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EXECUTIVE COMMITTEE 
AGENDA 

for the meeting to be held on 13 November 2014 in Room 501 

Present: Paula Vennells (Chair), Gavin Lambert, Mark Davies, Lesley Sewell, Kevin Gilliland, Alwen 
Lyons, Martin George, Chris Aujard, David Ryan, Henk Van Hulle (deputising for Nick Kennett) 
Fay Healey (deputising for Neil Hayward), Charles Colquhoun (deputising for Chris Day) 

In attendance: Martin Edwards 

Apologies: Nick Kennett, Neil Hayward, Chris Day to join after 14.30hrs 

Start time: 09:15hrs 
End: 17.00hrs 

09.15 1 Business Transformation & Plan B Options 

12.00 LUNCH 

12.30 Business Transformation & Plan B Options continued 

Martin Edwards / David Ryan & 
ExCo Leads 

Martin Edwards / David Ryan & 
ExCo Leads 

14.30 BREAK 

14.45 Business and Transformational Risk: Chris Aujard 
Summary of risks from the first two items 

15.45 Board Noting paper 

Items for Noting 

• IA Action Status Report Summary 
• Significant Litigation Report 
• Health and Safety Report 

17.00 CLOSE 

POL-0027705 



POL00038819 
POL00038819 

Strictly Private & Confidential 

FIll k tiokii a i ii h1,ii1h. 
u 

t.iui &iita 
1:  iTo I($ fl  t.i sitIii ii 

1,014 

Post Office® 

POL-0027705 



POL00038819 
POL00038819 

OFFICE 

At the June strategy awayday we committed to report back to the Board in the autumn with a view of our'Plan B' if we failed to gain traction with 
our proposed strategy for defending our market position in mails. 

• This pack incorporates that action point but also takes a wider perspective given that we have now largely completed the work on our overall 'Plan 
A' for growing mails and financial services income while also radically reducing and variabalising our cost base. 

• There are clearly significant risks in the execution of this plan, including stakeholder resistance to the implementation otost savings, failure to 
secure alignment with key partners and competitive pressures which could undermine our growth plans in both mails and financi al services. 

• This pack assesses four broad levers for adjusting our strategy to respond to these risks while still staying with the broad parameters of our core 
business model: 

L moving to a less aggressive financial flight path while still delivering steady progress towards our goal of commercial sustainability by 
2020. This adjustment is likely to be necessary in most scenarios given the challenges facing our top line growth; 

ii, exploring the options for working with alternative partners, in particular in the mails market where opening our network to other delivery 
companies will have to be considered as a serious option if we are unable to secure adequate commercial alignment with RM to support 
product simplification and network reconfiguration, and/or it becomes clear that they are facing a precipitous decline in market share; 

iii. fine-tuning the shape and size of our branch network and the role of digital as a channel in order to respond to evolving market 
conditions, and also exploring options to reconfigure cash intensive products in order to facilitate a more rapid shift to retailer self -
funding in the majority of the network if it becomes clear that our income growth is insufficient to justify maintaining the current approach; 

iv. further rebalancing our product portfolio towards the areas of highest growth potential, which might include acquisitions or 
partnerships to catalyse growth in certain areas and divestments / withdrawals from other areas in order to release capital and discard 
distractions. We should also actively explore alternative products and services that could strengthen our offer to host retailers, 
recognising that the long-term success of our business model is predicated on securing and maintaining these relationships against the 
threat of disintermediation by our suppliers and competitors. 

Unsurprisingly none of these options provide a 'silver bullet' to fully mitigate our risks, and probably the most important conclusion of this work is that, 
given our income risks are heavily tilted to the downside, our top focus should be on variabalising and reducing our cost base as quickly as 
possible to ensure the business has the flexibility and resilience to respond to a range of market scenarios. 

• The aim at this stage is not to reach firm decisions on which specific Plan B measures should be pursued and when, but rather to agree the broad 
menu of options we have available and the process for keeping these under review so we are ready to respond quickly as our pins unfold. 
Considering these options now will also help inform the prioritisation of initiatives within our'Plan A'. 

Post Office® 
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We now have a deady defined business mode that arficuates
our -derm sour petithie advantage

~ f 

The work for the June awayday and September FS 
deep dive has established clarity around two core 
customer propositions with a symbiotic, value-
enhancing relationship. 

f E

V our ability to challenge in FS is built on the
trust and customer reach which goes with 
being the UK's number one mails retailer; 

E , 
in turn, our FS product set diversifies our 
income base and strengthens our offer to 
host retailers versus the competition. 

ST ` 
OFFICE 

E f E E 
The Business Transformation programme has then defined the operating model (and roadmap) needed to underpin 
these customer propositions, with the following key attributes:

3 f
E E

an overall cost base that is around 15% lower in real terms by 2020 with a greater proportion of It 
variabalisel — giving us greater financial and operational flexibility to respond to challenging and uncertain
market conditions; 

moving to an almost fully franchised network of 20-30,000 outlets. This reaffirms the fact that, first and 
foremost, we are a B2B business — while direct sales can broaden our income base (especially in FS), it is our
relationships with host retailers that are the prime source of our long-term competitive advantage, and also the 
root of our social value (anchoring a retail presence and access to services in communities across the UK). 

f E 

Post OfIice`~' 
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But we face i c risks
sustanng ths business mode i 

OST 

Cost savings Could he delayed or reduced by stakeholder resistance, industrial unrest and 
capacity constraints (these risks are set out in detail in the Business Transformation pock). 

Challenging ChaHenging trading performance in mails this year could he a signal of longer-town 
structural decline. 'F growth targets also ambitious and entail significant risk. 

® Uncertainty around availability of funding beyond 2017/18, and also whether government 
willing to support key change levers such as the network 'cliff' 

Particular dependencies on RM to support the delivery of product simplification and 
network extension, which is key to a large component of our EBITIDAS improvement 

While we are moving up the value chain in certain areas, we will primarily remain a 
distributor of other companies' products leaving us exposed to the risk of di intermediation 

Tl next few slides assess om Of threes risks i~ Or detail. They r r llk l materialise ire 
l l fl , and also need r it df i f the r c r d Impacts. 

Post Office® 
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These risk factors c 'ead to a range of very different
outcomes for the busness andits ong4erm vabUty 

Sseaarioa €ul€deliveryrofpfia 
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Assumes full delivery of our current income growth plans 
(taking into account the risk adjustments to mails and FS 
discussed with the Board in June and September, while also 
maintaining the contingency line which rises to £120m by 
2019/20). It also assumes full delivery of the TOM savings (but 
again including the contingency lines). 

The result is a strong improvement in prolitahility over the 
plan period, reaching breakeven in 2016117 and an 
EBITDAS margin of around 20% by 2019120, 

Overall it is not implausible we could deliver this combination of 
outcomes, but the risks are clearly weighted to the downside — 
indicatively we would attach a 25-30% probability that we 
achieve a scenario in line or better than this. 

Assumes income stays broadly flat over the plan period, with 
the following adjustments to our current projections. 

mails declining at 2% pa rather than growing at 4% pa, 
representing a sharp decline in our share of the parcels 
market of at least 15 percentage points; 

FS growing at 3.6% pa — less than half the planned rate —
driven by shortfalls in the growth of personal lines and the 
failure to launch new products; 

no income growth from the new propositions in other areas 
— mobile, energy, assisted digital and IDA. 

• We would describe this projection as pessimistic but not 
implausible - roughly a 25-30% probability. 

Assumes full delivery of the TOM savings, which alongside the 
FS growth enables breakeven in 2018/19. Adding a 
contractual service payment from HMG of c£60m pa would 
deliver a respectable EBITDA margin of 8.10% by 2019120. 

However, with the scope for radical efficiency savings largely 
exhausted, unless we could then halt or offset the decline 
in mails it is likely that we would return to loss -making in 
the years, beyond 2020. 

Sc:enraawez 5: o rr~wh rrarrat t r,ki wif:f 55ui n sfarCed'i 

wi 5,'1:ri x ali,.u`"b J' d r3.S d7 of:r,' t.;u,'J" "Ii.` ''s 

This scenario takes the same downgraded income projections 
as in scenario 2, but also assumes that we only deliver two 
thirds of the gross cost savings identified in the Business 
Transformation roadmap, for example because of stakeholder 
resistance or other implementation challenges. 

• As a result, the negative EBITDAS margin persists throughout 
the plan period — we never reach breakeven on this basis, 
and would only just make an operating profit in 2019/20 with a 
service payment from HMG of £60m pa (with more subsidy 
needed to fund any ongoing investment costs). 

Moreover, the losses are likely to grow in the years 
beyond 2019120 if we are unable to halt the declines in 
mails market share. 

5 
Note: the costs shown in scenarios 2 and 3 take account of the savings in variable agents pay and other costs that arise from the lower income projections. 

Post See slide 15 for the E BITEAS profiles associated with these scenarios. 
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Furthermore wth po tca uncertainty and continued austerty 
expected after ° eecton, we cannot rey on government 
funcflng to cover our shortfafls

Key points on the public spending outlook: 

All of the main political parties have signalled a 
continued tightening of the public finances 
after the next election. 

With spending on health and education likely to 
be protected, other departments like BIS face 
substantial cuts — some estimates suggest by 
as much as 40-50% cumulatively between 
2010/11 and 2018/19 (in real terms). 

And with BIS facing substantial challenges in 
other areas of its budget such as higher 
education, science and technology, this is likely 
to result in strong pressure to reduce 
spending on the Post Office. 

While our funding is fixed until 2017/18 (and 
highly unlikely to be reopened), the incoming 
government will need to hold its next 
spending review (SR) by Autumn 20`15 in 
order to set departmental budgets for at least 
2016/17 — and it may choose to fix budgets up to 
2018/19 or 2019/20 based on past experience. 

20;0 

spending on pubs c services ,as e per cent of SCUP) 

419..:12  . . .13 2 t1 ; } .`: .}. 

OFK 

.................................

More generally, with polls suggesting an even closer result than the 2010 election, the political uncertainty remains high. A hung 
parliament is a strong likelihood, and media reports have suggested that senior civil servants are even considering the prospect of two 
general elections in swift succession, following the precedent set by Howard Wilson in 1974. 

Added to this uncertainty is the ongoing debate around devolution of powers to Scotland and possibly other regions of the UK, 
which could potentially impact on the way the Post Office is funded. 

6 
Post Office® 1. Source: Office of Budget Responsibility, March 2014 Economic and Fiscal Outlook. Assumes continuation of the Government's 

current overall fiscal rnandate. 
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While our business model has some intrinsic strengths (as set out in slide 3), the fact that most of our products are sourced wholesale from single 
upstream suppliers leaves usexposed to the risk of gradual (and possibly abrupt) disinterrnediation. 

