been investigated by Supply Chain
Fleet and Operations, including whether fatigue was a factor. Improvements have been
made to the speed of the investigation process including swifter access to CCTV footage
and learning opportunities identified. We will engage with our Occupational Health
provider and push forward with training to raise awareness and other mitigation.

The retender for facilities contracts, which includes safety and compliance is now live and
will be concluded by Sept 2021. The number and quality of respondents has been high.

We have scoped a new 3™ Party audit in Q4 and agreed at Safety Board that this should
focus on our response to the threat of violence, robbery and abuse. The Health & Safety
Executive are particularly keen to support and have provided a proposal to complete the
work in Q2. This work was delayed due to HSE Covid-19 priorities for Inspectors.

Priorities and targets include;

a. Focusing resources to the Covid-19 response and work collaboratively to ensure risks
are controlled and a return to work plan implemented, supported by the Alert Level
Matrix, risk assessments and social distancing.

b. Following a successful pilot of a digital accident investigation and reporting tool in
Supply Chain we have rolled out to DMBs plan further roll out to all business areas.

c. The Supply Chain Safety Plan is progressing well with safety champions sharing best
practice and improvement opportunities at safety forums. We will extend the successful
Supply Chain Hearts and Minds Safety campaign as best practice across the business.

4
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d. Robbery Risk Assessment will be reviewed quarterly rather than annually to inform
decisions regarding mitigation, including iBox technology and Body Armour Stab Vests.

e. Local risk assessments, safe systems of work and training continue to be reviewed and
strengthened. Induction H&S checklists reviewed and updated.

f. Arranged an audit with HSE, scope includes our response to violence and abuse and
personal safety and security. HSE will progress in Q2.

g. An Occupational Health MSK expert has reviewed coin and manual handling activity in
Supply Chain to identify initiatives to reduce risks facing the ageing workforce eg
equipment, training, process improvement. A plan has been drawn up to progress.

h. Continue analysing Supply Chain ‘commercial driver’ telemetry data and driving
behaviour and improvement through 121 discussions and coaching. New modular
training for business drivers is being trialled, inc guidance to mitigate risk from fatigue.

i. Continue developing our team of Mental Health First Aiders and raise awareness of the
webinars for all colleagues and managers to provide guidance on coping with anxiety

Financial Impact

19.

The financial impact of the above initiatives has been evaluated / budgets confirmed

Risk Assessment, Mitigations & Legal Implications

20.

Our highest risks include; violence and abuse aimed at Postmasters and Supply Chain
crew. The Security team will continue to strengthen and invest in mitigation. We continue
to monitor carefully during lockdown. We have received the conclusions of our appointed
forensic fire investigator and the AEI machine manufacturer Thales and reviewed the risk
to the whole AEI Network following a fire involving the Port Glasgow AEI. To make the
network safer, we have instructed all branches to switch off the machines overnight. Area
Managers have completed site surveys to assess any hazards in the environment around
the machines. 15% branches were unable to switch off the machine due to wiring or
access issues. CBRE engineers have assessed wiring and installed timer switches.

Stakeholder Implications

21.

22.

Training should be provided to new directors and where required, to Group subsidiary
directors, management and colleagues.

Information — directors should consider the Health & Safety information that flows to the
Board to support directors, subsidiary directors and management teams carrying out
their duties.

Next Steps & Timeline

Safety Board is held 6 weekly with the next meeting scheduled 23 June 2021. PO Board and
GE reports will include updates, recommendations and decisions made by Safety Board.
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Health & Safety 4 year Performance

Year/KPI 18/19 19/20 20/21
P12 YTD P12 YTD P12 YTD
All accidents 81 70 40
All accidents / 1000 employees 16.9 18.6 11.8
DMB 16.7 21.0 22.7
Support 3.4 7.5 0.7
Supply Chain 42.0 33.8 15.3
Lost Time related accidents 15 10 5
Lost Time related accidents / 1000 3.1 2.6 1.5
employees
LTIFR {lost time accidents/100,000hrs) 0.184 0.150 0.083
Days lost due to accidents 245 214 28
Days lost / 1000 employees 51 57 8
LTR {Accident days lost/100,000 hrs) 3.0 3.2 0.5
L);\L:(;?t due to robbery (assault and 280 105 16
LTR {Total days lost/100,000hrs inc. trauma) 6.4 4.8 0.7
RIDDORS (Employee) 7 2 3

Strictly Confidential

158 of 204

POL Board Meeting - 03 June 2021-03/06/21




Tab 11.1 Health & Safety Report

Security Safety Performance -
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CViT Commentary

P12 (Mar) 0 CVIT incidents
compared to 1 |ast year, 1
successful (0) with loss of £0k
(£22k last year). YTD 6 CViT
incidents YTD (compares to 16 |ast
year), with losses of £37k (£159k
last yr). CVIT crime remains low,
with 6 incidents since P1 (April).
Crews are embracing the support.
Providing routing alternatives in 10
higher risk routes by Cash
Management, driven by dynamic
risk modelling, and also ensuring
best use of security equipment is
being made. No incidents this
month. 29 Cross pavement
observations & 6 Premises Attack
Plans have taken place.

Industry has a seen a 3 month fall
in incidents, 2 in P12, both CIT
focused. This follows a monthly av.
of 9in Q3.

Robbery Commentary

P12 (Mar) - 8 robberies compared
to 12 last yr, 4 successful (3) with
losses of £37k (£1k last yr). 8
involved weapons (7) including 5
blades (4).

YTD - 72 robberies YID (130)
with losses of £266k (£652k). 66
involved weapons (112), including
40 blades (65).

733 fogging kits successfully
installed via upgrade programme in
high and very high risk branches.
Current activity includes 173 branch
support calls & and visits and 8
engagement events conducted in
month. Marginal reduction in retail
focused robberies, 2 vs monthly
average of 3

ATM Commentary

P12 (Mar)-0 ATM attacks compared
to 4 last year, 0 successful (0).
YTD - 11 ATM attacks YTD
(compares to 35 last year), & losses
of £102k vs £175k last yr.

No ATM attacks this month
Industry noted increased on
previous month, albeit average for
year. The majority were physical
attacks i.e. cutting.

Industry ATM attacks are quite
geographically spread

11.1
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Exec Summary

> We continue to make strong progress against planned improvements. The vast majority are being completed as
planned, and for those that are experiencing problems, the IDG is actively engaged to resolve. In addition, Internal
Audit are assuring each delivery and this too is progressing well, with only a few minor areas requiring additional
work.

> The main primary issue currently blocking the progress relates to the scope of the HSS, and whether it should be
expanded to include additional items. This is preventing the finalisation of a number of treatment strategies. A
separate paper is being prepared to provide the details and seek a Board level decision on the way forward. The delay
to the treatment strategy is not expected to delay the resolution of the detriment.

> Since the last Board update, the status of the Inquiry has changed to Statutory. We await guidance from the Inquiry

team on the next steps (both until the interim report, and then beyond) and hope to receive this within the next two
weeks. Using this guidance we will then update our preparation plans, including the associated timelines. The change
to the Inquiry does not change our improvement plans, nor our close focus on maintaining progress.

REDACTION

> The corresponding HIJ conformance review has taken a little longer due to NRF not being as familiar with the Horizon
improvement work. We expect this to complete in June 2021.

