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Introduction

The Post Office is a commercial
business with a public purpose.

Our 11,780 branches sit at the heart of
communities across the UK. We employ
almost 8,000 people and work closely

with thousands more across our network.

The Post Office is focused on growing
as a business and modernising its
network, complemented by a
growing digital presence.

This was our story in 2012-13.
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Overview

Who we are

The Post Office
in numbers

Our aim 1s to provide customers with the
things that are important to them — from
mail to their broadband package, from car
Imsurance to their savings account Whether
customers come mnto a branch, are on the
move or shop online, we work hard to
deliver a great experience That's the

Post Office promise

%9 18m

customers visit a Post Office branch
each week, including a third of the
UK’s small businesses

NO.

UK travel money provider

Annua!l Report and Financial Statements 201213
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Other highlights
® Number one Mails retailer

® [argest deployer of contactless
enabled terminals in Europe

® S1xth largest telecoms
provider 11 the UK

® 754 branches offer world-
leading 1dentity technology

of all UK debit card holders
can access their cash through
our branches

99.7%

of UK population 1s within
three miles of a branch

7%

customer satisfaction
Aacross our branches
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Overview

Chairman’s foreword

Fit for the future

founded on
our history

It 1s with great pleasure and pride that
I wnite the foreword to the first Annual
Report and Financial Statements for the
Post Office as an independent business

Alice Perkins Chairman

Highlights

» Revenues are up for a second year, and
we are on the road to reducing our
reliance on subsidy

e We are modermsing branches and
providing new services to our customers

¢ The transition to independence has been
smooth without any loss of service

Annual Report and Financial Statements 2012 13

This Report describes the way in which the
Post Office has embarked on a remarkable
Journey of transformation

Tharnks to our Shareholder the government we
are investing mihons of pounds into our network
over three years upto Apnl 2015 Thereis

no longer a programme of Post Office branch
closures Instead we are rmodernising the network
and increasing our cpening hours We are cffering
new services and developing new methods of
mteracting with oury customets working with our
key partnersin new ways cutting costsand
INCreasing our revenues

All of this puts the Post Office on the path to
securing iinancial sustainability for the long term
We are reducing our dependence on the taxpayer
to the mimimum and changing our culiure so that
we respond proactively to changes in the world
around us 1n partnership with the key people on
whom we depend for the delivery of our services

A series of important changes have already
happened and many more are in the pipeline

Moving to independence

We ceased tobe a subsidiary of Royal Matl Group
Limited in April 2012 and began operating
independently as sister companies under Royal
Mail Holdings plc Working closely with our
colleagues at Royal Mail Group good progress
was made during 2012-13 11 the complex process
of separating the two orgamsations — so much

so that the transition to date has been remarkably
smooth without any loss of service or impact

on standards

I have completed the formation of my Board

and we are now operating Board governance 1n
keeping with best practice in the corporate world
Full details of the Board members and our Board
committees can be found on pages 40 and 44
lam dehghted to have been able to appoint such
able people with vaned backgrounds who are
all commutted to supporting and challenging the
Post Office as it undergees the changes which
must be made 1f we are to secure its future
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We are clear about the way forward for the Post
“ Office and the changes that need to take place to Re:eléll.ﬁ ule)a(:_n
The Post Office has a long build on the successes set out in tins Report We previ 14
are equally clear that there are significant
and honourable 370 -year additional challenges ahead the goingisnot easy
This turnaround hke any other requires people
hIStOIV We need tO retaln the throughout the organisation and their partners to
essence of what has made 1t workinnew ways We need to win new busimess
on commercial terms and manage our fixed costs
gl’eat and made it loved, more effectively while at the same time finding Reduced Crown
the resources to operate on our own two feet and
Whlle at the sdrme tlme to modermise and innovate losses by

making it fit for the future
b}

We achieved a nuimber of notable successes last
year For the second year runmng our revenues
are up on the previous year despite the difficult
economic environment and we are cn theroad to
reducing our rehance on the Network Subsidy
Payment received from the government

Modernisation and growth

We have made great headway 1n our planto
modermse the network of branches run by

our agents 1450 have signed up to be converted
mto new operating models which give much
better service to customers resulting in higher
footfall and turnover And we have made real
mprovements to the runmmng of our Crown
branches where the operating ioss has reduced
this year from £46 million to £37 milhon

The Post Office has won a number of new
government contracts under which we are
providing some completely new services and
enabling central and local government to realise
significant administrative savings We are aiso
offering new financial services maintaining our
appeal to customers who come to us for the
rehability and transparency of our financial offers
QOur malls business meanwhile remains the
market leader and 1s increasingly mmnovative

We are also on the path to creating the right
conditions for the mutuahsation of the Post Office
These require both financial sustainabilhity and
completely new ways of working with our key
stakeholders across the board In the last year

we have taken the first steps towards achieving
both of these goals with our strong financial
performance on the one hand and the creation
and work of the Stakeholder Forum on the other

I would like to thank the Post Office Chuef
Executive Paula Vennells her team and allthe
people who work to support the Post Office
business and who have brought about the
remarkable changes we have already seenand
will see in the coming menths and years | would
like also to thank all those stakeholders and
partners with whom we work 5o closely

The Post Office has a long and honourable
370-year history We need toretan the essence

of what has made 1t great and made i loved while
at the same time making it fit for the future Itis

n that context that this Annual Report and
Financial Statements should be seen It reports
on the first steps of progress into the future —

a fiture winch blends the trust integnity and
accessibility for which the Post Office 1s renowned
with the contemporary relevance mnovation
and professionalism of a financially sound
2lsi-century business

£9m
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Overview

Chief Executive’s review

Transformation

is the key
for growth

The Post Office 1s committed to a strategy
which will grow and modernise our
business and ensure custormer excellence
remairs at our core

Paula Vennells Chief Executive

Highlights
e ncrease in revenue with growth in three
of our four product pillars

e A major transformation programine
delivering benefits to our customers

e Developing digital strategy to
complement unrivalled branch network

Annual Report and Financial Statements 201213

It 1s heartening to be able to report good progress
during the 2012-13 financial year The pages that
follow show we havestarted to turn the business
around —remaining at the heart of communities
whtle becoming increasingly commeicial

and entrepreneurial

In a challenginmg economic climate and with
particular pressures on the high street we have
grown revenue in three of our four product pillars
Turnover increased by £44 million to £1 02 bithon
Mails and Retail revenue has grown by 4 3%
Financial Services by 6 4% and Telecoms by

75% while Government Services revenue
remained flat in the context of a very tight

fiscal and competitive environimnent

This 1s an encouraging performance

It demonstrates our increasing appetite for
innovaticn the power of the Post Office brand,
and the continued attractiveriess to customers
of accessiblity through a branch network of
11780 outlets

Sound financial performance

[t means we are able to report an increase of

£33 mullion to £94 milhion in operating profit before ,
exceptional tems This includes £210 million
received from the government in 2012-13 as a
subsidy to support the branch netwerk The Post
Qffice is entrusted to provide key services to
citizens nationwide including the most remote as
well as the most deprived areas of the country We
are proud as a commercial business with a public
purpose to fulfil this critically important task and
are commtted to maintaining our network

The subsidy payment constituted 17% of revenue
1n 2012-13 1t will dechine by £10 million in the
corning year and by afurther £40 rmlhionin

2014 15 Future extension of this payment will
depend on government spending decisions
beyond 2015 To achieve our ambition of reducing
dependency on the subsidy and secunng
comnercial sustainabihity it1s crtical to continue
modernising and innovating growing revenue
and continung to focus on our customers while
keeping a strong control on costs

In 2010 the government agreed £1 34 bilhion of
funding for the Post Office up to 2015 While
approximately half of this related to the network
subsidy the remainder wilt support the
modernisation of the Post Office

The activity undertaken in 2012-13 1n pursuit of
this goal has been unprecedented it our history
A major transformation programme to modernise
the branch network began with hundreds of
branches converting to new more customer-
friendly formats and we are building memenium
io convert many more
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€€ In 2012 we set up a Stakeholder Foruim tobegina Turnover

We have no 1llusions about
the hard work ahead, but our
determination to deliver the
business transformation of the
decade remains undimmed

]

There 1s no more visible indicator of a Post Office
that 1s changing for the better than the changes
custorners see in their ciies towns and villages
The evidence 1s that these changes are meeting
with approval customer satisfaction with the new
mam and locai branch models runs at 95%W
while queue times in the local model have fallen
below a minute and customers are benefiting
from new opening hours stretching from early
morning to late evening Subpostmasters
switching to the new models have increased their
retarl businesses Moreover the physical network
that 15 so central to our business is now being
complemented by a comprehensive digital
strategy aimed at further enhancmg our service
to customers

Challenges ahead

Naturally, a programme such as this mvolves
challenge The Post Office has made significant
progress for instance nreducing the lossesn
the network of Crown branches directly managed
by the business There remains a long way to go
toreach the point where this part of the network
becomes profitable and thatiswhyitisso
important that we complete the transformation
of the Crown network There will be other
challenges ahead but as our Chairman has noted
m her foreword we are determined to complete

a transformation which underpins the future of
the Post Office and brings more benefits to our
milions of customers

process which s a key step in our journey towards
potential future mutualisation that of defining the
public purpose of the Post Office In 201314 we
will engage the public on this work withaview to
embedding this public purpose 1n our business
plannming and processes

Qur ambition 1s to be more proactive in delivering
our public purpose The Post Office1s a long-
standing part of UK high streets and will work
hard to support their revival joiming with others
to lead and develop solutions which help high
sireets and other commumties to survive and
thrive We will step up our work in supporting
small businesses by ensuring that we develop
more of the products and services they need

The Post Office will also work more closely with
those seeking to close the digital skills gap Asa
founder member of Go ON UK thecharily set up
to make the UK the most digitally skilled nation in
the world the business will focus on building the
onhne skills of our people And we will work with
our partners to develop solutions that will help
enable the 16 milhion people in the UK whodo not
have basic digital skills to access and enjoy the
benefits of being onhne

Support of our pecple

I would like to say thank you to all of those who
have worked so hard for the Post Office over the
past year especially to those colleagues working
n Post Office branches across the length and
breadth of the UK and to the Post Office Executive
team for their outstanding commtment to the
success of our strategy

Finally Tam grateful to Alice Perkins and tothe
Board for their guidance throughout the year
They have strengthened our strategic oversight
and brought a level of focus and challenge to
decision making at the Post Office which has
helped both revitalise the company and energise
1ts commercial focus

The Post Office changed sigmficantly over the
course of 2012 13 and for the better We have

no 1llusions about the hard work ahead but

our determination o deliver the business
transformation of the decade remains undimmed

£1.02bn

Customer
satisfachon

95%[1]

with converted
branches

U Brass network
Uanstormation
programime research
August 2012 March 2013
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Strategy

Growing asa
business while

serving the UK’s

communities

Key objectives

The Post Office’s strategy 1s based on being
commercally successful and growing as a
business while maintaining the key role that
Post Office branches play 1n supporting
comrmmumties across the UK We offer a range of

products in Mails and Retail, Financial Services,

Government Services and Telecorns through
our branch network, online and on the phone

Strategy model

Post Office
people

Annual Report and Financial Statements 2012 13

Growth ,

Increase in turnover

+4.5%

2011112 +0 9%

Objective

To grow revenue by introducing new
products and services across our
portfolio to offset declinming revenue
from traditional product areas

Progressin 2012-13

We grew revenue by £44 million during
the financial year while also introducing
new products such as Post Office
mn-branch mortgages and the Drop

& Go priornty mails service for small
business customers

HSBC and First Direct have hriked up
with the Post Office meaning 95% of all
UK deht card holders can now access
thelr cash at our branches

We attracted and retained chents n bill
payments, rolled out additional Lottery
terminals and introduced a new onhine
shop -www postofficeshop co uk

We won key contracts such as the
proviston of counter services for

.the Driver and Vehicle Licensing

Agency (DVLA) and won a place
on the government's Identity
Assurance framework
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17500

additional cpening hours

Objective

To modernise the Post Office and its
branches through the network and Crown
transformation programimes (to break even
by 2015)

Progressin 2012-13

Dunng 201213 a total of 1450 Post Office
agency branches either converted to new
models with longer opening hours or
subpostimasters signed contracts to do so
With 507 of these converted during the
financial year, it means branches were ocpen
for an additional 17500 hours per week by
theend of 2012-13

Our programum:e to transform the Crown
network of branches directly managed by the
Post Office made progress to reduce losses
with financial performance improving by

£9 million

The programme has also introduced new
ways of working, including increased
automation 1n pilot branches

In-branch technology was also enhanced
with more automated Post & Gomachines
and the completion of the rollout of new PIN
Pad payment devices

POL00026694
' Operational | Performance Financial 9
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Modernisation Customer excellence
Branch conversions Customer satisfaction

87%

across cur branchest

Objective

To put custorners at the heart of
everything we do and investin
technology to offer rmore responsive
and customer-focused systems

Progress in 2012-13

On average, customer satisfaction stood at
87% 1n 2012-13 1n our branches, whilethis
figure rose to 95%4 1n newly converted
branchesn the agency network

Custormer walt times are down on the
previous year, while our Voice of the
Customer feedback scheme 1s now n
place 1n 2000 branches

We have improved our digital offering
with a full website redesign The site now
recelves four million customer views per
month, with umaue visitors up 30% year
on year

We piloted a new online booking system
for financial services customers and hope
to build on this in 201314

" Quadrangte Brand
and Customer Insight
Programme 201112 and
201213

@ Brass network
transformation
programme research
August 2012 March 2013
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Operational review

Business 1n detail

Mails and Retail

Revenue (Emilhon)

409m

2011-12 £392m +4.3%

Highlights

e L.aunch of Drop & Go, a new service for
small businesses to drop off parcels and
pay quickly without queueing

e New online retail shop offers mailing
solutions, collectibles and office supplies

e 8% growth 1n parcels revenue

Annual Report and Financial Statementis 2012-13

Mails and Retail 1s the largest
product area in the Post Office,
generating around 40% of the
busmess' total turnover through
four categories of the product
portfolio - Mails, Parcels, Retail
and Lottery

We offer an unparalleled range of Royal Mail
Group mails and parcels products and services
from next day guaranteed courier services to
home shopping returns and collections

The Post Office 1s also one of the main Lottery
distributors in the UK offering Camelot s National
Lottery products including scratch cards and
EuroMilions in more than 6 000 outlets

In 2012 13 the Mails and Retail area recorded
1its most successful ever year with revenue
of £409 milhon representing growth of

£17 malhon compared to the previous year

This was driven by extremely strong comimercial

perfoermance across the product portfolio activity
relating to the Olympics and Paralympics and our
best ever Christmas for mails and parcels sales

Duningthe year the Post Office Mails team
enhanced services with Royal Mail to maximise
opportunities from online shopping collection
and returns

Growth in Mails and Parcels business

The launch of our new Drop & Go priority service
for small busiess customers has helped us retamn
and grow our Mails business Small businesses
and online sellers can sign up for a pre-paid card
to enable them to drop off their mail and have it
processed in thewr absence The Post Cffice now
has more than 2 300small businesses signed

up to the service

We achieved an 8% growth 1n parcels revenue
through a combination of an ncrease in onhne
buying and selling and continued improvements
in frontline training and sales capability

A new onhine shop was launched n July 2012
and has seen steady growth ever since The
shop offers an extensive range of imailing
solutions collectibles and office supphes

The rollout of an additional 1 850 Camelot Lottery
terminals helpad the Post Office dehver a

5 2% growth in Lottery sales over the course

of 201213 this has been further facilitated by
strong Lottery marketing

Looking ahead the Post Office will continue to
develop small business propositions to increase
value and convenience for this critical customer
group In partnershupwith Royal Mail we wilt
maximse opporfunities to grow the services

we provide In this sector particularly in the
fast-growing onhne shopping market
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Governance

The Financial Services business
1s a fast-growing part of the Post
Office, seeking to offer customers
simple, transparent and value-for-
money products, supported by
an unnvatled branch network

The Post Office provides a comprehensive range
of savings nsurance (inciuding car home and
travel) and lending products (including mortgages
and credit cards) and s the leading provider of
retail foreign currency inthe UK We also offer
over the counter payment services personal and

Financial Services business partner banking and cash machines

The products are offered through strong
partnerships with third-party providers n
particular Bank of Ireland (UK) plc with whom
we have built a successful partnership since 2003

In 2012 13 the Financial Services business
dehvered £28! millicn in revenue - anincrease
of 6 4% on the previcus year

Strong banking partnership
2 81 l I I A key development in 201213 was the
renegotiation and reconfirmation of the

R o arrangements with the Bank of Ireland (UK) plc
2011112 £264m +6.4% This partnership delivered sigmificant growth
1 2012-13 particularly in Growth Bonds Online
Saver and Reward Saver Together we extended
our award-winnng mortgage range offering

Revenue (Cmiilion)

Highlights competitive rates that featured regularly 1n
Best Buy tables and customers can now access
e Reaffirmed strong partnership with Bank Post Office mortgages in branches
of Ireland (UK) plc to build the Post Office We maintamed our position as the market ieader n
foreign exchange and was voted by the public as
as a financial services Chanenger Best Foreign Exchange retaller and Best Travel
¢ Reached agreement with HSBC and Insurance Provider at the 2012 Bnitish Travel
First D t for th debit d t Awards for thesixth and seventh year respectively
IS Lrect 1or €lr debil card cuslommers Key contracts inthe bill payment market were
to have free access to their cash at all won and retamed ensuring that customers can
POSt Offlce branches ﬁ-om Sprlng 2013 continue to use Post Office branches to pay bills
Contactless payment terminals were also installed
« What Mor tgag@ Awards 2012 BESt Onlme across 30 000 counter positions making the Post
Lender, Best Fixed Rated Mortgage Office the largest deployer of contactless enabled
P d terminals in Europe these allow customers topay
roviaer for transactions of up to £20 using contactless cards

and Near Field Commumcation (NFC)-enabled
mobile phones

We also signed agreements with HSBC and First
Direct ensuring ihat 95% of UK debit card holders
can access their cash 1n a Post Office branch

The Financial Services business 1s a key focus for
the Post Officeand 1in May 2013 the Post Office
announced it would launch a current account the
next step in our strategy of growing our Financial
Services business
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Operational review

Busiess in detail continued

Gove_rnment
Services

Revenue (Emillion)

164m

201112 £164m +0%

Highlights
» Won the DVLA framework contract

for the provision of Front Office
Counter Services

e Grew the Passport Check & Send service
with an 1ncreased market share

o Awarded a place on the DWP Identity
Assurance Framework contract

Annual Report and Financial Statements 2012 13

The Post Office offers a range

of essential front office counter
services on behalf of government
departments

We partner with the Department for Work and
Pensions for the Post Office card account which
allows custoimers to collect their state pension or
benefits incash either in a Post Office branch or
from a Post Office cash machine We also1ssue car
tax discs on behalf of the DVLA and capture
chigital photographs for the renewal of driving
licence phote counterparts

The Post Office uses ground breaking Apphcation
Enrolment and Identity technology to offer a
paperless process for our customers in 754

Post Office branches nationwide

Nearly 90% of Government Services revenue

15 still generated by the traditional motoring
henefits and passport services In 2012-13 we
grew our passport Check & Send business and
increased our revenue from capturing customers
biometrics o behalf of the United Kingdom
Border Agency (UKBA) This helped to offset the
dechne in benefits payments Revenue fromthe
Post Office card account dechned as customer
numbers corntinued to reduce Revenue from
motoring primanly the 1ssuing of tax discs in our
branches was broadly flat compared to 2011-12

Retained key contracts

The retention in the face of strong competition

of the contract for Front Office Counter Services
provided on behalf of the Driver Vehicle Licensing
Agency (DVLA) was akey development during
2012-13 Thus framewotk contract will allow other
government departments to comntract with the
Post Office withiout a further procurement
process The contract is for seven years with

an option to renew for a further three years

In addition the Post Oifice also won a place on the
Department for Work and Pensions (DWP} [dentity
Assurance Framework contract now being
managed by the Cabinet Office Government
Procurement Service

As well as these significant contract wins the
Application Enrolment and Identity business
generated more than £12 million of revenue
and now accounts for more than 9% of total
Government Services revenue In 104 of the
754 Post Office branches with Application
Enrolment and Identity technology we capture
digital fingerprints photographs and electronic
signatures for the UKBA and in the full network
of 754 branches we capture photographs for
customers renewing their driving licences

In 2013-14 the Post Office expects to complete

the rollout of new services with the DVLA and
contmnue to grow the passport business while also
seeking to provide support for the government s
Digital by Default agenda
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The Telecomns business
incorporates HomePhone and
Broadband, Mobile Top-ups and
International Phonecards

HomePhone and Broadband offers a competiiive
fixed line phone and broadband service to just
under 500 000 residential customers making us
the s1xth largest fixed line telecoms provider i
the UK

201213 was a positive year for the Telecomms

business withan 8% mcrease in revenue from

£120 milhon to £129 million The HomePhone and

Broadband business performed particularly well
TElecomS with the revenue generated by the HomePhone !

and Broadband business nising from £112 millien \

to £122 million anincrease of just under 10% This ,

achievement was driven by a stable customer

base and changes to our service making it more

attractive to higher value customers

Mobile Top up allows customers to top up pre pay
Revenue (Emllhon) mobile phones for the main UK mobile networks

at any of our branches We saw a reductioninthe

volume of mobile top up transactions in branches
l I I as mobile networks look to migrate customers
from pre-pay to post pay packages and customers
201112 £120m +7.5% top up less frequently However we still achieved

15 million transactions and maintain the largest
estate of top up terminalsin the UK

Improving our customer proposition

Highlights During the year the Post Office signed an
" agreement with Funtsu Services to provide the
e [ncreased revenue by £9 million HomePhone and Broadband services from the
summer of 2013 This strategically important
» Signed new contract with IFuptsu Services agreement provides a platform fram which to
¢ Mobile launch planned for 201314 develop and grow an agile and cost effective

business while strengthening our existing
customer praoposition The new platform will
make 1t eas:er for customers to sign up to our
services through branches and onhne The
customner experience will be enhanced with
improved online account management tools and
access to higher speed breadband services over i
the TalkTalk network The agreernent with Fupitsu i
Services will also enable the development of |
bespoke services for the SME market

|
The International Phonecard business has been |
ndechne for anumber of years and continues to |
beimpacted ascustomers move to other low cost I
international calling options such as Voice over |
Internet Protocol solutions |

|

|

The Post Office will aim to grow the Telecoms

business in 2013 14 but it will be a transitional

year as we migrate our services to our new

supplier The Post Office 1s also looking at

opportunities to enter the mobile market |
during the comng financial year
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Branch network

Modernising
the Post Office

branch network

Introduction

The Post Office has an unnvalled network, with
a branch within three miles of more than 99% of

the population No other retaller can match the
reach that puts the Post Office at the heart of
commumnties across the UK

The business 1s committed to mamntaining its

branch network, ensuring services are readily
accessible to communities across the UK This
network, increasingly enhanced by digital and

telephone services, lies at the core of the business
97% of Post Office branches i1 the network are run
1n comunction with retail partners on an agency

and franchise basis

Underpinning our commitment to the network
1s an unprecedented branch modermsation
programme — the largest investment in the
history of the Post Office — which 1s creating
modern, commercially sustainable branches
that are improving customer experience

This modernisation programmime involves
transformmng those branches that are
operated by other businesses or independent
subpostmasters on behalf of the Post Office
and 370 Crown branches directly owned and
managed by the Post Office

' Brass network
transformation
programme research
August 2012 March 2013

Annual Report and Financial Statements 2012 13

Network transformation programine
Depending on s1ze independent operators of Post
Office branches areable to convert to one of two
new models armainbranch or a local branch

Main branches of which there are now 178
contirue to offer a dedicated Post Office counter
often open plan inabrighter more modern !
environment Inaddinon the majority of services
will continue to be available outside traditional
hours — for as long as the host business 15 open —
from the retail counter

Local branches of which there are now 329 fully
imntegrate the Post Office with the host business
offering services from the retail position rather
than a dedicated Post Office counter This often
means services are available for much longer than
before in many cases from early morning until
late at mght seven days a week

With 507 new-style main and local Post Qffice
branches already established subpostmasters
and customers across the UK are benefiting from
anew modern approach to offering Post Office
services Customers are responding positively
Independent research shows that customer
satisfaction scores at both modermsed main and
local branches are consistently around 95%"
Subpostmasters are also benefiting from more
efficient ways of working and an increase mn
revente both from their Post Office activities and
thelr accompanying retail business

Interest 1n the new models remains strong with
subpostmasters at afurther 943 branches already
signed up to be the first to convert during 2013 14

Subpostmasters
Supporting local commumties

Subpostmasters and their colleagues
are vital to the Post Office network,
contributing to their local communities
with a trusted and valued face-to-face
service Effective communications across
the network are key to ensuring their
energy and talentis hamessed in building
a modernised and sustainable network

In 2012-13, a series of communication
channels has helped link the network I
together. They include the Subspace
Online website, regular Subspace
magazine, network transformation
updates, roadshows, meetings, and
workshops to help boost sales. There
has been ongoing liaison with the
National Federation of Subpostmasters
as well as links to the retail chains
whose employees run a number of Post
Oifice branches within their stores.
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Q Case study New branches.
Sandeep and Damandeep Sandhu 50'7
Greenwich main Post Office branch, In 2023 we
London converted 507
“The refurbishment of branches 1s essential branche(-‘j» §0 t_t};?rnew ;
It means our branches are improving their main and local lonmats
aesthetics, such as flooring and lighting, 1o Contracts signed:
really compete and look professional The
Post Office has sustained its trusted status and 943
now looks modern as well” A further 943
subpostrnasters have
already signed up to
5 be converted to the
QCase study new models in 2013-14
Alicen Lawrie
Dingwall main Post Office branch, Increase in
The Highlands retail sales:

"The new open plan counters fit very well m
the surrcundings of my convenience store
It helps our staff to have more comfortable
conversations with our custometrs”

Qi Case study
Johnny Kimber

Drumaness local Post Office branch,
County Down

‘Our Post Office services are now available for
an extra 69 hours every week, and this has
already brought 1n new customers Werea
much more realistic option for everyone now,
and the Post Office 1s a far more convenient
high street proposition”

Q) Case study
Chitty Thavachelvam

Medway Parade local Post Office branch,
West London

“T've been able to extend my retail counter,

and I ve noticed new customers coming
through the door who are now able to take
advantage of Post Office services until 10 30pm
on Sunday mights”

10%

An average retail sales
increase of 10% 1s being
reported across main
and local branches

Waiting time:

55 secs

Average wailing
timesin branches are
55 seconds in local
branches two nmunutes
n main branches
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Branch network continued

Crown transformation programme
The Post Office 1s 1nvesting in 292 of its Crown branches These are usually

larger branches 1n towns or city centres and are directly managed by the
Post Office

Crown branches are fundamental to the future of the Post Office, and real
progress has been made towards the target of turmng around the current
losses to achieve break-even by March 2015 During 201213 the losses for
this part of the network reduced from £46 milhion to £37 million The ongoing
transformation builds on this progress and is based on increasing revenue
improving customer expenence and controlling costs

Customers will benefit from brighter more modern branches with improved
layouts Many of these will give custorners the option to use self-serve

Post & Go machines private consultation areas for financial services and the
benefit of longer opening hours More oper plan counters will be mtroduced
and we will have more team members on the shop floor greeting and guiding
customers This new approach has been trialled with notable success across
both customer and financial measures at arange of branches

In six locations where we have two branches in close proximity to each

other we are taking the opportumty of merging branches which will create
branches with improved facilities for customers There are two further
mnstances where combimng two branches into one new site wall provide the
best experience for customers For a further 70 branches we are looking for
retail partners to operate branches on our behalf This approach will ensure
we maimntam a high standard of service while putting the branch on a stronger
comimercial footing for the future

Qi Case study
Birmingham Post Office branch

Customer feedback

“Really impressed This has
brought the Post Office into
the 2lst century”

‘I ke the self-service machines
very much [t makes it so much
easter and quucker to come in
and do what youneed to”

“The changes are time saving
and the staff are very helpful”

What's changed?

e Redesign of the branch
to improve customer flow

e Extra Post & Go
machines with staff
on hand to offer help

e Extended opening hours

e Twointernal ATM
machines added

Annual Report and Financlal Statements 201213

Q, Case study
New Malden Post Office branch

What's changed?