This is particularly the case in mails. Separation from Royal Mail has its advantages, but it has also cemented our status as a retail intermediary. 
There are no precedents for this split amongst other major national postal services, and so the long-term consequences are uncertain — particularly 
during a period when new competitors and technologies are disrupting the traditional B2C (and C2C) parcels fulfilment model (see slide 21). 

These risks need to be central to our strategic considerations - there are some clear lessons for us from the Phones 4u experience as set out below. 

In September Phones 4u — a business with 5,500 employees, 720 outlets and £1 bn of turnover generating EBITDA of £105m last year — was pushed into 
administration by the withdrawal of its last two major suppliers, EE and Vodafone, leaving it with no real business. While the collapse was sudden, the market 
shifts which led to it were gradual but seemingly unforeseen by the management and owner. There are five key insights we can extract from this episode: 

1. Adjust to changing consumer trends — Phones 4u's business model was built on the fact that in the early days of the mobile market customers needed a 
trusted intermediary to provide advice on the bewildering choice of tariff structures and handsets from different providers. But customers have become much 
savvier over time and there is now less demand for this type of role. There are clear parallels in the way the parcels market is developing. 

2. Beware of your suppliers developing their own channels— linked to this last point, a decade ago the network operators were disinclined to invest in their 
own sales structures, but with declining margins in the industry over recent years they have become less willing to pay commssion to a third party. As a 
consequence they now have over 2,000 retail outlets of their own and are also investing heavily in their online capabilities. 

3. Protect and invest in your source of added value— Phones 4U failed to keep investing in its network and capabilities to give it a differentiated proposition 
in an increasingly crowded market. To survive as an intermediary you need to be clear on your USP - in our case it's a combination of our relationships with 
host retailers, our ability to source products from a range of areas (mails, FS, government and home services) and our IT inirfaces (either existing or under 
development). These attributes are not easily replicated, and thus provide `barriers to disintermediation'— but they are certainly not impossible to circumvent. 

4. Financial flexibility is essential to survive in a low margin environment— Phones 4u's debt burden, equivalent to four times EBITDA, left them with 
limited wriggle room to renegotiate terms with suppliers. The equivalent burden in our case is our legacy of high fixed costs which if not tackled will limit our 
ability to cope with margin squeeze by suppliers in the future. There is no long-term role for an expensive intermediary in a highly competitive market. 

5. Income diversification can help offset supplier risks — Phones 4u was almost entirely dependent on the revenue derived from its suppliers, having sold 
an insurance subsidiary (Lifestyle Services Group) last year that had offered a degree of income diversification. Our revenue base is more diversified and 
building greater ownership of the value chain in areas such as insurance will further reduce our dependence on major suppliers. 

Post Offices' 
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Descrpton: Con&deraUons for use: 

• Chart a more gradual trajectory for the turnaround, while still 
delivering profit improvement each year and reaching 
commercial sustainability by 2020. 

• Existing funding agreement would not be reopened,but may 
need additional financing for last two years of plan 

• Explore working with other delivery partners and/or upstream 
retail clients in addition to Royal Mail 

b We have less single-partner risk within FS, although Bol is 
clearly critical to our growth plans in certain products. The 
options here are explored in the separate Board paper. 

Appropriate if we believe the end point we have defined for 
the business is viable, but more time needed to execute the 
transformation in an orderly manner and adjust to new market 
realities 
Should not be seen as failure- still delivering profit 
improvements in challenging market environment 

• Breaking exclusivity with RM would be a significant step-
only appropriate if it is clear that we can't achieve adequate 
commercial alignment and/or their own market share is under 
severe pressure. 

• Proposed TOM already envisages a substantial shift in the 
In a low income growth scenario we would most likely roll out 

network mix, but scope to adjust the balance between different • fewer new access points and 'Local Lights to avoid 
operating models depending on market dynamics. spreading income too thinly. The Mains would become more • We could potentially focus more of our investment on the 

dependent on host retail to remain viable, and it vould also digital/direct business if branches underperform, strengthen the case for accelerating Crownsdivestment and • Could also reconsider options to reconfigure cash intensive managing supply chain demand more aggressively. 
products more proactively to reduce supply chain costs 
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How wou'd theseever appfled?
1. Some illustrative scenarios to show the matrix approach 

In practice we would take a matrix approach to applying these levers depending on the combination of risks which materialise. While there 
are an Infinite number of permutations, over the next two slides we set out six scenarios to show how the levers m ight be used. 

Post Office® 

Existing funding envelope to 2017/18 is left unchanged, butthe Government confirms that it plans to proceed with sharp 
reductions in subsidy in subsequent years (to £50m pa or less). 

A combination of all the key risks materialise— we fail to secure the support needed fromRM and other stakeholders in order to 
move to the new TOM, we suffer sustained structural declines in mails income which isn't offset by FS growth and we lose the 
battle to secure key host retailers. HMG signals that only minimal subsidy will be available after 2017/18 (c£50m pa or less) 

POL-0027705 
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Key levers to respond to each scenario highlighted in red bold text in the table below 

Post Office`" 

OFFICE 

Primary response — new financial 
Not a short-term imperative — still Pressure on funding envelope and 

flight path agreed with HM1.x to deliver Not required 
targeting same network end point capacity might put greater weight on not 

end point at cornwercaal su<stalnahility doing things 

if RM rnatrket share under ~anet aairar a Faeate=rsfi'ia&l rn;alter ne>twor'k o re?ra?fll if y 
Would need to assess case for 

Would need to agree new flight path attae:k we might re:aach pour where: volum e sspreatl too thinly. shifting investment into areas of 
while we pursue actions to adjust to new sibreaking rxcluvrty has in fi t bent fr s Strengl.ln'n. caa'.-u to ,acceelr?roate higher potential, e.g. P S, and explore 

Income than costs Crowns,
new products to create "stickiness' 

with host retailers 

Would need to agree new flight path to if RM unable, to support necessary If working with other partners protects If loss of mails market share cannot be 
cope with adverse impacts of delayed charmges then this may become key volumes and facilitates product mitigated by working with other delivery 

transformation and potentially retributive lever to drive product simplification simplification then should enable us to companies would need to explore 
action by RM and network reconfiguration implement existing network proposals acceleration of other pillars 

Prim ary response ... would need to be Potentially focus more on growing non -
(lear with 1IMG that (much) higher 

Not on the agenda in this scenario No HMG appetite for radical channel shift mails pillars, in particular highlighting to 
subsidy regwread at un<ahle to HMG that govt service income could 

restructure cturea the business mitigate subsidy increase 

May need alternative financing Strengthens our hand to pursue 
arrangements to support investment 

Not required 
channel shift. If subsidy eliminated Not a short-term imperative 

needs after 2017/18 until adequate free then Community branches potentially 
cash flow unsustainable 

Something would have to give in this scenario. If we're unable to reform the business and no increase in subsidy is agreed th en HMG would have to accept that we're 
heading towards forced wind down of the business, with the impacts potentially crystallising around the time of the 2020 ele ction. HMG would have to consider whether it 

would be better to take an early decision to allow the restructuring of the business within the private sector, which would a rguably entail less political pain and deliver 
greater value for money (Post Office assets sold before too much value is destroyed). 
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The financa fflght path n the November 2013 Strategic Pan 
was set with the objective of deUverng a commercaHy

fit

150 

100 

50 ..- ...... .... .....-.... .....-.... ...-...... ...-...... .... .....-....~.....-....~.....-....~...- . 3O - 

0 
0 

2015/16 2016/17 

-50

-61 
-100 

-98 

-150 ...................... ....... ...............................

Financial milestones set in Strategic Plan: 

Post Office® 

109 
120 

94 

2017/18 2018/19 2019/20 
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But the rechallenging condtonss 
over the ast 12 months are forcngi 

1,400 

1,300 

E 
01.'00 
a) 

E 
01,100 
U 

a~ 000 
z 

•11 

Strategic Plan (including contingency) 

June awayday adjusted plan (including 
contingency) 

Potential downside scenario (see slide 5) 

1,315 

1,203 

.~... ...~., . . ,.~ ~.., .. .. . .a~s.a 

800 
2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2.019/20 

Post Of c0 ' 

VM In addition to the direct impact on 
profitability arising from the acceleration 
in competitive pressures, it also means 
were laving to take more radical 
action than we envisaged in our 
Strategic Plan just to defend lower 
income numbers (e.g. network 
development and product simplification). 

• This inevitably has capacity implications 
(e.g. management bandwidth, IT 
constraints and ability to absorb 
stakeholder noise) — making the delivery 
of our cost savings and overall 
turnaround more challenging and 
expensive. 

• An adjustment to our flight path to 
financial sustalnability is therefore 
likely to be necessary in almost all 
scenarios. 

POL-0027705 
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The new financial flight path clearly needs to be informed by a bottom-up 
assessment of the risks and opportunities arising from the latest market data, the 
Business Transformation proposals and our updated commercial strategies. 
However, the flight path will also be shaped by the risk/reward trade-offs we make 
in determining the pace at which we pursue the turnaround. We therefore need to 
take account of the following principles when making these judgements: 
1e The new flight path should still provide clear line of sight to the end goal 

of a financially sustainable business within an acceptable time frame. If 
we are unable to demonstrate clear progress to this goal within the next 5 
financial years that it will be difficult to motivate our stakeholders (the 
government staff, agents, unions and taxpayers) to support the turnaround - 
and the market is likely to have left us behind in any case. 

2 We shouldn't take undue risk in our assumptions around the availability 
of additional government funding, given: 
a) fiscal constraints — additions to the existing funding agreement up to 

2017/18 are highly unlikely to be affordable/acceptable to HMG. In 
subsequent years BIS could potentially face overall spending reductions 
of 10-20% pa in real terms, and so if our subsidy is not also declining at a 
similar or faster rate then we will represent a pressure on the BIS 
settlement; 

b) State aid constraints — the European Commission is likely to resist any 
changes to the existing funding agreement, and will want to see the 
subsidy continuing to reduce beyond 2017/18. 

The definition of financial independence we set out in our Strategic Plan (see 
box) remains a useful articulation of the end goal we should be targeting, 
irrespective of the mutualieation agenda. Reaching that goal will also increase 
the prospect of us being viewed as `bankable credit' by external investors / lenders, 
giving us more flexibility to pursue alternative financing in the absence of 
investment from government in the future. 

Post Office® Source: Rothschild; Food peer group includes 

v' A strategy and market position that allows us to compete 
effectively in our chosen markets— both now and in the future 

/ The flexibility to respond quickly through corporate actions to 
unforeseen changes in these markets 
An appropriate cost base and business model with the 
flexibility to withstand revenue volatility 
A robust track record of profitability at an EBITDA margin in 
line with peers (typically 8-10% minimum in the retail sector —
see chart below1) 

V EBITDA margin not dependent on uncertain funding from 
HMG (so subsidy should either be much smaller or moved to 
long-term contract)

' Sufficient free cash-flow to allow ongoing investment in the 
business to maintain commercial competitiveness in a 
continually evolving marketplace 
Move to external financing of loan (not HMG) within quantum 
kept within affordable limits 

"ood O.cx~:mw .,A Will rWs ,3dm L .
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Parameter 
Scenario 1: full delivery Scenario 2: no growth 

of plans but savings delivered 
Scenario 3: no growth 
and savings shortfall 

Do we live within existing funding settlement up to 2017/18 
(with headroom maintained at £200m)? 