'Ll
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71% of our identified improvements have been completed, and of those 67% have been tested
as effective by Internal Audit

Good progress continues to be made on getting improvements delivered. We're also maintaining pace on completing the audits to demonstrate
successful delivery.

From the audits, we have identified five improvements where further work is required, and these are (or have been) resolved.

Where we identify additional improvements, they have been added to our tracker and hence the totals below reflect these additions.

Improvement Status Improvements by PM Impact

assurance review

Activity and subsequent internal audit
assurance complete

Activity is either inflight or planned

Previous update
06/05/21

Previous update
06/05/21

Non-compliance with the outcomes of the
CIJ ruling and / or where there is a
detrimental impact on PMs, where
detrimental means any form of PM harm

There is potential detriment to Postmasters,
or a reputational risk to POL

This change would significantly improve the
Postmaster experience

Beneficial to make this change to improve
the Postmaster experience

Note: Data presented in these slides is as of 21/05.
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Improvements in phase | are being delivered, with 92% on track to meet end of May target
date

< As the end of May approaches, the vast majority of the planned improvements have been delivered as intended. A short summary of those
outstanding is contained on the next slide

- Of note, a number of the red RAG items relate to resolving historic detriment and share the same root cause for delay - a decision needs to
be made on the scope of the Historical Shortfalls Scheme. Once this decision is made, the red items will rapidly clear and return back to
making good progress. Despite the delay, the team are still forecasting that the next phase (repayment of detriment) will not be delayed.

Postmaster Impact Current delivery status
9 6
19

CIJ ruling and / or where there is a
detrimental impact on PMs, where
detrimental means any form of PM harm

There is potential detriment to

Previous update Postmasters, or a reputational risk to POL

06/05/21

Previous update
06/05/21

This change would significantly improve
the Postmaster experience

Beneficial to make this change to improve
the Postmaster experience

At risk against agreed dates
On track against agreed dates
Not Started Activities have not yet started

Note: Data presented in these slides is as of 21/05.
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Progress on May deliverables is being maintained, with the three red status item being closely

managed by IDG

Postmaster balance uncertainty is linked to the HSS scope decision mentioned on previous slide {note, this slide only focusses on deliveries to end

May}

Appeals and Disputes is flagged red below due to Post Office taking additional time to create and agreed the right format and style for the appeals
panel. This is an important improvement and hence the additional time is felt appropriate. This action is expected to complete within the first 2

weeks of June.

Memoview has been largely completed but is currently being held at red due to an ongeoing piece of work looking at a resolution for those
postmasters where we do not have an email address or other contact details. There are a range of reasons why POL does not have this information.

Responsible

[Accountanle: [% Complete

2|Postmaster Balance Uncertainty

iacki Adams.

[Tim Perkins

Settled Centrally Review- Documention

yley Miller

ITim Perkins

M346 |OF | 1|Appeals and disputes for cantract terminations avid Southall [Andy Kingham
M120a |(HI | 7|Proactive identification of Horizon HNGA software issues 1.0 - Recommendations to improve processes Simon Oldnall
M125a |(HI | 12|Privileged Access Management / Remote Access to Horizon Branch Database 1.0 - Review, assess and Simon Oldnall
M123a |(HI | 10[Software Development Life Cycle / Quality Assurance (SDLC/OA) Process Improvements 1.0: New process |R Simon Oldnall
M145a [BC | 3|Usc of memo view may mean that PMs arc not sighted on all urgant communications [Tracy Marshall
M150 (B |Accounting disputes process (including policy approval) lim Perkins

M1a9 |OF | 2|Perception of bias in Investigation process

|Andy Kingham

M145b |(HI | 13|Horizon Help Improvements 1.0 - Initial OM changes to address priority software issues

[simon Oldnall

M116a |(HI | 3|POL staff direct access to transaction data 1.0 updated process for sourcing ARQ data with set SLAs,

Simon Oldnall

M116a [(HI | 2[Keyslroke Logging L0~ New process for sourcing keystroke logging dala from branch counler lerminals

|Simon Oldnall

M116a |BC | 11|Lack of PM focus in POL employee support centre objectives

Puliet Lang

M116a |BC | 10[Roles and responsibilities for product management

Owen

M116a [BC | 12[Lack of Cullural and Solt Skill Training provided Lo Key Supporl Teams

Juliet Lang

9[Inventory 1eam Ways of Working

Russell

Limited AM visibility over PM contractual obligations

[Andy Kingham

Richard Taylor

B
7

M116a |G | 6|Lack of an overarching communications framewark
3
1]

M116a [OF | 3[Absence of early warning indicators to flag issues |Andy Kingham
M116a (ON Upfront On-Boarding Communications. | Tracy Marshall
M116a En IT- TOM 1.0 - New mandated IT governance, KPI/Metrics dashboard v1.0, Job Descriptions for prioritised Simon Oldnall
M116a Stamps and Slock Guide Mark Siviler

Note: Data presented in these slides is as of 21/05.
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Forward view to August, at which point 85% of all currently tracked improvements will be
complete

The table below captures the improvements that are scheduled to deliver between June and August 21. Some have already
started, but others are not due to commence until a little later. For those which are showing as amber, IDG is already
actively monitoring and assisting where required to facilitate progress.
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Refere [Cr [Ny fissue impact [Targetend - [RAG  [Responsivle . faccountable
e |osslmb ildate e
M115c [iH | 6b|Historic KEL 2.0 Buile o” rgrss o7 suile Lo wrsure thal they cannia. hapacn cgain 11/05/2021 Hash Soran[Siman Gleacll
2[values/Behaviou s <ommunicate 13070572021 10 3armicklz [lufiet Czng
2[Postraster Engathy i1 maml_ connecl serior M agerenl contine Js mprovencr L 50052021 |j| | {Jo Samickic Dulict Geng.
S[imp-oved processes to resolve cLrert bugs fcurrent K2Lsj 3.0: - Fully embedded process irto Serv celiow 130/05/2071 [Martin Gadaold__[simon Olcnzll
6aHisoric KFLS 1.0 TesUand close historic K-Ls - iesolve s required 30/05/2021 Hash Soran[simon Glencll
5a|S-ress testng HNGA 1.0 - Non-functiona testirg 3070572021 [Ha'sh Soman__[simon olenall
9b[S-ress testng HNGA 10 - Detarmine cu rrent DR aporoact & treate DE policy 50/05/2021 |8 ash Somar___[simon Dlenzl
7[Proactive contlicalivn of Jorizan HNGA soltwa - issues 2.0_Prov ce an inlerim cosgl 16/07/2021 Dun Adcy Siman Olcnall
3o uc | slc en a5 complex by business tean 021§ fsaira suwooc [l wiclnne:
M351_|sC | afinsuFicient i Remunerat an it 31/0872021 [Alex 10cd ick seal
M352_[6C | 5|Ocsign metiodology and process 131/08/2021 _|NS [k ysantay Plspinis [Owen Woodley
[M120_[BC | 6|Cash discrenancy invest gasion p-ccedure misal gnment 131/08/2021 Doug Brown [Russell Hancock
M7 |6 [No oeerarching PM focussed governance fo-um 1/08/7071 Garerh C ark, [Amanda lones
M543 |G| a|No detaled plan to I mplement e high-level Dara Stiztegy 31/08/2021 N5 [T6C e smyth
M105 [Secarity Oae-ations Maval [30/0872021 Mark Rerond—[Tim Perk ns
M3a [Quality iss.se wih cash poushes 1570672021 [Andy Srevens[Russell Hencock
Mss [Anual Pos-riaster Pol oy Jev ew V2L 80572021 10 viilton Tim perk ns
M111 Aanual Pos.riaster SuapsL Guide Review *[30/07/2021 David Seathal __|Andy Kinglram
M353_[BC | 7|Lack of ranspa-ency and PM-certic me-rics In tie irg syiterm 5170872021 Regianal Vanagers |Andy Kingham
M359_[BC | 13[Product guidance 317085071 [Alison Cookstn__[Tracy W arshall
M58 _[6C | 14|Lack of Investment 11 SLpp y Chain Technology [31/0872021 [wendy Cuttng__|Russell Hencock