# Redesign of the branch toumprove
customer flow

s Retall area repositioned for customer
converience

« New mails zone with one exira Post
& Go and staff on hand to offer help

« Private consuliation room for
financial services .

Customer feedback

‘Customer service at this Post Office
1s fantastic”

“The counter clerk was happy and
mformative I was very impressed”

‘It s very convenient, offers a lot of
services has pleasant staff and has
recently been refurbished”

“There wasn't along line to waitin The
chap who served me was very helpful
pohte and friendly You can't beat good
customer service with asmile”
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Supporting our network

Technology

The Post Office continues to invest 1in
technology to ensure the development
of high-quality, reliable services that will
1umprove the customer experience
There has been significant investment
1n the key systems that underpin our
service {o custormers

The Cash Supply Chain business in numbers

The Post Office customer base contains
some of the most financially dependent
members of the UK population So a key
drniver for the business is providing rehable
access to cash through its cash and
valuables in transit (CViT) operation

Collected- Processed:
In 2012-13, our Cash Supply Chain of customers monies are
business collected and delivered processed and banked on

more than £42 llion of cash, coin, the day after collection
foreign exchange secure stock

(starnps postal orders, etcyand

transactional stock (government

forms and leaflets)

Drop & Go

A
Small business customers can now drop off thewr
mail and parcels without waiting

Post & Go

Additional Post & Go self service machines enable
customers to save time by posting mail and
parcels without the need for assistance from
abranch colleague

Point-of-sale system

This provides a service to 30 000 counter |
positions At peak times the system handles |
around 1 COC transactions per second

Extending helpdesk availability

We have extended the helpdesk opening hours

to support the increase 1n opening hoursin
branches Branch colleagues can use the helpdesk
for longer so that they can respond to customer
quenes quickly

New financial services custeimer

booking service

The Post Office undertook a priot with selected
customers io enable themn to book appointments
onhne with in branch financial services
specialists Weare looking to extend this facility
to all customersin the near future

Market share-

3ra largest

Our CIT operation 1s the third
largest n the UK
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Customer excellence

Putting custome

needs at heart
of our offer

Measuring satisfaction

For more than three centurnes, the Post Office
has provided services central to the everyday
hives of people in the UK As we move forward
as a growing business, our customers remain
at the heart of what we do and how we
measure our success

In 2012-13 we carried out extensive research to
better understand our diverse customer base and
their needs

Customers value the Post Office and rate our
customer service highly but they want the Post
Office to be easier to do business with and offer
them a greater choice of ways to interact with
the business

Using this feedback will help shape the ongoing
development of a mult channel strategy for the
future that optimises convenience choice and
relevance for Post Office customers

Wait times down

The Post Office made some sigruficart progress
over the past year with the relationships we have
with our many customers 18 mithon customers
visit our branches every week a third of small
businesses (SMEs) in the UK use our services
each week 417 milhon individual customers vasit
our website each year and nearly exght milion
customers tatk to our 34 UK and Republic of
Ireland contact centres each year

In 201213 the Post Office achueved impressive
customer satisfaction rates with 87% of customers
saying they were happy with the service they
recelved a figure consistent with 2011120

Underlying these high ratings was a reduction in
watt times The average wait time 1n 201213 was
three minutes, which was 12 seconds quicker than
m 2011-12 and one minute and eight seconds
quucker than in 2010 11@

Annual Report and Financial Statements 201213

Q Case study
Durham Crown branch™

Inline with the high street, the Post
Office has introduced automated
self-service kiosks that help customers
save time. The Post & Go kiosks help
customers post letters and parcels
and buy stamps and packaging. One
customer commented: “Post Office
colleagne Michael was very welcoming
when [ came into the branch. He asked
if I needed help with anything while

1 was posting a parcel, if there was
anything important inside and if I
needed to get it there for the next day
Michael then helped me to process it
through the Post & Go machines near
the door It was so easy.”

Qur research also showed we need tore engage
customers with the overall Post Office brandin
order to achieve future growth We therefore
launched a brand campaign in October 2012
mviting customers to consider the Post Office
mn a different way

The Post Office understands the importance of
customer service dunng the lead up to Christmas
We put extra effert into making Christrnas easier
for our customers This formed a business wide
project dunng November and December winch
contributed to irnproved sales performance and
customer perception Chrisimas Makers (Post
Office managementand support staff working
mbranches) longer opening hours onhne help
pop up Post Office branches and discounted
stamp arrangements were lnghhghted to customers
by press outdoor and digital advertising and PR
Al of thus delivered our best ever Chnistras
performance with our core Mails product

range exceeding last year by 3 8% with 86% of
customers saying they were satisfied with thewr
experience i branch®

There was also a positive impact on wait times in
December with an average wait ime during that
busy month of three minutes and 47 seconds —
80 seconds quicker than the previous year and
three minutes and 27 seconds quicker than 20112
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Q Case study
Small businesses

It is estimated that up to a third of

the UK’s small businesses visit a Post
Oftfice branch at least once a week'®.,
This is often for mail services, with Post
Office branches providing a convenient
access point to the onward postal
distribution system. In an increasingly
digital age, this means that these
businesses are able to transact

Voice of the Customer programine

Our new Voice of the Customer programme to tell
us how we did today was piloted 1n 150 branches
Tt uses pre prmted till receipts cards and a Quick
Response code to invite customers to give
feedback online via mobile or by telephone

At the end of March 2013 we had feedback from
36 500 customer visits This feedback helps

the Post Office address customer 1ssues at
branch level quickly (for example by making
plans for dealing with busy times and reducing
queue hmes) aswell as helping to develop an
overall strategy to address common themes
across our network

Customers also have the opportumty to praise
sarvice whereit1s above and beyond and more
than 700 individual wows are received weekly™@
Following our successful pilot the Voice of the
Customer 15 now 1 place i more than 2 000 of
our largest branches and will be rolled out toall
newly transformed branches in 2013 14

beyond their immediate geographical
environment, taking orders by post,
phone and intermet and being able to
fulfil them throughout the country and
the world. The Post Office network acts
as a critical part of the infrastructure
supporting the growth of smnall
businesses throughout the UK.

“ Empathica Voice of the
Customer Programme
201213

5 Brass network
transformation

© Quadrangte Brand and

Customer Insight
rogramme 201112 and

2012 13{1 000 largest Posl programme research
Office branches) August 2012 to March

2 ABaMystery Shopping 2013
Programme 201213 “ Quadrangle Small

* Empathica Voice of the Business Insight
Custorner Programme Programme Aprit 2011 to
Decemnber 2012 December 2012
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Our people

Working with our

people to build
the business

Our people vision

® The Post Office will attract and develop
great people who have pride 1n and
a passion for delivering value for
customers and reflect the diverse
communities we serve

e Everyone will have a strong sense of
ownership for theiwr work, demonstrating
mitiative and flexibihty, working well
logether to adapt to the rapidly changing
needs of our markets

® We will have an environment where our
people work 1n partnership with all those
who contribute to the success of our business

® The Post Office will be a place where
people are valued and respected,
and are encouraged and supported
to fulfil their potential and rise to the
commercial challenge

Annual Report and Financial Staternents 201213

The Post Office 1s proud of its hertage and equally
proud of the uniquerole our colleagues play at
the heart of commun:ties The Post Office also
recogrses the umnportant rele our support teams
ptay in delivering thebusiness strategy We strive
to nurture our people so they feel valued trusted
and commutted to putting the customer first

We also continue toplace a mgh emphasis on

the health safety and wellbeing of our people
This year saw the mtroduction of our core values
Care Challenge anc Comimit These three critena
sit at the centre of everything we do and are
mntrnsic to how the Post Office interacts with
customers and colleagues Our values underpin
cur employee proposition and help to deliver the
best possible customer expenence while at the
same time giving everyone within the business
the chance to fulfil their potential

Q Casestudy
James Reid

Property Lead,
Network transformation programime

James joined the Post Office from
Royal Mail a year ago on the network
transformation programme as a Field
Change Adviser in South Wales

James saw the role as a great opportunity
to develop and support the change
across the network “The role was really
rewarding and Ireally emjoyed working
with the subpostmasters.

“[ then saw the Property Lead role
advertised and went for it It did mean
moving down to London, but I have
been made to feel really welcome

I1feel really proud that my managers
saw potential in me and have helped
me settle into a new role and a new city.

*I think I have achieved a lot this year
and feel I am making a real difference
Seeing converted branches opening,
and knowing you have helped todo
that, feels great Iam here for a career
and see my long-term future with

the Post Oftice.”
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] feel more valued and Ashley Hall

understand the contribution

I make to the wider business
b ) J

The Post Office 1s particularly proud of the
progress made inrelation to talent diversity
people development and engagement

Engaging with our people

We value the opinions and 1deas of our colleagues
Cur employvee engagement survey which was
conducted 1n 2012 1s managed by independent
research company Ipsos MORI The survey helps
the Post Office understand how colleagues are
feeling about the business what 1s going well and
where we can unprove

Learning and developrment

The Post Office continues to support the
development of people nght across the crgamsation
Our people have undertaken a broad range of
development activities this year includmg

introduction of Discovery Days for new
managers ensuring they have the tocis to
succeed m their new roles

supporting the development of a Post Office
procurement function utilising internal expertise
external traiming and professional qualications
mtroduction of the Certificate of Professional
Business Practice in the Information Services
teamn 1n partnership with Sheffield Hallam
University sharing skills knowledge and best
practice across the orgamisatien and

building the capability and cominercial skills of
our managers through the developmernt of the
Crown Leadershup Excellence programme

.

Change Analyst, Finance

Ashley joined the Post Office 13 years
ago In 2012, Ashley was an
administrator in the Information
Services team when he became one
of the successful applicants for the
Certificate n Professional Business
Practice introduced by the Post Office
with Sheffield Hallam Uniiversity.

“The course was a great opportunity to
develop in my current role. I couldn’t
have imagned the difference it has
made to me n just 12 months. I've been
actively encouraged by my managers to
improve my skills and make a positive
contrnbution to the business.”

Ashley has since moved to his new
role mn the Finance team.

“I’'ve now had the opportunity to work
in another part of the business and
continue with my qualification

It’s really broadened my horizons.
Personally, 1 feel more valued and
understand the contribution I make
to the wider business
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Our people continued

66
I've started to really believe
1n myself and feel like  have
a future here
 } ]

Talent and diversity

Becorming an orgamsation working independently
of Royal Mail Group Limited has required an
Increase 1 capability and expertise across a range
of areas New found corparate responsibilities
have been taken on across the breadth of the
professional functions Coupled with the goal of
ensuring a high performing sustamable business
we have put 1n place a robust assessment and
development approach looking at both
performance and the future potental of our
semor leaders with the overall aim of raising

the capability of our people

Ransing our leadership capability and performance
standards will continue to be an important focus
which the Post Office will deliver throughits
Leadership Development programme

At thus stage of our development bulding talent
and diversity merits special attention The

Board has therefore delegated authornty to

the Nominations Commuttee to monitor the
development of a talent management programme
for senior levels of the organisation

We have also introduced a range of initiatives to
promote an mclusive workforce These imnclude
establishing a diversity forum recruiting young
people under 24 on the Paxd Work Expertence
programime and launching our Traimnee
Manager scheme

The Post Office 1s also proud of the progress made
1n gender equahity Qur Chairman and CEO are
wornen The Board has equal numbers of male
and female Directors and women make up half of
the Executive Committee To ensure we maintain
this focus we have pledged our support to the
government 5 Think, Act, Report initiative

which 1s aimed at improving gender equality

mn the workplace

Qur general policy will be to recruit for talent
using a range of tools including encouraging
open applications through our attraction
website engaging specialist recruitment
consultancies and operating specific talent
attraction campaigns

Challenges remaimn btut we are confident our
commitment to building a culture of inclusion
will continue to make the Post Office relevant
to its increasingly diverse customer base

We view our approach to diversity as an integral
part of talent management This year we have
developed two programmes taking positive
achon on beth fronts

Annual Report and Finanaial Statements 201213

Paid Work Experience programrme

Qver the last 12months the government and
media have both highiighted the problem with
high unemployrnent m inner city areas especially
among young people The Paid Work Experience
programme aims to provide a period of paid
employment during the Christmas perod for
young people and those furthest from the labour
market The Post Office employed 61 individuals
In the lead up to Christmas in some of the busiest
Crown branches across London and Greater
Manchester The imtiative led to 39 ndividuals
being offered further employment Due to the
success of the scheme in 2013-14 the Post Office
ntends to extend the programme within the
branch network

Q Casestudy
Shahidul Islam
Paid Work Expenence programrne

Shahldul joined the business in
November 2012 through the Paid Work
Experience scheme At 16, he was our
youngest candidate He currently works
in Houndsditch, London.

“Ileft school in the summer and started
looking for work. 1 had tried a number
of companies but with no lack. I was
really pleased when I got my role with
the Post Office

“Everyone has been really supportive.
My managers have helped me a lot and
are always there for me Ilearned a lot
of new skills and met different people
from different walks of life. I thimk my
main achievement has been developmg
my communication skills.

“Pve changed alot m the time [ have been

here. I've started to really believe in
myself and feel hke T have a future here”
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Trainee Manager scheme

The scheme was designed to take positive action
to attract young people to consider a career with
the Post Office working with our colleagues and
customers in our Crown branches We employed
elght individuals under the age of 24 to work In
the London area The trainees have subsequently
undertaken a development programme mcluding
a foundation degree senior manager mentoring
and regular learning sessions The scheme has
already seen positive results with three
progressing to other managenal roles inthe
business The tramnees continue to progress and
have provided a welcome njection of new 1deas
and enthusiasm

Accelerated Development

scheme for senior leaders

We are currently piloting a high potential
development programme for new entrants

at the senior leadership level This focuses on
accelerated career progressicn across a range

of roles within the business alongside targeted
personal development i which individuals
draw on a range of available activity including
coaching mentoring and behavioural workshops

Safety, health and wellbeing

The safety and wellbeing of our people 1s of
paramountimportarnce to the Post Office This
year we have embarked on an extensive
programme of health checks that will enable alt
our employees (0 understand how healthy they
are and learn about what they can do to reduce
the nisk of rliness and improve their wellbeing

The Post Office aims to fulfil its business mission
without compromising the safety of customers
employees suppliers and all those affecied by
our activities We want to make healthy and safe
working a way of life

Tothisend the business ensures that

we compily fully with the relevant legislation
the health and safety responsibilities of

our employees are clearly defined allocated
and understood

we encourage and help all our people to

carry out their responsibilities under effective
health and safety management systems with
safe premises equipment and processes
through mstruction and traming we

mprove our employees capability to

manage and work safely

we support and encourage our people to get
nvolved n the health and safety performance
of our business and pursue a healthy and

safe hfestyle and

we monitor and review how well we put our
health and safety policies into practice

.

Q Casestudy
Bushra Ah

Trainee Manager, Network

Bushra joined the Post Office a year ago
through the Trainee Manager scheme
“I hadn’t ever considered a career

with the Post Office, but after meeting
the people at the interview and seeing
their passion, I couldn’t wait to join ”

In the last 12 months, Bushra has
worked in five different branches and
was part of the Post Office team in the
Olympic village during London 2012
She is also undertaking a foundation
degree in Retail Management.

“It's challenging doimng my degree
alongside work, but it’s given me so
many practical skills I can apply to
work I've gained confidence and
learned so much about our products
and services, as well as developing my
leadership skills I'mi really grateful
for the support I've received from my
managers and mentor. I'm still really
enjoying myself and I'm keen to
become a Branch Manager.”

Looking ahead

The Post Qffice wants people who are capable of
delivening a turnaround strategy Therefore we
ain to continue binlding people capability to
foster a culture of continuous learning to increase
our people s understanding of our business in
acomimercial context along with our sccial
purpose to develop a proactive talent and career
management process that recognises the value

n diversity and o continue to nurture a culture
where people are actively encouraged and valued
as role models of Care Challenge and Commit
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Corporate responsibility

Supporting
colleagues and
communities

As a comimercial business with a public
purpose, the Post Office 1s strongly
conscious of the need to operate
responsibly, sustainably, and with a
commutment to furthering accessibility

and inclusion

Disablity and accessibihity

The Post Office strives to be one of the most
accessible orgamsations in the UK ensuring that
colleagues with disabihity needs are provided with
all the support they need and disabled customers
receve an excellent experience

In 201213 the Post Office

launched the Post Office Disability Helpline to
provide solutions and specialisi equipment to
employees with disability or accessibility issues
provided grants to agency branches to upgrade
their outlets to make them more accessible and
created and met a panel of accessibility experts
from disability organisations on a regular basis
whose role 15 to advise on the accessibility
1ssues facing disabled people and our people

.

Environment

The Post Office recogrises 1ts environmental
responsimlities and 1s committed to mimmsing
its adverse environmental impact by means of a
continuous improvement process

Annual Repert and Financial Statements 2012 13

We set ourselves some challenging goals for 201213

« 5% reduction 1in building energy use

» 5% reduction m CO; from vehicle fuel

« 5% reduction 1In waier use and

« 55% of all waste generated to be recycled

Year-end performance against these goals was
encouragimg in that we achieved or exceeded
three out of four gozls Cur performance n
reducing building energy use was sigmficantly
affected by the unusually severe weather
conditions during the winter of 201213

Change control

Allbusiness projects and supplier contracts are
reviewed for environmental impacts

Buildings

A large percentage of Post Office buildings now
have low energy lighting and low water usage
utihties and all fixtures and fittings are obtained
wherever possible, from sustanable sources

or from matenals that can easily be reused

or recycled

Vehicles

A new concept vehicle will go on trial m the
second Ninancral quarter of 2013-14 which will also
utilise telemetry systems that will enable us to
improve overall fuel efficiency Our aim s that this
will become our flagship vehicle for the future

Waste

Most of our buildings are now participating inthe
Dry Mixed Recycling scheme where everything
that can be recycledis segregated into separale
bins or bags In addition 100% of all our
confidential waste 1s now shredded pulped

and sent to manufacture recycled paper

Sustainable operations

We actively look for opportunities to ensure that
all the paper we use1sfrom sources accredited by
the Forest Stewardship Council (FSC) and include
the FSC logo on all of our point of sale literature
Currently some 90% of all the paper we buy 1s
from FSC accrechited mixed sources This means
the pulp used has come from well managed
forests, controlled sources or recycled wood

or fibres
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Charity giving

We have been major supporters of BBC Children
in Need for several years In 2012 the branch
network played a leading role 1in Chnldren in
Need s BearFaced mmitiative Our activities helped
raise more than £1 million for Chuldren in Need

a record amount for the Post Office

Digital inclusion

As afounder partner of Go ON UK the Post Office
1s commitied to helping the 16 million people in
the UK who lack the skiils or confidence to benefit
from new digital services

We plan to launch the Online Centre Locator in all
of our 11780 branches 1r June 2013 which for the
first ime will signpost customers across the UK
to thetir nearest digital traiming location We are
working with a number of partners to deliver this
database which covers thousands of learning
centres across the UK

By April 2015 23 of the government s key services
will be Digital by Default To help people who
may not have access to or know how to use

the internet, the Post Office 1s working with the
government and commumty partners to ensure
people carn go to a Post Office branch to get the
help they need to access these servicesn a safe
and trusted environment

The Post Office s also focused on providing basic

digital skills traiming and support to all permanent
Post Office colleagues We will be progressing this
mitiative during the next finanaal year

Business in the Community

In 2012 13 the Post Office became a standalone
member of the Business in the Commumty (BITC)
scheme working to develop both our support for
BITC and a wider commumty role in line with our
pubhc purpose

Qur work with the BITC-led high street task force1s
offering the Post Office an opportunity to partner
with three of the 27 government backed Town
Teams (o help redefine and regenerate their high
streets The Post Office 1s now working with the
Sydenharn Stockton on Tees and Brighton teams
and their local communities to help regenerate
mterest and activity and ultimately provide a

long term future for these areas so that they can
survive and thnve

The Post Cffice also supports the BITC Rural
Action Groupnits work to help communities in
villages and rural areas across the UK where often
the Post Office plays an important social and
economic role m providing services to those who
otherwise may feel 1solated
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Profit and loss summary

Paving the way e

@ @ Turnover 1,024 980 44 45
towards financial ::
Subsidy

Payment 210 180 30 167

@ L K
sustainabilit eeesss @ @0 o
People costs (259) (254) ) 20
Other operating
costs (913) (876) 37) 42)

Share of profit

from joint

ventures and

assoclates 32 31 1 32

Operating

profit before

exceptional

items 94 61 33 541

* Note that Reyal Matl Holdings plc Annual Repertand
Finanaial Statements 2011 12 reported operating profit after
modermsation costs but before other exceptional tems
of £59 mullion The prior year result has been presented
to exclude modermisation costs consistent with 2012 13
where results are reported before all exceptional iterns

Chris Day Chief Financial Officer

Revenue

The Post Office s revenue increased by £74 million
(6 4%) to £1 234 rmillion 1ncluding an increase of

Summary results £30 million 1n the Network Subsidy Payment

The Post Office has delivered asound from the government The Post Office segments
performance in 1ts first year operating as an revenue into four pillars Mails and Retall Financial
ndepenclent business Turnover has imcreased Services Government Services and Telecoms The
by 4 5% with strong resuitsin three of the pillars and their performarice are analysed below
four core product pillars This has enabled -
investment in driving future revenue growth 2‘;:13 2'5;:12 Va’ia‘;:ce Va"‘a“c;z
through building the Post Office brand and m m m
developing new and improved services While Mails and Retail 409 392 17 43
the scale of transformational change required Financial .
to reach the goal of commercial sustainability Services 281 264 17 64
remains considerable our performance in 201213 -
was a significant step in the nght direction Government
Services 164 164 - -
Telecoms 129 120 9 75
Other 41 40
Turnover 1,024 380 44 45
Network
Subsidy
Payment 210 180 30 167
Revenue 1,234 1160 74 64

Key Financial Performance indicators

Turnover (Em) Operating profit Operatinglossbefore  Operating
before exceptional exceptional tems cash flow (Em)
1 02 4 items (Em) and Network Subsidy
9 Payment(£im) 151

2012 980 2901?61 (].].6) 2012 38

2012 (119)
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Mails and Retail

The Mails and Retail pillar includes all the services
provided for Royal Mail and Parcelforce It also
mcludes Lottery and retail services such as sales
of collectibles as wel! as packaging and staticnery

Mails and Retail revenue of £409 miliion increased
by €17 mulhion (2012-£392 million) Of this
turnover in relation to Royal Mail producis
ncreased by £13 muilhon driven primanly by
strong parcel and premium product volumes and
the impact of the stamp price rise introduced on
30 Apn1 2012 In addition retail turnover increased
by £2 milhon due to the collectibles relating to the
iamond Jubilee and Olympics memorabilia The
rollout of 1 850 additional terminals contributed to
an increase of £2 milhon in revenue from sales of
Lottery tickets

Financial Services

The Financial Services pillar includes Post Office
branded personal financial services products
cash machines and travel services as well as
traditional services such as mll payment and
over the-counter banking transactions

Financial Services revenue in 2013 increased by
£17 milhon to £281 milhion (2012-£264 rmilhon}

During the vear the Post Office sold 1ts 49 9%
share in 1ts financial services assoclate
Midasgrange Ltd to the majority Shareholder

and long-term hanking partner Bank of Ireland
(UK) plc This was part of a wider agreement to
restructure this established relahonship ahgning
the partners to build a sigmficant long-term
financial services business Through this
agreement the Post Office will offer an increasing
range of transparent and value for money
financial products and services providing benefit
to cusiomers subpostmasters and the Post Office

Personal Financial Services revenue rose by

£24 milhon driven by strong growth in savings
products {(particularly Growth Bonds Onhne Saver
and Reward Saver) and the introduction of new
mortgage products Revenue from traditional
financial services products ncluding bill payment
services and Postal Order sales dechined

This was due to the increasing provision of
electronic alternatives to paper based products
and the increasing use of aliernative payment
methods Revenue was impacted by the winding
down of the Department for Work and Pensions
contract for cash chegues and green giros and the
decision by National Savings and Investments
(NS&I) to provide most of their products through
their own direct channel

Government Services

The Government Services piilar covers services
provided under contract to governmernt
departments This includes services inrelation to
the work of the Department for Work and Pensions
(DWP) the Drniver and Vehicle Licensing Agency
(DVLA)and the Identity and Passport Service(IPS)

Governmeni Services revenue of £164 rmihon ,
remained flat (2012-£164 million) though revenue

from the Passport Check & Send service mcreased

by £3 million due to higher volumes from growtih in

both our market share and the overall market

Conversely revenue from identiiy-related services

did not grow as expected Revenue fromthe

payment of benefits through the Post Office Card

Account was £4 mllion lower than mn the previous

year as customer numbers continued to decline

Telecoms

The Telecoms pillar includes the Post Office s
HomePhorne and Broadband services mobile
top up services and mternational phonecards

Telecoms revenue of £129 milhon represented

an mcrease of £9 million (2012-£120 milhion)

Revenue from HomePhone and Broadband

rose by £10 milion primarnily due to ncreased I
customer numbers following the introduction in

May 2012 of more competiive service packages

Revenue from our Mobile top up business was
£1 mithon below the previous year as more
customers migrated away from pre pay and
mobile networks reduced their transaction fees
Despite this reduction inincome the Post Office
1s still a significant provider in the top-up market
and its share of the retail market has been
maintamed at approxunately 5%

Other

Other revenue was generated primarily from the
Cash Supply Chain business which managesand
distributes cash for Post Offices and for third
parties It also offers warehousing services mainly
to Royal Mail This revenue mcreased marginally
to £41 rmlhion (2012-£40 milhion) reflecting the
growthin cashin transit iIncome from thurd parties

Network Subsidy Payment

The Network Subsidy Payment 1s government
grant revenue towards the costs of mamtamning
the Post Office network This payment increased
by £30 milhon from the previous year to £210
miliion (2012-£180 mithion) a figure that will begin
to reduce with effect from 2013-14 as set out 1n the
current funding agreement with the government
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People costs

People costs of £259 milhion (2012-£254 milhon)
have increased by £5 milhon reflecting historical
pay agreements and the associated costs of
bringing a number of functions mn house following
our separation from Royal Mail

Other operating costs

Other operating costs have increased by

£37 rmilien to £913 rmilhion (2012- £876 milhion)
driven largely by additional programmed
nvestiment spend rmainly related to future revenue
growth ambitions This one off nvestment spend
mcluded an increase in media spend to raise
customer awareness of Post Office services
focused campaigns on travel related services and
mortgages and the development of new and
mproved services There were also increases n
the cost of sales reflecting greater sales volumes
and in property-related costs

Jomt venture and associate

Share of operating profit from the joint venture
(First Rate Exchange Services Holdings Lumited}
and asscciate (Midasgrange Ltd until its saleon
1September 2012) was £32 milhon (2012-£31 milliom
First Rate Exchange Services Holdings Lairmted
results improved despite lower retail sales due to
market conditions This was achieved mainly by
driving efficiencies i operating costs Post Office
Limited s interest in the associate company
Midasgrange Ltd was sold dunng the year

and made a loss on disposal of £30 million

Annual Report and Financial Statements 2012+13
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Financial review continued
Costs Exceptional items
Total costs rase by £42 milhon to £1 172 million 2013 2012
(2012-£1130 milhorn £m £m
Operating exceptional items
Restructuring costs includmg
subpostmasters compensation (79) (2)
Impairment of
non current assets (66) (398)
Government grant 98 -
Subtotal of operating
exceptional iterns (47} (38)
Non operating exceptional items
Profit on disposal of property
plant and equipment 2 1
Loss on sale of associate 30 -
Net exceptional items (75) 37
Restructuring costs

Restructuring costsinclude the costs of dehvery
of majer change Network transformation resulted
in costs of £12 milhon for subpostmasters
compensation and £40 millien of programme costs
Costs of £10 million relate to [T transformation
which will create the [T infrastructure appropnate
for a business with ambitious growth plans
Redurndancy costs of £11 million were incurred
durnng the year mamnly relating to the Crown
network Business transformation payments of