Is EBITDAS run rate in March 2018 consistent with declining May need additional funding to No - large ongoing subsidy 
subsidy in subsequent years (off baseline of £140m)? support investment required 

When is breakeven EBITDAS achieved? 2016/17 2018/19 Never 

When is 8-10% EBITDA margin achieved? 2018/19 
Never - unless service 

Never 
payment from HMG included 

----- ---------------------------------------------.___.--- -_-- -_.__--------- -- -_-_------------_-_--------------

Is EBITDAS showing clear year on year improvement of at 
Not in first 3 years No 

least £20-30m in each year of the plan period? 

250

w 

h 
m 
W 0 r..._... .r . 

2013/14 2014/15 
-50 

Ideal minimum 
parameters for flightpath 

Strategic Plan 

• Scenario 1 

2017/18 .01018/19 2019/20 Scenario 2 

~Scenario3 
-100 

-150 -150 

Post Of ce` See slide 5 for an explanation of the scenarios 
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Whfle we don't beHeve we need to reopen exstng fundng 
setfiement, we may need to expore aternatve opUons for 
flnancng nvestment after 2017/18 if free cash flow nsufflcent

Option: 

Post Office® 

Potential quantum: on i i0 : 

Could request £70m pa in Dependent on wider pressures on BIS spending settlement and the extent to 
2018/19 and 2019/20 on top of which the indicative figures given in current Strategic Plan have already been 
£60/50m NSP already forecast 'hard wired' into BIS Finance/HMT's planning 
while still delivering c10% pa 
reduction in total subsidy 

Depends on affordability within • May be preferable fiscally for government as lending would not directly impact 
BIS capital budget — potentially target to balance the current budget. 
£50-200m a Would still count as state aid (calculated as the subsidy implicit in the interest 

rate compared with private sector lending)— but European Commission may 
view the whole loan amount as subsidy if they believe there is a high chance 
of it being written off 

Currently constrained by BIS to Financing only likely to be forthcoming if we're seen as 'bankable credit' (see 
£50m of external borrowing and definition of financial independence in earlier slide) or there is an 
£50m in finance leases — but asset/income stream against which the loan can be secured — or if the banks 
could seek to increase those believe there is an implicit guarantee from HMG. 
limits Po Alternatively we could seek an explicit guarantee from government but this 

would be viewed as state aid (and vim for taxpayer is poorer than a direct 
loan but with the same credit exposure) 

Unlikely to be substantial Nut currently assumed to be a lead option — would require much closer 
commercial alignment with our key partners 

Options covered in 'portfolio management' section later in this pack 
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Overview 

• Situation: Our current plan for Mans (Plan A) iS based around our e clusive relationship with 
Royal Mail (RMG), Contractu lised in the Mails l istribution Agreement (MDA). 

CompUcaton: However, due to a mis-aligned relationship with RMG, Coupled with market 
disruptions, POL iS down vs. la t year against all three indicator : Income: (16%; Volume: 
-5.4%; Revenue: - 7.2% (up to week 30). 

.e of tion: Our Current Situation of a msaHgned but exclusive relationship with RMGis 
untenable in the medium -term. We are therefore suggesting a two stage  resolution: 

1. A+: Our preferred strategy is to get Closer to RING on a Corporate and Strategic levels 
in order to fix tactical / operational Challenges up -stream'. This is our priority. 

2. plan : If we cannot deliver Ran n A+, then we would need to move away from our 'exclusive' 
relationship with RMG. There are a number of Complexities with this plan, not the least of 
which is knowing at what point we Should Cut our losses and look at other Carriers. 

Implication of Plan B is significant in terms of the likely reaction from RMG, which would seek to 
dis-intermediate POL, by opening alternative retail access points. However, overall we estimate that 
we are in a stronger position than RMG. 

Post Office® IN THE STRICTEST COMMERCIAL CONFIDENCE 
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Situation: 
Our current pan for Mails s based aroundour exclusive reatonshpl 
wNth Roya Mail, contractuaUsed n the Mails Dstrbuton Agreement 

Overview of 
the MDA: 

Cons of MDA 

F:OS7`
OFFICE 

The MDA provided exclusivity to both parties. Post Office would be Royal Mail's exclusive retail partner, 
and conversely Post Office would not sell any other carriers' product (e.g. Hermes, DHL). 

Post Office is the exclusive physical retail channel 
for RMG. 

• POL receives a fixed payment ( T3m in 2013114) 

• RMG is the only single carrier that has the 
capacity to deal with our volume. 

Royal Mail pricing model is inhibiting our desire 
to grow in the collections and returns market. 

• RMG is focused on growing profit, POL is 
focused on growing volume. 

Post Office® *Numbers from 2013/14 FY mails fl ight path, POL Finance team 

• Exclusive logistics provider for Post Office. 

RMG consider POL to be an expensive channel. 
In 2013/14 on revenues of £1.3bn, POL retained 
£328m (211X)) in commission from RMG, of which 
£3rn (72%) is paid to agents.* 
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Corn i i : 
However, we are msaUgned wth RMG at Corporate and Strategc 
levels which result n thsagreements ay s 

We need to resolve issues with at a number of levels: 

POST 
OFF ICE 
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Addng further compexty, the parcels, collections returns 
markets are beng Continually thsrupted

Example: The fulfilment and collections market landscape 

Retailer: Logistics and access points: Customer: 

Online 
retailer 

Yodel handles 135m parcels 
p.a. for 1,500 clients / 80% of 
UK's to retailers 

whTs'U coa.. 

Hermes parcel volume 
grew by -15m in 2013 to 
187m 

John Lewis 

0 
RMG parcel volumes up 7% in 2013/14 

Customer 

Reasons for 
choosing 
parcels 
providers A. 

76% 
Convenience 
(nearby and 
extended 
opening 
hours) 

Price 14% 

Trust 13% 

POL role in the market 

Traditional logistics market 

Disruptor to traditional 
market dynamics 

Under the current MDA Post 
Office is only involved in one of 
a growing number of journeys. 

RMG delivers direct to 
home/business. Initiatives such 
as "Deliver to neighbour" are 
boosting this. 

3rd party collection points such 
as Collect+. 

Logistics providers deliver 
direct to home/business. 

Collection from retailers' own 
stores (Click and Collect). 

Online retailer creates own 
collection point with retail 
partner (e.g. Amazon & Smiths 
News) 

Retailers deliver direct to home 
/ lockerbox (e.g. Amazon) 

Source: RMG Annual Report 2013/14; Verdict Research 2014; Yc i „ mVerdict Research 2014: Amazon; Foot Office® 
^Competitor metrics - Mails, 2013/14, S4 Q4; Convenience research, n-1,100 nationally representative respondents 

POL-0027705 



POL00038819 
POL00038819 

Mails Income, Volume and Revenue historic and projected forward on current trajectory: 

Volume Revenue Incorrre ncome Strategy Plan 

2000 Historic "Actuals" 

1800 `" o,: Projected forward based on 
current trajectory* 

1600 , , v > 1m 
1400 ..3 

1200 _ :::1,214€i 

1000 1 5% p ate,.:: 
897m 871m 

800 927m 832m 

600 ..i 

400 ~. ::>m: <d..~: 2 6% p a ; 
34m 

£311m 
200 ..J 340m £336rrn 

projected 
0 3 M::....,::...::::...,: a. s....:.::::...,::..:.::::„,::..: . ::...... 

2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 

POL: Up to week 30 in 2014/15 we are 
down vs. last year against all three 
indicators: Income: - 0.6%; Volume: - 5.4%; 
Revenue: - 7.2% 

Royal Mail: Parcel volumes were flat, 
mainly as a result of the impact of size-
based pricing. Growth in account parcel 
volumes. Overall RMG's market share in 
parcels is up 2% on last year to 38% by 
revenue (50% by volume). Parcels revenue 
up 7% on last year to £3.2bn^. 

The Market: The market is growing by 
between 2% - 4% per annum**. 

• Competitors: Collect+ has grown 
transactions by 76% in 2014 to 13.6m and 
revenue by 92% to £34m. If Collect+ 
continues to grow at these rates for the 
next three years, it will have profitable 
revenue of £240m and handle 74m items 
per annum. 

q$
„$

y  y AM.!! A.,t\A \ t"~<i:. A.!: II f I -  /L- </I ll; il : t: :t; 1:/51Q YV4G Ra ri t: Uft. f.IVYYII I.Li9 IF! 11331 Yt:UI . tV V?4 VV V'i, SI ISJ ?::t//ret 1. VI11Y 91VY)!! E.i Vk:iW V'tl: L -/il -  V -/•J f3?11.1 1: Vf11f.f 1:: tiLVIS (Viii SCI VYYll ilf' Ctt (.It/VG 
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^E=~I~yt:! rvlail A>.~:ri rh:)V:.rt 2013 4 
»"Apex rrlarket re=port, 2013 
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Resoution:
Our preferred strategy is closer aUgnment wth RMG, this is caVed 
Plan 

Post Office® 

POST 
;FILE 

Our current situation: We have a `shallow' and 
mis-aligned relationship with RMG, and are 
unable to form relationships with other 
carriers. 

m The worst of both worlds. 

We align our relationship with RMG on 
Corporate and Strategic levels in order to fix 
tactical / operational challenges `up-stream'. 

• This is our preferred approach and the 
strategy we should be pursuing initially. 

tl As part of this RMG may ease exclusivity in 
some areas (such as collections) in order to 
create value in our broader mails proposition. 

• We would only pursue this strategy once it is 
clear that Plan A+ has failed. 

_ 1t f lir
a . , 

IN THE STRICTEST COMMERCIAL CONFIDENCE 
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Resciluton: Pan 
At a corporate level, there are a number of opflons pursue
deepen the reatonshp with RMG 

Type of 
alliance 

How this 
would work 

for 
POL/RMG 

Increasing depth of relationship: 

POST 
;FILE 

Licencing Virtual JV JV M&A 

This description We dictate to RMG Full alignment of As per the Virtual POL and RMG 
best fits our the products that both parties on JV, but shares merge. This would 

current we want to sell and objectives and would be issued for reflect the 
relationship. RMG manufactures strategy. the new company relationship of 

We are a channel to 
these products. 