M360_|uC | 18[Cack of clarity and commn cation around suppe-t function 6 os and csponsib | ties 3170872021 Tim perk ns
M392[G | 7[comtinnous imp-ovementand feedback mechs risrs 31i0sp071 s [Tracy W arshall
M55 [OF | a[Ext rtenviews are not systematically corcacted 170872021 [Regional Vanagers [Andy Kingram 100%|

|Lack of formalised procedure fo- tranking, resiening PMs fo- their service

31/08/2021 |5 - |Repional Vanagers |Andy Kirgram

50/05/2021 Jay1c Pardoc (081 [Kathe vir Saerratl

2
B

M371 [ON| 2[Revizw Or buarding [rancial cssessment Proess
3|

M574_|ON|3[Orboarding SLAs 170672021 layre Fardae___[Tracy Warshall
M35/ [ON] [FM Irain r Cortent Reaew 1/08/2021 Karjestjounal | iracy Warshall
M135 Postraster chempions [30/0572021 [Andy Stevens | Russell Hencock
[M357_[RC | 7[FOL pocesies are tao narual 2nd rel ant on paper /08071 NG {wendylicrywo — |Owen Waodley
M361b [BC and Forums “or PMis-3ranch hub e ements. 3170872021 NS o waler Tim Perk ns
M35 [6C | 21[immetuc Cash Forecasting Processes [31/08/2021 |5 [Gay Wolker Russcll Hencock

[Or-baarding process improvements
[Conducting Suitaaility Assessmerts before -irancial Assessment

170612071 layrePadae [Teacy W arshall
1/08/2021 llay1e Pardoe___[Tracy Marshall

CEEEEE

M375[ON]S[Leaning MI o suppor: contuous improvemant
M373 [N | 10[Frmbeciting of Classroan Lean g

[31/08/2021 Raricct ounal | Tracy Warshall 0%
5170872671 [Ravieel Towl_[Trncy Warshall 509

0T 10 91

M57C_|ON| 12[Branch Contact Fle [31/08/2021 |85 [Regional Vanagers [Andy Kingham 0%

Note: Data presented in these slides is as of 21/05.
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A range of improvements is being
implemented to improve Potential New
Postmaster experience reduce drop-outs
during the process and reduce the time
taken to onboard a Postmaster. (ON2, ON3,
ON7)

Implementation of a Cross-functional
Training forum to improve Postmaster
training (ON6)

Resolve use of inconsistent terminology
including using the same term for different
purposes (BI9)

Implement offboarding enhancements to
ensure the efforts of Outgoing Postmasters
are recognised and their feedback is
recorded and acted upon (OF4 and OF6)

Some notable Improvements planned for delivery June-August 21

Simplified Financial Assessment including giving a provisional
approval so that the suitability assessment (interview) can be
carried out in parallel ,

Change in support team KPIs to measure satisfaction and
Postmaster Experience

Extended support hours to enable support out of normal business
hours

A shorter more easily understandable welcome e-mail

Implementation: of a cross-functional training review forum (with
representation from training schedulers, classroom trainers, Quality
Assurance Training Leads, on-site trainers, Branch Support Managers)
to gather feedback on training provision and recommend
improvements

Definition, agreement and publication of a consistent glossary for use
by all Postmaster facing teams to eliminate the current inconsistencies
and support the exercise to harmonise content

Exit interviews are now carried out for all outgoing Postmasters and
there is a process in place to thank them for their service

UKGI00041682

UKGI00041682

June 21

August 21

July 21

Complete early
(was due August 21)
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To consider having
half a dozen
Postmaster
champions who
could help validate
the changes made
from their
perspective.

To consider and
corifirm how we
were remediating
complaints in a
timely fashion.

To provide an
example of the
Branch Trading
Statement

UKGI00041682

UKGI00041682

Board Action Tracking

The Postmaster engagement team is in the process of pulling a list together of around 40 key
PM Influencers. : .

Regional Manager Forums are held monthly to actively facilitate direct feedback.

Co-creation sessions with PMs, following the consultation, have already worked with
postmasters to generate improvements to the Drop & Go services from the initial sign up
process, to providing better information and support in how to use the service

Complaints were expected to rise initially as we encourage Postmasters to voice issues and
complaints, and new initiative were introduced to gather additional feedback.

In progress Complaints now steady at around 300 at any given time, but many of the items
captured under the complaints process are feedback and observations, particularly from
Adopt-an-Area. Team are reviewing whether we can separate to allow more fidelity on
tracking and action (this doesn’t change importance or commitment to resolve, but does
allow items intended as complaints to be highlighted)

Annex C contains some additional detail on complaints

Examples of the trading statement, along with all the surrounding documents are covered in
Annex A. Alongside there is a flowchart detailing the Postmaster discrepancy decision tree.

-
-
N

11
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Board Action Tracking

DZ invited board directors to send
any questions they had following
further reflection [on the briefing
material to support Inquiry] to
him, Gareth Clark and Jeff Smyth.

The team would come back with
some examples of what settling
centrally looked like now.

For the IDG Inquiry support
material to show the historical
position and the current position
side-by-side.

To have a decision tree approach
with examples at each point of the
decision tree.

To produce a succinct overview of
the issues that had attracted most
criticism in the Horizon system and ©
the changes that had been

made. The draft would be shared
with Ken McCall and Tom Cooper.

+ No further feedback received fouowiﬁg the board session

+ Process for settle centrally has been included in Annex xxx and is part of the
_ explanation for the earlier action around the branch trading statement.

+ Format for these slides has been update, with the new and old formats shown
together in Annex B.

« Decision trees are still being created and the first example is shown for
disputes and settle centrally in line with the actions above.

« The materials are being prepared and are being used in parallel to support the
NRF appraisal of legal conformance. We will provide supporting materials and a
further lmptementation progress update at the July Board.

12
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To include the “top of the
pyramid” headline issues
where we needed to
explain how the most
egregious failings of the
historical prosecutions had
been rectified.

To arrange for the Board to
see some of the systems
actually running, for
example, what happened
at a month end now
compared with what used
to happen.

To commission external
assurance on the key
systems and processes in
addition to the assurance
we had already sought on
conformance with the
Judgments.

Board Action Tracking

Progress has been made against both of these actions (draft pyramid created
and options identified for Board to see systems), but the recent announcement |
around the Inquiry means we may need to reassess timings.

We want to ensure the Board has the most up-to-date and appropriate
preparation for the Inquiry. Given our sustained progress with improvements,
our story will change (and improve) over time, so timeliness of activity will
ensure we can support the Inquiry in the best way.