£4 million (2012-£3 million) are payments that *
are periodically made to staff as an mncentive

in order to secure agreement for sigmficant
changes in working practices in order to

mprove business efficiency

Government grant

In addition to the Network Subsidy Payment

to support the network the Post Office also
receives government grant funding towards its
transformation programme Government grant
funding of £200 million was received 1n the year
This 1s included within operating exceptional
1tems to match the associated costs £98 muilion of
this government grant funding has been allocated
in accordance with the designation letter dated

2 April 2012 from the Department of Business
Innovation and Skills to cover £66 million capital
expenditure £12 milbon network transformation
related subpostmasters compensation and

£20 mithon network transformation

programme costs

Cash flow and net debt

Followng the transfer of Post Office Limited from
the ownership of RoyalMail Group Limited to
Royal Mail Holdings plc on 1 April 2012 Post Office
Limmited has operated an independent treasury
function and manages its own financial assets
Gncluding network cash) and financial habihties
(mainly government loans)
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The treasury function derives its authority from
the Board and provides regular reports for Board
review It has the authoniy to undertake financial
transactions relating to the management of the
underlying business risks but it does not engage
n speculahive transactions and does not operate
as a profit centre The principal financial
instruments utihsed are deposits and borrowings

The cash position of the business remains strong
with cash and cash equivalents of £971 million
(2012-£820 mithon) mostly in the Post Office
branch neiwork and a net cash inflow during the
year of £151 milhion Within working capital both
client receivables and client payables increased
sigmficantly compared to the previous year
largely due to the year-end date falling on the
Easter weekend which increased cash flows

and delayed settlements

Net debt (excluding cash in the Post Gffice
network) decreased by £119 rmihion year on year
as shown in the table below

2013
£m

Net debt brought forward at
25 March 2012 (325}
Net cashnflow before financing
activities (see page 62) 244
Deduct increase in cash in the network
ncluded 1 net cash inflow (121)
Finance costs paid 4)
Total net debt carried forward at
3% March 2013 (206}

Post Office Lirnited s borrowing facility from

the government and the associated Framework
Agreement imposes constraints on the purposes
for which the facility canbe used and the
availabihty of external borrowing Post Office
Limited s treasury policy 1s to rmrimise the,
amount drawn down on the loan in order to
reduce the interest charge The facility 1s hmited
to a maximum of £1 15 lhion or the amount

of secunty available (mainly network cash),
whichever 1s the lower The maximum drawn
down under the facility during the year was
£499 milhon on 30 March 2012 The facility

15 available at two days naotice

At 31 March 2013 the Company was financed
as follows

Borrower- Average
Post Office Interest Facility loan
Limited rate* end Facility Utilised matunty
Purpose % date £Em £m date
Network

cash 10 2016 L1150 291 2013

* Average interest rate of loan drawn down

Pensions

Post Office Limited 1s a participating employer
within the Post Office section of the Royal Mail
Pension Plan (RMPP) and 1s a participating employer
within the Royal Mail Defined Contrnibution

Plan (RMDCP) Royal Mail Group Limited 1s the
principal employer of the Royal Mail Senior
Executives Pension Plan {RMSEPP) and Post
Office Limited 1s a participating employer within
RMSEPP RMPP and RMSEPP are both defined
benefit plans

On1Apnl 2012 - after the granting of state aid

by the European Commuission on 21 March 2012

— almost all of the pension habilities and pension
assets of the Royal Mail Pension Plan (RMPP)
built up until 31 March 2012 were transferred

to HM Government On this date the RMPP was
also sectionalised with Royal Ma1! Group Limited
and Post Office Limited each responsible for their
own sections n future This pensions transfer
left the RMPP fully funded on an actuarial basis
mn respect of historic hatalities at this date

The balance sheet pension position under [AS19
moved from a deficit of £206 milhon at March
2012 to an asset of £97 mithion at March 2013

The improvement in position is primarily due

to the-transfer to government noted above

Both defined benefit plans closed to new members
111 March 2008 and RMSEPP closed to future
accrual on 31 December 2012 New emplovees

are offered membership of RMDCP

Pension cash paymernts for atl plans

The future funding of ongoing pension
centributions into RMPP and deficit payments into
RMSEPP 15 being discussed with the respective
pension trustees The payments for 2013 disclosed
1 the table below were based on the arrangements
that were 1 place for the 2012 financial year

2013 2012
£m £m
Regular pension contributions (24) 24
Fanding of the pension deficit -
RMSEPP (2) -
Payments relating to redundancy (2) 3
Net cash payments (28) 27>

Theregular future service contributions cash
rate for RMPP expressed as a percentage of
pensionable pay remamed at 171% (2012-171%)
Theregular rate of employee contributions for
the RMPP remains unchanged at 6%

Events after the reporting period

In accordance with the funding agreermnent with
governiment announced on 27 October 2010

for which state aid approval was received on

28 March 2012 Post Office Limited received
£415 million of funding on 2 April 2013
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Business risk

The imformation below details the key business risks their impact and how the Post Office manages these risks

Key risk

Changes in customer
preferences

There s decline in the traditional
Post Office income streams as customer
preferences change

New income streams may fail to grow
sufficiently to exceed the losses from
traditional products in dechne

Funding

Asset out innote 2 Post Office Limited
has a funding agreement with
government until 31 March 2015 with
a working capital facility until 31 March
2016 There1s anisk that funding
beyond these dates cannot be
negotiated or that state aid approval

1s not granted 1n time

Business
transformation
programmes

We are managing a significant number
of change programmes to modernise
the Post Office and enable 1ts processes
{0 operate independently of those

of Royal Mail Group These include the
network Crown and IT transformation
programmes The success of the Post
Office strategic plan depends on the
successful realisation of benefits from
these programmes

Annual Repert and Financial Statements 2012 13

Impact

The Post Office might not be able to
reduce its rellance on government
subsidy

Funding 1s required beyond 2015

i order to complete the business
moadernisation and sustain the non
profitable elements of the network
The working capital facility 1s required
to fund the cash in the network

Failure to implement the modernisation
programme would leave the Post Office
with an unsustainable cost base and a
continued reliance on significant
government subs:dy

Mitigation

We have introduced new services
growth areas and continue to refine and
develop these product offerings There
are detailed plansn place to deliver the
growth trajectory and progress against
these plans s monitored rgorously

Plarining 1s well underway for the
future period beyond 2015 and
discussions will commence shortly
with government

We have detailed plansin placeto
manage the transformation and ensure
it1s dehvered within budget and on
time Delivery 15 tracked monthly by

a Transformation Board made up of
Executive Committee members which
provides direction and oversight over
the programmes dehivery
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Key rnisk
Engagement risk

The support of cur staff and
subpostmasters and engagement

with them durning thes sigmficant

time of change is key to the successful
dehvery of our strategy Withdrawal

or lack of support from our staff or
subpostmasters in the network could
cause delays in the Post Office
transformation programmes and lumt
our ability to meet business objectives

Regulatory
& compliance

There1s a nsk of non comphance with |

the changing regulatory environment
The Post Office operates under an
extensive regulatory environment
mciuding areas such as financial and
postal services procurement
competition law and data security

Business continuity

The Paost Office has particular
operational risks relating to disruption
of 1ts services

This includes adverse weather conditions
ndustnal action systemns breakdown
and the failure of a critical suppher

Impact

Lack of support from our staff and
subpostmasters would yeopardise our
ability to meet our strategic goals of
growth profitability and reduced
reliance on government subsidy

Failure to meet regulatory requirements
could result in fines and negative
Impacts on our reputation as well as the
costs of investigation and resolution

Breakdowns in the network would
reduce quality of service mcrease
costs and/or damage our reputaticn

Mitigation

Wemaintain a fluid and comprehensive
engagement programime with untons
staff and subpostimasters These include
regular meetings with the National
Federation of Subpostmasters (NFSP)
the Communcation Workers Union
(CWU) and Unite senior management
briefings to staff and subpostmasters
and events to engage our people in ouy
visionand strategy

We have a people plan auned at addressing
staff motivation and skill needs This
includes development of new leadership
and reward frameworks and increased
focus on recruitment and traming

Our legal and compliance team works
closely with the relevant business
owners In identifying new requirements
and monitoring comphance against
existing ones

The Risk and Comphance Committee
montiors key risks and our actions to
mitigate them

Disaster recovery and business
continuity plans are under continuous
development and review 1 line with
business change This includes
contingency planning and training

in the event of disruption such as
indusinal action or IT faillure

Key suppliers ability to continue to
meet the Post Office s requirements1s
closely monitored
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From left to right
Tim Frankhn
Alasdair Marnoch
Paula Vennells
Alice Perkins
Chns Day
Susannah Storey
Neil McCausland
Virgimia Holmes
Alwen Lyons
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Governance

Board biographies

Board

Post Office Limited's Board of Directors
1s chaired by Alice Perkins CB As Non-
Executive Chiairman, she 1s independent
both of the executive management of
Post Office Limited and of its special
Shareholder The Board comprises the
Chairman, five other Non-Executive
Directors and two Executive Directors

Board respousibilities

The responsibilities of the Board include
setting the business’ strategic aims, putting
1n place the leadership to dehver them,
supervising the management of the business
and reporting to the Shareholder

There are a number of Board committees
which deal with specific topics requiring
independent oversight, including audit, nsk
and compliance, nominations of the Board,
pensions and senior remuneration

Each committee 1s chaired by a
Non-Executive Director and operates
within its own agreed, documented

Terims of Reference

Annual Report and Financial Statements 2012-13

Alice Perkins CB
Post Office Linited Chairman

(Chairman of Nominations
Sub-Committee and the Mutualisation
Sub-Committee)

Alice Perkins had a wide ranging career in the
cwil service which included policy and
operaticnal roles m health social secunty and
pubhc spending 1n HM Treasury She was the Civi}
Services Group HR Director in the Cabinet Office
between 2001 and 2005 Before joining the Post
Office as Chairman in September 2011 Alice
served as Non Executive Director on the boards of
Litttewoods BA A and TNS where she also chaired
the Remuneration Committee Aliceis an external
member of the Oxford Umversity Council a
busimess coach at the JCA Group and a member of
the faculty at Meyler Campbell where she teaches
sernior executives how to coach

Neil McCausland
Senior Independent Director

(Chairman of Remuneration
Sub-Committee)

Ne1l McCausland has had a portfolio of Non
Executiveroles over the last 10 years Heis
currently Chairrman of three companies
Snow+Rock aretail chain selling sknng and
outdoor brands bikesand running gear skn a
chain of skin treatment clinics specialising in laser
hatr removal and Create Health a chan of

IVF climcs Until recently he was Chairman of
footwear company Kurt Geiger and a Governor of
Nuffield Health which operates hospitals and
heatth clubs Neil began his career at Marks &
Spencer before becoming Managing Director

of C&A and Chief Executive of NAAFI an

MOD agericy

Tim Franklin
Non-Executive Director

Tim Franklin yoined the Board as a Non Executive
Director on i9 September 2012 Tun was

Chief Operating Officer of the Co operative
Banking Group until the end of 2011 having
previously served as Managmng Director of the
Britannia Building Soclety Prior to that he was
Director of Customer Programmes and Loyaity
and Managing Director of Savings at Barclays

Tim s experlence extends across the private and
public sectors He 1s also a Non Executive Director
of HM Land Registry and was previously on the
Boards of Reclaim Fund Limnited Mutual Plus
Limited and the Link Cash Machimes Network




POL00026694
POL00026694

Operational | Performance Financial 41
Qverview review review Governance statements
Virginia Holmes Paula Vennells
Non-Executive Director Chief Executive

(Chairman of Pensions Sub-Committee)

Virginia Holimes brings to the Board extensive
knowledge of the financal services industry
including both investment management and
banking Her experience includes serving as Chief
Executive of AXA Investment Managersin the UK
and more than a decade with the Barclays Bank
Group where she ultimately served as Managing
Director of the Barclays Bank Trust Company
Virginma currently serves on the boards and chairs
the investment committees of both the Alberta
[nvestment Management Corporation in Canada
and the Universities Superannuation Scherne in
the UK She also serves on the boards of Standard
Life Investments Limited and JPMorgan
Claverhouse Investment Trust plc

Alasdair Marmoch
Non-Executive Director

{Chamrman of Audit, Risk and
Compliance Sub-Committee)

Alasdair Marnoch joined the Board of the Post
Office as @ Nen-Executive Director on 23 May 2012
A chartered accountant he chairs the Board s
Audit Risk and Comphance Sub Committee
which reviews the statutory accournts and
financial conirols Alasdair has had wide
experience as Finance Director of a number of
FMCG and service businesses including hsted
companes Most recently he served as CFO of the
Equimti Group a leading provider of comnplex
adrmimstration and processing services to the
public and private sectors

Susannah Storey

Non-Executive Director

Susannah Storey 1s the representative of the
Department for Business Innovation and Skalls on
the Post Office Board She has recently been
appomnted Directer of Corperate Strategy and
Change at the Department of Energy and Chmate
Change Susannah has been a civil servant since
2006 working at the Shareholder Executive unti
2013 m a number of roles 1ncluding Head of the
Royal Mait and Postal Services team and Chief
Operating Officer Prior to the Shareholder
Executive Susannah worked ininvestment
banking at Citigroup and Schroders speclalising
n UK corporate finance

Paula Vennellshas worked for the Post Office
since 2007 1n anumber of senior roles ncludmg
Managing Director She became Chief Executive
onl April 2012 Previcusly Faula spent five years
with Whitbread plc latterly as Group Commercial
Director She began her career with Unilever and
LOréal and held Directorships i sales and
marketing with a number of major retailers
including Dixons Stores Group and Argos Sheis
currently a Non Executive Director and Trustee
for the Hymns Ancient and Modein group

Chris Day
Chief Fimancial Officer

Chnis Day joined the Post Office in August 2011
from the BBC where he had been Group Financial
Controller since 2005 Pror to that Chris spent 14
years In FMCG with Grand Metropohtan/Diageo 1n
asuccession of treasury and corporate finance
rolesin the UK and as Finance Director inthe
Netherlands and subsequently in Germany/
Austna Earlierin his career Chnis worked

as a nancial management consultant at KPMG
having started his career with Beecham Group

Alwen Lyons

Company Secretary

Alwen Lyonsjomned the Post Officein 1984 asa
graduate and has worked at a senior levelin
several directorates including Network Finance
and Marketing She became Company Secretary
in July 2011 after leading the project to separate
Post Office Lumted from Royal Mail Group
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Corporate governarnce

The shares in Post Office Lirmted

(the Post Office) were transferred from

Royal Mail Group Lirmited to Royal Mail
Holdings plc on 1 April 2012, and the Post Office
has operated independently since that date

Corporate governance principles

As the Post Office 1s not a company whose shares
are histed and traded on a public exchange 1t 1s not
formally required to report on its compliance with
the UK Corporate Governance Code (the Code)
Nonetheless the Board of the Post Office believes
this1s an appropnate henchmark for reporting on
corporate governance

During the year the Post Office has furiher
established a full Board and Committee structure
and has set principles for good governance which
follow the provisions of the Code, so far as they can
apply to a government owned entity which has no
private or inshitutional external Shareholders

Legal ownership structure

The Post Office 15 a wholly owned subsichary of
Royal Mail Holdings plc The Secretary of State
for Business Innovation and Skills (BiS) holds a
special share 1n Post Office Limited The Special
Shareholder s rights are set out i the Post Office
Limited articles of associaticn

Legal ownership structure

A strong link remains between Royal Mail Group
Limited and the Post Office the Post Office hasa
strategic agreement in place to continue to supply !
Royal Mail Group Limited products and services
through its network That link i1s currently reinforced
in the corporate structure by a common group
holding company (Royal Mail Holdings ple) which
holds shates in both Post Office Limited and Royal
Mail Group Limited

Neither Royal Mail Holdings pic nor BIS through
1ts Shareholder Executive (ShEx) have any

day to-day involvement in the operations of the
Post Office or the management of 1ts branch
network and staff

The Board

Alice Perkins was appointed as Chairman of the
Board in July 2011 marking the first step on the
road to building an independent Board for the
Post Office Neil McCausland joined in September
2011 as the Sermor Independent Director and in the
year under review a further four Non-Executive
Directors have been appomted each bringmg
particular skilis and expenence relevant to the
business targets of growth modermsation
customer focus and business efficiency

The Board 1s unusualin having a fernale Chairman
and Chef Executive and being equally balanced
between men and women The Board comprises
two Executive Directors and six independent

Ty
Shareholder
Executive (within the
Department for
Business, Innovation
and Skills)

P— —

Royal Manl
Holdings plc

\.___—r____J

Royal Mail Group

Limited
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Post Oftice Limited ’

v

First Rate
Exchange Services Post Office
Holdings Limited Management Services
(joint venture Lamated
with Bol)

T
First Rate Exchange
Services Limited

|
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Non Executive Directors including the Chairman
Ths provides a strong level of independent
challenge to decision making and enables the
Post Office to call on a wide range of experience
and opmieon Short brographies of all members

of the Board appear on pages 40-41

The Normnations Committee haises with ShEx

1 BIS to obtain the Special Shareholder s consent
for all Directors’ appointments The Remuneration
Committee agrees the terms under which they
serve mcluding Non Executive Directors feesand
any changes n the total remuneration for each
Executive Director The Executive Directors
contracts provide for six months notice of
termination to be given by the Director and 12
months notice to be given by the orgamsation

Non Executive Directors are not employees of

the Post Office but provide services under the
terms of anindividual Letter of Appointiment
signed at the commencement of their Directorship
All Non Executive Directors are entirely
mndependent of the Post Office having no other
connection or financial interest other than as
customers and taxpayers

Non-Executive Directors’ terms of office

Unexpired
Date of Term termat Committee
Director appeintment of office 31 March 2013 memberships
Rolling Nominations
Alice 21 July 12 month (Chan)
Perkins 2011 contract nfa Remuneration
Tim 19 September 3 years,
Frankhn 2012 4 years 172 days ARC
Pensions (Chair)
Virgina 4 Aprnil 2 years, Nominations
Holmes 2012 3years 4days Remuneration
Remuneration
Neil 22 September 2 years (Cham) ARC
McCausland 2011 4 years 175 days Nominations
Alasdair 23 May 2vears
Marnoch 2012 3 years 53 days ARC (Chair)
Susannah 18 Apnil 2 years ARC

Storey 2012 3vyears 18 days Pensions

Board meetings |

The Board meets at least eight times a year with
an additional strategy away day and has a formal
schedule of matters reserved to it

The Board s responsibihities include setting

the Post Offices strategic aims puthng in place the
leadership to put them into effect supervising the
management of the business and reporting tothe
Shareholder During the year to 31 March 2013
the Board has focused on financial performance
network transformation and the people and
capability of the business Over the last six
months the Board s primary focus was on
setting the strategic direction for the business in
preparation for completion during 2013-14 of the
Strategic Plan and Funding Agreement with the
governmertt for the period after March 2015

During the year under review the Board estabhshed
sub committees which met regularly to undertake
more detalled reviews in specialist financal
reporting areas as recommended by the Code

Such focus areas included accounting pohcy and
practices risk and controls pensions executive
remuneration the processes for evaluation of
performance and the nomination and appointment
of new Directors or the removal of Directors from
the Board The full terms of reference for the

Board sub-committees can be found on the

Post Office website

The table on the following page shows the
attendance of the Directors at meetings of the
Board and its principal committees dunng
the year
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Corporate governance continued

whether the audit should be putout to

g " 8 competitive tender 1n hne with best practice
3 2 Ss ] £ & applying to listed comparnies
B 9 w ¥ 3 P
E- EE- B =
5B 28 8 3
2 o 2 ik g Zf Remuneration Committee
Director 2 = 28 £3 &3 28 TheRemuneration Committee 1s made up of
three Non-Executive Directors and 1s chaired
Alice Perk 8/8 - 4/4 - 3/3
ice Ferkins / 4 22 / by Neil McCausland the Semor Independent
Chris Day 8/8 - - "7 3/3  Director The committee 1s responsible for making
Tim Frankhn® 5/5 2/3 - - - 2/2 recommendations to the Shareholder on the
remuneration of the Executive Directors in
Virgima Holmes 8/8 - 4/ 212 u7 23 accordance with thearticles of association In

Neil McCausland 8/8 4/4 4/4 ~ 202 - 3/3  doingso it also reviews the remurneration policy

and packages of the most semor leadership team

Alasda ch* 77 4/4 - - - 3/3 .

r Marno / ! being the roles which report directly to the Chief
Susannah Storey* 8/8 33 - - 6/6 2/3  Executive It also obtains information on salary
Paula Vennells 8/8 - - - - 3/3 levels across the business and within external

* From daie of appomiment

Board sub-commuttees

Audit Risk and Comphance Committee

The Audit Risk and Comphance Comimttee (ARC)
15 made up of four Non Executive Directors and ts
chaired by Alasdair Marnoch The ARC considers
Post Office Limited s financial reporting mncluding
accounting policies and mternal financial
controls it looks at the levels of risk which exist
within the Post Office and the steps taken to
mitigate those risks

One of the ARC s primary responsibilifies during
the period was to review both the half year
trading statement and the full year hinancial
statements {0 assess the validity of assumphions
made the accounting pohcies used and consider
the ways in which the Post Office should present
1its financial performance

A second major responsibility has been 1o
promote the development of a nisk managemennt
framework suited to the complex nature of

the Post Office business This will take some

time, and 15 a key focus area for the coming year
The development of sk management and control
procedures and the establishment of a full internal
audit programme are areas of high priority

Inthis peried a new Head of Internal Audit was
appointed and the transition from using the Royal
Maul Group Limited s internal audii function to
building a new 1nternal team began

The ARC works with both the internal audit
team and Ernst & Young the external auditor
The appomtment and terms of engagement

of the external auditor including the proposed
fee structure were considered and their
mndependence assessed The Audit Committee
considered the scope and planmng of the external
financial audit and assessed the effectiveness

of the audit process There 1s no current intention
to change the existing audit relationship but the
ARC will continue to monitor the independence
of the auditor and will mn future years consider
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orgamsations of comparable size in ordey to set
remuneration levelsin an appropriate context

The Chief Executive may attend meetings at the
mvitation of the Chairman to discuss matters
relating to the remuneration of the Chief Financial
Officer and members of the Executive Committee
but the committee upholds the principle that ne
individual may be involved in discussions
concerning thelr ownremuneration

The committee 15 able to consult on remuneration
matters with the Human Rescurces and Corporate
Services Director with other members of the
Human Resources tearn and with external
consultants Inthe year under review advice

was prumnanly obtained from New Bridge Street

on market practice and benchmark develjopment
New Bridge Street consultants have no other inks
with the Post Office which could compromise

their independence

No material changes can be made to Directors
base salaries benefits or incentives without the
Special Shareholdersconsent Further details of
the schemes now inplace and a table setting out
the remuneration paid to all Directors in the year
to 3i March 2013 areprovided in the Directors
remuneration repori on page 49

Nominations Committee

The Nominations Committee 1s made up of

three Non Executive Directors and is chaired

by Alice Perkins theCharman It met for the first
time in December 2012 with Director appointments
up to that time having been made according

to specific critena following discussions with

the Special Shareholder

The primary role of this committee 1storecommend
to the Board any changes in Board membership
and manage the process for recruiting and
replacing Directors The Board 1s complete and no
mmediate changes are expected The committee
will keep under review the balance of skills
experience and diversity available within the
Board and each of the Board sub committees

The Nominations Committee will also oversee the
process for Board and commuitee performance
evaluation and montor talent and diversity
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(see page 26) The Chuef Executive may attend
meetings at the mvitation of the Chawman to
discuss matters relating to the talent and
diversity policies

Pensions Committee

The Pensions Commiitee is made up of two
Non-Executive Directors and cne Executive
Director and 1s chaired by Virgima Holmes

With the pensions transfer int Apnil 2012

(see page 33) government assumed the
obligations for past service habilities of the Royal
Mail Pension Plan (RMPP} in return for a
substantial transfer of assets The transfer was
made possible following European Union
approval for UK Government state aid

As part of the transfer the pension fund was
sectionahsed with the Post Office assuming
responsibiity for that part of the pension fund
which relates to Post Office employees

and pensioners

The Board has delegated authority to the Pension
Sub Comrmttee to appomt professional advisers
to enter into negotiations with the trustees of the
RMPP on the forthcoming valuabon of the funds
to agree the investment strategy for the Post Office
section and to monitor funding levels and
mmvestment performance The committee reports
back to the full Board so that its work can dovetail
with executive recommendations and union
negotiations on pay and benefits

In August 2012 the committee recommended to
the Beoard the appointment of Aon Hewitt asits
mvestment adviser Working with Aon Hewitt and
with Towers Watson its actuarial adviser the
committee has satisfied itself as to the fair value
of assets transferred into the Post Office section
at1Apnl 2012 The committee has agreed a
revised mvestment strategy with the trustees

of the RMPP with the airn of mamtaining the
long term sustainakalhity of the scheme and
protecting against an unmanageable increase in
lhabihties for the Post Office in the future

Mutualisation Sub-Comimittee

The Mutuahsation Sub-Committee 1s chaired by
Alice Perkins and 1its membership1s the same as
that of the full Board 1t met {for the first time on

4 July 2012 the week in which the governiment
pubhished the response to its consultation
Building a Mutual Post Office The commuittee 1s
responsible for ensurng that the work to develop
proposals for the mutualisation of Post Office
Limited 1s provided with strategic direction has
the appropriate level of stakeholder involvement
and has adequate support

The focus of the committee has been toconsider

the financial cultural and business implications

of mutuahsation to ensure that progress on
mutualisation supports and enables the successiul
delivery of the Post Office s transformation
programme The commiitee looks at mutual ways of
working to improve the performance of the business
and the Post Office s progress towards mutualisation

Performance evaluation

The Board intends to carry out an annual evaluation
of the effectiveness of the Board and of the Board
sub committees The initial performance
evaluation will take the form of an assessment

by the Chairman External evaluations willbe
completed every three years

Executive Committee

Below main Board level the Executive Committee
(ExCo)1s the most semor management body and
1s made up of the Chief Executive and each of her
direct reports supported by some business unit
heads who report to members of the Executive
Comrmuttee The committee works within the
delegated authorities established by the Board

The ExCo implements the strategy agreed by

the Board and monitors business performance
and development at a day to-day level It meets
formally at least once a month to discuss
proposals for new business development receive
financial and other performancereports and
address urgent issues that have arisen within

the business and require semor level resolution
Twice yearly 1t reviews the results of personal
performance assessments undertaken throughout
the orgamsation

The Chief Executive Chief Financal Officer and
Company Secretary attend both Board and ExCo
meetings This facihtates and strengthens the
communication chanrnels between the semor
leadersinp team and the Board and its committees

The Terms of Reference of the ExCo have been set
out in writing and are available to download from
the Post Office website

Risk managerment

The Post Office has adopted the requirements
of the FRC Guide to Corporate Governance and
established an approach to the management
of nisk taillored to meet the demands of anew
business with ambitious plans for expansion
m its chosen markets

The Board takes cwnership of risk management
throughits Audit Risk and Compliance
Commuttee (ARC) Thebusimess Risk and
Comphiance Commttee reports into the ARC
and s responsible for

- review and challenge of risk management
» approval and endorsement of policies
to mitigaterisk and
» development of the risk management
framework

This committee 1s chaired by the Director of

HR and Corporate Services and reports tothe
Post Office ExCo The committee cornprises
members of the ExCo and other senior managers
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Corporate governance continued

During the year under review the Post Office set Progress
upits own Internal Audit department aspartof a
tirree lines of defence model (see diagram below)
Internal Audit provides independent assurance
and advice on the rnisk management framework
and its future strategy and evolution and reports
directly to the ARC

Comphance with the business regutatory
responsibilities in Fiancial Services s managed
through established joint regulatory risk
committees with the Post Office s partner the
Bank of Ireland (UK) plc

Qver the past 12 months each directorate has
gone through a process of identifying and
assessing the nsks associated with achnevement
of its respective objectives In addibion the key
strategic programmes of the business capture
theirr own risks

The top 12 11sks from each of these sources together
with the respective mitigation plans are reviewed
by the Risk and Complhance Committee to assess
the robustness of risk assessment and management

The above assessment will be supplemented 1n
Risk framework the first quarter of the new financial year with a
top down assessment of the Company s risks by