Revenue and /or 
that would be virtually every other 

market for RMG's 
This gives us 

profit is shared. 
owned by RMG, : postal organisation 

products. We have 
greater price & 

There is a high level 
POL and potentially in the world.

limited control over 
product control. 

of trust. 
another (such as 

Camelot). 
product ar prlcing 

Example 

host umce`"` 

fi
i% co

nest

Msodated 
British Foods 
.Pic 

5v+:n ' Ericsson 
Gruu o 

to€tali ne 

IN THE STRICTEST COMMERCIAL. CONFIDENCE 
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1 

2 

A :w: :/ w « .: w 
o . : A I : w w: w: 

• "~' A' :'. y w: . .: . 

Post Office® 

Supporting Indicator / Cause 

Customer and operator journey 
simplification 

Network Extension 

Rebalance of MD (Acceptance and 
revenue-share) 

Exclusivity waiver for Collections 
and Returns 

Royal Mail wins major upstream 
deals (e g. eBay, Amazon) 

Agreement on customer ownership 
product development 

Market disruptors (e.g. Amazon 
delivery strategy) 

1 RMG enables cost reduction as part 
of the Business Transformation 
programme. —£100m of cost savings 
need to come from extension and 
simplification in Mails. If RMG are 
unwilling / unable to work with us to 
achieve these, we will have to consider 
Plan B. 

2 IDOL remains the # 1 parcels service 
for retailers. This is critical in 
maintaining our share and income from 
mails. Moreover it has wider 
implications for other product areas, 
such as bi ll payments, which rely on 
post offices being located in the best 
retailers and being the default `service 
provider' of choice in that location. 

For point 2 our reaction will depend on 
the cause. If our # 1 position was under 
threat due to market disruptions (e.g. 
Amazon's delivery strategy) then 
moving away from RMG may be 
counter-productive. 

POL-0027705 
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Resciluton: Panl 
The i i theme ind Pan B s universality, as opposed to Pan 

hwichs based exclusivity to RMG. 

Overview 
In Plan B we would move away from total exclusivity with Royal Mai l, but still seek to maintain a strong 
relationship with Royal Mail , who would continue to carry volume for us. 

There are two options for sending items: 

Sending 
1. Post Office white-labels its own range of simple, easy-to-understand inland, express and 

mails 
international products. We would control pricing, product and own the customer. We would use a 
number suppliers, including Royal Mail. 

2. Post Office aggregates a range of other carriers products (e.g. DHL Next Day, RMG Special Delivery) 

Post Office network is opened-up to all logistics providers, allowing universal access to collections and 
returns at post office. 

Collections The benefit of this is less financial and is more in terms of providing the market-leading mails-based 
and Returns service proposition to retailers (e.g. The Co-operative). At present the main 3rd party collection points 

are tied to a logistics provider (e.g. Collect+ to Yodel, myHermes to Hermes). By opening our network up 
to all logistics providers we would become the one-stop-shop solution for retailers. 

Fixed fee 
This is rebranded as payment for Post Office accepting —£1 bn of Royal Mail Account, PPI and online 
postage volume through our network. 

Post OfIice`' 
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Resciluton: Pan B 
There are a number of steps we coifidtake that woudi 
may not break the MDA 

OFK 

Increasing risk of breaking the MDA: - - - - ::;,...>

Step 4 
Step 3: 

Step 2: N°' MDA breaker 
Step' ~, ,.. ,... .. :: .    ,. . Grey area 

N Outside MDA but not 
• - an MD breaker Post Office offers other 

Within MDR logistic providers

Stick to our current Post Office devela s p 
Post Office allows sending products (e.g. 

Example activities: Alignment its own online mai ls 
9 other logistics 

providers access for 
DHL Next Day)

actions with IM , network product. collections returns _ This could either be 
Post Office extension; customer 

POL develops 
_& 

only. ° branded as a range of 
could take journey Post Office products or 

simplification; SME relationship for Hub and Spoke for we could act as an 
initiatives; sales collections and returns small business aggregator keeping
effectiveness direct with retailers. collections. their brands. 

We are already m We are doing some of If this would give us a If our market share 
doing this. these actions (e.g. market leading continues to decline 

Trigger for Metapack) on an ad- proposition to retailers . (7% volume p/a) 
nt tng hoc basis. that would act as the If RMG blocks I does
' 

ctior~ 
If RMG continues to primary enabler of not enable 
drag its feet around delivering Locals, Simplification or 
collections & returns. Locals Lites and Minis. Extension.

Post Office® 
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mpUcatons of pursuing lay 
if we ere tompement Pan B, then Roya MaD woifid react 

PARTY. 

eR . Y~ i

BIS 

Post OfIice` 

• Royal Mail would seek to dis-intermediate us by opening alternative retail outlets with convenience 
stores, supermarkets and petrol forecourts. They would also poach our valuable SME customers. 

It might instigate legal action against us, which could include challenging our state aid funding. Access to 
the USO is currently part of our SGEI . It might also lobby Government to make us reverse our decision. 

Whi lst in Plan B we would still put volume through RMG, RMG would seek to fully variabilise the 
agreement, removing the fixed fee element. 

The CWU has members in both RMG and POL (our Crown colleagues). The CWU has done a deal with 
RMG to safeguard their workers, which relies on protecting volumes. Plan B would reduce volume 
through RMG and may result in alternative carriers `cherry-picking' the most profitable routes. 

As such, the CWU might be unhappy with a Plan B scenario and might seek to disrupt it. 

Given the publicity around the recent privatisation of RMG and the historic l inks between the two 
organisation, BIS / ShEx may put pressure on us not to pursue Plan B. 

The NFSP are likely to be supportive of any plan which provides their members with additional income 
from Mai ls (mails accounts for -40% of agent pay). However, they would be suspicious of any plan that 
`cannibalised' agents pay through increased access points. 

POL-0027705 
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% of 50 

Mails 
income 

40 

Mails —Parcelforce Special Delivery 

45% of standard Mails income (58% of SD 
And PF) comes from our top 2,000 branches, 
accounting for £129m mails income. 

77% of standard mails income (85% of SD 
and PF) comes from our top 5,000 branches, 
accounting for £213m of mails income. 

10 

5 

1k 2k 3k 4k 5k 6k 7k 8k 9k 10k ilk 12k 

largest branches ... .... ... ... ... ... ::. .:::: smallest branches 
(e . C o\, n a:. >, rge 
Ma 0 .•.+t ..

Post Office® *Post Office Mai ls income 2012/13 

r could Ms` !s • !•' 

points 11 d' i 1 d :~ 

do - • •' • • • .'.r. 
i 
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The average 
blended price to 
customers per 
item. Eq. SID 

£6,96 

PLAN AA f1.75
927mterns s (2013/14 actuals) per item 

t-"Ost u1TNc  u:-jrs uir, ricr i M uuL L;i idr ryr;5 dssui rrpuur i~ 

"Numbers taken from mails fl ightpath 2013/14 FY. 

£1,624m 

The `commission' 
that RMG pay 

POI.... P. . 66p for 
a Label 

209% 

Income to POL, 
from which we 

must then pay our 
agents 

£340m 
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Imphcation of pursuing Plan 
Our initial analysis suggests that we couki secure ors of the value 
chain if a used an after native to istics provider 

The value chain for 1-2kg parcels: 

In 2013/14 on 
revenues of £1.6bn, 

POL retained 
£328m (21 %) in 
commission from 
RMG. of which 
£235m (72%) is 
paid to agents 

..V..... ....V.........W........W.« ................................................ 
Price to customer: 8.00 

Royal mail ret 

Agent fee -- --

POL retained 

Yodel cost2

Pay point cost3

Agent fee3

Collect+ retained (2.94 - 4.24) 

. ....V..... ....V.........W...W....W...W........V..... ...... ........................W...W.... 
3.78 

Logistics cost4

"Lifesyyle courier" cost6 : s 

Agent fee3 ~A 

MyHermes retained (1.18-2.68) 

Description of Royal mail collection along fixed mail Contracted van-based network with no Contracted van network between parcel 
network routes fixed routes— notified by in-store shop and distribution depots 
operations terminals when mail to be collected "Lifestyle courier" running local routes 

from parcel shop to destination address 

• POL only retains 21% of the total revenue. The vast majority goes to RING. 

Yet the Collect+ and myHermes commercial models are far less generous to the Carrier. For example, Yodel, the 
carrier for ollect+, only receives —E2.1 0 for a delivery. 

' In other words, Royal Mall takes 79% of the value, whereas Yodel only gets ° %. 

1 Assumes local model; 2 £2.10: cost of collection per package in 2012, 80p: calculated from 25 parcels per visit (14m parcels/year, 5,500 access pa ints, 2 trips/access point/week) 
and £20 per visit (£5 fuel, £10 van cost); 3 advised by Adam Smith; 4 Assume Yodel cost subtracting "lifestyle courier" cost; 

5 20p: incremental MyHermes cost for delivery to door instead of parcel shop, 40p: cost for times local paper delivery 

Post Office® IN THE STRICTEST COMMERCIAL CONFIDENCE 
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POST 
;FILE 

Next steps

Three next steps:

1. Agreement that Our current best course is to deliver Plan +. Ensure that the MDA 
renegotiation addresses the strategic and Corporate issues as well as the tactical. 

2. Develop detailed °triggers with associated metrics that would indicate that we may need 
to start seriously consderng Plan B. 

3. Confinue to develop Pan B in terms of cost vs. benefit, operations, legal risk, etc. 

Post Office® IN THE STRICTEST COMMERCIAL CONFIDENCE 
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Contents 

Post Office® IN THE STRICTEST COMMERCIAL CONFIDENCE 
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We are Iannng a substanUa shft towards cost, 
varabaUsed branch opera  is and dfrect 

X # branches / access points 

November 201 3 300 
Strategic Plan

New Target 
Operating Mode l 

0-180 

Projected share of 
income by 2019120 

3,200 4,800 0 j 0-2,000 3,500 

2,500: 4,500 

,.u..... 

4,500 • 12,500 

.....aow..xx ................ 

wc..aoo...... 

3,500 

The proposed TOM extends the principle that the network should be run primarily on a franchised basis and increasingly as a 
complement to host retail (rather than as an outlet in its own right). 

This approach variabalises costs and provides a greater degree of resilience to adverse market conditions. 

We therefore wouldn't necessarily look to make substantial further changes to our channels mix in the event of income 
underperformance, particular given that we have identified our widespread geographic presence as a key source of competitive 
advantage in both mails and FS. However, there are some incremental adjustments we would consider as the following slides set out. 

Post Office® 
34 
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If we achieve our targeted cost 

However, even if we achieve no 

This first chart shows the slim tl p savings and income growth 
income growth but still succeed

profitability of an average small 
a 

tl
plans then this would deliver a 

in reducing central costs and 

Mains branch at present. substantial uplift in branch 
realigning agent's pay it would

e profitability. 
still deliver a significant uplift in 

F a 
t tl
f p 

tl

o 
B p 
tl i 
B 

 average branch profitability. 
7 f 
3 t 

°"his reinforces the point that r target Operating model has the resilience t0 cope with significant 
adverse nar et conditio s provided we focus On delivering the cost factors within our control. 