The Inquiry team will provide some additional guidance within the next two
weeks and have indicated that they hope to set out if/how evidence provision
and oral sessions may change. This may therefore change our current
preparations. \

The timing and nature of the additional assurance activity is closely aligned
with the Inquiry timescales. We already use our own Internal Audit team
{supported by Deloitte) to review all completed improvements and will set out
a plan for any required additional assurance to meet the new Inquiry
timescales in the coming month. -

Of note, the GLO conformance work is also underpinning the overall assurance

of completed actions and is due to complete in June 21.

rAlnt
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Reminder of Intent for GLO Conformance work

Post Office has started a process to formally review the actions and improvements delivered, comparing them to the
requirements of the judgements and hence determining whether POL is now, or will be at a defined future point, fully
GLO conformant.

Board will be aware that over the course of the last few years there have been many reviews conducted, each rightly
building on the last and drawing on improved Post Office understanding in the intervening time. Whilst each of these has
delivered recommendations and reassurance on progress, none have formally compared changes with the original
judgement to formally assess conformance.
Following this short package of work, Post Office will :

< Be able to make a determination on its current conformance position

¢ Understand any remaining legal conformance gaps

¢ Have the reassurance that plans are in place to close those gaps.

For those at the Inquiry, this work will enable confidence in articulating our current position and clarity on the specific
areas which are still in-flight to finalise conformance.

The work focussed on the two judgements (CIJ and HIJ) and there are two parallel but closely couple workstreams
delivering an overall view on GLO conformance

The determination of GLO conformance will be made by POL staff. Whilst three external companies have been asked to
support this work, they will not make the decision. They will only collate the required evidence and analysis upon which
a decision can be taken.

15
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Cl] Conformance Progress update

¢ The draft CIJ report, which provides a view on legal conformance, is on track to be circulated to SteerCo for review by w/c
7th June 21.

» The report will provide an assessment of legal conformance against each of the CIJ themes and an overall view of
conformance. The following ratings have been agreed by Steerco:

(a) Full conformance: It appears that POL has fully remediated the underlying reasons for an adverse CIJ finding
such that the criticism no longer applies;

(b) Substantive conformance: It appears that POL has remediated the underlying reasons for the adverse finding
subject to relatively minor deficiencies (i.e. which do not go to the root of the relevant criticism) which may be
addressed to ensure ‘full’ conformance;

(c) On the path to substantive conformance: It appears POL is in the process of altering its practices to remediate
the underlying reasons for an adverse CIJ finding, where: 1)the pending changes will, once implemented,
achieve substantive conformance; and 2)substantive conformance will be achieved in a well-defined period of
time;

(dy Need to develop a path to substantive conformance: It appears that POL has not remediated the reasons for the
relevant criticism in the CIJ, and there is no evidence which suggests substantive conformance is likely to be
achieved in a well-defined period of time, based on the information provided.

rAlnt
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Expected outcome from NRF ClJ report

REDACTION

UKGI00041682
UKGI100041682

podey dnolgy Asaljeq Juswsaocidw)| z'L L gel




12/90/€0-1.20Z dunf £0 - Bunesyy pieog 10d

¥0T 10 L)

HIl] Conformance Progress update

REDACTION

UKGI00041682
UKGI100041682

podey dnolgy Asaljeq Juswsaocidw)| z'L L gel




UKGI00041682
UKGI100041682

v0Z 40841

podey dnols) Alaaljaq Juawaaoidiul L L gel

Annex A

Detriment flowcharts, branch trading statement examples and settle
centrally flow eharts.
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Introduction

> The material on the following slides has been provided by Post Office internal teams,
and contains details around the full process that we follow.

< Given that the teams use this to guide their activities day to day, it is necessarily
detailed and in places complex, using specific language and terms.

= The material has therefore been provided to Board to give an insight and the
appropriate internal teams would welcome an opportunity to spend some time with
Board to walk through any or all of these items to provide clarity and answer any
questions.

UKGI00041682
UKGI100041682
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Postmaster Discrepancy Decision Tree

Yas if Monthly
Balancing -
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Postoffce Acount S

Support Team to identify . |
required action

investigate?, f
Arrange structured payments

Tier1

Internal Teams
{Flag Case team, Audit Field team)

Tier 2 . P Close case

Close case

Review £ . Conclude o

. fo o ems s e mw o s i e Close case
Committee If Postmasters fail to respond to calls and letters, the J A investigation
case is passed to the Review committee after 15 weeks

Tier 3

Independent Panel
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| . Transaction Correction Evidence Letter - ATM

Lirda Wright

Bank of freland &TM Team
24 Floor West

Mol Future Walk

Vest Bars

Chesterfield

549 tPF
Postmistress/Postmaster
Dear Siv/Madam 26 Aprll 2021

Sy

Please see the attached evidence to support the credit gain Transaction Correction for &
that was issusd to your office on 26.04.2021 relating to {(214).

The attached list only shows days that do not nsatch vour hotizon figures to Bank of Trelands
figures. &l other deys match and $0 are not shown

PENSED FIGU
Referance Koy § Do Date ” vdmount in bocel currency Text
26003.202) 13,310.00- BOUFILE 2603/2021
2602302145 13,310.60-
28032027 13.000.00: BOUFILE 28003/2001
12X 11,860.60-
32,700.00 HORIZON ENTRY.
32.700.00
16,805.00 BOLFILE D1/04/2021
16,800.08-
2,490.00: BOI FILE 12/04;2001
2.440.00-
9,4300- BOIFILE [ymaj2001
360
- BOIFILE 14404/2021

DISCREPANCY BE ENBOK

NEY HORIZON ENTRIES

290320415
D104.3021

14,04 202§ 45
15.04.3014
1504.3081 =5

HORIACM ENTRY.

16,508.00
B,560.00.

Page 1

rAlnt

922929
Beran
R

2203201
1STRT02L
W2
JLE S]]

£8.330 entered wise, an 26/03.21 and 29,
£16.300 not enterad Jor 01.04.21
£90 nmderstated os 1S.04.20

1o DISCREPANCY. Fi,560 1 RSVATED (N HORLZ

Please check vour Hgures from your dally slip {this Is wour 16:30 ta 16: 20 Figure} against the
antry yau have marde on Horzan, to werify this diferance.

If you do not agree you have a misbalance to cover this TC, please contact the Post Office
hetpline on 0333 345 5567 and ask to speak fo someons to help with your ATM balance.

Page 2

ransaction
Shele

Correctior =
Fuidence Letter
received
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| . Transaction Correction Evidence Letter -Bill Payment

Fosl

sefion Wmiied
i
L Fuinre Walk;

Refarance: CAS- 1828377

FAD: The Postmaster

18,03.21

Diar Postrmaster,

Plezse see the attsched evidence which supports the transaction correction for
£202.28 In connection with a Thames water bill done on the 06.03.2020 as
reguested.

Thank wou very much far your support.
Yigurs Taithfully
Wendy Snuth

Enquirias Support Sdviser
Serviee % Support

rAlnt
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3. Letter sent if ‘Review & Dispute’

19 aprit 2021
Privata and Confidential

BRANCH CODE; 297205
CUSTOMER ACCOUNT: 1037563

Dear

Diserepancy identified for

I'm wolbing to soe of we can help you resclve a discrepancy of EJ;.OS whigh hss been
Fegistered on your latesttrading Plaase find shawing the

total amount of the discreparcy and @ Dmakmmn of how we m:lien the total has been
reached.

g
Plpase get in tauch vith us by calling my team an i wedil start by glving
yeu mere infarmation akout the eatries an yaur statement and showld you require further
Fialp 2nd support we'lh rmake sire that this is made available te yau.