The Post Office has set out the components of risk
the Post Office Executive Committee

managermert in its risk frarmework This framework

1s described at high level in the diagram below Risk appetite

Over the next 12 months the Post Office willbe
fully developing its nisk appetite statements for
each of the key risks with a view to establishing
where additional risk may be taken to generate

~
o
t

J

Programme
[ Strategic objectives Q ( risk mitigation ]

L
g new cpportunities and/or where further treatment
Runnung the busmess < gé of existing risks 1s required
8 -
Risk management ] E Business contimuty
« Identification é Internal ’e § 5 As part of the development of risk management
- Assessment contrels g -
» Management framaework g the Post Office 1s bringing together a wide range
*Reporting gé. of business contirkuty arrangements throughout
& the business under one central pohey and
L Business continuity QJ E governance frarnewcrk to ensure that the Post
\_ PR RS J Office 1s capable of withstanding any significant
threat to its ongoing operations
o I— —— Istlinefunctions ——————#  2ndline  3rdline

The framework uhhises a three hines of defence
model to establish accountability and responsibility
for the effective operation of this framework

«Day-to-day risk management
( 1stLine of Defence mnt ol fons

+Risk management
[ 2nd Line of Defence oversight and challenge j

( 3rd Line of Defence -Independent assurance }

ist line of defence is responsible for managing risk
nday to day business operations

2nd line of defence comprises central functions
which oversee regulatory comphance and provide
advice on the operation of the framework

3rd line of defence provides independent
assurance iz respect of the Post Office s regulatory
risk management

The risk framewcrk 15 supported by the Risk and
Compliance team with dedicated resources in
place te admimnister the tools and committees

1n use to manage risk
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Directors report

The Drrectors present the Group Annual Report
and Financial Statements for Post Office Limited
These financial statements relate to the 53 weeks
ended 31 March 2013

Principal activities

The Group s prirtcipal activities are the provision
of access to a wide range of mails government
financial travel and retail services through its
network of Post Office branches and other
channels across the United Kingdom (UK)

Review of the business and expected
future developments

Information contained within the Chief Executives
review (page 6) and the Financial review (page 30)
constitutes the busimess review required by the
Compames Act 2006 and 15 incorporated mto this
Directors report by reference

Results and dividends

The profit after taxation for the year was

£49 milhon (2012-£30 million} The Directors
donot recormnmend the payment of a dividend
{2012-mil dividend)

Pensions

[n note 19 of the financial statements on 1 April
2012 almost all of the pension assets and habilities
of the Royal Mail Pension Plan were transferred
to HM Government On this date the Royal Mail
Pension Plan was also sectionalised with

Royal Mail Group Limited and Post Office Limited
responsible for thetr own sections All employees
were transferred to be directly emploved by

Post Office Limited on the same date

Royal Mail Group Limited 1s the principal
employer 1 the Royal Mail Senior Executive
Pension Plan and for the Royal Mail Defined
Contnibution Plan Post Office Limited became

a parhicipating employer for both of these plans
with effect from 1 Apnl 2012 Post Office Limited
continues to account for approximately 7% of the
Roval Mail Semor Executive Pension Plan scheme
asit has done previously Both defined benefit
schemes were closed to new membersin 2008
and the Royal Mail Sermor Executive Plan closed
on 31 December 2012 New employees are
offered membership of the Royal Mail Defined
Contribution Plan

The consolidated balance sheel pension surplus
of £97 milhon (2012-£206 milhion defiait) has
ansen principally due to the transfer of pension
assets and liabilities to HM Government

Prior to1 April 2012 Royal Mail Group Limited had
the legal relationship with the trustees of both
defined benefit plans and as such, the trustees
held Rayal Mail Group Limited hable for the
actuarial deficitin the scheme All employees
were employed by Royal Mail Group Limited and
seconded to Post Office Limited under an
agreement between Post Office Limited and

Royal Mail Group Limited Post Office Limited met

the full costs of employment and was responsible

for the funding of the pension deficit attributable

to these employees Conseqguently Post Office

Limited recognised a balance sheet deficiton full

adoption of iAS 19 by Royal Mait Holdings plc

based on employee numbers over 12 years which |
represented approximately 7% of the totalbalance

sheet deficit at that time The net pension mnterest !
deficit recovery payments and actuarial gains or
losses were also allocated on thisbasis The
current service cost regular future service
contributions and curtallments were computed
separately for Royal Matil Group Limited and Post
Office Limiied based on common factors/rates

Political and charitable contributions
During the year charitable contributions of
£989702 (2012-£320 108) were made No poliiical
contributions were made in the year (2012-ml)

Research and development

Research and development expenditure during
the year amounted toml (2012-ml}

Policy on the payment of suppliers |
The Post Office policy 1s to use its purchasing w
power fairly Payment terms are agreed in 1
advance It1s policy to abide by the agreed terms

The business has sought to comply with the

Department for Business, Innovation and Skills

{BIS}) Better Practice Code The number of days

purchases i creditors at the balance sheet date

was 24 days (2012-33 days)

Land and buildings

The net book value of land and buildings based
on a historic cost accounting policy and excluding
fit out 1s £11 milhion (2012-£11 mittien) In the
opinion of the Directors the aggregate value of the
Post Office s land and buldings at the year end
exceeded their net book value by £73 millon
{2012-£45 milhon)

Directors and their interests

The following served as Directors of Post Office
Limited durning the vear ended 31 March 2013 and
remain in post as at the date of approval of these
financial statements

A Perkins CB

N W McCausland

V A Holmes (appointed 4 April 2012)

S J Storey (appointed 18 April 2012)

A Marnoch (appointed 23 May 2012)

T A Frankhn (apponted i9 September 2012)
P A Vennells®

CM Day*

*Executive Directors

No Director has a beneficial interest in the
share capital of Post Office Linuted Allthe
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Directors’ report continued

Non-Executive Directors are considered to be
independent having no financial connectton
with Post Oifice Limited other than by virtue
of the fees paid for their services as a Director
The emoluments of Directors are set out 1n the
Directors remuneration report opposite

Insurance and qualifying third-party
ndemmity provisions for Directors

Post Office Limited maimtains Directors and
officers habihty nsurance for the benefit of all
Directors and officers of Post Office Limmited

A partial qualifying third party indemmty
provision (as defined in section 234 of the
Companies Act 2006) was and remains in force
for the benefit of all the Directors of Post Office
Limited and former Directors who held office
during the year The indemnity 1s granted under
article 129 of the articles of association of Royal
Mail Holdings plc the ultimate parent company
The indemnity 1s partial in that it does not
allow Post Office Limited to cover the costs of
an unsuccessful defence of a third-party claim

People

Our goal 1s to ensure that all employees are
engaged and mnvolved in the business and are
aligned and equipped to meet business chjactives
As part of our commitment to drive better service
for customers we continue to focus on improving
the quahty of our leadership professionalising key
roles recognising the importance of diversity and
achieving greater employee involvement i
decision making

Training and development programmes have
been put 1 place to support our ambition to create
a high performance customer criented sales
culture This ambntion is further supported by

a range of bonus schemes which are based on

the achievement of business targets

Underpinning all of this1s aneed for dignity at
work where everybody feels valued and 1s treated
faurly and equally with everyone playing a full
partin helping the business to achieve its goals

Regular employes engagement surveys are
conducted to allow employees an cpportumty

to express their views and opinions on important
1ssues This two way communicahion encourages
allemployees to contribute to making business
unprovements

Corporate responsibiity

Post Office Limited 1s committed to carrying cut
its activiies in a socially responsible manner in
respect of the environment employees
customers and local commumties Further
mformation can be found on page 28
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Misabled employees

The Post Office s policy 1s to give full consideration
to apphecations for employment from disabled
people Employees who become disabled while
employed receiwve full support through the
provision of training and special equipment

to facilitate continued employmerit where
practicable The business provides training

career development and promotion to disabled
employees wherever appropnate

Post balance sheet events

In accordance with the funding agreement with
government announced on 27 October 2010

for which state a1d approval was received on

28 March 2012 Post Office Limited receiwved
£415 milthon of funding on 2 April 2013

On 21 June 2013 Post Office Lirmted launched

a consultation with members of the Royal Mail
Pension Plan on a proposal to change the terms
of the plan which will conclude on 25 August
2013 Post Office Limited will consider the
feedback before making its final decision and
commuincating it to colieagues

Going concern

After analysis of the financal resourcas available
and cash flow projections for Post Office Limited
the Directors have concludedat 1s appropriate

to prepare the financial statements on a going
concernbasis Further details are provided in
accordance with the fundamental accounting
concept in note 1 of the financial statements

Audit information

The Directors confirm that so far as they are
aware thereis norelevant audit information
of which the auditor 1Isunaware and each
Director has taken all reasonable steps to
make themselves aware of any relevant audit
inforrnation and to establish that the auditor
1s aware of that infermation

Auditor

The auditor Ernst & Yeung LLP 1s deerned to
be reappointed under section 487(2) of the
Companies Act 2006

By order of the Board

GRO :

Alwen Lyons
Secretary, Post Office Lirnited

{company number 2154540)
148 Old Street London EC1V QHQ
16 July 2013
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Directors’ remuneration report

Neil McCausland
Chair, Remuneration Committee

I welcome this opportunity to outhine our progress
on executive remuneration during the year
Remuneration 1s a highly sensitive 1ssue in the
challenging economic environmernt in which

we operate As a publicly owned business funded
by the taxpaver with a commercial and pubhc
purpose we recognise the need for transparency
and accountabihity on Directors remuneration
and the need to establish a responsible appreach
to remuneration

Once the Post Office Board appointment process
was complete 1n September 2012 a Remuneration
Comrnittee was set up to take responsibility for
executive remuneration The members of the
commitiee are independent Non Executive
Directors (NEDs) and no individual participates
n discussions about thear own remuneration

We have used the recommended governance
principles and proposed legislative changes on the
disclosure of executive remnuneration to prepare
this report and to aid the development of the
remuneration strategy

The committee recomrmends the strategy and
policy for Executive Directors remuneration

to the Post Office Board for its approval taking
mto account their potential impact across the
organisation Prior wnitten consent of the
Spectal Shareholder 1s required in respect of any
vanation or amendment to the remuneration
of the Executive Directors Durning this first year
I have held regular dialogues with officials

and mimsters in the Department for Business
Innovation and Skills to build working
relabronships and a common understanding

of the1ssues

The Post Office has begun the journey to turn
around the business to become a sustainable
organisation characterised by a strong performance
culture and active stakeholder participation and
engagement We are planmng for the future of the

business so the longer term remuneration policy
becomes very important We have dehberately
made no changes to the remuneration policy for
the Executive Directors during this first year as
we build a track record of sohd aclhievements
against challenging targets

The framework for the Executive Directors
remuneration was inherited from Royal Mail
Group An extensive remuneration benchmarking
exercise was undertaken during the year and data
from sumilar sized crganisations 1n three distinct
sectors was considered The organisationsused
for the benchmarking activity came from the
mutual government-owned and PLC sectors

The results of the benchmarking showed that the
levels of Post Office executive reward for hoth
fixed and total remuneration are substanhally
below the market median The Remuneration
Committee mindful of the government s
constraints on executive pay agreed that while it
would not recommend any changes, the relative
market position of the Executive Directors would
be kept under review Any recommended future
change in remuneration for Executive Directors
would be subject to Special Shareholder approval

The Chief Executive Paula Vennells and the
Chief Financial Cfficer Chris Day were appointed
to therr roles prior to 1 April 2012 the date at which
the Post Office began operating mndependently
from Royal Mail Group While the responsibihties
of the Chref Executive and Chief Financial Officer
have increased sigmficantly their remuneration
framework remains unchanged

For the financial year ended 31 March 2013

the cominittee was satisfied that there had been
a clear ink between the performance of the
business and payments under the two mmcentive
plans the Short Term incentive Plan (STIPYand
the Long Term Incentive Plan (LTIP) Details of
STIP and LTIP targets and the results achieved
are shown on pages 53 54

The remuneration policy will remain largely
unaltered for 2013-14 and the Remunetration
Committee s in discussion with the Special
Shareholder on the future remuneration
framework for executive Directors The Post Office
1s undergoing a fundamental transformation and
we anticipate that each year progressively more
demancding targets will be set for the STIPand
LTIP1n order to achieve our goal of financial
sustainabihty

The Remuneration Committee 1s cornfortable that
the current policy provides a strong hnk between
reward and performance and I commend this
report to our stakeholders
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Directors remuneration report continued

The remuneration report

Thisreport has been prepared in accordance

with the provisions of the Comparnies Act 2006

to the extent that they are applicable for an
unhisted company The commuittee has also where
practicable adopted early the proposed legislative
requurements for disclosure of Directors pay being
put forward for UK listed companies

Accordingly the remuneration report has been
split into two sections a policy report and an
tmplementation report The policy report sets

out the policy for the remuneration of Directors
and its ink to the business strategy The
1mplementation report sets cut how this policy
was applied during the year under review and the
rermnuneration recelved by Directors Both sections
of the report (pages 49 55) have been approved by
the Remuneration Committee and the Board

Neil McCausland
Chair, Remuneration Committee,
Post Office Limited

16 July 2013

GRO
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Policy report

The cornmittee 1s responsible for setting the
remuneration packages for the Chief Executive and
Chief Finarictal Officer and determining the overall
remuneration policy for the Chief Executive s
direct reports and the Company Secretary

The committee s mtention 15 that the remuneration
policy should align with the business strategy

and risk profile so that individuals are motivated
to delver the Post Office s objectives and protect
itsbrand value The Post Office remuneration
strategy 1s based on the following

attracting and retaining the rnight people
within an agreed pohcy to lead and deliver
the strategic plan

using incentives appropriately tareward
the achievement of the turnaround strategy
and premote the long-term viability of

the orgamsation

reinforcing an emerging cuiture of co-ownership
and partnership and

providing a transparent approach to the
disclosure of pay

.

-

Remuneration pOhCY suminary

The table opposite describes the current
remuneration pohcy and the breakdown of the
packages for the Executive Directors which
comprise fixed pay (base salary benefits and cash
n heu of pension contributtons) and pay at risk
(STIP and LTIP}

The remuneration framework for the Executive
Directors requires consent from the Special
Shareholder each year The Board 1srecommending
that the framework remains the same for 2013-14
as it was in 2012-13 with the exception of the STIP
design for the Chief Financial Officer
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Remuneration policy table
Element Linktostrategy Operation Performance Maximum values
penod
Base Determined by reference to Directors salaries are reviewed - The current salarnes for
salary the skitls and responsibilities anmuaily in July of each year the Executive Directors
of the individual are
Consideration 1s given to pay Chuef Executive
and employment conditions £250 000
elsewhere in the Post Office Chief Financial Officer
when determining base salary £215000
mcreases and to market data
an comparable roles
Benefits Participation in life and The value of the benefits - The total value of the
health assurance schemes package 1s monitored by the benefits package for
company car and private Remuneration Committee 201213 was £8779
medical schemes are and benchmarked against
part of Post Office wide comparator organisations
henefit programmes N
Pension Pension provisions provided A salary contnibution in lieu - 25% of salary
by the Post Office and 15 of pension s paid as a cash
available to all employees supptement to the Chief
to help them meet thewr Executive and Chief
retirement needs and provide  Financial Officer
a competitive remuneration
package Executive Directors
recerve a salary supplement
n hieu of pension
scheme membership
Short Term  The STIP drives and rewards The metncs and target ranges One year The maximum STIP
Incentive performance against a set of are agreed annually with the opportumty for the Chef
Plan key linancial and operaticnal Board and the Special Executive 1s 80% of
(STIP) targets taken from the Shareholder as part of the salary (with 48% of salary
balanced scorecard set each annual business and budget being payabie for
year accordingtothecurrent  plannming cycle on-target performance)
priorities for the bustness The STIP metrics are a mixture The STIP arrangements
STIP awards are also inked to  of financial (45%) customer for the Chief Financial
the achievement of personal (20%) modernisation (25%) and Officer are currently
performance objectives employee engagement (10%} under review with the
measures which hnk directly mntention of ahgning
to the overall sirategy them with the
80% of the STIP award 1s based Chief Executve s STIP ,
onthe balanced scorecard and framework The Special .
20% 15 based on individual Shareholder s consent !
performance objectives which will be required for any !
are agreed with the Board and changes ,
will require approval by the
Special Shareholder .
Long Term The LTIP1sdesignedtoreward  Performance measures for the Three financial 70% of salary for the
Incentive and retain key executives LTIP are drawn from the Post years Chief Executive and 35%
Plan and senior managers Office Strategic Plan agreed of salary for the Chief
{LTIP and to incentivise the with the Special Shareholder Financial Officer 1s

achievement of longer term
perforrance goals

The payout of the award 1s
based on the achievement
of strategic targets linked
to the longer-term
development growth of

a sustainable business

The intention 1s to award

an LTIP subject to Special
Shareholder agreement

The proposed awards follow
athree year cycle Awards
for 2013 will be based on
access critena and a profit
measure target

payable at target
performance

Up to 98% of salary for
the Chief Executive and
up to 49% of salary for the
Chief Financial Officer1s
payable at maximum
performance
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Performance scenarios 2013-2014

The charts below show the quantum and
composition of the current remuneration

policy for the Executive Directors under three
performance scenarios Thesge are scenarios
showing potential remuneration assurmng there
1s o STIP or LTIP payout (fixed pay only) on
target performance (STIP and LTIP paying out

at a target level) and maximum performance
{full payout of STIP and LTIP)

For the Chief Financal Officer the above values
are indicative as the proposed changes to the
Chief Financial Officer s STIP are still subject to
the agreement of the Special Shareholder

Statement of pay considerations elsewhere
n the Post Office

The commuttee takes into account the pay and
employment conditions of employees elsewhere
1n the Post Office when setting the remuneration
pohcy for the Executive Directors For example,
when determining salary increases for the
Executive Directors consideration s given

to the policy and budget apphed elsewhere

to cther employees

The balanced scorecard used for the STIP
for Executive Directors s also used to assess

performance in the STIP for Post Office managers,

providimg alignment between performance
reward for all employees at manager level
and above
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Contracts and loss of office payment policy

Each of the Executive Directors has a signed
a contract with the Post Office

Key terms of the contract

12 months to be given
by the Post Office

and s1x months by
the Director

Notice period

Remuneration related Salary and benefits

provisions mncluding health cover
a company car or car
allowance lifeand
health insurance and
cash allowance in heu
of pension equivalent
to 25% of base salary

Clawback provision

Executive Directors have clawback clauses in
thelir contracts as well as the STIPand LTIP
rules which provide for the return of any over-
payments m the event of misstatement of the
accounts error or gross misconduct on the part
of an executive These provisions are inline
with market best practice

Non-Executive Direclors

The fees paid to the Chairman are approved

by the Special Shareholder Fees for the Non
Executwe Directors are determined by the
Executive Directors and are submitted to the
Special Shareholder for approval takinginto
account time commiiment and responsibilities

The fees paid to the Chairman and Non Executive
Directors are not pensioniable and they receive
no other benefits

Non Executive Directors letters of appointment
are described in the Corporate governance
statermnent on page 43

Statement of consideration of
Shareholder s views

The Chairman of the Committee communicates
regularly with the Shareholder Executive on
behalf of the Special Shareholder on all matters
concerning executive remuneration and the
Special Shareholder approves all aspects of the
framework for Executive Director remuneration
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Implementation report
Remuneration for each Director (audited)

Actual Cashin \

Annualised salary/lees lieu ot

Name salary/fees 2012 2013 Beneiits pension STIP LTIP Total
Non-Executive Directors I
Tim Franklm £35000 £18667 - - - E18667
Virgima Holmes £35000 £34708 - - - - £34708
Alasdair Marnoch £45000 £38589 - - - - £38589
Neil McCausland £50000 £50000 - - - - £50000
Alice Perkins £10600C £100000 - - - - £100000
Susannah Storey™! - £0 - - - - £0
Executive Directors?
Paula Vennells £25000C £250000 £9779 £62500 £157936 £217508 £697723
Chris Day E21;5 000 £215000 £9779 £53750 E129053 - £407582

£706964 £19558 £116250 £286989 £217508 £1 347269

U Susannah Storey was an employee of Lhe Shareholder Executive of the Department for Business Innovation and Skills In March 2013 she moved to the
Department of Energy and Chmate Change Shereceives no Direclor s fee

@ The salaries for Paula Vennells and Chris Day remain unchanged Thereis no planned increase for the review in July 2013

Pay at risk paid to Executive Directors
in 2012-13 (audited)

a)Short Term Incentive Plan 201213

The STIP 15 based on the Post Office balanced
scorecard for 201213 Six measures from the
scorecard were wdentified for use in the STIP
These relate to financial performance (50%) the
customer experience {25%) and achievernent of
specific abjectives related to the modermsation
programme (25%) Financial performance was
assessed through the use of stretcinng revenue
and operating profit targets Strong growth inthe
business during the year delivered revenue
excluding Network Subsidy Payment of

£102 billhon which wasbetween target and
stretch performance This growth inrevenue
coupled with cost control meant that operating
profit of £24 2 rmilhon was in excess of the stretch
hurdle Significant improvements were made in
our iteraction with customers with reductions
in queue times and call centre targets being
achieved Overall performance exceeded the
on-target level across all the six measures and
was 1n excess of the stretch hurdie for two measures

Chief Executive

The STIP payable to the Chief Executive 1s based
on the balanced scorecard (80%) and personal
performance (20%) The balanced scorecard
element paid out 55 5% of salary out of a maximum
of 64% of salary For the personal element following
areview of the achievements of the personal
objectives by the Chairman the Remuneration
Commuttee judged that the Chief Executive

had achieved 80% of her individual objectives
leading to a bonus for this element of 77% of
salary Taking account of both the financial and
personal elements the total STIP awarded to the
Chief Executive for 2012-13 was 63% of salary

Chief Financial Otficer

The STIP payable to the Chief Financial Ctficer

for 2012-13 was based on the balanced scorecard
with a multiphier apphed based on personal
performance within the plan year His bonus based
on the balanced scorecard was 40% of salary

The multipher that was applied resulted i an
mncrease by a factor of 15 Taking accountof both
fimancial and personal elements the total STIP
awarded to the Chief Financial Officer for 201213
was 60% of salary

As shown n the policy section above theintention
1s to harmomse the STIP design for the Chief
Financial Officer with that of the Chief Executive
and remove the multiphier These changes will

be subject to Special Shareholder approval
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Directors remuneration report continued

b) Long Term Incentive Plan

awards 2010-2013

The LTIP award to pay out this year 1s based on the three year performance pertod ended 31 March 2013 The award value for the

Chief Executive was 70% of salary with a maximum stretch value of 1 4 times the target award (38% of salary) No award was made

to the Chief Financial Officer because he had not commenced employment with the Post Office on the award date The primary

performance condition for the 2010 award was operating profit (shding scale of targets) |
Operating profit for the year ended 31 March 2013 (£94 2 million) was between the target and stretch level The resulting payout |
under the 2010 LTIP was 87% of salary for the Chief Executive Other Post Office emiployees also participated in this scheme ,
receving awards of between 25% and 43% of salary

Outstanding Long Term Incentive awards

Under the remuneration policy LTIP awards are granted annually The Chief Executive Officer and Chief Financial Officer have the
following cutstanding awards

Target award Stretch award Performance period

Paula Vennells Chief Executive Officer
Thieeyearsto

2011 LTIP £175000 £245000 31 March 2014 '
Three years to
2012 LTIP £175000 £245000 31 March 2015

Chnis Day Chief Financial Officer

Three years to

2011 LTIP £50167* £70234 31 March 2014
Three years to
2012 LTIP £75 250 £105 350 31 March 2015

* LTIP award pro rated because Chief Financtal Officer commenced employment 1 August 2011

Both the 2011 and 2012 LTIP awards are subject to challenging financial and strategic performance conditions based on business
profitamlity and the mamtenance of the network it line with the Shareholder s objectives

Annual Report and Financial Statements 201213
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Total pension entitlements (audited)
Faula Vennells and Chnis Day each receive a cash supplement of 25% base pay in heu of pension scheme membership

Paula Vennells accrued benefits under the Royal Mail Semor Executives Pension Plan (ann HMRC-approved defined benefit
occupational pension scheme) until 5 April 2012 when she left the scheme

Accrued beneht at Transter value of
25 March 2012 or date Accrued benefit at Increase in accrued increase before
of appointment tothe 31 March 2013 or date benehts dunng the inflation less Directors
Board if later of leaving if earlfer period{net of inflation) contributions
Ageatyearend 54 pa pa pa pa [
Paula Vennells £14721 £15225 £180 £3 340
Transfer value at
25 March 2012 or at Movements in the
date of appointment to Transfer valueat  Transfersin, received Member's contributions periodless Director s
Board if later 31 March 2013 during the period in the period contributions
Paula Vennells £283759 £314 926 - £204 £30963

Relative importance of the spend on pay (audited}

Total people costs at Post Office Limited (excluding exceptional itemns) {or the year ended 31 March 2013 were £255 milhon, of !
which £1 35 million retated to Directors pay This compares to total revenue excluding Network Subsidary Payment of £1 02 billion

Cutside Directorships

Subject to Board approval the Executive Directors are permitted to take on non-executive positions with other companies and are
allowed to retain the fees received in respect of such positions Paula Vennells is a Director of Hymns Anclent and Modern and
received a fee of £6 000 11n respect of the year ended 31 March 2C13
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Statement of Directors’ responsibilities

The Directors are responsible for preparing the Annuai Report
and Financial Statements 1n accordance with apphcable law
and regulahons

Company law requires the Directors to prepare financial
statements for each financial vear that give a true and fair view
of the financial position of the Group and of the Company and
the financial performance and cash flows of the Group and of
the Company for that period Under that law the Directors have
elected to prepare the Group conschdated financial statements
1n accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union and have elected to
prepare the Company financial statements in accordance with
United Kingdom Generally Accepted Accounting Practice
(Umited Kingdom Accounting Standards and applhicable law)

[n preparing those financial statements the Directors are
required to

« select suitable accounting pohcies and apply them
consisiently

present information including accounting policies na
manner that provides relevant rehable comparable and
understandable information

provide additionai disclosures when comphance with the
speciiic requirements in IFRS1s insufficient to enable usersto
understand the impact of particular transactions other events
and conditions on the Groups financial position and financial
performance

state that applicable accounting standards have been
followed subject to any material departures disclosed and
explamed in the financial statements and

prepare the financial statements on the going concern basis
unless it 1s mappropriate to presume that the Company will
continue in business

.

.