Post Office®
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We have three broad evers for adjustng our chann&s strategy
to respond

Potential options: 
a) Roll-out fewer new access points, and at a slower pace — see slide 37 
b) Roll-out fewer new specialist FS staff if not meeting productivity thresholds — see slide 38 

OFFICE 

Potential options.-
a) Accelerate divestment of Crowns — but constrained by high exit costs as set out in BTr slides 
b) Review the number of Mains branches — but there are practical considerations as set out in slide 39 
c) Replace Community branches with lower cost models — see slide 41 

Potential options- 
a) Invest in growth of digital channels (and products) — see slide 42 

Post OfIic `' 
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1. Stop or l roll out of new channels capacity 
We wifi take a flexbe approach to impementng our network 
extension sty market its 

• The business case for network extension has been tested 
against a range of different scenarios, providing reassurance 
that the new operating models can still be profitable even if 
transaction volumes are half our base case assumptions. 

• However, if income growth fails to materialise we would need to 
review our plans - indicative modelling suggests we would aim 
for c5k fewer access points c3k fewer Locals/Local Lights in 
order to reduce costs and avoid spreading volumes too thinly. 

• We will therefore build formal checkpoints into the programme, 
taking into account: of the following considerations: 

• updated volume projections; 

• what our competitors are doing with regard to their networks 
and the impact this is having on market shares; 

• the level of appetite for new outlets from host retailers; and 

• the impact of new outlets on the profitability (for both agents 
and the Post Office) of existing branches. 

• These checkpoints will occur: a) ahead of each financial year; 
b) when we are reaching key decision points on volumes in our 
IT procurements; and c) when we are faced with other 
significant decision points such as a potential large estate deal . 

• The network economics team is currently building more detailed 
modelling tools to support this assessment process. 

Post Office® 

26,209 
24,947 

3,500 

26,844 27,500 

3,500 3,500 

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 

■ Mains & Crowns r Locals » Locals Light Access points => Community 
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1. Stop or slow down roll out of c channels capacity 
New F2F saes capabUtyfor fInancal r ill ony be roVed
out once ispecfied productvfty r I r being i 

• Further hiring of Financial Specialists and Mortgage Specialists 
will only be commenced if existing staff are demonstrating New MSs ■ New FSs Existing MSs Existing FSs 

improvements in productivity rates, with at least 75% meeting 
the thresholds for break-even: 

Financial Specialists: 9-10 sales per week 

Mortgage Specialists: 3.5 sales per week 

• The September FS strategy paper set out the measures which 
will be taken to drive these improvements, including tighter 
performance management, better sales training and investment 
in systems for capturing customer data and generating leads. 

• This gated approach ensures we are not layering in additional 
running costs if the conditions for revenue growth are not in 
place. In that scenario we would need to consider whether the 
investment would be better directed elsewhere, for example in 
supporting online sales. 

• Eagle obligations restrict our flexibility to reduce existing sales 
capability — we are committed to deploying at least 200 FSs. If 
we're facing an income scenario where even that number 
appears unviable we would need to consider a wider review of 
the arrangements with Bol, potentially as part of contract review 
in 2017. 

Post Office® 
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2014/15 2015/16 

4.5 6.0 

Productivity per week 

2016/17 2017/18 2018/19 2019/20 

8.0 10.0 12.0 14.0 
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2. Divest of existing higher cost / lower profitability channels 
w e to extend the shift away from 

Mains/Crowns hi a o o scenario, there are practca barriers 

The new access points and Locals Light are expected to deliver higher 
margins than Mains, and so in principle we should maximise the 
volumes going through them. The TOM already envisages fewer Mains. 

In theory this argument is strengthened in an adverse income scenario 
where Mains may be less attractive for both POL and agents. However, 
there are practical reasons why a lower number may not be appropriate: 

Around half of all mails volumes currently flow through the 2,000 
largest branches, and we are likely to lose a substantial proportion of 
this if we attempt to divest of these branches too quickly. We need to 
allow time for consumer behaviours to adjust to the new models. 

Linked to this, we should consider carefully whether we actually have 
a more enduring competitive advantage in the higher value end of 
the mails market which is particularly suited to Mains. 

> Furthermore, as set out in slide 37 in a low income growth scenario 
we are likely to introduce fewer new access points which our 
modelling suggests would mean we need an additional c500 Mains 
(because of reduced cannibalisation of volumes). 

We can't easily force existing Mains agents to give up their business, 
especially not without incurring significant additional expenditure on 
compensation which is unlikely to deliver an attractive Rol . And 
without such compensation the inevitable stakeholder opposition is 
likely to be even more vociferous. 

We have committed to Bank of Ireland to retain at least 2,000 Mains 
branches (and also have smaller commitments to government clients 
e.g. for the provision of AEI services). 

Post Office® 

Mains are less profitable than the new operating models... 

33% 

Mains Locals Lite Access points 
Projected direct contribution margins' 

... but they remain the mainstay of the network in terms of volumes 

See slide 29 for 
full size version 
of this chart 
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Potential measures to strengthen the viability of the Mains: 

r. ~. ~Y, :r. ~_ a. 
':~ h': :1. o' •. 

dy y 

IY. 
. ' . y :. i . .r. : .' :r may. '

2. Invest in further sales capability training (such as the 'guiding coalition') and other sales initiatives, 
provided we can demonstrate such measures at least cover their costs. 

3. Support struggling Mains agents (most likely independents) sell their business to another retailer (either 
onsite or offsite) who can run the business more effectively as a complement to a retail offering (typically 
the multiples). This may require some additional investment in field-based support to scope out the local 
opportunities, and so we would need to be clear on the business case. 

4. Alternatively expand the work of the Retail Support Team to help existing agents grow the retail side of 
their business so they are less dependent on the income from Post Office products. If funding is a 
barrier to this expansion we could potentially explore alternative commercial mechanisms to help expand 
the capacity of the team, e.g. cost sharing with the agent or' third party suppliers. 

5. We could also explore whether some Mains would be better run as a specialist branch, for example FS 
or S E-focussed branches. The former is being considered as part of the wider work which the FS team 
is undertaking to develop the model for an agency-based sales structure as an alternative to Crowns. 

Post Office® 
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2. Divest of existing higher cost / lower profitability channels 
The i s case for retainingthe community bcornmunfty branchesrests on thefr 
soca purpose and whether HMGs wilUng continue funcflng this 

• The Community branches create a net drag on our EBITDAS of 
around £70m by 2019/20. If HMG signal that they are unwilling 
to maintain this level of support beyond the current funding 
period then we would need to seek a relaxation of the policy 
commitments on our network size and geographical reach 
(unless we are able to cover the costs from our own profits). 

• Our general strategy in such a scenario would be to shift as 
many of these branches onto one of our lighter operating 
models which can be run more profitably. To facilitate this 
switch we would need to reduce the level of fixed pay (or 
remove altogether in an aggressively commercial scenario) to 
create an incentive for the agents to convert or leave. 

• We estimate that up to half of the Community branches have a 
sufficiently strong retail business for a Locals type model to be 
a viable solution. The remaining branches could potentially be 
run on an outreach basis, increasing the number to c1,750 
compared with 1,100 today, at an annual net cost of c£25-30m. 

• Alternatively if we are unable to support these losses to 
maintain service provision then these branches could be 
allowed to close. We would also need to factor in potential 
additional compensation payments of £40-60m. 

Post Office® 

OFK 

The community branches are projected to run at a net annual loss of 
£70m by 2019120 (assuming we hold the number of branches at 3, 500). 
This is the amount that we have provisionally ring-fenced in the target 
operating model as the basis for a potential contractualised payment 
from HMG for our social purpose. 

Costs Income 
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3. Expand / invest in lower cost / higher profitability channels 
dfrect are important both our core strategy in mafis and 

FS and as a potenfla dversfier to generateother income streams

• Our strategy has defined our branch network as the key source of our competitive in both mails and FS, but with digital playing a key role in 
supporting efficient and convenient customer journeys (and with a more prominent role for certain products such as insurance and investments). 

. It would entail a fundamental reassessment of our market proposition to suggest that digital could become the primary sales channel — in mails it is 
our branch network which gives us our right to play', and in FS while we could potentially make savings in F2F capability we would need to invest 
considerably more in marketing and online solutions to compete with the likes of First Direct and overcome low customer awareness. It would also 
fundamentally change our target customer base. 

. However, amplifying the role of digital (and other direct channels such as contact centres) to support our core propositions and provide 
diversification into new income streams is an important part of our Plan B toolkit'. Some broad options are set out below. 

Post Office® 

........ 
. Shift incremental investrrrent towards existing products which can primarily be sold online or via call centres, such as 

insurance and home services (e.g. boosting sales through investment in marketing, better platforms and data anulytics) 
• Develop new digital-based products, such as an IDA based authentication service for private sector service providers 

(once government market established), digital vaults and digital mailboxes 

Create data products through information that we have/could get, e.g. demographics across store network. 
• Could be sold (anonymous data)  to retailers, media companies etc. Potential loyalty scheme with income from 

retailers, product manufacturers. ',

• Sell advertising and placements on Post Office media. 
This could be local or national website, in branch, in apps, ernails etc. 

m We could have individual pages for each branch, enabling greater flexibility and further advertising opportunities. 
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A ow ncome growth scenario woud strengthen case 
irevstng our strategy e and suppy of cash 

the network 
FIcE 

■ Aside from incremental improvements, the current Plan A (in the form of Business Transformation) does not seek to 
fundamentally alter our supply chain operation or the £90m gross cost base associated with it (the net cost is —£50m p/a*), 
on the grounds that we had not yet identified an alternative model which would del iver a clear net economic advantage once 
the income risks for banking services, travel money, savings and other areas are taken into account. 

■ However, we did agree that we would come back to this question and review the alternative options for del ivering further 
savings. The case for doing so would be strengthened if we are facing an adverse income scenario where the gross fixed 
costs of supply chain could be equivalent to around 10% of our income. 

■ A small number of products dictate supply chain strategy, either by putting cash into the branches (e.g. business banking, 
bill payments) or taking money out of our branches (e.g. POCA, cash withdrawals, ATM). On top of this, retailers also have 
a cash inflow from selling retail side products. It costs them money to hold and bank this cash. 

■ If you can control cash so that there is a regular inflow of cash from business banking and retailer cash that broadly 
balances off the known outflows, then in theory most of our branches can be retailer funded, significantly reducing the 
demand for cash-distribution across the network. 

■ In other words, the cash that the branch brings in from Post Office activities, such as business banking, and from the retail-
side of the business, would provide it with enough cash to meet its cash-out requirements, such as POCA. 