Investigating the discrepancy

If you don't vnderstand the reason for this discrepancy, we can helg you to establish the
lkedy cause of i

Pigase fgllow pither of the aptions balow, depending on whether we beliewe it is 2 Branch
Discrepancy or @ Transaction Coenection.

UKGI00041682

UKGI00041682

| 3. Letter sent if
, ‘W‘ w Dmire

Button is selected

If you have alresdy dene this, and wish To dispute the transaction correction, the
Transaction Correciions Disputes Team will be ablg 1o help. Please contact them at
disputesteanion, or caf them on §

s

Accepting the discrepancy

If, _however, you understand and accept the_discropancy,, please contact my team on
N

or 3 postmasteraccountdd o discuss th best cowrse of

ACHOn for you:

® arranging payrent, or @ refund, of the gmount;
W arranging a deduttion from your remunerstionfees to cover the amaunt;
& arranging aninstalmsnt plan,

Remaember, wa're here to help. Contacting. us a5 soon as possible makes it much easter
fior us to support you with your discrepancy, so please get in touch 3 Soon as you car,
and ideally within the next seven days.

Yours sintarely,

a) Inwestigating or disputing 2 branch discrepancy

GRO

Your Branch Suppert Centre, :m S - £ best placed 1o help wou te
investipars further t dentify fow the ai'scwretsanq.\ nappened.

I, betwesn 45, we can't agres on the messan why ths discrapancy happensd, your
Branch Support Centre will be able to raise a dispute for you

) BF ing a correction

Whea you received yor transaction correction. the team that sent it will have provided
Wi wili their Kulanmne mumber. INwou ftdve 3 guery aBout the transkchien correction,
i g

B

Page 1

Michelia Stevens

Pastmaster Accaunt Support Manager

Enclasuras:
Starement

Page 2
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1 CUTUME WEIK
Chasterfiald
549 1PF

0333 665 1019

Your referance: FAD

Name and address Dur reference: CAS RER

Dear Naorme
Product - Edmount

Thank you far conlacting us regarding the Branch Dischepancy, which was ceused by
the sccaptance of the debit loss Transaction Correction listed aboue,

whilst your dispute 1s being Investigated, we will net contact you regarding the
armount an yaur acegunt.

We'll alm rezpond to you within 16 days, but if if looks as i v reay need rmore dae, we'll
lotyou knaw,

Yours slncaraly

Signature
Dispute
acknowledgement a result
Namie of Accepting a TC

Transactlen Correctian Disputes Tearm
disputestieamlineatofiica.co.uk
ashofficeny

UKGI00041682

UKGI00041682

1 Fusture Walk
Chesterdield
549 1PF

0333 6565 1019

Your reference: FAE
Recipient name Qur reference: CAG REF
Address line 1
Address line 2
TewnCity
Posteode

Date

Dear xxx

Praduct - £&mount

Thank you for ug ding the T ion Correction abave

We'll aim respond to you within 14 days, butif it looks as il vee may reed more time, we'll
it you kngy,

Vours sincerely

Name Dispute
Transaction Correction Disputes Team
disprtesieanyi postoffice. co.uk

A pastoiicenays

acknowledgement due to
a Transaction correction
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1 Fuiture Watk
Chestarfield
49 1FF
03331655 1019

Yaur reference : fad code
Recigient name. Qur reference : case ref

Address fnel
Sddress ine &
Taven,City
Postende

Date

Dear ki

Product ~ EAmouant

Thank you for contacting us for help regarding the Transaction Correction above.
Whilst e investigate, Thave srranged for  tredit gsin transaction cormaction ta e
Igéun?u\:mt‘o your branch to compensate the debit toss trensaction correction that is am

el ity respand to you within 14 days, butifitlenksas i we may need mare time, we'il
lee you kg,

Yours sincershy

Dispute

acknowledgement while
under investigation and a

Pame it gain is i
Transaction Corregtion Disputes Taam credigain ls isshied

diepurestaamdpasiniice.cpu
g rtolleaniling

UKGI00041682

UKGI00041682

1 Future Waik
Chasterfield
549 1PF

0333 665 1012

Your reference : fad code
Recipient name Qur refarence © case ref

Address line 1
Address line 2
Town/Ciky
Fasteode

Date
Dear xxx
Product - 2Amount

Thank you far ing us ding the Tr & an above.,

¥éhtlst your dispute is being investigated, we will not contact you regarding the
ampuent oh your account,

Well g respond to you within 14 days, bukif it looks as if we may need more time, we'll
bekyou ke,

Yours sincereby

Dispute

acknowledgement while
under investigation
Name
Transackion Correction Disputes Team
digmutspreamdipostotice.co.uk
ozl Hize:
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Introduction

> At the last Board session, we agreed to reformat the narrative slides to consider a
side-by-side layout. Accordingly, we've amended the slides and an example for the
Area Managers is provided on the next slides

UKGI00041682
UKGI100041682
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Area Managers
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The CIJ implied a term obliging POL to provide adequate training and support to Operators.

The Judge also highlighted the need for POL support for Operators throughout the life of the contract, with reference in particular to when new working practices are

implemented; and new systems adopted:

like before
Previously, we only supported the top ¢3500 branches, typically Mains branches
via support from an Area Sales Manager or Mains Sales Manager. This was
further supported by a team of Telephone Support Advisors who made
outbound calls to branches in-between visits. Most of the network received no
face-to-face support from Post Office and had no dedicated contact when they

needed help or support; other than the Network Business Support Centre:(now.
BSC).

This led to a poor relationship/experience between Postmaster and: Post Office,
and often Postmasters:would feel isolated and unsupported. There was no:POL
support around business development, growing the Postmasters business, retail
support; advice on branch standards and customer experience; or support when
things go wrong. Postmasters didn’t like the fact that some branches had a
dedicated support from Post Office and others didn’t, it almost felt elitist based
on the type of branch they operated (i.e., Mains).

In contrast, the larger branches that did get face to face support (typically
Mains) would get:a monthly visit from an Area Manager, and the smaller
branches a quarterly visit from a Mains Sales Manger. The roles would very
much focus on supporting their business in relation to Mails, Travel, Banking,
Financial Services and Telecoms. In addition to in branch support, these
branches would also be invited to regional and area training events to further
support capability development of Postmasters and their teams.

So as far as a postmaster was concerned the support, they received was a:bit
of a lottery depending on the size of the branch and their appetite to promote
mainly telephony and financial services (this was the emphasis at the time).

Area Manager team increased 94 in ‘April: 2019. Every Postmaster now has an Area
Manager dedicated to their branch. In addition, a Business:Support Manager role has been
created to provide early days support for the first 6 months after they are on-boarded.

A partnership approach in ways of working has been adopted between Area Managers and
Postmaster with Postmasters driving a large ‘part of the agenda, and activities they wish to
cover in session. ‘We're Listening” events have been introduced with area networking
evenings, where Postmasters are invited for:dinner alongside other Postmasters, Area
managers, Regional Manager and senior POL leaders ‘to proactively discuss and listen to
challenge face; which also bles peer-to-peer ing

Different methods of communication has been actively encouraged between AMs and
postmasters including the use of WhatsApp, Facébook etc.