Annual Report and Financial Staternents 201213

The Directors are responsible for keeping adequate accounting
records winch disclose with reasonable accuracy at any time
the financial position of the Group and of the Company to
enable them to ensure that the Group conschdated financial
statements comply with the Companies Act 2006 and Article 4
of the IAS Regulation and the Company financial statements
comply with the Compames Act 2006 They are also
responsible for safeguarding the assets of the Group and
Company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities

Tha Directors confirm that to the best of ther knowledge

- the Group consolidated financial statements prepared

in accordance with IFRS as adopted by the EU and in
accordance with the provisions of the Companies Act 2006
give a true and fair view of the assets habilities financial
position and profit of the Group

the Company financial statements prepared 1n accordance
with United Kingdom Generally Accepted Accounting
Practice give atrue and fair view of the assets habihties
financial position and profit of the Company and

the management report contained n this report inciudes a fair
view of the development and performance of the business and
the position of the Group as a whole and of the Company
together with a description of the principal risks and
uncertainties they face
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Independent auditor’s report

to the members of Post Office Limited

We have audited the consolidated financial statements of

Posi Office Limited for the 53 week period ended 31 March

2013 which comprise the Consolidated income statement

the Consohidated statement of comprehensive mcome the
Consolidated statement of cash flows the Consohdated balance
sheet the Consohdated statement of changes in equity and
therelated notes 1 to 25 The financial reporting framework

that has been apphed in their preparation 1s appiicable law and
International Financial Reporting Standards (IFRSs) as adopted
by the European Umon

This repart 1s made solely to the Company s members asa
body 1n accordance with Chapter 3 of Part 16 of the Comparnes
Act 2006 Our audit work has been undertaken so that we might
state to the Company s members those matters we are required
to state to themn an auditor s report and for no other purpose
To the fullest extent permitted by law we do not accept or
assume responsibility to anyone other than the Company and
the Company s members as a body for our audit work for this
report or for the opinions we have formed

Respective responsibiiities of Directors
and auditors

As explained more fully in the Directors Responsibilities
Statement set out on page 58 the Directors are responsibie
for the preparatton of the group financial statements and

for being satisiied that they give a true and fair view Qur
responsibility 1s to audit and express an opinion on the group
financial statements in accordance with apphcable law and
International Standards on Auditing (UK and Treland) Thoese
standards require us to comply with the Auditing Practices
Board s Ethical Standazds for Auditors

Scope of the audit of the financial statements

An audit involves obtaiming evidence aboilt the amounts and
disclosuresn the financial statements sufficient to give
reasonable assurance that the financial statements are free
from matertal misstatement whether caused by fraud or error
This includes an assessment of whether the accounting
pohicies are appropriate to the group s circumstances and
have been consisteritly applied and adequately disclosed

the reasonableness of significant accounting estimates made
by the Directors and the overall presentation of the financial
statements In addition we read all the financial and non-
financial information in the annual report to dentify material
inconsistencies with the audrted financial statements If we
beccme aware of any apparent material misstatements or
nconsistencles we consider the implications for our report

Opinmon on financial statements
In our opimion the group financial statements

-

give a true and fair view of the state of the group s affairs

as at 31 March 2013 and of its profit for the 53-week period
then ended

have been properly prepared in accordance with IFRSs as
adopted by the European Unmion and

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

Opinion on other matters prescribed by the
Companies Act 2006

In our opinion the information given in the Directors Report for
the financial year for which the group financial statements are
prepared 1s consistent with the group finrancial statementis

Matters on which weare required to report
by exception
We have nothing to report in respect of the following matters

where the Companies Act 2006 requires us to report to you if
1 our opinicn

- certain disclosures of Directors remuneration specified by
law are not made or

- we have not receiwved all the information and explanations
we require for our audit

Other matter

We have reperted separately on the parent company financial
statements of Post Office Limited for the 53 week period ended
31 March 2013

GRO

Angus Grant (Senior statutory auditor)

for and on behalf of Ernst & Young LLP Statutory Auditor
London

16 July 2013
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Consolidated income statement
for the 53 weeks ended 31 March 2013 and the 52 weeks ended 25 March 2012
2013 2012
Notes £Em £m
Continuing operations
Turnover i 1,024 980
Network Subsidy Payment 210 180
Revenue 1,234 1160
People costs excluding restructuring costs 3 (259 (254) '
Other operating costs 913 (876 '
Share of post tax profit from jont ventures and assoclates 11 32 31
Operating profit before exceptional ftems* 4 94 i
Operating exceptional items 5 47} 38
- government grant 98 -
- restructurng costs (79) 2)
- other (66) (36)
Operating profit 47 23
Profit on disposal of property plant and equipment 2 1
Loss on sale of associate 11 (30) -
Profit before financing and taxation 19 24
Finance costs i 7 4) €2
Finance income 7 1 1
Net pernisions interest 19 2 2
Profit before taxation 18 20
Taxation credat 8 31 10
Profit for the financial year from continuing operations 49 30

* Note that the Royal Mail Holdings pic financial statements for the year ended 25 March 2012 reported operating profit alter modermsation costs but before

other exceptional tems of £59 miilion for Post Office Limited In the tncome statement above the pnior year result has been presented (o exchide

moder nisation costs consistent wilth 2013 where resuits are reporied before all exceptional tems

Annual Report and Financial Staterments 201213
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Consolidated statement of comprehensive income
for the 53 weeks ended 31 March 2013 and the 52 weeks ended 25 March 2012
2013 2012

Notes £m £m
Profit for the financial year from continuing operations 49 30
Other comprehensive income
Actuanal gains on defined benefit pension schemes 19 14 108
Taxation on Hems taken directly to equity 8 21 -
Total comprehensive income for the year 42 138
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Consohdated statement of cash flows
for the 53 weeks ended 31 March 2013 and the 52 weeks ended 25 March 2012
2013 2012
Notes £m fm
Cash flows from operating activities
Cperating profit before exceptional items 94 61
Adjustment for )
Depreciation and amortisation 4 - 1
Share of profit from joint ventures and associates 11 (32) (31)
Pension operating costs i 25 24
Working capital movements 63 24
(Increase)/decrease in trade and other receivables (138) 13
Increase in trade and other pavables 139 14
Increase in Inventones 2) [68]
Increase/(decrease) in non exceptional provisions 4 (2)
Pension operating costs paid (26) 27)
Cash receiptsApayments) 1n respect of operating exceptional items 133 27)
Government grant \ 200 V-
Restructuring costs (52} 27 ‘
Other as) - :
Net cash inflow from operating activities 257 25 |
Income tax recovered i1 12
Cash flows from investing activities
Investment in associate an -
Dividends received from joint ventures and assoclates 11 40 38
Finance income recerved 1 -
Proceeds from sale of property plant and equipment 2 2
Proceeds from disposal of associate 2 -
Purchase of non-current assets (58) 33
Net cash (outflow)/inflow from investing activities (24) 7
Net cash inflow before financing activities 244 44
Cash flows from financing activities
Finance costs paid 3) 4)
Payments to finance lease creditors 3 3)
(Repayment)/proceeds from bank borrowings 86) 2
Net cash (outflow) from financing activities 92 5)
Net increase in cash and cash equivalents 152 39
Effect of exchange rates on cash and cash equivalents (1) )
Cashand ;:ash equivalents at the beginning of the year 13 820 782
Cash and cash equivalents at the end of the year 13 971 820

Annual Report and Financial Statements 2012 13
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Consolidated balance sheet
at 31 March 2013, 25 March 2012 and 28 March 2011
— 2013 2012 2011
Notes £m £ £m
Non-current assets
Intangible assets 9 - - -
Property plant and equipment 10 11 11 iz
Investments in joint ventures and associates 11 60 B89 56
Retuement benefit surplus 18 97 - -
Trade and other receivables 12 10 - -
Total non-current assets 178 100 108
Current assets
Inventones 8 6 5
Trade and other receivables 12 352 226 241
Cash and cash equivalents 13 971 820 782
Financial assets - derivatives 17118 1 - -
Total current assets 1,332 1052 1028
Total assets 1,510 1152 1136
Current liabilities
Trade and other payables 14 874) (583) (579)
Financial habihties - interest hearing loans and borrowings 15 291) 377} (375)
- obhgations under finance leases 22 (3) (4) 4)
Provisions 16 (19) - -
Total current liabilities (1,187) (964} (958)
Non-current labilities
Financial habihities - obligations under finance leases 22 @) ()] ®)
Other payables 14 (24) ) (5)
Provisions 16 (7} (14) 26)
Retirement benefit obligation 19 - (206) (316)
Total non-current liabilities (35) (228) (356)
Net assets/(liabilities) 288 40 (178)
Equity
Share capital 20 - - -
Share premm 465 465 465
Retained earnings (179) (552) {630)
Other Reserves 2 47 47
Total equity/(deficit) 288 (40) 178)

The financial statements on pages 60 to 90 were approved by the Board of Directors on 16 July 2013 and signed on its behalf by

Chief Financial Officer

P A Vennells
Chief Executive
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Consohdated statement of changes in equity
for the 53 weeks ended 31 March 2013 and the 52 weeks ended 25 March 2012
Share Retained Cther Totai
premum earnings reserves equity
Noies £m Em £m £m
At 26 March 2012 465 (552) 47 {40)
Profit for the year - 49 - 49
Actuartal gain on defined benefit schemes 19 - 14 - 14
Transfer of pension deficit to government 19 - 286 - 286
Sale of interest 1n associate - 45 45) -
Taxation of tems taken directly to equity 8 - 21 - (21)
At 31 March 2013 465 179 2 288

Opening other reserves of £47 million comprised £2 million relating to First Rate Exchange Services Holdings Limited the joint
venture entity and £45 million that was recognised on the formation of Midasgrange Limited the associate entity In September
2012 the Group disposed of its interest 1n the associate and therefore £45 million included 1n other reserves relating to Midasgrange

Lirmited was transferred to retained earmngs

Share Retained Other Total
prermumt 2arnngs reserves equity
Notes £m £m £m an
At 28 March 2011 465 (Eel0)] 47 178)
Profit for the year - 30 - 30
Actuarial gain on defined benefit pension schemes 19 - 108 - 108
At 25 March 2012 465 (552) 47 (40)

Annual Report and Financial Statements 201213
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Notes to the consolidated financial statements

1 Accounting policies

Financial year

The financial year ends on the last Sunday tn March and for this
reason these financial statements are made up to the 53 weeks
ended 31 March 2013 (2012 - 52 weeks ended 25 March 2012}

Basis of preparation

The financial statements on pages 60 to 90 have been prepared
m accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Unicn and with those parts
of the Companies Act 2006 applicable to companies reporting
under [FRS Unless otherwise stated in the accounting pohicies
below the financial statements have been prepared under the
histonc cost accounting convention

For all periods up to and including the year ended 25 March
2012 Post Office Limited (the Company) prepared 1ts financial
statementsin accordance with United Kingdom Generally
Accepted Accounting Practice These financial statements for
the year ended 31 March 2013 are the first the Group (comprising
the Company and its subsidiary undertaking) has prepared in
accordance with IFRS as adopted by the European Union

Accordingly the Group has prepared financial statements
which comply with IFRS as adopted by the European Union
apphcable for periods ending on or after 31 March 2013 together
with comparative period data as at and for the year ended

25 March 2012 In preparing these financial statements the
Group s opening statement of inancial position was prepared
as at 28 March 2011 the Group's date of transition to [FRS as
adopted by the Eurcpean Union

The Company 1s incorperated and domiciled in the United
Kingdom The Group consolidated financial statements are
presented in Sterhng and all values are rounded to the nearest
£m except where otherwise indicated

Basis of consolidation

The consohdated financial statements comprise the financial
statements of the Company and its subsidiary undertaking
Subsidianes are consolidated from the date of acquisition

being the date on which the Group obtains control and
continue to be consolidated until the date when such control
ceases The financial statements of the subsidiaries are prepared
for the same reporting period as the parent company using
consistent accounting policies All mntra group balances
transactions unrealised gains and losses resulting from

intra group transactions are eliminated in full

Changes 1n accounting policy and disclosures

The changes to accounting pohicies and disclosures which have
been necessary as part of the transition to reporting under [FRS
as adopted by the European Union have had no effect on the
ncome statement or net asset position

Accounting standards 1ssued but not yet applied
The following new and revised accounting standards are
relevant to the Group and are in tssue but were not effective
(and 1n some instances have not yet been adopted by the
European Union) at the balance sheet date

-

Annual improvements to IFRS 2008-2011 Cycle

IFRS 7 (amended) Offsetting Financial Assets and

Financial Liabihties

JFRS 9 Financial Instruments Classification

and Measurement

IFRS10 Conschidated Financiai Statements

IFRS 11 Joint Arrangements .
IFRS 12 Disclosures of Interests in Other Entities

iFRS 13 Fair Value Measurement

1AS 1 (amended) Presentation of Items of Other
Comprehensive Income

1AS19 (revised) Employee Benefits

IAS 27 Separate Financial Statements

IAS 28 investmernts 1n Assoclates and Joint Ventures

- [AS 32 (amended) Offsetting Financial Assets and Liabihties

-

)

The Directors do not expect that the adoption of the standards
listed above will have a material impact on the financial
staternents of the Group in future periods

Fundamental accounting concept - going concern
The Group has net assets at 31 March 2013 and has operated

at a profit before exceptional items during 2012 13 for the fifth
year running

A funding agreement with government was annournced on
27 October 2010 which provided for

« Funding of £410 mithon for 2012 13

« Funding of £415 rmlhon for 2013-14

« Funding of £330 muthon for 2014 15

« Extension of the existing working capital facility with the
Department for Business Innovation & Skills (BIS) of
£115 ihon up to 31 March 2016

State Aid approval for the funding for 2012-13 to 2014 15 was
received on 28 March 2012 and 1t was also recognised that the
working capital facihty was ne longer deemed State Axd £410
rmillion was received on 2 April 2012

This investment will take the form of a government grant and
enable the Group to modernise the branch network and the
conhnuation of the Network Subsidy Payment recognises the
major soclal value that Post Offices provide to communities
New main and loca! branches are currently being rolled out
across the Umted Kingdom Custorners are beginmng to benefit
from a much better retail experience including extended
opering hours This programime 1s designed to make the

Post Office network more self sustaiming and over time less
dependant on direct subsidy This programme will not involve
branch closures

The Directors are satisfied with the progress made towards
modernisation during 2012-13 and that the plans in place and
the substantial investment secured will enable the Group to
continue to modernise and to secure its future However they
note that the scale of change required remains significant so
not without risk
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Notes to the consolidated financial statements continued

1 Accounting policies continued

After careful consideration of the plans for the cormng years
the Directors continue to believe that Post Office Limited will
be able to meet its liabilities as they fall due for the foreseeable
future Accordingly onthat basis the Directors consider that
1iths appropnate that these financial statements have been
prepared on a going concern basis

Critical accounting estimates and judgements

I applying accounting policies

The Group makes certain estimates and assumptions regarding
the future Estimates and assumplions are continually evaluated
based ont historical experience and other factors In the future
actual experience may diifer from these estimates and
assumptions [naddition the Group has to make judgements

n applying its accounting policies which affect the amounts
recognised 1n the accounis The most sigrmificant areas where
Judgements and estimates are made are discussed below

Pension assumptions

The costs assets and liabilities of the pensions operated by

the Group are determined using methods relying on actuanal
estimates and assumptions These pension figures are
particularly sensitive to changes in assumptions for discount
rates mortality and inflation rates The Group exercises its
Judgement 1n determining the assumptions to be adopted

after discussion with its Actuary Details of the key assumptions
are set out 1 note 19

Pension habihties are measured on an actuanal basis using

the projected unit credit method and discounted at arate
equivalent to the current rate of return on a high quahty
corporate bond of equivalent currency and term Judgement
has been applied in determining that for these purposes a

high quahty corporate bond constitutes AA rated or equivalent
status bonds

The pension deficit transfer to HM Governmeit on 1 Apnl 2012
was taken directly through equity as in management s judgement
this transaction was undertaken with HM Governiment in its
capacity as the owner of Roval Mail Holdings plc the Companys
parent company rather thaninits capacity as govemment

Provisions

The Group has recognised provisions where a present legal or
constructive obligation exists as a result of a past event whereit
1s probable that an outflow of resources will be required to settle
the obhigation and a reliable estimatie of the amount can be made
Provisions are detailed in note 16 Due o the nature of provisions
the future amount settled may be different from the amount

that has been provided

Impairment of nori-current assets

The Group assesses whether there are any indicators of
impairment for all non currernt assets at each reporting date
Due to ongeing operational losses (excluding the Network
Subsidy Payment) the carrying value of intangible assets and
all property plant and equipment other than freehold and long
leasehold property has been impaired to the recoverable amount

Revenue

Turnover from government financial mails and telecoms
services comprises the value of services provided Turnover
from all cther products comprises the commission received
excluding VAT from the Groups principal activities in providing
access to a wide range of financial and retail services through
1ts network of Post Office branches across the UK and other
channels Turnover relating to ine rental for telecoms services
1sTecognised evenly over the period to which the charges relate

4
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and revenue from calls 1srecognised at the time the call s
made Turnover from all other transactions 1s recogmsed
when the transaction is completed All turnover s denived
wholly from within the United Kingdom

The Network Subsidy Payment 1s government grant revenue
recogrused to match the related costs of making available the
network of public Post Offices that the Secretary of State for .
Business Innovation and Skills considers appropnate

Net revenue

Net revenue 1s calculated using revenue less the directly
attributable costs of delivering the service or product

Operating exceptional items

Operating exceptional items are itemns of income and
expenditure arising from the operations of the business which
due to the nature of the events giving nse to them require
separate presentation on the face of the incorne statement to
allow a better understanding of financial performance inthe
year 11 cormnparison to prior years

Intangible assets

Intangible assets acquired separately or generated internally
are ntially recogmsed at cost and are reviewed for impairment
Animpairment loss1s recognised 1n the income statement for
the amount by which the carrying value of the asset exceeds
1ts recoverable amount which 1s the mgher of an asset s net
realisable value and its value in use

Amortisation of intangible assets with finite ivesis charged
annually to the income statement on a straight line basis
as follows

Software 1to 6years !

Where mtangible assets are impaired to their recoverable amount
on acquisition the above range of asset Lives 1s not apphed

Property plant and equipment

Property plant and equipment is recognised at cost including
attributable costs in bringing the asset into working condition '
for its intended use

Depreciation of tangible fixed assets 1s provided on a straight
Iine basis by reference to cost and to the remaimng useful
economic hives of assets and thewr esiimated residual values
The lives assigned to major categones of tangible fixed
assets are

Range of asset lives

Land and buildings
Freehold land
Freehold buldings

Not depreciated
Upto 50 years

The shorter of the penod of the
lease 50 years or the estimated
remarming useful life

Leasehold buldings

Plant and machinery 3-15years
Motor vehicles and trallers 2 - 12 years
Fixtures and equipment 2 - 15 years

Where property plant and equiprment 1s impaired to is
recoverable amount on acquisition the above ranges of
asset lives are not apphed Thists currently the case for plant
and machinery motor vehicles and trarlers and fixtures
and equipment
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Impairment reviews

Unless otherwise disclosed in these accounting pohicies
assets are reviewed for impairmentif events or changes

n circumstances indicate that the carrying value may be
impailred The Group assesses at each reporting date whether
such indications exist Where appropriate an impairment
loss 1s recognised in the income statement for the amount by
which the carrying value of the asset {or cash generating umt}
exceeds tts recaverable amount whichisthe higher of an
asset s net realisable value and its value in use

Leases

Finance leases where substantially all the risks and rewards
incidental to ownership of the leased item have passed to

the Group are capitalised at the inception of the lease with

a corresponding liability recogmsed for the fair value of the
leased tem or 1f lower at the present value of the minimum lease
paymenis Lease payments are apportioned between the finance
charges and reduction of the lease hability so as to achieve a
constant rate of interest on the remaming balance of the habihty

Capitalised leased assets are depreciated over the shorter
of the estimated useful Itfe of the asset and the lease term

LL.eases where substantially all the risks and rewards of
ownership of the asset are retained by the lessor are classified
as operating leases and rentals are charged to the income
statement over the leaseterm The aggregate benefit of
incentives are recogrsed as a reduction of rental expenses
over the lease term on a straight line basis

Investments in joint ventures and associates

Investments in joint ventures and assoclates within the

Groups financial statements are accounted for under the

equity method of accounting. Under this method the inmvestiment
1s carried in the balance sheet at cost plus post acquisition changes
in the Groups share of the net assets of the Joint venture/associates
less any impairment in value The income staterment reflects the
Groups share of post tax profits from the joint venture/associates

Inventories

Inventories mclude printing and stationery retail and Lottery
products 1s carried at the lower of cost and net realisable value
after adjusting for obsolete or slow moving stock

Taxation

The charge for current income tax i1s based on the results for the
year as adjusted for items which are not taxed or are disallowed
1t1s calculated using tax rates in legislation that has been
enacted or substantively enacted by the balance sheet date

Deferred income tax assets and habilities are recogmnised for all
taxable and deductible temporary differences and unused tax
assets and losses except

« 1mtial recogmtion of goodwill

~ thenmitial recogmtion of an asset or liabihty in a transaction that
1snot a business combination and at the time of the {ransaction
affects neither the accounting profit nor taxable profit and loss
{axable temporary differences associated with investments
1 subsidiaries associates and interest 1 joint ventures
where the timing of the reversal of the temporary difference
carn be controlied and it 1s probable that the temporary
difference will not reverse in the foreseeable future and
deferred tax assets are recogrised only to the extent that it

15 probable that taxable profit will be available against which
they can beutihsed

Deferred tax assets and habihities are measured at the tax rates
that are expected to apply to the period when the tax asset 15
realised or the hiability 15 settled based on tax rates that have
been substantively enacted at the balance sheet date Deferred
tax balances are not discounted

Current and deferred tax1srecognised in the income statements
except to the extent that it relates to items recognised 1n other
comprehensive mcome or directly to equuty In thiscase the tax
ts also recogmsed 1n other comprehensive income or directly in
equity respectively Further details on deferred tax can be
found in note 8 to the financial statements

Pensions and other postretirement benefits

People working for the Company were empioyed by Royal Mail
Group Limited and seconded to the Company until 31 March
2012 On1Apnl 2012 they were transferred to be directly
employed by the Company Membership of occupational pension
schemes 1s open to most permanent UK employees of the
Company All members of defined benefit schemes are contracted
out of the earnings related part of the State pension scheme

The pension assets of the defined benefit schemes are measured at
fair value Lialnhities are measured on an actuanal basis using the
projected umt credit method and discounted at a rate equivalent

to the current rate of return onalgh quajity corporate bond of
equivalent currency and term Theresulting defined benefit asset
or hability 1s presented separately on the face of the balance sheet
Full actuanal funding valuations are carried out at intervals not
normally exceedingthree years as deterrmned by the Trustees and
actuanal valuations are carrned out at each balance sheet date and
form the basis of the surplus or deficit disclosed

For defined benefit schemes the amounts charged to operating
profit aspart of staff costs are the current service costs and any
gains and losses ansing fromsettlements curtailments and past
service costs The net difference between the interest costs and
the expected return on plan assets is recogmsed as net penstons
nterest in the income statement Actuanal gains and losses are
recognised immediately 1n the statement of comprehensive
incorne Any deferred tax movemerit associated with the
actuarnal gains and losses 1s also recognised n the statement

of comprehensive income

For defined contribution schemes the Group s contributions are
charged to operating profit as part of staff costs mnthe period to
which the contributions relate

Foreign currencies

The functional and presentational currency of the Group
15 sterling (£)

Transactionsin foreign currencies are recorded at the spot
exchange rate ruling at the date of the transaction Monetary
assets and llabihities denominated in foreign currencles are
retranslated at the functional rate of exchange ruling at the
balance sheet date Currently hedge accounting is not apphed to
any monetary assets and iabilities All differences are therefore
taken to the income statement

Trade recetvables

Trade recervables are recognised and carried at original
voice amount less an allowance for any non collectable
amounts An estimate for doubtful debts1s made when
collection of the fullamount 1s no longer probable

Bad debts are wrnitten off when identified
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1 Accounting policles continued

Borrowing costis

Borrowing costs in relation to the working capital loan facibty
are recognmsead as an expense when incurred unless they are
directly attributable to the construction or development of

a qualifying asset 1n which case they are capitalised using
the weighied average cost of borrowing for the period of
construction/development

Government grarits

Governinent grants are shown separately 1n the income
statement to match the expenditure to which they relate

Provisions

Provisions are recognised when the Group has a present
obligaticn (legal or constructive) as a result of a past event

1t 1s probable that an outflow of resources will be required to
settle the obligation and a rehable estimate can be made of
the amount of the obligation If the effect of the time value of
money 1s matertal provisions are determined by discounting
the expected future cash flows at an appropriate pre tax rate

Financial instruments

The classification of financal instruments included on the
balance sheet 1s set out below

Financial assets

Fmanaal assets are classified mto the following categories at
fair value through the income statement, loans and receivables
and available for sale as appropnate based on the purpose for
which they were required Financial habilities are classified as
elther fair vaiue through the income staterment or as financial
hathties measured at amortised cost

Financial liabihties - 1nterest-bearing loans

and borrowings

All loans and borrowings are classified as iinancial habihties
measured at amortised cost

Financial labihties - obhigations under finance leases

All obligations under Ninance lease and hire purchase contracts
are classified as financial habihities measured at amortised cost

Dervative financial mstruments

The Group uses dervative financial mstrumentsto manage
1ts exposure to fluctuations in foreign exchange rates Such
denvative inancal istruments are stated at fair value
Hedge accounting has not been claimed for foreign exchange
dervative instruments

Fair value measurement of financial instruments

The fair value of qucted investments i1s determined by reference
to Ind prices at the close of business on the balance sheet date

Where there 1s no active rnarket fair value 1s determined using
valuation techmques These include using recent arm s length
market transactions reference to the current market value of
another instrument which is substantially the same and
discounted cash flow analysis and pricing models Specifically
In the absence of quoted market prices derivatives are valued
by using quoted forward prices for the underlying currency and
discounted using quoted interest rates Hence dervative assets
and liabihties are within Level 2 of the fair value hierarchy as
defined within [FRS 7

Annuat Report and Financiat Statements 2012 13

For the purposes of disclosing the fair value of investments
held at amorttsed cost in the balance sheet n the absence of
quoted market prices fair values are calculated by discounting
the future cash flows of the financial instrument using quoted
equivalent interest rates as at close of business on thebalance
sheetdate

Derecogmtion of financial instruments

A fimancial asset or habihty s derecognised when the contract
that gives nise to it 1s settled scld cancelled or expires

Cash and cash eguivalents

Cash and cash equivalents in the balance sheet comprise cash
at bank and in hand and short-terim deposits (cash equivalents)
with an onginal maturity date of three months or less In
addition the Group uses Money Market funds as a readily
available source of cash and these funds are also categorised

as cash equivalents

For the purpose of the statement of cash flows cash and cash
equivalents consist of cash and cash equivalents as defined
above net of bank overdrafts Cash equivalents are classified
as loans and recevables financial nstrumerits

2 Segmental reporting

in accordance with {FRS 8 Operating segments an operating
segment 1s defined as a business activity whose operating
results are reviewed by the chief operating decision maker
(CODM) and for which discrete information 1s available

The Group s CODM 1s the Executive Cormmittee as defined

n the Corporate Governance section on page 45

The CODM has determined the operating segments based
on the information reviewed by them for the purposes of
allocating resources and assessing performance Operating
segments have not been aggregated in order to present
reportable segments All segmental activities are located
wholly within the United Kingdom

The CODM assesses the performance of the operating segmeiits
based on net revenue Thisis calculated using segmental
revenue less the directly attnibutable costs of delivering the
service or product The net revenue measure excludes the
effect of indirect costs and the effects of noin recurring
expenditure such as redundancy costs and asset impairment
Interest income and expenditure 1s not allocated to segments as
this type of activity 1s dniven by the central treasury function

Assets and liabilities as recognised on the Group balance sheet
are not considered to be segmental assets or habilities but rather
are managed by the Groups central functions The information
reviewed by the CODM does not include assets or habilities

spht by segment A description of the activities of the business
segments 1s Included from page 12 of the Operational review

Revenue from a major customer represents approximately 27%

of the Group s {otal revenue n 2013 This revenue was reported
within the Mails & Retail segiment
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) 2013
Directly
attmbutable Net
Revenue costs revenue
£m £m £€m
Mails & Retail 409 ) 404
Financial Services 281 (1) 280
Government Services 164 (30) 134
Telecoms 125 (85) 44 |
Other 41 - 41
Sub total 1,024 (121) 903
iNetwork Subsidy Payment 210 - 210
Total 1,234 (121) 1,113
2012
Directly
attnbutable Net
Revenue costs 1evenue
£m £m £m
Mals & Retall 392 4} 388
Financial Services 264 3 261
Government Services 164 28 136
Telecoms 120 (79) 41
Other 40 - 40
Sub total 980 (114) 866
Netwark Subsidy Payment 180 - 180
Total 1160 (114) 1046
A reconciliation between underlying segment net revenue and profit before taxation 1s provided below
2013 2012
£m £m
Underlying segiment net revenue 1,113 1046
Indirect costs (1,051} {(1016)
Share of post tax profit from joint ventures and associates 32 31
Operating profit before exceptional items 94 61
Operating exceptional items 47 (38
Operating profit 47 23
Profit on disposal of property plant and equipment 2 1
Loss on sale of associate ’ (30} -
Profit before financing and taxation 19 24
Finance costs 4 €))
Finance income 1 i
Net pensions interest 2 2

Profit before taxation 18 20




POL00026694

POL00026694

70
Financial statements
Notes to the consolidated financial statements continued
3 Staff costs and numbers
Employment and related costs were as foliows

2013 2012
People costs excluding restructuring costs £m £m
Wages and salanes 215 213
Social security costs 19 17 |
Pension costs (note 19} 25 24 3
Total 259 254