■ This reduction in demand would enable us to either significantly reduce the cost of supply chain, and/or util ise the freed-up 
capacity in our supply chain to deliver greater income. Moreover, agents would no longer have to pay charges to bank their 
own cash, as they would become cash neutral. 

■ This hypothesis is explained in more detai l over the following slides, although it should be noted that at this stage it is just a 
hypothesis which needs further testing to validate whether it could work in practice while still delivering a clear net 
improvement to EBITDAS. 

*The overall forecast cost of Supply Chain is budgeted for 2013/14 at £88rn, although approximately £30m of this cost is offset through third party Post Office®
revenue frorn the Royal Mail (£15m) and CVIT customers (£15m). Supply Chain Review, PA Consulting, 2014 
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Curren Currenty we suppy our b ranches with cash, even though the average 
loca branch s actually cash neutral 

ST ` 

* . ! " # • 1 ! • • ~ ,l 

. 
• 

M 

150

103k ;as withc wls Supply Chain delivers to around 11,118 branches 
every week. 75% of which receive one multi-

100 ~~~1~~ product, (notes/coins/foreign exchange/secure  ( g g 
stock) service a week. (The other 382 are served by 
Royal Mail Special delivery). 

50 
■ Bill payments 

£k per Cash-out from Cash Withdrawals and POCA are 
week 

■ Lottery relatively easy to predict and spread fairly well 
0 . . ..- ...... across the week. 

Cash IN Cath. OUT Business Banking 

The average local branch is cash neutral when 

-50 „ Average Retailer retailer takings are considered 
cash takings 

The difficulty is business banking where cash 

-100 inflows are erratic and difficult to predict. 
Additionally, the business banking levels at 

Q25k) individual branch level is rarely of the same 
magnitude as the cash required to balance it off. 

-150 ..

44
Post Office® 

POL-0027705 



Cash r d , such as bushiess bankhig, tend ore evenly 
spread across our network 

70% 

60% 

50% 

40% 

30% 

20% 

10% 

0% 
1k 2k 3K 

: ; largest branches

ain ) 

Post Office® 

Business Banking 

Bill payments 

r 
4 

Personal Auto Withdrawal 

4K 5K 6K 7K 8K 9K 10K 11K 12K 

Our smallest branches 

. :reach)

•' ' 

• •depositing!. 

i !r •' 
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We have a theoretcaopportunity to sgnfficanUyreduce our suppy
chan costs f we s ark manag& bus hiess ban khig 

Control 
business 
banking 

Post Office® 

Reduce or 
relocate 
ATMs? 

When a branch 
has an ATM, the 
cash out jumps 

to 
£300K/month, 

making it 
unfundable from 

retailer cash. 
This would 

impact 25% of 
our ATM 
branches 

Small cash 
outflow 

(from Post Office 
business) 

Tpos 

Branch is 
retailer 
funded 
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n order for this happen we woud need o beHeve a numberof o 
thngs 

Post Office® 

LOST 

The fundamental principle is that the servicing our branches with cash in the way that we do is 
not the best use of resources. 

We would therefore need to believe that by removing the need for cash del ivery to some 
Mains and Community branches and all Locals we could either significantly reduce the costs 
of supply chain and f or win profitable third party business with the spare capacity in supply 
chain. 
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n iths scenario, potenfiafly two thfrds or more of our branches
no onger require Post Office i t cash 

Crowns Mains 

14000 Locals Com =.unity 

12000 

10000 

8000 

6000 

4000 

2000 

0 
Number of 
branches 

I 
I 

I 
I 

I 
I 

I 
I 

I 
I 

I 
I 

I 
I 

Not all of our branches would be able to become retailer-
funded'. 

# 

/Iit]isP11.IsJIj1IV1 # #' •' / • # 

Post Office® *Network and Strategy are sti l l working through the exact number of branches that could become retailer funded 
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OFK 
Assessment of the risks and opportunities of this type of mod& 

Positives of moving to retailer-funded cash in 
many branches 

At present we lose — £40m from our supply chain operation, 
moving many branches to retailer-funded will significantly* 
reduce this. 

For those agents that manage to balance off their cash flows, 
they will no longer have to pay banking charges (up to 50p per 
£100, which amounts to a 0.5% tax on income) 

If we develop our own business banking product, we can capture 
more of the value chain that we do today whilst still providing a 
vital SME service 

® We need to address the supply chain at some point- the decline 
of POCA and business banking will mean that the supply chain 
loss will continue to increase. 

Reduced exposure to the significant income and reputational 
risks associated with the industrial relations situation in supply 
chain. 

Risk due to possible downside if Santander withdraw business 
and/or it undermines our partner banking proposition (which is a 
potential growth opportunity). 

Lost income from Locals ATMs (25°i° of all ATM income). 
However, when we go offsite, half of these are likely to be lost 
anyway as the new agent often does not take the ATM. 

Potential constraints from legal and regulatory requirement for 
the certainty of supply of cash for current accounts, partner 
banking, MoneyGram and Postal Orders and savings 
withdrawals (up to £2k per customer per day). 

Cost of delivering secure stock and bureau to these branches. 
The value and quantity means that this is likely to be most cost 
effectively done via SD. 

Potential security concerns for hub and spoke and SD 
distribution models — further work needed to assess risks and 
mitigations. 

Overall we are likely to see a drop in income £7m, an increase of 
costs of £3-5m, some of which would be picked up by FRES, 
and a reduction in the number of deliveries and sites to service 
by half. 

Further work needed to assess residual supply chain costs 
(either in-house or outsourced) and upfront restructuring costs. 

Post Office® *Network and Strategy are still working through the exact number of branches that could become retai ler funded 
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The mportance of strategcw 

■ While we now have a clear view of our two core pillars, portfolio management needs to be an 
ongoing process throughout the implementation of our strategy, taking a rigorous approach to 
deciding which specific business lines to prioritise and protect versus where to reduce or eliminate 
investment as our market environment evolves. 

This would be true even if our Plan A' stays broadly on track, but becomes even more important in 
to c ent of dowii3icierisks materialising, which might require us to shift the balance of our 

There is also an Important  read-across to the Bushiess Transformation road-reap, in two ways: 

Post Office® 
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OFFICE 

• The fol lowing questions provide the basis for a matriix assessment of our portfolio choices— i.e. a business line doesn't need to meet all of these criteria to be 
included within our portfolio, but it does need to score strongly overall. 

• What are the margins and growth potential in the market in question, and have we identified a genuine source of competitive a dvantage? 
Have the costs been fully allocated, taking into account all of the incremental requirements on the target operating model? 
Is the level of profitability acceptable? While in theory any profit is welcome (and from a shareholder perspective lowers th e net cost of our social provision), we 
also need to keep in mind whether the activity is accretive or dilutive to our overall targeted EBITDA margin of 8 -10%. 

Is the proposition synergistic with our core priorities in mails and financial services, or a distraction? We may be more tolerant of 
* • product lines that are less profitable if they add strategic value to our overall offer, but we can't retain/pursue activities where 

• there are questions over both strategic fit and profitability. 

3 
~~I 

This is a specific but particularly important dimension of the strategic fit question, given that 
• s s maintaining our relationship with host retailers is key to our long -term position in the mails 

" market. We should actively explore new areas which could help drive footfall into retailers or add 
value to them in other ways, to lower the risks of disintermediation. 

These criteria apply equally to areas of new 
activity as well as considering the cost for 
retaining existing business lines — we need to 
be rigorous in continually assessing 
whether to hold onto particular products 
and services given our resource 
constraints. 

Post Of ce`D 
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The foUowng sflde c i matrx to provkle an 1 
1 i lscreening of the expected profitabifity products 
business its wfthn our portfoflo

Invest I grow 

Invest/ grow 

Invest / grow 

high medium low 

Post Office® 

m Vertical axis assesses the industry attractiveness of the 
product / business line in question, taking into account factors 
such as: 

Market growth rate 
Market size 
Industry profitability 
Industry rivalry 

Horizontal axis assess the relative strength of the business 
unit within its industry, taking into account: 

Market share (and growth in market share) 
Brand equity 
Profit margins relative to competitors 
Any issues with sourcing or distributing the product 

Resource allocation recommendations can then be made to 
grow, hold or harvest the business unit based on its position in 
the matrix as follows: 

a Grow strong business units in attractive industries, average 
business units in attractive industries, and strong business 
units in average industries; 
Hold average business in average industries, strong 
businesses in weak industries, and weak businesses in 
attractive industries; 
Harvest I divest weak business units in unattractive 
industries, average business units in unattractive industries, 
and weak business units in average industries. 
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_ assessment - pr 
(Mails products are being assessed as part of  separate strategicmarketing plan) 

Key: = existing product 

Post Office® 

= new proposition 4 indicates potential 
direction of travel 

high medium low 

• HPBB — competitive market- we hold c2% share. Technology 
moving fast— growing demand for fibre and TV which we don't 
offer. However, margin accretive with our brand equity offering 
scope for volume growth (alongside BT-led price increases) — but 
dependent on investment in product and marketing. 

F Mobile — highly competitive market, with projections for <1% 
market share. Business case largely predicated on HPBB bundl ing. 
Energy — market dominated by Big 6, although precedents for 
retai ler white labelling (M&S and Sainsbury's). But low margin 
industry — would expect <c6% EBITDA so dilutive overall. 
Trav i Money — POL leading player with 26% market share. 63.6% 
DPC. But mature market with increasing competition from other 
retailers, so scope for growth modest and may require investment. 

Personal f an .iai services— covers range of different l ines each 
with their own market dynamics. General story is one of intense 
competition (both incumbents and other chal lengers), but with 
scope for us to grow by leveraging our brand equity and network. 
Distribution model del ivers high margins (85.9% DPC). 

Payments and partner banking — important to our offer to host 
retailers, need to defend against mails competitors. Scope to grow 
partner banking as uti lity service? 

Existing government services— decl ining volumes, low margins-
but important for agent offer. 

IDA — market remains to be proven but could be significant with us 
being the dominant player. Strategic plan assumed £38rn pa 
income by 2019/20. Also potential catalyst for digital business. 
Assisted digital — as above, market unproven— opportunity is less 
significant (strategic plan assumed £6m by 2019/20). 
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to consider, either as part  ̀ or`Pan B' 

1. As noted in the FS strategy, we could seekto acquire Bol's share in FRES which would allow us to capture the entirety of the dividend, delivering an immediate 
£150m pa increase to our top line and £40m pa improvement to EBITDA, with potential for further gains from makingise of tax losses and unlocking other 
corporate foreign exchange potential . Would continue to run as independent subsidiary. However, acquisition cost estimated at c£360m- given constraints on 
funding envelope would need to consider external finance. Doubles our exposure to downside market risksDecision point: could be destabilising to current Bol 
negotiations, so we should revisit once resolved. 