For any new ways of working or changes to products, transaction and remuneration the
field teams now work together to communicate to all-po er-in the way and:time that
best suits them: either face-to-face or using Microsoft Teams.

All-field teams are now informed of all operational changes in advance and are routinely
included and asked to provide feedback on the nature of the change and what support will
be required to fully embed.

yoday dnoigy Ausalieq u
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Area Managers

Develfop AMfBSMs retail development skills further in order to
ensure that we continue to provide best in class support to the
whole of the Postmasters business, not just Post Office.

An improved CRM system detailing all Postmaster touch points,
allowing for an even greater Postmaster experience.

Being more data driven to target the right level of support at the
right time, to ensure that we pre-empt any potential issues.

Further evolve the ‘Playbook’, to ensure that all field teams have the
right tools needed to support all Postmasters to thrive.

Horizon training and annual refresher training for all Area Managers,
ensuring that we are always able to offer technical support in person
where needed,

Postmaster Support Guide under refresh to ensure its relevant and
up to date.

Going forward, we will continue to evolve ways of working by
learning from other franchise businesses to understand best practice
in terms of how other franchisees are supported to succeed.

We will continue to understand the needs and demands of
Postmasters to endure that we are adapting to meet this in terms of
our team structures and deployment.

rAlnt

| ATh Postmaste Experlen ce -

UKGI00041682
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"o (ano 1o o)

Overwhekming{y, Postmasters value the support provided by their Area Manager. They have
someone to support them to grow and drive their business forward. Provide support with their
retail proposition and overall customer experience, as well as someone to turn to when they need
help or support working in the true spirit or partnership.

Area Managers also support Postmasters to get things right first time when it comes to
conformance, ensuring that we always trade in a compliant and customer centric way.

Area Managers are data driven to ensure that Postmasters have the right support at the right
time, e.g. if indicators show that a Postmaster needs additional support when it comes to cash
management, the Area Manager can target support quickly and in a proactive fashion.

Within the regional structures, we now have the ability to deploy additional resource based on
Postmaster need, e.g. BSM/Onsite Trainer

Postmaster Consultation 2021

One of the most positive feedback in the survey was the stmng support provided by Area Managers
Over half have expressed an interest in being more involved in decision making via working groups
or local engagement with Area Managers. Half want ‘human contact {ﬂhone or f2f) when they have
an urgent issue £ :

The graph below shows the important
Part that Area Managers played in
supporting Postmasters to keep their
branches open during the CV-19
Pandemic,

32
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Area Managers - Before

The CI)'implied & term obliging POL to provide adequate

training and support to Operators.

The Judge also highlighted the need for POL support for
Operators throughout the life of the contract, with
reference in particular to when new working practices are
implemented and new systems adopted.

UKGI00041682

UKGI00041682

| Previous Format

Previously, we only:supported the top ¢3500:branches; typically Mains branches via support from: an-Area Sales
Manager or Mains Sales Manager. This was further supported by a team of Telephone Support Advisors who made
outbound calls to branches in-between visits. The vast majority of the network received no face to face support
from Post Office and had no dedicated contact when they needed help or support; other than the Network
Business Support Centre (now BSC):

This led to a poor relationship/experience between Postmaster and Post Office, and often Postmasters would feel
isolated and unsupported. There was no POL:support around business development, growing the Postmasters
business, retail support; advice on branch standards and customer experience; or support when things go wrong.
Postmasters didn’t like the fact that some branches had a dedicated support from Post Office and ‘others didn’t, it
almost felt elitist based on the type of branch they operated (i.e. Mains).

In contrast, the larger branches that did get face to face support (typically Mains) would get'a monthly visit from
an Area Manager, ‘and the smaller branches a quarterly visit from a 'Mains Sales Manger. The roles would very
much focus on supporting their business in relation to Mails, Travel, Banking, Financial Services and Telecoms. In
addition to in'branch support, these branches would also be invited to regional and area training events to further
support capability development of Postmasters and their teams.

So as far as a'postmaster was concerned the support they received was a bit of a lottery depending on the size of
the branch and their appetite to promote mainly telephony and financial services (this was the emphasis at the
time).

33
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Area Managers - A

hange

fter

asters at the heart of everytl

Area Manager team increased to 94 Area Managers in April 2019. Every Develop AM/BSMs retail development skills further in order to ensure that we continue to

Postmaster now has an Area Manager dedicated to their branch. provide best in class support to the whole of the Postmasters business, not just Post

BSM role created to provide early days support (6 months post go live) Office.

Partnership approach adopted in terms of ways of working with Postmasters An improved CRM system detailing all Postmaster touch points, allowing for an even

driving a large part of the agenda greater Postmaster experience.

Adopted an approach of ‘We're Listening’ via area networking evenings, Being more data driven to target the right level of support at the right time, to ensure

where Postmasters would be invited for dinner alongside other PMs, AM, RM that we pre-empt any potential issues. :

and senior POL leaders to listen to challenge, but also allowing for peer to Further evolve the *Playbook’, to ensure that all field teams have the right tools needed

peer networking. to all Postmasters to thrive.

New ways of encouraging multi level communication between AMs and Horizon training and annual refresher training for all Area Managers, ensuring that we are

postmasters have been actively implemented, these include tools like always able to offer technical support in person where needed.

WhatsApp, Facebook etc. Postmaster Support Guide under refresh to ensure its relevant and up to date.

When we have new ways of working or changes to products, transaction and Going forward, we will continue to evolve ways of working by learning from other

remuneration the field teams now work together to communicate to all franchise businesses to understand best practice in terms of how other franchisees are

postmaster in the way and time that best suits them (i.e. f2f, teams etc) supported to succeed.

Field teams are now informed of all operational changes in advance We will continue to understand the needs and demands of Postmasters to endure that we
are adapting to meet this in terms of our team structures and deployment.

yoday dnoigy Aisaljeq uswsAoldw) z'L L qel

Metric/Data/Surveys . = .
Overwhelmingly, Postmasters value the support provided by their Area Postmaster Consultation 2021
Manager. They have someone to support them to grow and drive their One of the most positive feedback in the survey was the strong support provided by Area
business forward. Provide support with their retail-proposition and overall Managers
customer experience, as well as someone to turn to when they need help or . Over half have expressed an interest in being more involved in decision making via working
support working in‘the true spirit or:partnership. groups:or focal engagement with -Area Managers. Half want *human’ contact {phone ‘or f2f)
Area Managers also support Postmasters to get things right first time when it when they have an urgent issue
comes to conformance; ensuring that we always trade in a compliant and
customer centric way.
Area Managers are data driven to ensure that Postmasters have the right
support at the right time, e.g. if indicators show that a Postmaster needs The graph below shows the important
additional support when it comes to cash management, the Area Manager Part that Area Managers played in
can target support quickly and ina proactive fashion. supporting Postmasters to keep:their
Within the regional structures, we now have the ability to deploy additional branches open during the CV-19
resource based on Postmaster need, e.g. BSM/Onsite Trainer Pandemic. 34
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Tab 11.2 Improvement Delivery Group Report
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More detail around postmaster complaint handling

We are taking a number of actions to support our postmasters with their complaints:

+ A new postmaster compliant handling policy has been created. A copy is available to all Post Office employees and training has
been provided to all teams who handle complaints

+ We are encouraging postmasters to raise their complaints with us through regular comms therefore we have ensured we have the
right resource in place to handle any volume increases

What happens with the feedback?