Period end employees

Average employees

2013 2012 2013 2012
Total employees 7.886 7798 7,842 7734
Total employee numbers can be categonised as follows
B 2013 2012
Admimstration 1,345 1290
Crown Offices 4,511 4833 I
Supply Chain 1,585 1581
Network and Crown {ransformation programmes 445 94
Total 7.886 7798
4 Operating profit from continuing operations before exceptional items
Operating profit from continuing operations before exceptional items 1s stated after charging
2013 2012
£m Em
Subpostmasters fees 478 483
Bureau de Change foreign currency exchange losses i 1
Depreciation - 1
Operating lease charges - Land and buildings 20 25
- Vehicles and equipment 62 62
Fees payable to the groups auditors for audit and other services £000 £000
- pareni company and group audit 331 195
- taxation services - -
- other non audit services 103 108
5 Operating exceptional items
2013 2012
Em £m
Government grant 98 -
Business transformation (CY 3 '
Network transformation including subpostmasters compensation (52) -
Restructuring - severance (11) 1
- other (12) -
Impairment of intangible assets (note $) (25) an
Impawrment of property plant and equipment (note 10) 41) (19
Total operating exceptional items “7) (38)

Due to ongoing operational losses (excluding Network Subsidy Payment) the carrying value of intangible assets and all property
plant and equipment other than freehold and long leasehold property has been impaired to the recoverable amount

Annual Report and Financial Statements 2012 13
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6 Directors’ emolurmnents
The Directors recewved the following emoluments
2013 2012
£000 £000
Emoluments excluding pension contributions and LTIP but including cash supplemerits received
1n lieu of pension 1,129 904
Contributions to pension schemes ’ i 1 58
Amounts receivable under Long Term Incentive Plans 218 -
Directors accruing pension entitlements during the peniod under
i 2013 2012
Number Number
Defined benefit schemes 0 2
Defined contnbution schemes - -
The highest paid Director received the following emoluments
2013 2012
£000 £000
Emoluments and LTIP excluding pension contributions but including cash supplements received
n heu of pension 698 463 ,
Company contnbutions to pension schemes 1 47 |
Transfer value of accrued pension benefits 315 284
7 Net finance coslts
2013 2012
£m £m
Interest receivable 1 1
Interest charge unwinding discount on provisions (1) 1
Interest payable on loans (3) ®)
Total (3} ®)
8 Taxation
{a) Taxation gains recognised i the year
2013 2012 !
£m £m |
Corporation tax credit for year (10) an i
Tax under provided in previous years - 1
Current tax (6 1)] {10 I
Deferred tax credit relating to the crigin and reversal of temporary differences (21) -
Income tax credit reported in the consolidated income statement (31) 10) |

Deferred tax of £21 milion has been charged to ecquity relating to actuarial movements in the retirement benefit surplus |
This offsets the deferred tax credit of £21 million that has been reported in the consolidated income statement
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8 Taxation continued

(b) Factors affecting current tax credit on profit on ordinary activities

The tax assessed for the year differs from the standard rate of corporation tax 1n the UK of 24% (2012 26%) The differences are
explained below

2013 2012
£m £m
Profit on ordinary activities before tax 18 20
Profit on ordinary activities multiplied by the standard rate of corporation tax in the UK of 24% (2012-26%) 4 5
Net decrease 1n tax charge resulting from recognition of deferred tax assets (35) 15y
Expend:ture disallowable for tax 1 2
Adjustment n respect of prior period - 1 i
Losses from disposals ineligible for relief 7 - I
Effect of group rehef surrenders to other companies ~ 5 i
Associates/joint venture profit after tax inciuded in Group pre tax profit (8) @ '
Total current tax (see above) 3D [¢10)]
(©) Deferred tax
Deferred tax assets relate to the following
Balance sheet Income statement
2013 2012 2013 2012
£m £m £m £m
Pensions temporary differences (21) - - -
Losses available for offset agamst future taxable income 21 - 21 -
Total deferred tax asset - -
Income staterment 21

(d) Factors that may affect future tax charges

The Group has unrecognised deferred tax assets of £190 milhon (2012-£337 million) comprising £133milhon (2012-£157 million)
relating mainly to fixed asset timing differences £57 million (2012-£128 million) relating to tax losses that are available to offset
against future taxable profits and £0 million (2012-£52 million) relating to the retirernent benefit obhgation The Group has rolled
over capital gains of £3 mtihon (2012-£3 milhion) no tax habihty would be expected to crystalhise should the assets into which the
gains have been rolled be sold at their residual value asit1s anticipated that a capital loss would arise

Finance Act 2012 reduced the main rate of corporation tax to 23% with effect from 1 April 2013 The effect of thus change on deferred
tax balances s included 1 these financial statements and 1s detailed above In the 2012 Autumn Statement the Chancellor of the
Exchequer announced that the main rate of corporation tax will be 21% for the year commencing 1 Apnl 2014 and 1n the March 2013
Budget he announced that the rate will be further reduced to 20% with effect from 1 April 2015 In accordance with accounting
standards the effect of these rate reductions on deferred tax balances has not been reflected 1n these accounts due to the relevant
legislation not having been substantively enacted at the balance sheet date A reduction to 20% would based on losses and
temporary differences at 31 March 2013 reduce the Group s unrecaognised deterred tax assets by £25 milion

Under the Postal Services Act 2011 trading losses which arose due to pension contributions and winch are unused at 31 March 2013
will be extinguished The estirmated gross value of the losses extingumshed 1s €175 milhon The urirecognised losses carried
forward disclosed above are stated net of thisamount

(e) Tax effect of exceptional itermns

There 1s a tax crecdit on exceptional items of £n1l (2012-£ml) Thisiscalculated on a with and without basis assurming that losses
are surrendered firstly to joint ventures and secondanly to comparnes in the Royal Mail Holdings Group '

Annual Report and Financial Statements 2012-13
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9 Intangible assets
2013 2012 2011
Cost £m £m Em
At 26 March 2012 28 March 2011 29 March 2010 183 166 155
Additions 25 17 i2
Disposals ‘ - - (n
At 31 March 2013, 25 March 2012, 27 March 2011 208 183 166
Amortisation and impairment
At 26 March 2012 28 March 2011 29 March 2010 183 166 155
Impairment (see note 5) ) 25 17 11
At 31 March 2013, 25 March 2012, 27 March 2011 208 183 166
Net book value
At 31 March 2013, 25 March 2012, 27 March 2011 - - -
The above intangible assets relate to software
10 Property, plant and equipment
Land and buildings |
Plant Fixtures |
Long Short Motor and and
Freehold leasehold leasehold vehicles machinery equipment Total
£m £m £m £m £m £m £m
Cost
At 28 March 2011 78 17 113 34 1 696 939
Additions 4 - - 1 - 13 18
Disposals 4) - - ol - - 5
Transfers from Royal Mail Group Limited 1 - 1 - - - 2
At 25 March 2012 79 17 114 34 1 709 954
Reclassification - 1 1) - - - -
Addions 9 - 1 9 - 22 41
Disposzals (1} - - (1} - {12) 14)
At 31 March 2013 87 18 114 42 1 719 981
Depreciation
At 28 March 2011 a7 16 113 34 1 696 927
Depreciation 1 - - - - - 1
Impairment (see note 5) 4 - 1 1 - 13 19
Disposals (€] - - n - - {4)
At 25 March 2012 69 16 114 34 1 709 943
Depreciation - - - - - - -
Impairment (see note 5) 9 1 - 9 - 22 41
Disposals (6} - - (1) - (12) (14)
At 31 March 2013 77 17 114 42 1 719 970
Net book value
At 31 March 2013 10 1 - - - - 11
At 25 March 2012 10 1 - - - - 11
At 28 March 2011 11 1 - - - - 12

Depreciation rates are disclosed within accounting pelicies (note 1} No depreciation 1s provided on freehold land which represents
£3 milhion (2012-£3 rmilhon) of the total cost of properties

During the year the legal ownership of a number of properties were transferred from Royal Mait Group Limited to Post Office Limited
for no consideration
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11 Investments in joint ventures and associates
The following entities have been included in the conschidated financial statements using the equity method

Jomt ventures

During 2012 13 and 2011-12 the Group s only joint venture investment was a 50% interest (1000 £1 ordinary A shares)in First Rate
Exchange Services Holdings Limited whose principal activity 1s the provision of Bureau de Change First Rate Exchange Services
Holdings Limited 1s a company registered in the United Kingdom

Associates

During 201112 the Groups only associate investment was a 49 99% interest (4 999 £0 Ol ordinary A shares) in Midasgrange Limited
whose principal activity 1s the provision of personal financial products This investment was disposed of during the year ended
31March 2013 At the date of disposal the carrying value of the Group s investment was £32 million Proceeds of £2 rmllion were
received giving a loss on disposal of £30 rmillion which has been recogmsed in the consohidated income staternent

Joint
venture  Associate Total
£m £m £m
Share of net assets
Total net investment at 26 March 2012 67 22 89
Share of post-tax pre dividend profit/(loss) 33 1) 32
Investment in associate - 11 11
Disposai - (32) (32)
Dividend 40 - (40}
Total net investment at 31 March 2013 60 - 60
Jont
venture Associate Total
£m £m £Em
Share of net assets
Total net investment at 28 March 2011 73 23 96
Share of post-tax pre dividend profit/(loss) 32 (1) 31
Dividend (38} - 38
Total netinvestment at 25 March 2012 67 22 89
2013 2012 2011
Joint Jourt Jomt
Share of assets and liabilities wm“;::: Toﬂ‘:‘ll Ve""éfﬁ Assoc};:ﬁ Tor,!gi vem\éﬁ Assomg:: Tocl::
Current assets 184 184 180 38 218 151 25 176
Non current assets 3 3 3 18 21 2 17 19
Share of gross assets 187 187 183 56 239 153 42 195
Current hatnlities (127) (127 (116} (34) (150) 80 (19) (99)
Share of net assets 60 60 67 22 89 73 23 96
Share of revenue and profit
Revenue 75 75 75 49 124 74 39 113
ProfitKloss) after tax 33 33 32 (1) 31 29 {4} 25

Annual Report and Financial Statements 201213
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12 Trade and other recervables

2013 2012 2011

£m £m £m

Current |
Trade recewvables 32 39 45
Prepayments and accrued income 71 39 27 !
Chent receivables 240 138 158 .
Other recewables 9 10 11
Total 352 226 241
Non-current
Prepayments and accrued income 10 -

The Group receives and disburses cash on behalf of government agencies and other chents to customers through its branch
network Amounts owed from/to government agencies and other clients are disclosed separately as client receivables (as above)
and client payables (see note 14)

Asat 31 March 2013 trade and other receivables of £7 mithon (2012-£5 million) were impatred and fully provided for During
the year £2 milhon (2012-£4 milhon) of the proviston has been utihsed and an addihonal £4 mmition (2012-£2 million) has been
provided for Trade and other receivables of £8 million (2012-£7 million) were past due but notimpaired The ageing analysis of
the past due amounts are as follows

2013 2012

£m £m

Provided for or not yvet overdue 24 32
Past due not more than one month 7
Past due more than one month and not more than two months 1

Past due more than two months -
Total 32 39

The fair value of trade and other receivables 1s not matenally different from the carrying value

13 Cash and cash equivalents

2013 2012 2011

£m £m £m

Cash in the Post Office Limited network 879 758 704
Short term bank deposits 6 19 34
Money market fund investments 86 43 44
Total cash and cash equlivalents 971 820 782

Cash and cash eguivalents comprise amounts held physically in cash cash deposits available on demand or within three months
or less Where interest 15 earned it 1s at a floating or short term fixed rate The fair value of cash and cash equivalents is not
maternally different from the carrying value
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14 Trade and other payables

2013 2012 2011

£m £m £m

Current
Trade payables 43 32 36
Accruals and deferred income 110 140 121
Advance customer paymernts 50 48 67
Social secunity ) 10 9 10 .
Chent payabies 528 332 314
Amounts due to pension schemes relating to redundancies - - 3
Amount due te other comparues within the Royal Mail Holdings Group 6 9 12
Capital payables i8 10 &
Business transformation 7 3 10
Government grant deferred income 102 - -
Total 874 583 579
Non-current
Other payables 24 2 5

Of the £200 million government grant received £98 milhion has been allocated against income staterment expenditure in
accordance with the terms and conditions of the grant The remaiming £102 million has been deferred into the balance sheet as
disclosed above The fair value of trade and other payables 1s not matenally different from the carrying value

15 Financial liabihities - iInterest bearing loans and borrowings

2013 2012 2011
£m £m £m
Department of Business, Innovation & Skills loans drawn down 291 377 375

The loans under the facility are short dated on a programme of hquicity management and mature onaverage 1 day after the year
end (2012 1day) The fair value of borrowings 1s not matenally different from the carrying value Onmaturity it is expected that
further loans will be drawn down under this faciiity which expiresin 2016 The undrawn commuitted facility in respect of which
all conditions precedent had been met at the balance sheet date 1s £859 milhon (2012-£773 milhon) The average interest rate on
the drawn down loans 15 10% (2012 0 8%)

The facihty 1s currently restrcted to funding the cash and near cash items held within the Post Office Limited network

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office Limited and a negative
pledge over cash and near cashitems The negative pledge 1s an agreement not to grant security over the assets or to set up
a vehicle that has the same effect

Annual Report and Financial Statements 201213
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16 Provisions !
Crown !
Conversions Network |
project transtormation Other Total !
£m fm £m £m
At 26 March 2012 9 - 5 14 '
Charged in operating exceptional items - 10 12 22
Charged in operating costs - - 6 ) 6
Charged n financing costs i - - i
Utilisation » - (14) 17)
At 31 March 2013 7 10 9 26
Disclosed as
Current 4 8 7 i9
Non current 3 2 2 7
7 i0 ] 26

Other provisions of £9 milhon (2012-£5 milhon) include property contracts amounts from cnerous lease obhgations and personal
1mury clauns

Amounts chargad 1 financing costs relate to the unwinding of discounted long-term provisions

The Crown Conversions project relates to past franchising of Crown offices and cnercus property lease provisions are expected
to be utihsed within 5 years

17 Financial assets and habilities
The Groups financial assets and liabilities are shown in the table below

2013 2012 2011
Non- Non Non
Current current Total Current current Total Current current Total
Em £m £m £m £m £m £m £m £m
Cash and cash equivalents 971 - 971 820 - 820 782 - 782 ;
Derivative assets 1 - 1 - - - - - -
BIS loan (291) - (291) 377 - 377 375 - (375)
Finance leases obhgations 3 4) )] [C)) ()] ao [C)] [€)) (13)
Total financial assets/
(liabilities) 678 ) 674 439 [(5)] 433 403 ) 394

The Groups principal financial assets and liabilhities compnise cash money market hquichty mnvestments loans and finance leases
The Group has various other financial instruments such as trade receivables and trade payables which anse directly from
operations and are disclosed further innotes 12 and 14

The Group enters into denvative transactions which create derivative assets and habilities principally forward currency
contracts The purpose 1s to manage the currency risks arising from the Group s operations

The main risks ansing from the Group s financial assets and labihities are interest rate sk higudity nsk foreign currency risk
and credit risk The Board reviews and agrees policies for managing each of these risks and they are summarised below

Interest rate risk

The Group s exposure to market risk for changes 1 interest rates relates to the Group s debt obligations and interest bearing
financial assets The BIS loans to Post Office Lumited of £291 million (2012-£377 million) are at short dated fixed interest rates -
average maturity 1 day (2012 average 1 day) On maturity 1t 1s expected that further loans will be drawn dewn under this facility
which expiresin 2016 The total interest bearing financial assets of the Group of £92 milhon (2012-£62 rmllion) are at short-dated
fixed or variable interest rates
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17 Financial assets and habilities continued

The table below sets out the carrying amount by matunty of the Group s financial instruments that are exposed to interest rate risk

Financial year ended 31 March 2013

Average
effective
interest Within 12 2-5 More than
rate 1 year years years 5 years Total
% £m £m £m £m £m
Fixed rate
Short-term bank deposits 05 6 - - - 6
BISloan 10 {(291) - - - (291}
Obligations under finance leases 100 ()] C)] - - N
Floating rate
Money market fund mvestments a5 86 - - - 86
Non-interest bearing
Cashn Post Office network - 879 - - - 879
Denvative assets - 1 - - - 1
Net total financial assets/{liabilities) 678 4 - - 674
Fmancal year ended 31 March 2012
Average
effective Within 12 25 Morethan
interest rate 1 year years years Syears Total
% £m £m £m £m £m
Fixed rate
Short-term bank deposits 07 19 - - - 19
BISloan 08 377) - - - (377)
Obligations under finance leases Q0 {4) (3 (3 - 10
Floating rate
Money market fund mvestments 08 43 - - - 43
Non-interest bearing
Cash in Post Office network - 758 - - - 758
Net total financial assets/(habiities) 439 3 (©))] - 433

Foreign currency risk

The Group 15 exposed to foreign currency nsk resulting from balances held to operate Bureau de Change services The Groups
foreign currency risk managemernt objective 1s to mimmmse the impact on the income statement of fluctuations in the exchange
rates The Group aims to hedge 20% of significant forecast future currency balances (principally but not restricted to US dollar
and Euro) to matci the anticipated holding period of the currency The Group hedges its foreign currency risk principalty through
external forward foreign currency contracts with First Rate Exchange Services Holdings Limited

Credit risk

Credit risk refers to the nisk that a counterparty will default on its contractual obhigations resulting in financial loss to the Group
Fmanaial credit nisk anses from cash balances (inchiding bank deposits and cash and cash equivalents) held by the Group and
business credit risk arises from exposures to customers Business nsk mcludes comrmssions receivable and chent related
settlements for amounts paid out of the Post Office network on their behalf

The Group aims to mimimise 1ts financial credit risk through the apphcation of risk management pohicies approved by the Board
Counterparties are limited to major banks and financial institutions The policy restricts the exposure {o any one counterparty
by setting appropriate credit limits

Business credit nisk 1s monitored centrally The inchvidual relationships and the coniracts attached to them are managed by
dedicated teams and procedures are in place to momtor any concentrations of credit risk Thelevel of bad debt incurred for the
Group 1s less than 1% {2012 less than 1%) of turnover
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Capital management

The Groups objectives when managing capital (defined as the net of borrowings and armounts due under finance leases and cash
and cash equivalents excluding cash 1n the Post Office network) are to safeguard its ability to continue as a going concern and to
maintain an optimal capital structure 1n order to support the business and maximise stakeholder value In managing the Groups
capital levels the Board and the Executive Committee regularly momitor the level of debtin the Group the working capital
requirements and the forecast cash flows The Board and Executive Committee plan accordingly following this review process

in order to meet the Groups capital management objectives

Ligmdity risk

The Groups primary objective 15 to ensure that the Group has sufficient funds available to meetits financial cbhigations as they
falldue Thisis achieved by aligning short-term investments and borrowing facihities with forecast cash flows Typical short term
investments include money market funds and short term bank deposits with approved counterparties Borrowing facilities are
regularly reviewed to ensure continuty of funding The unused facihity for the Group of £859 mithon (2012-£773 milhon) expires
I 2016

Sensitivity

As aresult of the mix of fixed and variable rate financial mstruments and the currency hedge programmesin place the Group
has no material exposure to risk from mterest rate or exchange rate prices

The tables below set out the gross (undiscounted) contractual cash flows of the Group s financial habihties For loans and finance
leases, these cash flows represent the undiscounted total amounts payable including interest

2013
Finance
BiSloan lease Total
Arnounts falling due in £m £m £m i
One year or less 291 4 295 X
More than 1 year but not more than 2 years - 4 4 !
More than 2 years but not more than 5 years - - -
More than 5 years - - -
Total 291 8 299
2012
Finance
BiSlean lease Total
Amounts failing due in £m £m £rn
One year or less 377 4 381
More than 1 year but not more than 2 years - 4
More than 2 years but not more than 5 years - 4
More than S years - - -
Total 377 12 389
2011
inance
, BlSloan lease Total
Amounts falling duein £m 2m £m
One year or less 375 4 379
More than 1 year but not more than 2 years - 4 4 !
More than 2 years but not more than 5 years - 8 8

More than 5 years - - -
Total 375 16 391
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18 Hedging programimes
Details of the Groups denvative financial instruments used to manage the nsks identified above are as follows
) 2013 2012
Assets Assets |
Fair value of denvative financial instruments £m £m !
Currency hedges 1 - .
Total 1 -
Currency hedges

The Group mitigates 1ts foreign currency risk exposure principally through external foreign currency forward contracts with
First Rate Exchange Services Holdings Lirnited At the year end the gain on unmatured currency hedges was £1 million and taken
to the income statement as hedge accounting ts not clatmed The hedges maturen Aprnl 2013

Dervative values

Atany point in time the denvatives above are ether i the money which means the hedged rates are better than the current
market rates or out of the money which means that the hedged rates are worse than the current market rates The resulting gains
and losses as at the balance sheet date are recogmsed In the incorme statement An associated financial asset or hability 1s created
n the balance sheet (as detalled above } The financial asset or hability reduces to zero as the derivative approaches maturity

The Group s hedging transactions are seitled net

19 Pensions

On1Apni 2012 almost all of the pension assets and habilities of the Royal Mail Pension Plan (RMPP) were transferred to

HM Government On thus date the RMPP was also sectionalised with Royal Mail Group Limited and Post Office Limited responsible
for their own sections All Post Office Limited employees were transferred to be directly employed by Post Office Limited on the
same date

Rovyal Ma1l Group Limited 1s the principal employer in the Royal Mail Semor Executive Pension Plan (RMSEPP) and Post Office
Limited became a participating emplover with effect from 1 April 2012 Post Office Limited continues to account for approximately
7% of the RMSEPP scheme as it has done previously

Prior to 1 Aprii 2012, Royal Mail Group Limited had the legal relationship with the Trustees of both RMPP and RMSEPP and as
such the Trustees held Royal Mail Group Limited hable for the actuanal deficit in the scheme All employees were employed by
Royal Mail Group Limited and seconded to Post Office Limited under an agreement between Post Office Lirmited and Royal Mail
Group Limited Post Office Limnited met the full costs of employment and was responsible for the funding of the pension deficit
attributable to these employees Conseguently Post Office Limited recognised a balance sheet deficit on full adoption of 1AS19 by
Royal Mail Holdings plc based on employee numbers over 12 years which represented approximately 7% of the total balance sheet
deficit at that time The net pensions interest deficit recovery payments and actuarial gains or losses were also allocated on this
basis The current service cost regular future service contributions and curtailments were computed separately for Royal Mail
Greup Limited and Post Office Limited based on common factors/rates

The disclosures 1n this note relating to the year ended 31 March 2013 reflect the Post Office Lumited sectionalised RMPP scheme

which 1s independently operated by the Group and the approximate 7% share of the RMSEPF scheme The comparative figures

for the year ended 25 March 2012 and the opening position at 28 March 2011 represent approxamately 7% of the previous combined |

RMPP and RMSEPP plans !
I

The disclosures in this note show how the value of the assets and habihities have been calculated at the balance sheet date
The Group participates in pension schemes as detailed below

Name Eligibility !
Royal Mail Pension Plan (RMPP) UK employees Defined benefit

Royal Mail Senior Executive Pension Plan (RMSEPP) UK seruor executives Defined benefit .
Rovyal Mail Defined Contribution Plan (RMDCP) UK employees Defined contribution

Defined contribution

The charge in the income statement for the defined contribution schernes and the Group coninibutions to these schermes was
£1 million (2012-£1 rmillion) dunng the year A new defined contnbution plan (RMDCP) was launched it April 2009 New recruits
joimng from 31 March 2008 are able to begin paying contributions to the new plan after they have worked for the Group for a year
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Defined benefit

Both RMPP and RMSEPP are funded by the payment of contributions to separate trustee administered funds The latest full
actuanal funding valuation of both schemes was carried out as at 31 March 2009 using the projected unit method For RMPP this
valuahon was concluded at £10 3 llion deficit For RMSEPP the valuation was concluded at £10C mullion deficit RMPP includes
Sections A B and C each with different terms and conditions

« Section A1s for members (or beneficianes of members} who joined before 1 Decernber 1971

+ Section B 1s for members (or beneficianes of members) who joined after 1 December 1971 and before 1 Apnl 1987 or to members
of Section A wha chose te receive Section B benefits

- Section C1s for members (or beneficiaries of members) who joined after 1 April 1987 and before 1 April 2008

A series of changes to RMPP and RMSEPP began to take effect on 1 April 2008
The changes encompass

.

the plans closed to new members from 31 March 2008

all pensions and benefits earned before 1 April 2008 are still linked to final salary at the time of retirerment

from 1 April 2008 defined benefits building up for ernpleyee mermbers of the plan are earned on a career salary basis

employees can continue to take thelr pension on reaching 60 but the normal retirernent age increased to 65 for benefits earned
from 1 April 2010

from 1 April 20101t 1s possible to draw pension earned before the change to normal retirement age at55 and continue working while still
contributing to the Pension Plan until the maximum level of benefits has been reached and

« RMSEPP was closed to future accrual on 31 December 2812

.

.