2. There are a number of potential choices on HPBB: 

there is clear potential to grow income (at an estimated rate of c8% pa), providing useful diversification- however, unless we can lower the cost of acquisition 
and/or other direct product costs this growth may not be attractive at an EBITDA level; 

alternatively we could look to dispose of the book given that telephony is not closely aligned with our core strategic priorit=s. Indicatively we might expect to 
release c£40m from this; 

an alternative to disposal would be to seek a franchise/license arrangement (similar to the Virgin approach), which could pc ntially release a similar amount 
of upfront value plus the potential forongoing brand loyalties of c£5-1 Om pa benefiting EBITDA. 

Decision point: we should review these options in more detail before the start of the new financial year when we need to makes decision on mobile, the business 
case for which is closely linked to HPBB 

3. Are there other areas where we could takethis licensing, approach to develop new income streams, leveraging the value of our brand equity and 
customer reach? 

4. While we envisaged an entry into theenergy market at the time of our strategic plan, at present thelevel of profitability and potential brand risks do not look 
attractive - unless we can find an alternative commercial mechanism such as licensing which delivers a clearer EBITDA benefit. 

5. As banks continue to rationalise branches, we are increasingly becoming the only branch access pointfor customers - potential to exploit this as a utility play for 
the whole sector, delivering incremental income and strengthening our proposition to host retailers. 

6. Further work is needed to refine and strengthen ourfuture strategy in the payments market (both over the counter and through new channels such as mobile), 
looking at industry trends and sources of innovation. Important for our retailer proposition- see subsequent slides. 

7. IDA continues to offer the potential for providing a significant source of incremental income at attractive margins, plus further cross-sell potential into other 
digital lines. However, there remains significant uncertainty about if and when this market will materialise. Decision point: HMG expected to start tendering for new 
framework contract in December- need to reconfirm our intention to stay in this market.. 

8. We need to conduct further work to update the basis for our future service/subsidy payments from HMG, taking into account developments in our SGEI 
product set. Are there new services we want to offer which would help to secure this funding stream on a contractual basis, eg. assisted digital, rural broadband? 

9. Taking into account our cash constraints, what is our attitude to putting asidesrtmali amounts of risk capital for other new income ideas,for example investing 
in start-ups who would like to access our distribution channels and brand equity? 

MM

Post Office® 
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Strengthenhig our proposition to host retailers s crtca to our long-
termsuccess 
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get our proposition right, we have the brand and the 
products to becomeretaers # I service provider and 
combat the risk of di in. rr r i i n. 

Post Office® 
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Retailers ant to offer thefr customers a range services, of whchi 
Mails is only one component

ST ` 

Importance of service to retailers* :~. . ~ .....~...~...~..~.....~ ...~~ . .,,.... ~~~... : .....::::.:::.::_ 
Lottery Merchant Payments Mails Travel Cash 

Acquirer (bill pay, eTop-up, (smart ticketing) (ATM, cash back) 
money transfer) 
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We lack a proposition for the two services that are most important to retailers (Lottery and merchant acquirer). And 
we are declining in the payments market, whilst PayPoint is growing. In the rapidly changing smart travel ticketing 
market we have no immediate plans. 

provider, l 

Post Office® * Checked with Network team (Lillian M) 
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At present Cam&ot and PayPohit are more desfrabe seMce 
provders to retailers than Post

OFFKE 

+3% 

£13,000* 
(Locals) 

HIGH 

• 

• 

• 

Proposition to 
retailers 

Average agents pay for an 300-500 C/S Locals 
Post Office ^Checked with network team 

HIGH 

• 

• 

Lg *I 

£2,430 
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There are a number of acfions we can take to ensure that Post 
the first choce for retailers 

Broaden proposition, 

0  potentially via 
partnership 

Operational 
Excellence 

r ~► 

We should look to partner with other organisations that add significant value to our proposition to 
retailers and `fill-in our gaps', such as Lottery and merchant acquirer. 

An ideal candidate would be Camelot.. We have had in-depth conversations with them in the past 
and there is a good product, network and brand fit. However, there may be competition barriers. 

The expectations of retailers are increasing in this area. Retailers expect simple and quick 
transactions, limited `end-of-day' processing and easy cash reconciliation. 

Collect+ I PayPoint lead the way in this field: For example: Mails simplification, ePoS integrations, 
etc. 

At present Post Office is viewed by most retailers as an important, but tactical partner. We are not 
Move from a tactical invited to help shape future strategies in partnership with retailers. 
provider to a The biggest step we could take in this direction would be developing 'full estate' deals. Where we 
strategic partner provide some form of post office in every location that a retailer has. 

Currently we offer retailers Post Office services. On a non-commercial basis we also offer some 

Explore options to independent agents advice on how to strengthen their retail offering. 

0  
move up the retailer We could move further up the value chain with retailers: moving from just providing advice; to a buying 

value chain club for essential services such as broadband, energy and insurance, potentially all the way up to a 
Post Office-branded symbol group operation. This could potentially be pursued in partnership with the 
NFSP as part of their ambitions to move to a trade association. . .... . ... 

Post OfIice` 
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cos 

May: general July-Oct: HMT must p 
Cross- in and Feb/March:3 ear election —need tobe conduct spending p 

Feb/March: updated 
y 3 year operating plan 

events operating plan ready with advice on review at least for externai finalised PO strategy for 2016/17 departmental p 
(rolling forwar ,,/ d 1 

' incoming Ministers budgets p 
year) 

By March 2017: would ideally 
( Nov Board: Feb-March: May-October: further reviews I be finalising post 2017/18 

provisional view of confirm view of flight path as necessary to a funding arrangements by this 

flight path financial fl ightpath as part of 3 inform any discussions with a point to allow sufficient time for 
along BTr roadrreap year op plan HMG on post 2017/18 funding a state aid clearance (if applicable) 

........ ......... ......... ......... ......... 

Nov-Jan: further Feb-May: Q3lQ4: further , Late 2016/early 2017: further 

Workhig with detailed work on as checkpoint on checkpoint ; 
against Mails 

thinking on FS partnering options 
mails Plan B, mails Plan A I ahead of 2017 contract review 

including identifying , g other partner vs Btakin s Plan B trigger and the start of 2023 lead-in 
trigger points for account of points a planning 
alternative action <v1DA progres , 

....~........W .W................... ..W.... W.... 

Nov-March: further 

MUJ "u ° i n inn review of options for: 
At a minimum will need annual checkpoints on network shape and size (including new access 

for reconfiguring cash 
points and FS F2F capability build) to inform plans for the year ahead. Other ad hoc reviews may 

services & distribution; b) 
be needed at certain stages, e.g. decision points on IT procurement or major estates deals boosting digital & direct; 

c) NTP cliff! end point 

Nov-March: review 
portfolio options hich need 
to be resolved b

wefore new Strategic portfolio management to be maintained as an ongoing active process, but with particular 

management FY; short-term project on checkpoints as part of the annual update of the 3 year operating plan and 1 year budgets 
options for strengthening 

retailer proposition 

Post Office® 
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IA Audit Action Status Report Summary as at October 31st 2014.olsx 

Status as at October 31st 2014 

Total Red Anther Green 

Total actions outstanding bfwd as at 31st August 2014 37 9 17 

Implemented by Mgt - Sept- October 2014 (8) (1) I1 ) It) 

Actions added (audits and advisory) 25 3 13 9 

Superceeded/amended 3 1 

Carried Forward as at October 31st I 57 11 30 15 

Analysis of Carried forward 

Overdue - yet to start 0 

Overdue- Work in progress 37 9 18

Not yet due 20 2 <_ . 

57 11 30 101 

Trends 

Reported Implementations -total per reporting period 

Month implemented 

Audit Actions - Overdues - Trending by month 

Reported 

Implementations Total Red Amber Arc rt 
July-Aug 13 12 6 6 

tTotal Sopt-Oct 13 12 6 ii 
Nov13-Feb14 36 15 16 5 

--Red Mar -Apr 14 36 4 21 13 

MayJune 14 13 2 6 5 

-N--Amber July - Aug 14 15 1 11 3 
Sept-Oct14 6 1 1 B 

9--Green 

Cumulative 134 23 67 44 
—Trend (3mth may 

avg) 

lmptementaaiond period, moietyly b se of newer items that 
nare nety td a andk revised t get d tes f IT aotiees.

60 
-m-Total P

e ^ -dih Amber _ 

-pt-Green 

—Trend (3mth mov 

Aug-13 Oct-13 Dec-13 Feb-14 Apr-14 Jun-14 Aug-14 Oct-14 

zcr 

ao 

40 

2a 

a 

Implementations since July 2013 

Overdue as at Total Red Amber idooni
31-Aug-13 10 4 4 2 

31-Oct-13 20 8 9 
20-Feb-14 29 7 21 
30-Apr-14 49 6 26 'IA 

30-Jun-14 43 9 20 1n 
31-Aug-14 37 9 17 'I" 
31-Oct-14 37 9 16 IA 

IMPORTANT 

NOTE - IT 
ACTIONS HAVE 
BEEN REBASED 

WITH NEW 
TARGET DATES 

LATE 2014 and 
into 2015 to reflect 

changes in 

expected 

implementations 

of towers 

The IA recommendations log still retains the ORIGINALtarget 
date so that the businesss fully aware it is still aware of the risks 
identified in the audit and these are still in place. 

Rebasing of dates for some IT actions due to later than planned 
tower impleorentatiocs. Some items however in Identity and 

Access Management and software licensing are just overdue with 
delays in management action or changes in ownership. 

The IT Governance and Controls manager position vacated in July 
2014 has not been filled. Responsibilties passed to a senior 
member of the CIO team. 

Implementations in period are within Benefits Realistion, 
Business Continuity and minor issues n OR 

17 
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Implementations achieved (from June 2013) 
Total 

m ed In log % 
Red rated 35 69% 
Amber Rated 101 64% 

Green rated 46 61 74% 

Total to date 134 197 01% 
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IA logs the iota l a ct ons agreed with the bvcrnnts and tracks 
im plementat ons since the final 
transition from Royal Mail IA in June 2013 

The total implementation rate was above 7091 during the summer, 
however there is a slight dip below ongoing target level due to the 
lower implementation rates in September and the addition of 
audit actions from recent audits. A number of these however (20) 
one not yet due. So implementation rate should recover above 
target line after the new year. 
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PART (A) - CIVIL LITIGATION 

TA E 
Horizon claims POL/RW Belinda Crowe / POL has received various claims from This matter will be thc suboct c` moporuto Bond Dickin:o-i 
(aka "Project Angela van den subpostmasters (SPMs) alleging defects in the update to ExCo. 
Sparrow") Bogerd Horizon system and POL's internal processes. 

