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mportantnotice

This report is strictly private and confidential and has been prepared
by KPMG LLP ("KPMG") sclely for the use and benefit of Post Office
Limited {"POL"} in accordance with the terms of our stalements of
work agreed by POL with KPMG dated 16 October 2020,

This report has been prepared by KPMG in accordance with specific
terms of reference ("terms of reference”) agreed between POL and
KPMG. KPMG wishes all parties to be aware that KPMG's work for
FOL was performed to meet these specific terms of reference.

The report should not therefore be regarded as suitable to be used or
relied upon by any other persan for any purpose, including any court
or other investigatory proceedings. The report is issued to all parties
on the basis that itis for information and discussion purposes only.
Should any party choose o rely on this report, they do so at their own
risk. KRPMG will accordingly accept no responsibility or liability in
respect of this report to any party other than POL.

Any redistribution of this report requires the prior written approval of
KPMG and in any event is to be a complete and unaltered version of
the report. Such consent, if given, may be on conditions including
without limitation, an indemnity against any claims by third partias
arising from release of any part of our report.

KPMG does not accept or assume responsibility to any readers other
than POL in respect of s work, this report, or any judgements,
conclusions, opinions or findings that KPMG may have formed or
made, fo the fullest extent permitied by law. KPMG will accept no
fiability in respect of any such matters to readers other than POL.
KPMG has provided consent for this report to be disclosed to the Post
Office Morizon IT Inguiry 2020 led by Sir Wyn Williams.

Should any readers other than POL choose to rely on this report, they
will do so al their own risk.

KPMG doss not provide any assurance on the appropriateness or
accuracy of sources of information relied upon and KPMG doss not
accept any responsibility for the underlying data used in this report,
Should the information provided be inaccurate or incomplete, or if any
further information becomes available, KPMG may need to revise its
findings.

in preparing this report KPMG have not conducted an audit and
accordingly the scope of work is different from that of an audit and
does not provide the same level of assurance as an audit.

This document does not give rise 1o a client relationship betwesn
KPMG and any other person (other than POL) for any purpose or in
any context. Any party that obtains access to this report or a copy
under the Freedom of information Act 2000, the Fresdom of
information {Scotland) Act 2002, or otherwise and chooses to rely on
this report {or any part of it) does so at its own risk. To the fullest
extent permitted by law, KFMG LLP does not assume any
responsibility and will not accept any liability in respect of this report fo
any party other than POL.
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Historical suspense account review

Sackgroundand scope

Background

Fost Office Limited ("POL"Y requested that KPMG LLP ("we”, "us”, or
“our”y perform a review into the historical operation of the suspense
accounts which were identified in our earlier project looking at the
current cperation of suspense accounts. The aim of this work was 1o
understand whether historically Post Office benefiled as a result of ifs
operation of its suspenss accounts al the expenss of Postmasiers,

For the purposes of this piece of work, the following definition of a
suspense account wil be used:

‘A suspense account is any account into which Post Office places
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Identify any additional suspense accounts which meet the
definition but are no longer in operation;

Identify any changes in the suspense account operating
processes during the relevant time period, which would
significantly alter the way the identified accounts operated
and whether these changes could have polentially had an
adverse impact on the Postmasters,; and

Understand whether the historical resolution processes
adopted by POL for dealing with amounts posted into these
suspense accounts were sufficient to identify polential
instances where amounts should have been reconciled

sums that could relate to discrepancies at branch level and from which against branch discrepancies made good by Postmasters
unmatched sums are faken info the F/L account”. )
»  Undertake historical analysis of balances held within the relevant
suspense accounis for the relevant time period {where data is
available) to establish whether postings to these accounts have

altered, and if so the potential impact.

The two relevant suspense accounts identified as part of our work on
the: current operation of suspense accounts {o be included in this
review are:

* Agent Creditor Suspense account ('ACS") and » Perform a high-level review of the Tier 2 investigation data
arising over the past 12 months to inform our understanding of
how  amounts could get posted to the relevant suspense
accournts.

«  Customer Creditor Suspense account ("CCS").

it should be noted that limited documentation is available to support
the historical operation of these suspense accounts. Our work has
been informed by a review of avallable documentation and by
discussions with POL staff.

Report

We present cur high level summary in this report as follows:

Scope of work o . i
»  Summary of findings in respect of relevant suspense accounts,

Our work has been performed in accordance with our Statement of
Wark ("SoW") dated 186 Qclober 2020,

Our scope of work included the following:

»  CCS5 potential issues; and

»  CCS postings and risk to Postmasters.

« Conduct research into historical suspense account operating Supporting our fieldwork, we have the following appendix:
practices pre-March 2019, This research will include discussions e
with key individuals and the review of relevant documentation
{where available) and will look to:

Appendix 1: Tier 2 findings.
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SUMIMary of findings

From our work on the operation of the current suspense accounts, we identified that the ACS and the CCS8 had the potential to contain branch
discrepancies which could be released to the P&L, potentislly causing a detriment to the Postmaster.

Our findings in refation to these iwo accounts are set outl below and on slide 7.