-

Payment of £23 million (2012-£23 million) was made by the Group during the year mnrespect of regular future service
contributions nearly all relating to RMPP The regular future service contributions for RMPP expressed as a percentage of
pensionable pay has remamed at171% (2012 171%) effective from April 2010 This rate1s not expected to change matenally during
201314 For RMSEPP these contributiens have remained at 35 9% (2012 35 9%} until its closure

The Group pays 7% of the total deficit payment required to fund the deficit in RMSEPP and a payment of £2 milhion (2012 less than
£1 milhon) was made by the Group during the year Following the State Aud clearance granted on 21 March 2012 and the subsequent
transfer of the historical pension deficit to HM Government on 1 April 2012 no RMPP deficit payment was made dunng 201112 or
2012-13 For RMSEPP dehcit recovery payments will be £1 mmlhon per annum from 1 April 2010 to 31 January 2024

A current habibity of £ml (2012-£m1l) has been recognised for payments to the pension schemes relating to redundancy During the
year payments of £2 mithon (2012-£3 mullicr) relating to redundancy were made

The following disclosures relate to the gamns/losses and surplus/deficit in the scheme recogmnsed for RMPP and RMSEPP defined
benefit plans in the financial statements of the Group

a) Major long-term assumptions

The size of the RMPP pension surplus which 1s large m the context of the Group and 1ts finances 1s materially sensitive to the
assumptions adopted Small changes 1n these assumptions could have a significant impact on the surplus and overall incorme
statement charge The major long term assumptions were

At 31 March At 25 March At 28 March

2013 2012 2011

% pa % pa % pa
Rate of increase in salaries 43 43 45
Rate of pension increases - RMPP Sections A/B 23 23 28
Rate of pension increases - RMPP Section C 32 33 35
Rate of pension increases - RMSEPP members transierred from Section A or B of RMPP 33 33 35
Rate of pension increases - RMSEPP all other members 32 33 38
Rate of increase for deferred pensions - RMSEPP members transferred from
Section A or B of RMPP 33 33 35
Rate of increase for deferred pensions 23 23 28
Discount rate 48 51 55
Inflation assumption (RPT} 33 33 35
[nflation assumption (CPD 23 23 28
Expected average rate of return on assets n/a 59 65

In June 2010 the government announced that 1t was intending to change the inflation measure used to determine statutory
mnimnum indexation in deferment and 1n payment from RPI to CPI from Aprit 2011 Whete relevant the inflation assumption
has changed from RPI to CPI
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19 Pensions continued

The above assumpticns relate to both defined benefit plans with the exception of the expected average rate of return on assets

which was computed for the combined assets of the plans The expected average rate of return on assets was a weighted average |
of the long term expected rate of return of each principal asset class (see Section b) The expected average rate of return was |
compuied at each balance sheet date based on the market values and long term rate of return of each principal asset classas at
that date The change in IAS19 that will be implemented with effect from 1 April 2013 means that the expected average rate of
return con assets 1s no tonger required

The following table shows the potential impact on the RMPP assets and pension surplus of changes in key assumptions

2013

£m
Changesin RPl and CPLinflation of +0 1% pa 1)

Changes in discount rate of +0 1% pa 4
Changes in real salary growth of +0 1% pa 6)
Changes in CPl assumptions of +0 1% pa L
Anadditional 1 year hfe expectancy (CY]

Comparative information in relation to the potential impact of changes in key assumptions has not been included as this would
represent Post Office Limited s share of the combined RMPP scheme and the above 31 March 2013 information 1s in relation to the
sectionalised RMPP scheme and therefore comparnson would not be meaningful

Mortality

The mortahty assumptions for the RMPP sectionalised scheme are based on the latest self admnistered pension scheme (SAPS)
mortality tables with appropriate scaling factors (106% for male pensioners and 101% for female pensioners) For future
improvements the assumptions allow for medium cohort projections with a 1 25% floor These are detalled below

Average expected life expectancy from age 60 2013 2012 2011
For a current 60 year old male RMPP member 26years 26years 26vyears
For a current 60 year old female RMPP member 29years 29years 29 years
For a current 40 year old male RMPP member 29years 29years 29 years
For a current 40 year old female RMPP member 32years 32years 32years

b) Plans’ assets and expected rates of return
The assets in the plans and the expected rates of return for the Group were

Long term
expected
Market rate of
value return
2013 2013
Sectionalised RMPP £m % pa
Equties 29 n/a
Bonds 205 n/a |
Property - n/a .
1
Other assets 9 n/a
Fair value of RMPP assets 243
Present value of RMPP liabilities (144)
Surpius i plan before IFRIC 14 adjustment 99
Less IFRIC 14 adjustment 3}
Surplus in plan after IFRIC 14 adjustment 96
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Long-term
expected
Market rate of
value return
2013 2013
Share of RMSEPP £m % pa
Equities 146 n/a
Bonds 193 n/a
Property 19 n/a
Other assets 3 n/a
Fair value of plan assets for RMSEPP 361
Present value of plan habilities for RMSEPP (347)
Surplus n plan for RMSEPP 14
Surplus in plan for the POL share (at approximately 7%) of RMSEPP 1

A retirement benefit surplus of £97 milhon1s disclosed on the balance sheet representing the surplus in plans of £39 million and
£1 milhon for RMPP and RMSEPP respectively net of tax of £3 milhon at a rate of 35% on the element of the surplus which 1s

recoverable through a refund from the plans

Longterm Longterm
expected expected
Market Market rale of rate of
value value Teturn return
2012 2011 2012 2011
Combined plans £m Em % pa % pa
Equities 3385 4268 77 82
Bonds 25610 21409 57 62
Property 1417 1,590 68 65
Other assets 333 418 34 42
Fair value of plans assets for the combined plans 30745 27685
Present value of plans habihities for the combined plans (33667 (32186)
Deficit in schemes for the combined plans (2922) (4,501)
Deficit in schemes for share (at approximately 7%) of combined plans (206) {316)
There s no element of the above present value of iabilities that arises from plans that are wholly unfunded
¢) Movement 1in plans' assets and habilities
Changes in the fair value of the plans assets are analysed as follows
Sectionalised
RMPP 2013
Assets £m
Assetsn sectionalised RMPP at beginning of period . 2,108
Transfer of pension assets to government (1,953)
Contributions paid 25
Employee contributions paid 8
Finance income (expected rate of return) 11
Actuanal gains (additional increases 1n market values) 46
Benefits pad to members (2)
Assets in sectionalised RMPP at end of pertod 243
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Share of
RMSEPP 2013
Assets £m
Share of assets iIn RMSEPP at beginning of period 21
Contributions paid 2
Movement in contributions accrued -
Employee contributions paid -
Finance mcome (expected rate of return) ~
Actuaral gains (additional increases 1 market vatues)
Benefits paid to members -
Share of assets in RMSEPP at end of period 25
2012 2011
Assets combined plans £m £m
Share of assets 1n combined plans at beginning of period 1923 1797
Contributions paid 26 46
Movement 1n contributions accrued &) 2
Emplo"yee contributions patd 10 11
Finance income (expected rate of return) 124 120
Actuanal gains (additional increases 1 market values) 131 33
Benefits paid to members 82) 86)
Share of assets in combined plans at end of period 2129 1923

Changes in the present value of the defined benetit pension obhgations are analysed as follows

Sectionalised

RMPP 2013
Liamhties Em
Liabiities 1n sectionalised RMPP at beginmng of period (2,313}
Transfer of pension habihties to government 2,239
Current service cost (24}
Curtailment costs* 2)
Finance cost (9)
Employee contnibutions 8}
Actuanal loss (recogrised in staternent of comprehensive income) (29)
Benefits paid 2
Liabilities in sectionalised RMPP at end of period {144}
Share of
RMSEPP 2013
Liabihities £m
Share of habilities n RMSEPP plans at beginning of period (22}
Current service cost -
Curtailment costs* ) -
Finance cost (1)
Employee contributions N -
Actuaral loss (recogmsed 1n statement of comprehensive income) ” 1
Benefits paid -
Share of liabilities in RMSEPP at end of period (24)
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) 2012 2011
Ltabihties combined plans £m £m
Share of habilities in combined plans at beginming of period (2239 (2 361)
Current service cost (23) (25}
Curtailment costs® - 3
Fimance cost (122) (132)
Employee contributions ’ aom an
Actuarnal (oss)/gam (recognised in statement of comprehensive income) 23 207
Benefts paid 82 86 I
Share of habilities in combined plans at end of period (2335 (2239

* The curtailment costs in the income statement are recognised on a consistent basis with the associated compensation costs Estimates of both arer
included for example inany redundancy provisions raised The curtallment costs above represent the costs asseciated with those people paid ,
compensation in respect of redundancy during the accounting period Such payments may occur 1n an accounting period subsequent to the recogmtion !
of costs 1n the ncome statement

d) History of experience gains and losses

The curnulative amount of actuar:al gains and losses recognised since transition to IFRS as adopted by the European Umon on
28 March 20111s a gain of £122 rmlhon as recognised in the consolidated statement of comprehensive income

Sectionalised Share of

RMPP RMSEPP 7% share of combined plans

2013 2013 2012 2011 2010 2009

£m £m £m £m £m £m

Fair value of assets 243 25 2168 1944 1811 1407
Present value of hiabihties (144) 24) (2374) (2260 (2375 (1882
Surplus/(deficit) in schemes 99 1 (206) (316) (564) 4753
Expenence adjustiment on assets 46 i 131 a3 313 384
Expenience adjustment on habihties 20 - - (1) 47 (1)
2013 2013 2012 2011 2010 2009

% % % % % %

Expenence adjustment on assets as a % of scheme assets 189 55 61 17 174 273

Expenience adjustment on liabilities asa
% of scheme habilities (13.9) 14 00 00 20 a1

Dehcit in the scheme as a % of scheme hiabilities - - 88 141 239 253
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19 Pensions continued
e) Recognised charges
Ananalysis of the separate components of the amounts recognsed in the performance statements of the Group 1s as follows
2013
sechionalised
RMPP
£m
Analysis of amounts recognised in the income statement
Analysis of amounts charged to operating profit before exceptional items
Current service cost 24
Analysis of amounts charged to operating exceptional items
Loss due to curtallments (with:n provision - note 16) 2
Total charge to operating profit 26
Analysis of amounts charged/(credited) to net pensions interest
interest on plan habihties 9 !
Expected return on plan assets (11} !
Net pensions credit to financing (2} i
Net charge to the income statement before deduction for tax 24 i
Analysis of amounts recognised in the statement of changes in equity
Transfer of pension habihties to government 2,239
Transfer of pension assets to government {1,953} i
Gain on transfer to government 286
Total gains recognised in the statement of changes in equity 286
Amnalysis of amounts recognised in the statement of comprehensive income
Actual return on plan assets 57
Less expected return on plan assets (11)
Less taxation on surplus recoverable through plan refunds 3
Actuarial gains on assets (all expenence adjustments) 43
Expernience adjustments on habihties 2o
Effects of changes in actuarial assumptions on habihities 9)
Actuarial losses on habitities (29)
Total actuarial gains recognised in the statement of comprehensive income 14

Annual Report and Financial Statements 2012 13




POL00026694

POL00026694
Operational | Performance Financial 87
Overview Teview review Governance statements
2013 share
of RMSEPP
£m
Analysis of amounts recognised In the income statement ;
Analysis of amounts charged to operating profit before exceptional items
Current service cost 1
Analysis of amounts charged to operating exceptional items
Loss due to curtailments (within provision for organisational review - note 16) -
Total charge to operating profit 1
Analysis of amounts charged/(credited) to net pensions interest
Interest on plan habihties 16
Expected return on plan assets {18) |
Net pensions interest 2 |
Share of net pensions interest (at approximately 7%) - ;
Net charge to the income statement before deduction for tax - !
Analysis of amounts recognised in the statement of comprehensive income in the Royal Mail Holdings Group \
financial statements
Actual return on plan assets 38 '
Less expected return on plan assets (18)
Actuarnal gains on assets (all expenence adjustments) 20
Expenence adjustments on habilities 5
Effects of changes in actuanal assumptions on habilities (23)
Actuanal losses on habilities (18)

Total actuarial gatns recognised in the statement of comprehensive income In the Royal Mail Holdings Group
financial statements 2

Share of actuarial gains/{losses) recognised in the statement of comprehensive income (at approximately 7%) -
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2012 2011
Combined plans £m £m
Analysis of amounts recognised in the income statement
Analysis of amounts charged to operating profit before exceptional items
Current service cost 23 25
Analysis of amounts charged to operating exceptional items
Loss due to curtailments (within provision for organisational review - note 16} = 2
Total charge to operating profit 23 27
Analysis of amounts charged/credited) to net pensions interest
Interest on plans habihtes for the combined plans 1749 1881
Expected return on plans assets for the combined plans (1775} (1714)
Net pensions interest for the combined plans (26) 167
Share of net pensions interest (at approximately 7%) @) 12
Net charge to the income statement before deduction for tax 21 39
Analysis of amounts recognised in the statement of comprehensive income in the Royal Mail Holdings
Group financial statements
Actual return on plans assets for the cormbined plans 3644 2184
Less expected return on plans assets for the combined plans (1775 1714
Actuarial gains on assets for the combined plans{all experience adjustments) 1869 470
Experence adjustments on habihnes for the cormmbined plans (5 @®
Effects of changes in actuanal assumptions on habihitias for the combined plans (320) 2962
Actuanal (losses)/gains on hiabihities for the combined plans (325) 2954
Total actuarial gains recognised in the statement of comprehensive income in the Royal Mail Holdings
Group financial statements 1544 3424
Share of actuarial gains recognised in the statement of comprehensive income (at approximately 7%) 108 240
20 Called up share capital
2013 2012 2011
£ £ £
Authorised
Ordinary sharesof £1 each 51,000 510600 51000
Total 51,000 51000 51000
Allotted and issued
Ordinary sharesof £1 each 50,003 50003 50003
Total 50,003 50003 50003
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21 Commitments
Capital commutments contracted for but not provided in the financial statements amount to £48 milhon (2012-£15 miliion)
The Group 1s committed to the following mimimum lease payments under non-canceilable operating leases

Land and buildings IT equipment
2013 2012 2011 2013 2012 2011
fm £m £m £m £m £m
Within 1 year 16 16 16 15 16 16
Between 1 and 5 years 42 44 43 - - -
Beyond 5 years 38 43 45 - - -
Total 96 103 104 15 16 16
22 Finance lease habilities
2013 2012 2011
Present
value Present Present
of value of vaijue of
minimum mirnnnim mnimum
Minimum lease  Minimum lease Mimimum lease
payments payments payments payments payments payrnents
£m £m £m £m £ £m
Within 1 year 4 3 4 4 4 4
Between 1 and 5 years 4 4 8 6 12 9
Beyond 5 years - - - - - -
Total minimum lease payments 8 7 12 10 16 13
Less amounts representing finance charges (¢ )] - 2 - 3 -
Present value of minimum lease payments 7 7 10 10 13 13
Ot which
Current 3 3 4 4 4 4
|
Non-current 4 4 6 6 ] 9 !

The aggregate finance charges aliocated for the period in respect of finance leases was £738 859(2012-£1,011 232) The fair vatue of ,
finance lease liabilities 1s not matenally different from the carrying value

The Group has finance lease contracts for equipment The leases have no terms for renewal purchase options or escalation clauses
and there are no restrictions concerning dividends borrowings or additional leases The leaseshave an average term of six years
23 Related party disclosures

Jomnt venture
The following Company 1s a joint venture of the Group

Company Country of incorporation % Holding Principal activities
First Rate Exchange Services Holdings Limited United Kingdom 50 Bureau de Change
Associates

The following Company was an associate of Post Office Limited during the year The Group s interest was disposed of in
September 2012

Company Country of incorporation % Holding Principal activitles

Midasgrange Limited United Kingdom 50 Financial services

Allshareholdings are equity shares
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Related party transactions
During the year the Group entered inito transactions with the following related parties The transactions were 1in the ordinary
course of business The transactions entered mto and the balances outstanding at the financial year end were as follows
Amounts owed m;m Amounts owed to
Sales/recharges Purchases/recharges related party including related party including
to related party from related party outstanding loans outstanding loans
2013 2012 2011 2013 2012 2011 2013 2012 2011 2013 2012 2011
£m £m £m £m £m £m €m £m £m £m £m £m
Royal Mall Group Limited 371 359 346 37 33 35 - - - 4 8 11
Camelot Group plc - - 10 - - = - - - - - -
Romec Limited - - - 8 8 8 - - - 2 1 1
Midasgrange Limited 35 41 30 i 1 3 - 14 10 - 1 -
First Rate Exchange
Services Holdings Limited 27 31 30 125 128 132 7 3 9 11 8 1

The sales to and purchases from related parties are made at normal market prices Balances outstanding at the year end are |
unsecured mnterest free and settlement 15 made by cash Royal Mail Group Lirnited 1s a subsidiary company of the Groups parent

company Royal Mai] Holdings plc Camelot Group plc was an associate within the Royal Mail Holdings Group but was disposed

of 1n 2010 11 Romec Limited 1s a subsidiary of Royal Mail Group Limited Midasgrange Limited was anassociate of the Group until

September 2012 and First Rate Exchange Services Holdings Limited 1s a joint venture of the Group

The Group trades with numerous government bodies on an arms length basis Transactions with these entities are not chsclosed
owing to the significant volume of transactions that are conducted

Separately

« the Group has certain loan facilities with government (note 15)

- almost all of the pension assets and habilities of the Rayal Mail Pension Plan were transferred to government (note 19}

- the Group has recetved a government grant of £200 miliion £98 milhion of which was recogmsed through the income statement
(note 5) and £102 million of which 1s deferred incorme within trade and other payables{(note 14} and

« the Group has received the Network Subsidy Payment from gevernment (note 13

Key management comprises Executive and Non Executive Directors of the Post Office Limited Board and the members of the
Executive Committee at 31 March 2013 The aggregate remuneration of the key management personnel of the Post Office Group
15 set out below

2013 2012

£000 £000

Short term employee benefits 3,568 3077

Post-employment benefits ’ 119 232

Other long term benefits 651 -
Termination benefits -

Total 4,338 3309

24 Post balance sheet events
In accordance with the funding agreement with government announced on 27 October 2010, for which State Aid approval was
recewved on 28 March 2012 Post Office Lumited received £415 miihon of funding on 2 April 2013

On 21 June 2013 Post Office Limiited launched a consultation with members of the Royal Mail Pension Plan on a proposal to
change the terms of the plan which will conclude on 25 August 2013 Post Office Limited will consider the feedback before making
its final decision and communicating it to colleagues

25 Immediate and ulimate parent company

At 31 March 2013 the Directors regarded Royal Mail Holdings plc as the immediate and ultimate parent company The largest
group to consolidate the results of the Company 1s Royal Mail Holdings plc a company registered inthe United Kingdom
Royal Mail Holdings plc financial statements can be obtained from the company website www royalmailgroup com
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Independent auditor's report to the members of Post Office Limited

We have audited the parent company financial statements of
Post Office Limited for the 53-week period ended 31 March 2013
which comprise the Company balance sheet the Company
statement of total recognised gains and losses the Company
reconciliation of movements in Shareholder s funds and the
related notes 110 18 The financial reporting framework that has
been applied in their preparation s applicable law and United
Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice)

This report 1s made solely to the Company s members asa
body 1naccerdance with Chapter 3 of Part 16 of the Compantes
Act 2006 Qur audit work has been undertaken so that we nuight
state to the Company s members those maiters we are required
to state to them 1n an auditor s report and for no other purpose
To the fullest extent permitted by law we do not accept or
assume responsiility to anyone other than the Company and
the Company s mermnbers as a body for our audit work for this
repert or for the opinions we have formed

Respective responsibihities of Directors and auditors

As explained more fully in the Directors Responsibilities
Statement set out on page 58 the Directors are responsible for
the preparation of the parent company financial statements
and for being satisfied that they give a true and fair view Our
responsibility 1s to aucht and express an opumon on the parent
company financial statements in accordance with applicable
law and International Standards on Auditing (UK and Ireland)
Those standards require us to comply with the Auchting
Practices Board s Ethical Standards for Audutors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and
disclosures in the financial statements suff:cient to give
reasonable agsurance that the financial statements are free
from matenal misstatement whether ¢caused by fraud or error
This includes an assessmeni of whether the accounting
policies are approprate to the parent company s circumstances
and have been consistently applhed and adequately disclosed
the reasonableness of significant accounting estimates made by
the Directors and the overall presentation of the financial
statements [naddition weread all the financial and non
financial information in the annuat report to identify matenal
mnconsistencies with the audited financal statements If we
become aware of any apparent material misstatements or
mconsistencies we consider the implications for our report

Opinion on financial statements
In our opimion the parent company financ:al statements

+ glve a true and fair view of the state of the Company s affairs
asat 31 March 2013

+ have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice and

+ have been prepared in accordance with the requirements of
the Compames Act 2006

Annual Report and Financial Statemenis 2012-13

Opiniton on other matters prescribed by the
Companies Act 2006

In cur opimnion the information given in the Directors Report
for the financial period for whichthe financial statements
are prepared 1s consistent with the parent company
financial statements

Matters on which we are required to report
by exception

We have nothing to report 1t respect of the following matters
where the Companies Act 2006 requires us to report to you
1f iInour opinion

adequate accounting records have not been kept by the
parent company or returns adaeqguate for our audit have not
heen received from branches not visied by us or

the parent company financial statements are not 1n
agieemernt with the accounting records and returns or
certain disclosures of Directors remuneration specified

by law are not made or

we have not receved all the information and explanations
we require for our audit

.

.

Other matter
We have reported separately on the consolidated financial

statements of Post Office Limited for the 53-week period ended
31 March 2013

GRO

Angus Grant (Semor statutory auditor)

for and on behalf of Eriist & Young LLP Statutory Auditor
London

16 July 2013
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|
Balance sheet of the Company
at 31 March 2013 and 25 March 2012
i 2013 2012
Notes £Em £m
Intangible assets 2 - -
Tangible assets 3 11 11
Investment in subsidiarles 4 - -
Investments in joint ventures and associates 5 1 5
Retirement beneht surplus 13 100 -
Debtors - recetvable after more than one year 6 10 -
Total non-current assets 122 16
Current assets
Stocks 8 6
Debtors - recetvable within one year & 352 226
Financial assets - investments 7 92 62
Financial assets - derivatives 1 -
Cash at bank and in hand 8 879 758
1,332 10652
Current liabilities .
Creditors - amounts falling due within one year 9 877) (587)
Financial habilities - mterest bearmng loans and borrowings 10 (291) (377)
Net current assets 164 88
Total assets less current labllitles 286 104
Creditors - amnounts falling due after more than one year 11 z8) (8)
Prowvisions for habilities 12 (26) 14y
Retirement benefit obligation 13 - (206)
Net assets/(liabilities) 232 (124)
Capital and reserves
Called up share capital 14 - |
Share premum 15 465 465 !
Profit and loss account 15 (233) (589 i
Shareholder's surplus/(deficit) 232 (124)

The financial statements on pages 93 to 110 were approved by the Board of Directors on 16 July 2013 and signed on its behalf by

P A Vennells G RO CM Day G R O
Chief Executive Chief Financial Officer
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Statement of total recognised gains and losses
for the 53 weeks ended 31 March 2013 and the 52 weeks ended 25 March 2012 i
2013 2012

Notes £m £m
Profit for the financial year 15 76 37
Actuarnial gains on defined benefit pension schemes 13 17 108
Taxation on items taken directly to equity (23) -
Total recognised galns for the financial year 70 145

There 1s no statement of istorical cost profits and losses as the financial statements are produced under the historic cost
accounting conventiorn

Annual Report and Financial Statements 201213
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Reconcihation of movements in Shareholder’s funds
for the year ended 31 March 2013 and 25 March 2012
2013 2012
Notes £m £m
Opening Shareholder’s deficit 15 (124) (269)
Total recogmsed gains for the financial year 70 145 |

Transfer of pension deficit to government 13 286 -
Closing Shareholder's surplus/(deficit) 232 (124)
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Notes to the Company financial statements

1 Accounting policies

The following accounting policies apply throughout Post Office
Limited (the Company}

Financial year

The financial year ends ¢n the last Sunday in March and
accordingly these financial statements are made up to
the 53 weeks ended 31 March 2013 (2012 52 weeks ended
25 March 2012)

Basis of preparation

The financial statements on pages 93 to 110 have been prepared
m accordance with apphcable UK Accounting Standards and
law including the requirements of the Companies Act 2006
Unless otherwise stated in the accounting policies below the
financial statements have been prepared under the historic
cost accounting convention

As permitted by Section 408 of the Companies Act 2006 Post
Office Lirmmited has not presented its own profit and loss account
The result dealt with 1n the accounts of the Company amounted
to £76 rmillion profit {2012-£37 milhion profit)

No cash flow statement has been presented as the Company
1s part of the Post Office Limited Group which has presented
a consohdated cash flow statement within its Group
financial statements

The Company has taken advantage of the exemption conferred
by FRS 29 not to disclose financial instrument information as
the Company 15 part of the Post Office Lirnited Group which has
presented such disclosures in its Group financial statements

In making an assessment of the Company s abtlity to continue
as a going concern the Directors have considered the going
concern assessments made in relation to the Group (see note 1
on page 65) and are of the view that it 1s appropniate that
these financial statements have been prepared on a going
concern basis

Changes 1n accounting policy

The accounting policies are consistent with those of the
previous year

Intangible fixed assets

Intangible assets acquired separately or generated internally
are imitially recogmsed at cost and arereviewed for impairment
Animpairment loss 1s recognised 1n the profit and loss account
for the amount by which the carrying value of the asset
exceeds its recoverable amount which is the higher of an

asset s net realisable value and its value in use

Amortisation of intangible assets with fimte hves is charged
annuaily to the income statement on a straight-line basis
as follows

Software 1to 6 years

Where intangible fixed assets are impaired to their recoverable
amount on acquisiion the above range of asset ivesis
not applied

Tangble fixed assets

Tangible fixed assets are recognised at cost including
attnibutable costs in bringing the asset into working condition
forits intended use

Annual Report and Financ:al Statements 2012 13

Depreciation of tangible fixed assets s provided on a straight line :
basis by reference to cost and to the remaiming useful economic

lives of assets and their estimated residual values The lives

assigned to major categorles of tangible fixed assets are

Range of asset lives

Land and buildings
Freehold land
Freeheld buildings
Leasehold builldings

Not depreclated
Upto 50 years

The shorter of the period of the
lease 50 years or the estimated
remaming useful life

Plant and machinery 3-15years
Motor vehicles and trallers 2-12 years
Fixtures and eguipment 2-15 years

Where tangible fixed assets are impaired to thewr recoverable
amounts on acquisition the above ranges of asset lives are not
applied This s currently the case for plant and machinery
motor vehicles and trailers and f1xtures and equipment |

Impairment reviews

Unless otherwise disclosed in these accounting policies fixed
assets are reviewed for impairmentif events or changes in
circumstances indicate that the carrying value may be impaired
The Company assesses at each reporting date whether such
mdications exist Where appropriate an impairment loss1s
recogmised i the profit and loss account for the amount by
which the carrying value of the asset (or cash generating unit)
exceeds Its recoverable amount which s the higher of an
asset s net realisable value and its value in use

Leases

Finance leases where substantially al! the risks and rewards
mcidental to ownership of the leased item have passed to the
Company are capitahised at the inception of the lease with a
corresponding hability recogmsed for the fair value of the
leased item or if lower at the present value of the mimimuim
lease payments Lease paymerntsare apportioned between the
finance charges and reduction of the lease habihty soas to
achieve a constant rate of interest on the remaining balance

of the hability

Capitahised leased assets are depreciated over the shorter of the
estimated useful life of the asset and the lease term

Leases where substantially all the risks and rewards of
ownership of the asset are retained by the lessor are classified
as operating leases and rentals are charged to the profit and loss
account over the lease ierm The aggregate benefit of incentives
are recognised as a reduction of rental expenses over the lease
term on a straight line basis

Investrments i1 joint ventures and associates

Investments n jomt ventures and associates within the
Company s financial statements are stated at cost less any
accumulated impairment losses

Investments i1 subsidiaries

Investments in subsidiaries within the Company s financial
staternents are stated at cost lessany accumulated impairment
losses The carrying value relates solely to the Company s
investment in Post Office Management Services Limited a100%
subsidiary of the Company and s less than £1 million
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Stocks For defined contnibution schemes the Company s contributions

Stocks whichinclude printing and stationery retail and Lottery
products are carried at the lower of cost and net realisable
value after adjusting for obsolete or slow-moving stock

Deferred tax

Deferred tax s generally provided in full on himing cifferences
at the balance sheet date at rates expected to apply when
thetax hability (or asset) crystallises based on substantively
enacted tax rates and law Tnmning differences arse from the
inclusion of items of income and expenditure 1n taxation
computations m periods different from those 1n which they
areincluded in the financial statements

Deferred tax 1s not recogmsed n the following instances

on gamns on disposal of fixed assets where on the basis of
available evidence itis more hikely than not that the taxable
gain will be rolled over into replacement assets and charged
to tax only when there1s a commitment to dispose of those
replacement assets

on unremitted earnings of subsidiaries and associates where
there 1s no comrmitment to rermit those earmings and
deferred tax assets are recognised only to the extent that the
Directors consider that it 1s more likely than not that there will
be suitable taxable profits from which the future reversal of
the underlying tiing differences can be deducted

Deferred tax assets and liabilities are not discounted Deferred
taxis charged or credited directly to reserves if it relates to
1tems that are credited or charged directly {o reserves
Otherwise it 1s recogmsed in the profit and foss account

Pensions and other post-retirement benefits

People working for the Company were employed by Royal Mail
Group Limited and seconded to the Company until 31 March 2012
On1 Apnl 2012 they were transferred to be directly employed
by the Company Membership of occupational pension schemes
15 open to most permanernt UK employees of the Company
Ailmembers of defined beneht schemes are contracted out

of the earnings related part of the State pension scheme

The pension plans assets of the defined benefit schemnes are
measured at fair value Liabilities are measured on an actuanal
basis using the projected unit credit method and discounted at
a rate equivalent to the current rate of return on a high quahty
corporate bond of equivalent currency and term Theresulting
defined benefit asset or habilhity is presented separately on the
face of the balance sheet net of any associated deferred tax
balance Full actuarial valuations are carried out at intervals not
normally exceeding three years as determined by the Trustees
and with appropriate updates and accounting adjustments

at each balance sheet date form the basisof the surplusor
deficit disclosed

For defined benefit schemes the amounts charged to operating
profit as part of staff costs are the current service costs and
any gams and losses ansing from settlements curtailimenis and
past service costs

The net difference between the interest costs and the expected
return on plan assets 1s recognised as net pensions interest

in the profit and loss account Actuarial gamns and losses are
recognised immediaiely in the statement of total recogmsed
gams and losses (STRGL) Any deferred tax movement associated
with the actuanal gains and losses 1s also recogmsed in the STRGL

are charged to operating profit as part of staff costs in the
period to which the contributions relate

Foreign currencies

The functional and presentational currency of the Company
1s sterling (£)

Transaciions in foreign currencies are recorded at the rate
ruling at the date of the transactton Monetary assets and
habilities denomnated in foreign currencies are retranslated
at the rate of exchange ruling at the balance sheet date