The Scheme received 150 applications, 
These allegations were initially made in 5 which are being progressed under the 
claims brought through solicitors Shoosmiths. direction of a Working Group comprising 
Similar allegations have been made by the retired Court of Appeal Judge Sir Anthony 
"Justice for Subpostmasters Alliance" JFSA) Hooper (as Chair), POL, Second Sight, and 
and advanced through SPMs' MPs. JFSA. 127 cases are still being progressed 

through the Scheme or are being scheduled 
Following discussions with James Arbuthnot for mediation. 
MP and JFSA, independent investigator Second 
Sight Support Services Ltd (Second Sight) was Mediations have been held for the first 4 
appointed in July 2012 to carry out a review applications. A further 8 mediations are 
into these allegations. currently being scheduled. The POL project 

team continue to handle the applications in 
On 08.07.13, Second Sight published a Report line with the Board's direction to take a 
finding shortcomings in POL's internal training firmer position, informed by its legal position 
and support to SPMs on the Horizon system, and tighter control over timescales and costs. 
but no systemic problems with Horizon itself. 

To date, no claim has been made against 
Following the Second Sight Report, on POL in the civil courts, and no appeal has 
27.08.13 POL launched a Mediation Scheme been made against any conviction in the 
(Scheme) aimed at resolving individual criminal courts, following Second Sight's 
complaints made about Horizon. Report. 
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Redacted 
PART (B) - CRIMINAL LITIGATION 

PROSECUTION CASES 
There are number of cases which could have been prosecuted (e.g. those with full and frank admissions to theft /fraud), but prosecutions were not 
commenced to avoid adverse judicial comment. 
Several cases have also been terminated while POL obtains an independent expert report on the Horizon branch accounting system (see below). 
There are currently 14 cases which are being kept under review as to whether a prosecution (supported by an expert report) can be commenced. 

EXPERT REPORT 
New experts from Imperial College London have prepared a scope of work on which formal instructions and a protocol for requesting and receiving 
information will be based. 
Appropriate individual confidentiality agreements will be prepared for both for the experts and POL employees involved in preparing the report. 
Meetings to progress the report are taking place between the experts, POL and Fujitsu in September and October 2014. 

PROSECUTION POLICY 
Former First Senior Treasury Counsel Brian Altman QC has drafted a proposed prosecution policy for POL. 
Comments from POL stakeholders will now be sent to Brian Altman for review. 

Significant Litigation Report 
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POST OFFICE LTD EXECUTIVE COMMITTEE 

Health & Safety Report 

1. Purpose 

The purpose of this paper is to: 

1.1 Provide an update on safety performance. 
1.2 Outline risk reduction activities. 

2. Current Situation 

2.1 The majority of accidents fall into three main categories lifting and handling, 
stepping and striking and outdoor falls. These are higher frequency events with, in 
the majority, relatively low severity. The lower frequency types of incident can carry 
the potential for very high impact, for example, assaults and road traffic collisions. 

2.2 Performance during the first six months of 2014115 indicates that despite the slight 
adverse performance in absence accidents and days lost there is no current cause 
for concern that further reductions by year end are achievable and in line with the 
5% year on year reduction target. The reduction of all injury accident incidents is 
currently ahead of target. 

Table 1 All Injury accidents and those resulting in absence (Cumulative 
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2.3 Personal injury compensation claims have fallen significantly in line with the 
reduction in accidents that result in sick absence. Claims involving members of 
the public have also reduced. Comparison with a similar retail organisation 
indicates that the Post Office claim rate is significantly lower in both public and 
employer's liability and of those claims the denial' or `defence' rate is 
significantly more successful. The insurance year runs from October to 
September. 
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2.4 The number of days lost due to accidents is marginally adverse against target 
however it is anticipated that the year on year reduction target of 5% will be 
achieved. (Table 2 below refers) 

Table 2 Days lost resulting from iniury accidents (Cumulative) 
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2.5 The total number of road traffic collisions (RTCs) for the first 6 months is up 16 
on last year. While this is of concern it is believed that there continues to be a 
more robust approach to the reporting of incidents, irrespective of severity, and 
what appears to be an increase in minor damage incidents e.g. broken mirrors 
and minor scrapes The number of incidents where the Post Office driver is at 
fault' is showing an increase of 10 compared to last year. (Table 3 refers) Road 
risk reduction opportunities continue to be the subject of analysis at the Road 
Risk Forum with a view to identifying improvement activities in addition to those 
already in place. (3.1 below) Reversing incidents are currently a cause for 
concern and will be the subject of additional attention. Injuries as a result of 
road traffic collisions are extremely infrequent. Road traffic collisions account 
for less than 3% of the overall number of injury accidents, however they have 
the potential for high impact in terms of injury and loss. Currently the majority of 
incidents involve low speed — less than 25mph. 
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Table 3 Road Traffic Collisions (cumulative .......................................................................................... 
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2.6 Robberies on Post Office Cash and Valuables in Transit (CViT) crews are down 
three on last year from 20 to 17 for the past 6 months. Physical injuries during 
robberies, of which there have been 5, 1 more than last year for the same 
period, remain relatively minor in severity. The level of use of firearms is down 2 
on last year with 3 of the 17 robberies enabled by the presence and/or threat of 
use of fire arms and on no occasions were the firearms discharged. Support for 
those affected by robberies is provided by trained trauma supporters and 
professional support resources available through the occupational health 
service provision. Risk reduction activities are identified at 3.2. (Appendix 1 —
Significant Incidents refers) 

2.7 Robberies and attempted robberies on the Post Office network, for the past 6 
months, are up 1 on last year to 44 of which 59% were successful. Injuries 
sustained during robberies are down from 9 to 5. Robberies take place 
predominantly at sub post offices leaving Crown branches largely unaffected 
although Wandsworth Crown Branch suffered a robbery on 1St October 2014. 
Supporting activities have been introduced to continue to mitigate the robbery 
risk and are identified at 3.2. (Appendix 1 — Significant Incidents refers). 

3. Activities 

3.1 Road Risk 

Current activities to mitigate road risk are: 
• Road risk forum in place to scope and develop road risk reduction initiatives 

and activities supported by the risk management division of our insurers 
• Analysis and deployment of interventions for reversing incidents to mitigate the 

increased incidence rates, including yard assessments and technical accident 
reduction interventions on new vehicles e.g. Reversing aids to reduce accidents 

• Analysis and evaluation of data including risk profiling to identify drivers who 
need additional support and to determine further generic accident reduction 
interventions 

• Safe driver of the year award to encourage and reward responsible driving 
• Weekly case conferences to ensure consistent approach to accident 

investigation, follow up activity and sharing of good practice 
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• Programme of driving and road risk communications to raise awareness of 
current and emerging risks 

Current activities to mitigate robbery and burglary risk are: 
• Active liaison activities with the police to understand 'at risk' areas and to 

deploy surveillance teams 
• Increased use of advertising' on vehicles of new deterrent technologies e.g. 

DNA taggant — a solution that contains a unique identifier that is released 
automatically in the event of a robbery, spraying those involved and enabling 
identification of the individuals involved in the robberies 

• Trialling new point of transfer arrangements to reduce exposure at Post Office 
counters - the majority of robberies take place at the point of transfer which in 
Post Office's is the counter where there is ready public access. The new 
arrangements allow for the cross pavement protection box to be emptied / filled 
in a secure location. 

• Significant reduction in opportunities for duress type robberies linked to the 
introduction of single person vehicles — single person vehicles eliminate the 
opportunities for Supply Chain employee duress type incidents which 
historically have been the most violent and likely to involve injury. 

3.3 Health and Wellbeing 

Healthcare interventions: 

• Second programme of visits to Crown branches, Supply Chain units and Admin 
offices to offer health checks using equipment that provides a wide range of 
indicators on physical wellbeing. The anonymised data is used to develop 
future health and wellbeing campaigns and target interventions. 

• The programme of visits is supported by an online Wellbeing Zone' health 
check tool as a 'self- help' option 

• Ongoing campaign of communications to promote a range of different wellbeing 
issues 

• Wellbeing events to promote general health, exercise and dietary initiatives 

3.4 Safety 

The Post Office occupational health and safety management system (OHSMS) 
is certified by external auditors to the standards required by British Standard 
OHSAS 18001. 

3.5 Asbestos Management 

Transfer of the ownership of asbestos management following separation has 
led to a programme of actions to ensure that up-to-date surveys are available, 
defined responsibilities post-split are clear and that an asbestos management 
'action plan' is in place to ensure that these issues can be managed effectively 
and in line with legislation. Legal Services have been engaged to advise on 
responsibilities, particularly in relation to the agency network, and to ensure 
arrangements for on-going management of asbestos are robust and risks 
mitigated. 

Health and Safety Neil Hayward Page 4 of 6 
November 2014 

POL-0027705 



POL00038819 
POL00038819 

Confidential 

3.6 Network Transformation (NT) - Safety 

Discussions continue with legal services in respect of responsibilities in relation 
to appropriate health and safety support for the agency network. Considerable 
time and effort has been put into defining, obtaining legal sign-off for and 
incrementally implementing procedures to support and improve the Health and 
Safety processes in relation to network transformation and associated works. 

4. Residual Risks 

4.1 Driving activities have the potential for high impact/loss and therefore remain as 
a significant residual risk. However, the actions identified in 3.1 above are 
aimed at mitigating that risk and improving performance. 

5. Recommendation 

The ExCo is asked to: 

5.1 Note the overall safety performance 
5.2 Note the risk reduction activities. 
5.3 Note the residual risks 

Neil Hayward 
November 2014 
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Appendix 1 

Significant Incidents (Period 6) 
Crowns and Network 
Location Loss Circumstances Physical Injuries Any further details 

G RO 

£2,870 Tue 02/9/2014 14:15. Male entered the shop and Temporary eye
sprayed something into the eyes of staff, working irritation 
cash was taken, no previous incidents. 

£12,891 Fri 05/9/2014 15:20. Three males entered the Branch None 

G ~O armed with knives they jumped over the counter and 
made their way into the fortress they emptied the tills 

.--.--.-.--.--.--.-.--.-----.--.-. and fled with working cash. 
£4792 

----------------------------------------------------- 
Fri 12/09/2014 10:30. A male wearing a balaclava 

--------------- 
None 

----------------------------------------- 

IO and dark glasses armed with a handgun entered the 
PO and threatened the staff demanding cash. The 
assailant was hitting the screen with the butt of the 

------------------------------- - gun which the PM thought was gunfire. 
Supply Chain 
Location Loss Circumstances Physical Injuries Any further details 

£26,000 Thu 18/09/2014 15:15. Crew member was taking 3rd None 
I Box when three assailants attacked him, hitting him 

~O on the back of his helmet with a hammer. A second 
assailant was possibly armed with a gun and they 
fled on foot down a side street. 

£21,000 Thu 25/9/2014 10:15. A male in light grey track suit None 
with hood up and wearing a balaclava, knocked into 

G 

RO 
the crew member as he was walking from the van to 
the PO shouting give me the box; the offender then 

------------------------------- snatched the box and ran off down an adjacent 
alleyway. 
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