- Data from the case management tool is extracted to produce a live Postmaster Issues and Complaints dashboard

« Each business area has access to the dashboard and can drill into their area of accountability

» Service levels are closely monitored along with complaint volumes

+ Each area of the business is being held to account to ensure they are giving best possible service to postmasters

» Trends are discussed at the monthly Voice of the Postmaster meeting and opportunities identified to fix root causes of issues

Key metrics:

« In P1, 85% of complaints resolved were resolved within the 10-business day SLA (vs. target 80%)
«  There are 209 complaints currently open which are over SLA!

+ The majority over SLA are due to the nature of the enquiries coming through the Adopt an Area (AaA) channel - some of
these are not complaints but requests or suggestions, e.g., asking to be able to track letters and parcels on Horizon for
customers, asking to be able to sell special stamps (in an outreach branch)

»+  We are considering how we can separate complaints from AaA vs suggestions to ensure feedback is handled through the most
effective channel and to avoid distorting complaints reporting

1. As of date of analysis: 17/05/21

rAlnt
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Actions from Insight Review at Voice of the Postmaster Session

. RMG/PF SLAs and contractual obligations to be reviewed if meeting obligations
P >50% are Royal Mail or Weekly communication with RM Complaints link now issued
roduct |Parcelforce failed or Rei ) N ’ N .

missed collections eln_state Power BI mlssed_colle_ctlons log to validate _agaln_st RM/PF view
Service Management meeting with RMG to be held (including complaint review).
RMG have agreed to make changes to reduce dust and debris when manufacturing and packaging the Queens Head
Label
New counter printer QR code deployed which takes postmaster straight to the printer cleaning video. Data to be

>40% Printer issues of analysed to see if this reduces incident volumes.

which 66% caused by Additional counter printers to be supplied to Remote, Rural and Outreach branches as part of our remote spares plan

1T dust & debris. Historical Engineering supplier to carry out proactive maintenance

data indicates these will Specialist cleaning swabs are being piloted.

fcontinue to rise. To explore whether SPM device strategy can be accelerated
Confirm likely requirements of new printing devices and assess impact of integrating with Horizon with FJ to bring
implementation forward
Explore options to design out printing with Product owners e.g., email receipts (in Horizon Improvements phase 2).
Work is underway to reduce lead-times between branch ordering and receiving stock, target to reduce by 1 day for all
branch types.

20% YTD relate to Stock Bank holiday ordering trial underway, previously branches that routine order day fell on a bank holiday, orders were

Supply chainfordering of which 35% rolled over to the next scheduled day, therefore missing an ordering period.

femergency orders Additional comms to be provided to PMs when stock delivery dates change.
Better forecasting of spikes in emergency orders e.g Stamp price increase.
Christmas Planning underway.
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Title: Sealings Report Meeting Date: | 03™ June 2021
Authors Rubia Khanom, Company Sponsor: Veronica Branton, Company
Secretariat Apprentice Secretary

Input Sought: Approval

The Directors are invited to consider the Register of Sealings and to approve the affixing of
the Common Seal of the Company to the documents set out against items number 2057 to
2070 inclusive in the Register of Sealings.

Executive Summary

For the Directors to resolve that the affixing of the Common Seal of the Company to the
documents set out against items numbered 2057 to 2070 inclusive in the Sealings Register is
hereby confirmed.

Strictly Confidential

POL Board Meeting - 03 June 2021-03/06/21
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Date Created

Post Office Limited

Company Number

26/05/2021 Register of Sealings 2154540
Seal Number Date of Date of _ Persons Attesting Destination of
1 File Ref. Sealin: Authori Description of Document To Document Document
2057 / Power of 12/03/2021 12/03/2021 Power of Attorney granted by Post Office Limited under UK law as a Sarah Koniarski, Senior Assistant Web3 C100960
Attorney deed, entrusting Beijing Sunhope Intellectual Property Limited to act as its | Company Secretary
agent in relation to trademark number 7207238 for renewal of registration
and recordal of modification of licensor/licensee. This Power of Attorney
allows an Agent to act on our behalf in renewing a registered trademark in
China — this is not a licence to use our brand. Authorised in eCAF1276.
Web3 reference: C100960. Executed as a deed under the common seal
of Post Office Limited - this is a Power of Attorney so no counter-signature
required.
2058 / Transfer 23/03/2021 12/03/2021 Transfer in respect of Sale of Freehold - Ammanford Post Office, 4A Veronica Branton (Company Womble Bond Dickinson
of title Queen Street SA18 3DE between Post Office Limited (Transferor) and Secretary) and Alisdair Cameron
Sumankaran Suntharamoorthy (Transferee). Executed under electronic {Director)
signature coordinated by Womble Bond Dickinson due to Covid-19
pandemic.
2059 / 23/03/2021 17/03/2021 Leasehold Surrender relating to 67-70 North Hill, Colchester, Essex CO1 Veronica Branton, Company Womble Bond Dickinson
Leasehold 1PX between Post Office Limited (Tenant title number EX838543) and Secretary and Alisdair Cameron,
Surrender Firouzi Investments Limited (Landlord TITLE NUMBER EX587025). Company Director
Executed under electronic signature coordinated by Womble Bond
Dickinson due to Covid-19 pandemic.
2060 / Deed 24/03/2021 24/03/2021 Agreement to surrender a lease of premises at Post Office premises at Sarah Koniarski, Senior Assistant WBD — Returned Direct
Crown Street, Darlington, DL1 1AB between Newriver Retail (Darlington) Company Secretary
Limited (Landlord) and Post Office Limited (Tenant). Executed via e-
signature during Covid-19 pandemic and returned direct to WBD. Note
letter of non-crystallisation relating to the same.
2061 / Transfer 24/03/2021 24/03/2021 Transfer of title relating to Head Post Office, Crown Street, Darlington, Sarah Koniarski, Senior Assistant WBD - Returned Direct
DL1 1AB. Executed via e-signature during Covid-19 pandemic and Company Secretary
retumned direct to WBD.
2062 / Licence to 31/03/2021 02/03/2021 Licence to occupy on short term basis - relating To The Area Known As Rebecca Whibley, Senior Assistant WBD
occupy 38-40 West Street Rochford Essex SS4 1AJ between ROCHFORD Company Secretary
FINANCIAL HUB COMMUNITY INTEREST COMPANY (licensor) and
POST OFFICE LIMITED (licensee). Executed using DocuSign
coordinated by WBD during the pandemic.
2063 / Transfer 23/04/2021 22/04/2021 Transfer of title - TR1: Surrender of Leasehold Property - Units 9 and 10 Veronica Branton, Company Karima Karger, Legal
of title (Postal Nos 45-46) Queens Arcade, Queen Street, Cardiff CF10 2BY - Secretary and Alisdair Cameron,
between POL (Transferor) and Sapphire QAC Holding S.E.N.C. a society | Director
en nom collectif constituted under the laws of the Grand Duchy of
Luxembourg with number B159592 whose registered address is 1 Alleé
Sheffer, L-2520, Luxembourg . Executed under e-signature during Covid
19 pandemic.
2069/ 25/04/2021 22/04/2021 DISPOSITION by POST OFFICE LIMITED in favour of 83 S LTD Sarah Koniarski, Senior Assistant Karima Karger, Legal
Disposition incorporated in Scotland (Registered Number SC105694) and having their | Company Secretary
(Sale) Registered Office at 28 Melville Street, Edinburgh, EH3 7HA (Purchaser)