All differences are taken to the profit and loss account

Debtors

Debtors are recogmsed and carned at original invoice amourt
less an allowance for any non collectable amounts An estimate
for doubtiful debts1s made when collection of the full amount

1s no longer probable Bad debts are written off whendentified

Financial assets - mnvestments (current assets)

Financial assets - investments 1n the balance sheet comprise
short-term deposits and money market funds All financial
assets - investments are classified as loans and receivables and
are measured at amortised cost using the effective interest rate
method Gamnsand losses arerecognised mn the profit and loss
account when the investments are derecognmsed or impaired
as well as through the amortisation process

Financial habilities - interest-bearing loans
and borrowings

Allloans and borrowings are classified as financial habihities
measured at amortised cost

Financial habilities - obhgations under
finance leases

All obhgations under finance leases are classified as financial
habilihes measured at amortised cost

Borrowing costs

Borrowing costsn relation to the working capital lean facihty
are recognised as an expense when incurred unless they are
directly atinbutable to the construction or development of

a qualifying asset in which case they are capitalised using
the weighted average cost of borrowing for the period of
construction/development

Fair value measurement of financial instruments

The fair value of quoted investments 1s determined by
reference to bid prices at the close of business on the balance
sheet date Where there 1s noactive market fair valueis
determined using valuaiion techniques These include using
recent arms length market transactions reference to the
current market value of another instrument which 1s
substantially the same anddiscounied cash flow analysis
and pricing models

Feor the purposes of disclosing the fair value of investments
held at amortised cost in the balance sheet 1n the absence of
quoted market prices fair values are calculated by discounting
the future cash flows of the financial instrument using quoted
equivalent interest rates as at close of business on the balance
sheet date
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Notes to the Company financial statements continued

1 Accounting policies continued

Derecogmtlon of financial instruments
A financial asset or hability 1s derecogmsed when the contract that gives rise to1tis settled sold cancelled or expires

Government grants
Government granis of a revenue nature are recognised to match costs in relation to the performance of certain specified activihies

Auditor's rermuneration
The remuneration paid to auditors s disclosed in the Group financial statements (note 4)

Directors emoluments
The emoluments paid to Directors are disclosed in the Group financial statements {note 6)

2 Intangible assets

2013 2012
Cost £m £m |
At 26 March 2012 and 28 March 2011 183 166 !
Additions 25 17
Disposals - -
At 31 March 2013 and 25 March 2012 208 183
Amortisation and impairment
At 26 March 2012 and 28 March 2011 183 166
Impatrment 25 17
At 31 March 2013 and 25 March 2012 208 183
Netbook value

At 31 March 2013 and 25 March 2012 - -

The above mtangible assets relate to software

3 Tangible fixed assets
Land and buldings

Plant Fixtures

Long Short Motor and and
Freehold leasehold leasehold vehicies machinery equipment Total
£m Em £m £m £m Em Em

Cost
At 26 March 2012 79 17 114 34 1 709 954
Reclassification - 1 ¢} - - ~ -
Additions 9 - 1 9 - 22 41
Disposals mn - - 1 - (12} (14 :
At 31 March 2013 87 18 114 42 1 719 981
Depreciation
At 26 March 2012 69 16 114 34 1 709 243
Depreciation - - - - - - -
Impairment 9 1 - 9 - 22 41
Disposals 1) - - 1) - (12) 14}
At 31 March 2013 77 17 114 42 1 719 970
Net book value
At 31 March 2013 10 1 - - - - 11
At 26 March 2012 10 1 - - - - 11

Depreciation rates are disclosed within accourniting policies {note 1) No depreciation 1s provided on freehold land which represents
£3 mulhion (2012-£3 muliton) of the total cost of properties

During the year the legal ownership of a number of properttes were transferred from Royal Mail Group Limited to Post Office
Limited for no consideration

Annual Report{ and Financal Statements 2012 13
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4 Investment in subsidiaries
The carrying value of £1 relates solely to the Company s investment in Post Office Management Services Limited a100%
subsichary of the Company
5 Investments in joint ventures and associates |
2013 2012 |
£m £m
Investment in joint ventures and assoclates 1 5 |

Joint ventures

During 2012 13 and 201112 the Company s only joint venture mvestment was a 50% interest (1000 £1 ordinary A shares) in First Rate
Exchange Services Holdings Limited with a carrying value of £0 6 milhon (2012-£0 6 million) whose principal activity 1s the
provision of Bureau de Change First Rate Exchange Services Holdings Limited 1s a company registered in the Umted Kingdom

Associates

Durning 2011112 the Company s only associate investment was a 49 99% interest (4 999 £0 0l ordinary A shares) in Midasgrange
Limtted with a carrying value of £4 6 milhon whose principal activity 1s the provision of personal financial products
This investment was disposed of during the year ended 31 March 2013

6 Debtors
2013 2012 ‘
Receivable within one year fm fm |
Trade debtors 32 39 i
Prepayments and accrued income 71 39
Client debtors 240 138
Other recelvables 9 10
Total 352 226
Recervable after more than one year
Prepayments and accrued income 10 -
7 Current finarncial assets - investments :
2013 2012 :
£m £m
Money market funds 86 43
Short-term deposits - bank 6 19
Total 92 62
8 Cash atbank and in hand
2013 2012
£m £m
Cash In the Post Office Limited network 879 758
9 Creditors - amounts falling due within one year
2013 2012
£m Em
Trade creditors and accruals 153 172
Advance customer payments i 50 48
Social security 10 9
Chent creditors 528 332 !
Obhgations under finance leases 3 I
Amount due to other compames within the Royal Mail Holdings Group 6 '
Capital creditors ) 18 10
Business transformation payments 7 3
Government grant ) 102 -

Total 877 587
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10 Financial habilities - interest bearing loans and borrowings

2013 2012

£m fim

Department of Business, Innovatfon & Skills loans drawn down 291 377
Total facility 1,150 1,150

The loans under the facihity are short dated on a programme of hquidity management and mature onaverage 1 day after the |
year end (2012 1 day) On matunity 1t is expected that further loans will be drawn down under this faciity which expires in 2016
The undrawn committed facility in respect of which all conditions precedent had been met at the balance sheet dateis

£859 million (2012-£773 milhon) The average interest rate on the drawn down loans1s 1 0% (2012 O 8%)

The facihity 15 currently restricted to funding the cash and near cashitems held within the Post Office Limited network

The facility (including drawn down loans) 1s secured by a floating charge over all assets of Post Office Limited and a negative pledge
over cash and near cash items The negative pledge 15 an agreement not to grant security over the assets or to set up a vehicle that
has the same effect

11 Creditors - amounts falling due after more than one year

2013 2012

£Em £Em

Obhgations under finance leases 4 3
Other payables 24 2 ‘
Total 28 8 |
I
12 Provisions for liabilities |
Crown |

Conversions Network

project transformation Other Total

£m £m £m Em

At 26 March 2012 9 - 5 14

Charged m operating exceptionaliterns - 10 12 22

Charged in operating costs - - 6 6

Charged n financing costs 1 - - 1

Utihsation 3 - (14) 17)
At 31 March 2013 7 10 9 26

Other provisions of £92 rmillion (2012-£5 mmillion) include property contracts amounts from onerous lease obligations and personal
mjury claims

Amounts charged in financing costs relate to the unwinding of discounted long-term provisions

The Crown Conversions projeci relates to past franchising of Crown offices and onerous property lease provisions are expected
to be utthsed within 5 years

13 Pensions

On1Apnl2012 almost all of the pension assets and Labihfies of the Royal Mail Pension Flan (RMPP) were transferred to

HM Government On this date the RMPP was alse sectionalised with Royal Mail Group Limited and Post Office Limited responsible
for their own sections All Post Office Limited employees were transferred to be directly employed by Post Office Limited on the
same date

Royal Matl Group Limited 1s the principal employer in the Royal Mail Semor Executive Pension Plan (RMSEPP) and Post Office
Limited became a participating employer with effect from 1 Aprii 2012 Post Office Limited continues to account for approximately
7% of the RMSEPP scheme as 1t has done previously

Prior to 1 Apnl 2012 Royal Mail Group Limited had the legal relationship with the Trustees of both RMPP and RMSEPP and as such

the Trustees held Royal Mail Group Limited hable for the actuarial deficit in the scheme All employees were employed by Royal

Mail Group Lumited and seconded to Post Office Limited under an agreement between Post Office Limited and Royal Mail Group

Lirmited Paost Office Limited met the full costs of employment and was responsible for the funding of the pension deficit

attributable to these employees Consequently Post Office Limited recogmised a balance sheet deficit on full adoption of FRS 17 ,
based on employee numbers over 12 years which represented approximately 7% of the total balance sheet deficit at that time
Thenet pensions interest deficit recovery payments and actuanal gains or losses were also allocated en this basis The current
service cost regular future service contnbutions and curtailments were computed separately for Royal Mail Group Limited and
Post Office Lumnited based on common factors/rates
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The disclosures in this note relating to the year ended 31 March 2013 reflect the Post Office Limited sectionalised RMPP scheme
which 1s independently operated by Post Qffice Limited and the approximate 7% share of the RMSEPP scheme The comparative
figures for the year ended 25 March 2012 and the opeming position at 28 March 2011 represent approximately 7% of the previous
combined RMPP and RMSEPP plans

The disclosures in this note show how the value of the assets and habiities have been calculated al the balance sheet date
The Company participates in pension schemes as detailed below

Name Eligibility

Royal Mail Pension Plan {(RMPP) UK employees Defined benefit
Roval Mail Senior Executive Pension Plan (RMSEPP) UK semor executives Defined benefit
Roval Mail Defined Contribution Plan (RMDCP) UK employees Defined contribution

Defined contribution

The charge in the profit and loss account for the defined contribution schemes and the Company corntributions to these schemes
was £1 millhion (2012-£1 million) during the year A new defined contribution plan (RMDCP) was launched i April 2009 New
recruits joining from 31 March 2008 are able to begin paying contributions to the new plan after they have worked for the
Company for a year

Defined benefit

Both RMPP and RMSEPP are funded by the payment of contributions to separate trustee admimistered funds The latest full actuanal
funding valuation of both schemes was carried out as at 31 March 2009 using the projected umt method For RMFPP this valuation
was concluded at £10 3 bithon deficit For RMSEPP the valuation was concluded at £100 millon deficit RMPP includes Sections A B
and C each with different terms and condihions

« Section Ais for members (or beneficianes of members) who joined before 1 December 1971

« Section Bis for members (or beneficianes of members) who joined after 1 December 1971 and before 1 Apnil 1987 or to members of
Section A who chose to receive Section B benefits and

« Section C1s for members (or beneficiaries of members) who joined after 1 Aprii 1987 and before | April 2008

A senes of changes to RMPP and RMSEPP began to take etfect on 1 April 2008

The changes encompass

the plans closed to new members from 31 March 2008

all pensions and benefits earned before 1 April 2008 are still linked to final salary at the time of retirement

from 1 April 2008, defined benefits building up for employee members of the plan are earned on a career salary basis
employees can continue to take their pension on reaching 60 but the normal retirement age increased to 65 for benefts earned
from 1 April 2010

from 1 April 2010 1t1s possible to draw pension earned before the change to normal retirement age at 55 and continue working
while still contnbuting to the Pension Plan until the maximum level of benefits has been reached and

« RMSEPP was closed to future accrual on 31 December 2012

Payment of £23 million (2012-£23 rmillion) was made by the Company during the year inrespect of regular future service
contributions nearly all relating to RMPP The regular future service centributions for RMPP expressed as a percentage of
pensionable pay has remained at 171% (2012 171%) effective from Apnil 2010 Thisrate 15 not expected to change matenally
during 2013-14 For RMSEPP these contnbutions have remained at 35 9% (2012 35 9%) until its closure

The Company pays 7% of the tota! dehicit payment required to fund the deficit in RMSEPP and a payment of £2 million (2012 less
than £1 milhon) was made by the Company during the year Following the State Aid clearance granted on 21 March 2012 and the
subsequent transfer of the historical pension deficit to HM Government on 1 April 20i2 no RMPP deficit payment was made during
201112 or 2012 13 For RMSEPP deficit recovery payments will be £1 million per annum from 1 April 2010 to 31 January 2024

A current hability of £ml (2012-Emi)) has been recognised for payments to the pension schemes refating to redundancy During the
year payments of £2 mlhion (2012-£3 million} relating to redundancy were made

The following disclosures relate to the gains/losses and surplus/defnicit in the scheme recognised for RMPP and RMSEPP defined
benefit plans in the financial statements of the Company
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Notes to the Company financial statements continued

13 Pensions continued

a) Major long-term assumptions

The size of the RMPP pension surptus which is large in the context of the Company and its finances 1s maternally sensitive to the
assumptions adopted Small changes in these assurnmphions could have a sigmficant impact on the surplus and overall profit and
loss charge The major long term assumptions were

At31March At 25 March At 28 March

013 2012 2011
% pa % pa % pa
Rate of increase 1n salaries 43 43 45
Rate of pension ncreases - RMPP Sections A/B 23 23 28
Rate of pension increases - RMPP Section C 32 33 35
Rate of pension ncreases - RMSEPP members transferred from
Section A or Bof RMPP 33 33 35
Rate of pension increases - RMSEPP all other members 32 33 35
Rate of increase for deferred pensions - RMSEPP members transferred from
Section A or B of RMPP 33 33 35
Rate of increase for deferred pensions 23 23 28
Discount rate a8 51 55
Inflation assumption (RPI) 33 33 35
Inflation assumption (CPD 23 23 28
Expected average rate of return on assets 49 59 65

In June 2010 the government announced that 1t was intending to change the inflation measure used to determine statutory
minimum indexation in deferment and in payment from RPI to CPI from April 2011 Where relevant the inflation assumption has
changed from RPIto CP] |

The above assumptions relate to both defined benefit plans with the exception of the expected average rate of return on assets
which was computed for the combined assets of the plans The expected average rate of return on assets was a weighted average
of the long term expected rate of return of each principal asset class (see Section B) The expected average rate of return was
computed at each balance sheet date based on the market values and long term rate of return of each principal asset class as

at that date

The followng table shows the potential impact on the RMPP assets and pension surpius of changes inkey assumptions

2013

£m
Changes in RPIand CPlinfiation of +01% pa @
Changes in discount rate of +0 1% pa 4
Changes inreal salary growth of +01% pa 6
Changes in CPIassumptions of +0 1% pa 4}
An additional 1 year hife expectancy (L))

Comparative information in relation to the potential impact of changes in key assumptions has not been inchuded as this would
represent Post Office Lumited s share of the combined RMPP scheme and the above 31 March 2013 information 1s in relation to the
sectionabised RMPP scheme and therefore comparison weuld not be meaningful

Mortality

The mortahty assumptions for the RMPP sectionahsed scheme are based on the latest self administered pension scheine (SAPS)
mortality tables with appropriate scaling factors (106% for male penstoners and 101% for female penisioners) For future improvements
the assumphions allow for medium cohort projections with al 25% floor These are detailed below

Average expected life expectancy from age 60 -2013 2012 2011
For a current 60 year old male RMPP member 26years 26vyears 26 years
For a current 60 year old female RMPP member 29years 29years 29years
For a current 40 year old male RMPP member 29years 29years 29 years
For a current 40 year old female RMPP member 32years 32years 32years

Annual Report and Financial Statements 2012 13
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b) Plans' assets and expected rates of return

The assets in the plans and the expected rates of return for the Company were

Long-term

expected

Market rate of

value return

2013 2013

Sectionalised RMPP £m % pa

Equities 29 72

Bonds 205 43

Property - 67

Other assets 9 72
Fair value of RMPP assets 243

Present value of RMPP hiabihities (144)

Surplus in plan 99

Long term

expected

Market rate of

value return

2013 2013

Share of RMSEPP £m % pa

Equities 146 69

Bonds 193 3.9

Property 19 6.7

Other assets 3 33
Fair value of plan assets for RMSEPP 361

Present value of plan habilities for RMSEPP (347)

Surplus in plan for RMSEPP 14
Surplus in plan for the POL share (at approximately 7%) of RMSEPP 1

The expected return on assets makes allowances for the agreed mvestment strategies of the arrangements

Under United Kingdom Generally Accepted Accounting Practice the Company has recogmsed a deferred tax habihty through
the statement of {otal recognised gains and losses of £23 rmillion as the entire asset recorded on the balance sheet has been
deemed recoverable through reductions in future contributions This 15 offset by the recognition through the profit and loss
account of a deferred tax asset of £23 nullion n respect of tax losses

Longterm  Longierm
expected expected
Market Market rate of rate of
value value return return
2012 2011 2012 2011
Combined plans Em £m % pa % pa
Equities 3385 4268 77 82
Bonds 25610 21409 57 62
Property 1417 1590 68 65
Other assets 333 ., 418 34 42
Fair value of plans assets for the combined plans 30745 27685
Present value of plans habihties for the combined plans (33667) (321886) |
Deficit in schemes for the combined plans (2922 (4501)
Deficit 1n schemes for share (at approximately 7%) of combined plans (208) (316) !

There 1s no element of the above present value of iabihities that anses from plans that are wholly unfunded
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13 Penstons continued
¢) Movement 1n plans’ assets and habilities
Changes in the fair value of the plans assets are analysed as follows
Sectionalised
RMPP 2013
Assets £m
Assets in sectionalhised RMPP at beginming of period 2,108
Transfer of pension assets to government (1,953)
Contributions paid 25
Employee contributions paid 8
Finance income (expected rate of return) 11
Actuarial gains (additional increases in market values) 46
Benefits paid to members (2)
Assets in sectionalised RMPP at end of period 243
Share of
RMSEPP 2013
Assets £m
Share of assels in RMSEPP at beginmng of period 21
Contnbutions paid 2
Movement in contributions accrued -
Employee contributions paid -
Finance mcome (expected rate of return) 1
Actuanal gams (additional increases in market values) 1
Benefits paid to members -
Share of assets in RMSEPP at end of period 25
2012 2011
Assets combined plans £m £m
Share of assets in combined plans at beginmng of penod 1923 1797
Contributions paid 26 46
Movement in contributions accrued [1S)) 2
Employee contributions paid 10 11
Finance income {expected rate of return) 124 120
Actuanal gams (additional increases in mnarket values) 131 33
Benefits paid to members 82) (86)
Share of assets 1n combined plans at end of period 2129 1923

Annual Report and Financlal Statemenis 2012 13
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Changes in the present value of the defined benefit pension obhigations are analysed as follows

Sectionalised

RMPP 2013

Liabilites £m
Liabihties in sectionalised RMPP at beginming of period (2,313)

Transfer of pension habilities to government 2,239
Current service cost (24)
Curtallment costs* @
Finance cost 9)
Employee contributions {8)
Actuanal loss (29)

Benefits paxd 2
Liabilities in sectionalised RMPP at end of period 144)

Share of

RMSEPF 2013

Liabihties £m
Share of habilities iIn RMSEPP plans at beginntng of period (22)

Current service cost -

Curtallment costs® -
Finance cost )

Employee contributions -
Actuarial loss (1)

Benelfits paid -
Share of liabilities in RMSEPP at end of period 24

2012 2011

Laabihities combined plans £m £m
Share of habalities 1n combined plans at beginning of penoed (2239 (2361)
Current service cost 23 (25)
Curtailment costs® - 3
Finarnce cost 122) {132}
Employee contributions 1o an

Actuanal (loss)/gam (23 207

Benefits paid 82 86

Share of habilities in combined plans at end of period

(2 335) (2239

* The curtaillment costs inthe profit and loss account are recogmsed on a consistent basis with the associated compensalion costs Estimates of bothare
mchuded for example tn any redundancy provisions raised The curtailment costs above represent the costs associated with those people paid
compensation in respect of redundancy during the accounting period Such payments may occur 1nan accouniing pertod subsequernt to the recognition

of costs in the profit and loss account
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Notes to the Company financial statements continued

13 Pensions continued

d) History of experience gains and losses :

The cumulative amount of actuanal gains and losses recognised since transition to FRS 17 at 29 March 2004 in the statement

of total recogmsed gains and losses1s £49 mithon gain (2012 a gan of £32 million) The Directors are unable to determine how
much of the pension scheme deficit recognised in transition to FRS 1715 attributable to actuarial gains and losses since inception of
the pension schemes Consequently the Directors are unable to determine the cumulative amount of actuanal gains and losses
that would have been recognised n the statement of total recognised gains and losses betweern inception of the pension schemes

and transition to FRS17
Sectifonalised Share of
RMPP RMSEPP 7% share of combined plans
2013 2013 2012 2011 2010 2009
£m £m £m £m £m £m
Fair value of assets 243 25 2168 1944 1811 1407
Present value of habihities (144) (24) (2374) (2 260) (2375 (1882)
Surplus/deficit) in schemes 99 1 (206) (316) (564) (475}
Expenence adjustiment on assets 46 1 131 33 313 (384
Experience adjustment on habilities {20} - [¢8] 47 48]
2013 2013 2012 2011 2010 2009
% % % % % %
Experience adjustment on assets as a % of scheme assets 189 55 61 17 174 273
Experience adjustment on habilities as a
% of scheme habilities (139 14 00 o] ¢} @0 01
Deficit in the scheme as a % of scheme habilities - - 88 141 239 253

Annual Report and Financial Statements 2012-13
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e) Recognised charges
An analysis of the separate components of the amounts recogmsed 1in the performance staterments of the Company 1s as follows
2013
sectionallsed
RMFP
£m
Analysis of amounts recognised in the profit and loss account
Analysis of amounts charged to operating profit hefore exceptional items
Current service cost _ 24
Analysis of amounts charged to operating exceptional items
Loss due to curtailments (within provision - note 12) 2
Total charge to operating profit 26
Analysis of amounts charged/(credited) to net pensions interest
Interest on ptan habihties 9
Expected return on plan assets {11)
Net pensions credit to financing 2
Net charge to the profit and loss account before deduction for tax 24
Analysis of amounts recognised in the reconciliation of movements in Shareholder’s funds
Transfer of pension habilities to government 2,239
Transfer of—pensmn assets to government (1,953)
Gain on transfer to government 286
Total gains recognised in the reconciliation of movements in Shareholder’s funds 286
Analysis of amounts recognised in the statement of total recognised gains and losses
Actual return on plan assets 57
Less expected return on plan assets an
Actuanal gains on assets (all experience adjustments) 46
Experience adjustments on liabilities (20)
Effects of changesin actuarial assumptions or habihities (9)
Actuarnal losses on habilhities (29) |

Total actuarial gains recognised in the statement of total recognised gains and losses 17 |
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13 Pensions continued
N 2013 share
of RMSEPP
€m
Analysls of amounts recognised in the profit and loss account
Analysts of amounts charged to operating profit before exceptional items V
Current service cost 1
Analysts of amounts charged to operating exceptional items
Loss due to curtailments (within provision - note 12) -
Total charge to operating profit 1 !
Analysls of amounts charged/(credited) to net pensions interest \
Interest on plan liabilties 16 ‘
Expected return on plan assets a8
Net penslons interest 2)
Share of net pensions interest (at approximately 7%) -
Net charge to the profit and loss account before deductton for tax -
Analysis of amounts recognised in the statement of comprehensive income in the Royal Mail Holdings Group
financial statements
Actual return on plan assets 38
Less expected return on plan assets (18)
Actuanal gains on assets (all expenence adjustments) 20
Experience adsustments on Labilities 5
Effects of changes in actuanal assumptions on habihthes 23
Actuarial losses on hiabilittes (18)
Total actuarial gains recognised in the statement of comprehensive income in the Royal Mail Heldings Group
financial statements 2 X

Share of actuarial gains/(losses) recognised in the statement of total recognised gains and losses
(at approximately 7%) -

Annua! Report and Financial Statements 2012-13
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i 2012 2011 |
Combined plans £m Em |
Analysis of amounts recognised in the profit and loss account '
Analysis of amounts charged to operating profit before exceptional items
Current service cost 23 25
Analysis of amounts charged to operating exceptional items
Loss due to curtailinents (within provision - note 12) - 2
Total charge to operating profit 23 27
Analysis of amounts charged/(credited) to net pensions interest
Interest on plans liabilities for the combined plans i 1749 1881
Expected return on plans assets for the combined plans {(1775) (1714)
Net pensions interest for the combined plans 26) 167
Share of net pensions interest (at approximately 7%) (29 12
Net charge to the profit and loss account before deduction for tax 21 35
Analysis of amounts recognised in the statement of comprehensive income in the Royal Mail Holdings
Group financial statements
Actual return on plans assets for the combined plans 3644 2184
Less expected return on plans assets for the combined plans 1775) (1714)
Actuanal gains on assets for the combined plans (all experience adjustments) 1.869 A70
Experience adjustments on habilities for the combined plans (5) (Y]
Effects of changes in actuanal assumptions on habihities for the combined plans (320) 2962
Actuarial (fosses)/gains on habilities for the combined plans (325) 2954
Total actuarial gains recognised in the statement of comprehensive income in the Royal Matl Holdings
Group financial statements 1544 3424
Share of actuarial gains recognised in the statement of total recognised gains and losses
(at approximately 7%) 108 240
14 Called up share capital
2013 2012
£ £
Authorised
Ordinary shares of £1 each 51,000 51000
Total 51,000 51,000
Allotted and issued
Ordinary shares of £1 each 50,003 50003
Total 50,003 50003
15 Reserves
Share Retained 2013
premium earnings Toial |
£m £t Em |
Balance at 26 March 2012 465 (589) (124) |
Profit for the financial year ~ 76 76 |
Actuanal gains on defined benefit pension schemes ’ - 17 17
Taxation on itemns taken directly to equity - 23) (23)
Transfer of pension deficit toéovemment i - 286 286

At 31 March 2013 465 {233) 232
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Notes to the Company financial statements continued

16 Related party disclosures
Details of transactions with related parties are disclosed in the Group financial statements (note 23)

17 Post balance sheet evernts

In accordance with the funding agreement with government announced on 27 October 2010, for which State Aid approval was
received on 28 March 2012 Post Office Limnited received £415 milhon of funding on 2 April 2013

On 21 June 2013 Post Office Limited launched a consultation with members of the Royatl Mail Penston Plan on a proposal to
change the terms of the plan which will coniclude on 25 August 2013 Post Office Limited will consider the feedback before making
its final decision and communicating it to colleagues

18 Immediate and ultimate parent company

At 31 March 2013 the Directors regarded Royal Mail Holdings plc as the immediate and ultimate parent company The largest
group to consolidate the results of the Company 1s Royal Mail Holdings plc, a company registered in the United Kingdom
Royal Mail Holdings plc financial statements can be obtained from the company website www royalmailgroup com

Annuat Report and Financial Statements 2012 13
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Corporate information

Registered Office
Post Office Limited
148 Old Street
LONDON

ECIV SHQ

Auditor

Ernst & Young LLP

1 More London Place
LONDON

SE12AF

Thank you

The Post Office 1s a unique part of our soclety and 1s grateful to
all those stakeholders who work so hard to support our work as
acommercial business with a public purpose In particular we

would hike io thank

the three government miristers with whom we worked
with durng 2012-13 - Edward Davey Norman Lamb and

Jo Swinson - and all those at the Shareholder Executive

at the Department for Business Industry and Skills

the National Federation of Subpostmasters 1n particular
George Thomson (General Secretary) and Mervyn Jones
(Commercial Director) and its Executive Committee
Communication and Managers Association (CMA)sector of
Unite 1 particular Brian Scott (Assistant National Secretary)
Communication Workers Union (CWU) 1n particular

Andy Furey (Assistant Secretary) and Dave Ward

(Deputy General Secretary)

.

.

Actuary

Towers Watson Limited
Watson House

London Road

REIGATE

Surrey

RH29PQ

Solicitor
Linklaters LLP
One Silk Street
LONDON
ECZ2Y 8HQ

Qur colleagues at Royal Mail Group Limted n particular

Chairman Donald Brydon and Chief Executive Moya Greene

All the members of the Stakeholder Forum who are working

to help us define the public purpose of the Post Office

The consumer business orgamsations and public interest

groups with whom we work including Consumer Futures

Age UK and Citizens Advice and

All the business partners and supphers with whom we work

mncluding Bank of Ireland (UK) plc Fupitsu government

departments and agencies and many others

But most of all wed like to thank our subpostmasters their
teams and all our colleagues who work for the Post Office -
those directly serving commumties across the UK and those

who support this great business
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