in respect of 265 Momingside Road, Edinburgh, in the County of
Midlothian. (Recorded under seal entry 2069.) Executed under signature
of an authorised signatory and witnessed. Note: Letter of non-
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2064 / 29/04/2021 20/04/2021 Agreement for the Sale of Leasehold Land with vacant possession Veronica Branton (Company Karima Karger, Legal
Agreement for Relating to Post Office Premises at 1 Church Street, Exmouth EX8 1AA Secretary) and Alisdair Cameron
Sale between Post Office Limited (Seller) and Wolfhead Limited (Buyer). (Director)
Executed under e-signature during the Covid-19 Pandemic.
2065 / Transfer 29/04/2021 20/04/2021 Transfer of Title for Post Office Premises at 1 Church Street, Exmouth Veronica Branton (Company Karima Karger, Legal
of title EX8 1AA between POL (Transferor) and Wolfhead Limited (Transferee) Secretary) and Alisdair Cameron
Seal 2065 (Note: Capital Allowances Election also provided.) Executed (Director)
under e-signature during the Covid-19 Pandemic.
2066 / 29/04/2021 27/04/2021 Underlease relating to part of the land known as Unit 20 Nursling Veronica Branton (Company Karima Karger, Legal
Underlease Industrial Estate, Majestic Road, Nursling, Southampton SO16 OYT Secretary) and Alisdair Cameron
between Loomis UK Limited (Landlord) and Post Office Limited (Tenant) {Director)
Seal 2066. Executed under e-signature during the Covid-19 Pandemic.
2067 / Licence to 29/04/2021 27/04/2021 Licence to underlet relating to Part of Unit 20 Nursling Industrial Estate Veronica Branton (Company Karima Karger, Legal
underlet Southampton SO16 OYT between AVIVA LIFE & PENSIONS UK LIMITED | Secretary) and Alisdair Cameron
(Landlord} LOOMIS UK LIMITED (Tenant) and POST OFFICE LIMITED (Director)
(Undertenant) Seal 2067 Executed under e-signature during the Covid-19
Pandemic.
2068 / Transfer 29/04/2021 27/04/2021 Transfer of whole registered title with limited title guarantee relating to Veronica Branton (Company Karima Karger, Legal
of Titke Post Office Premises at 117 West Street, Fareham, PO16 0AA between Secretary) and Alisdair Cameron
Post Office Limited (Transferor) and City Centric Limited (Transferee) {Director)
Seal 2068. Executed under e-signature during the Covid-19 Pandemic.
2070/ Lease 29/04/2021 29/04/2021 Underlease of whole until 2026 in respect of 117 Stockport Road, Veronica Branton (Company Karima Karger, Legal

Manchester M12 8AB between Post Office Limited (Landlord) and Arif
Matadar (Tenant) Executed under e-signature during the Covid-19
Pandemic.

Secretary) and Alisdair Cameron
(Director)
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Title: Future Meeting Dates Meeting Date: | 03 June 2021
Authors Rubia Khanom, Company Sponsor: Veronica Branton, Company
Secretariat Apprentice Secretary

Input Sought: Noting

The Directors are requested to note the future meetings dates scheduled in respect of Post

Office Limited Board and Committee meetings.

2021

IDater ot i E : : [Meeting &

Thursday 03 June 2021 10.05 -11.50 | Board (Part 1)

Thursday 03 June 2021 14.15 - 17.15 | Board (Part 2)

Thursday 10 June 2021 15.00 - 16.30 | Weekly CCRC Board Call*
Tuesday 29 June 2021 10.00 - 12.00 | Additional ARC (for ARA)
Thursday 01 July 2021 15:00 -18:00 Remuneration Committee
Monday 26 July 2021 09.00 - 11.30 | ARC

Tuesday 27 July 2021 | 09.30 - 13.00 | Board

Tuesday 27 July 2021 13.30 - 18.00 | Board Strategy Away Day - 1
Wednesday 28 July 2021 08.30 - 16.30 Board Strategy Away Day - 2
Tuesday 28 September 2021 | 09.00-11.30 |ARC

Tuesday 28 September 2021 11.45 -16.15 Board

Tuesday 28 September 2021 16.15 - 16.45 | Nominations Committee
Tuesday 28 September 2021 16.45 - 17.30 | Remuneration Committee
Tuesday 26 October 2021 | 09.00 - 14.00 | Board

Tuesday 30 November 2021 09.00 - 11.30 | ARC

Tuesday 30 November 2021 11.45 -16.15 Board

Tuesday 30 November 2021 16.15 - 16.45 | Nominations Committee
Tuesday 30 November 2021 16.45 - 17.30 | Remuneration Committee

*As agreed at the CCRC Meeting on 02 April 2020, this Board call is being set up as a
reoccurring meeting every Thursday at 15.00hrs.
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Monday 24 January 2022 | 15.00-17.30 |ARC

Tuesday 25 January 2022 | 12.30-17.00 | Board

Tuesday 15 February 2022 | 10.00 - 11.00 | Nominations Committee
Tuesday 15 February 2022 | 11.00 - 12.00 | Remuneration Committee
Tuesday 29 March 2022 | 09.00 - 11.30 |ARC

Tuesday 29 March 2022 | 11.45-17.00 | Board
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Non-Executive Meeting

Financial Performance Report
Solvency Paper

Draft Budget 2021/22

SPM

Network Strategy update
PUDO

Postmaster Experience
Health & Safety Report - including security/ safety review
Noting and Governance items

CEO Report.

Finance: Solvency, Budget 2021/22, Financial Performance Report
Network Strategy update

Postmaster Programme update/ Postmaster Journey Project
Mails Regulation discussion paper

Starling update

People Update

Independently facilitated Board Evaluation Report

Historical Matter Business Unitreport

Annual Governance Report.

Noting and Governance items (incl: Microsoft Eterprise Agreement
2021 -24)

e

03 June 2021
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CEO Report

Financial Performance Report

Strategic Plan

Banking Framework 3 Pricing Framework

SPM Multi-Year Business Case

Starling update

Historical Matter Business Unit report

Approvals: External Auditor Fees & Scope of Engagement (2020/21}); Post
Office Operating Model Funding; PUDO funding; Matters Reserved and
ToRs

Noting and Governance items

Non-Executive meeting

27 July 2021 Strategy sessions - 27 & 28 July 2021 28 September 2021
o CEOReport « Digital Identity * CEO Report
o Financial Performance Report  Financial Performance Report
« Independently facilitated Board review actions The agendas for the strategy days are being drafted by Tim Mcinnes, * Belfast Exit Plan: delivery progress and next steps
* PUDO integration Transformation and Strategy Director * Historical Matter Business Unit report
* PUDO update * Noting and Governance items
o Belfast Exit Plan: external consultancy
« Historical Matter Business Unit report Non-Executive meeting
* Modern Slavery Statement
* Noting and Governance items

Non-Executive meeting

26 October 2021 30 November 2021 25" January 2022
o CEO Report o CEO Report o CEOReport
«  Financial Performance Report « Financial Performance Report * Financial Performance Report
» Historical Matter Business Unit report * Historical Matter Business Unit report e Historical Matter Business Unit report
« Noting and Governance items ¢ Noting and Governance items « Noting and Governance items
. ) : : «  Approval: Code of Business Standards

= Pending item (where the item is needed but the date must be confirmed)
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