Private and confidential
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sUMmary of findings (conta)

During the course of this review we have been provided with further information that identified three additional suspense accounts that were P&L
impacting, namely the ATM Surplus Suspense account, the Paystation Creditor Buspense account and the Client Creditor Suspense account.

We have reviewed the type of fransactions that are posted to these accounts and discussed them with relevant teams within POL. Based on the
information provided to us it appears that these accounts do not house transactions thal relate o branch discrepancies.

Private and confidential
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C0S potential ISSues

sm—
. Soesilc Hrio/Giat seie_

R
in November 2015, POL implemented changes to the MoneyGram
process, introducing a two-part cancellation process, {one patt
Horizon and the second part MoneyGrarm).
We were informed by POL staff that these changes resulled in an
increase in Postmaster errors where only one side of the cancellation
was processed. This, combined with unrelated connectivity issues in
late 2015, lead to an increase in unmaiched MoneyGram balances.

We have been informed that if the Postmaster makes an error and selects
cash instead of cheque when processing a bill payment on Horizon a
cash discrepancy will arise.

if the branch information becomes separated from the cheqgue then the
Cheqgue team will be unable to identify the branch the discrepancy arose
in and the cheque value will be posted to the CCS.

in 2017 and through 2018, a project was underiaken by POL to
identify unmatched MoneyGrarm balances that had impacted
branches or custormers in arder {o make repayments, We requested
documentation relating to this investigation. As the documentation
was limited we are unable to conclude on the robustness of the work,

We understand at its peak, a team of eight people were investigating
the differences between balances on Horizon and information
supplied by MoneyGram. We were informed every MoneyGram
transaction can be traced back to the branch where it was
processed. As part of the investigation where evidence supported a
branch discrepancy rather than a customer issue, a transaction
correction (TC) was processed {o repay the Postmaster.

Where the reason for the difference could not be determined or did
not appear to be branch related, the amounts were posted to the
CCS. £628,661 was posted to the CCS belween 2017 and April
2019 across 1,859 branches. 97% of branches had a balance of less
than £2 000.

The balance posted to the CC8 in relation to this issue between
2015 and the end of April 2019 was £828,661

Given the level of investigation undertaken by a separate team, the
ease with which a branch could be identified and the level of
exposure at each branch, the risk that this includes a significant
halance relating to Postmasters, as opposed to customers, appears
to be low. However the lack of available contemporaneous
documentation should be considered when assessing whether a
residual risk remai

We have been informed that there is a defined process for sending
cheques to POL which, if followed, should identify a Postmaster bultk POL
cheque processing error.

if an error is identified by the branch, the Postmaster can contact the
Cheques team to help rectify the issue.

Buth a Postmaster error in processing and the cheque becorming
detached from branch paperwork is required for this issue to arise.
However, we have been informed by the POL Cheque team that such
instances could coour.

The Chegues team atlempt to identify branches where there are high
value cheques with no supporting branch information and will proactively
contact the Postmaster and correct the transaction,

We understand from POL staff that chegue transactions posted to the
CCS can also relate to POL matching issues or customers identification
issues, neither of which would impact the Postmaster.

The balance posted to the CCS in relation to bulk POL cheques is
£134,584

The above balance could relate to a customer loss, a Postmaster lnss or
a matching error in the POL settlement accounts. Maiching emors ocour
where POL bank a bulk chegue and the customer’s payment is processed
correctly via Horizon, however, the two transactions cannot be matched
due to missing supporting information. However, for thisto lead to a
Postmaster detriment there would need to be a Postmaster processing
error as a result of which the unallocated cheque cannot be traced back
to their branch
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Lo POSting catedories and sk 1o POSImasters

Personal = Postings relate to penSana! banking cash deposits, where the funcis ‘. ?These payments da nai resuii m - Mo, unless a Pﬂstmasteru
_banking  have not arrived in the customer’s account due to lost, mcompiete _ abranchdiscrepancyand  decided, against POL.
L ormcorrect papeuwmk submsttad by the baanch . fjtherefcre could not cause jjjj  policy, to repay a jj: L
n Ng p@sﬁmgs hav@ been made tg tms ﬁCQOUﬂt Sil’i(;e 2@1? : ;‘detriment 'IO tﬁe PGStmastef Gustamerfmm the i
e ... . ~ branch till which Cauﬁd
- causethe Pastmaatei ta
sufferaloss.

?Transactmns became barcaded
_ in November 2017
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LGS Posting categories and sk Lo Postmasters

Bulk cheques  If a chegue is banked where the payee is an individual rather than ‘_Tha Gh&ques team tr“y te - Na thereareno
~non POL  POL and the supporting information is separated from the cheque identify the correct reclp;em m’ . postings on Horizon 'fer‘
. orcontains inaccurate information, the funds are taken fromthe  payee from the mformat:om  thesechequesandso
 customer account but do not arrive with the payeé The pmces&mg _avalable ~ nodetrimenttothe
d . .1 . fPastmaster .

‘ bankthen retums the cusmmer unds tc POL
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L0 PoSImasters

LGS POSting categories and

Other-  These postings relate to icttery tick utnot Notapgncab;e asno  No, asbalances do nat
 Camelot = paid out. Winning mttary tickets are vahdated in branch whach - detriment to cusmmers E}rg . relate tc Pcstmasters
automatlcaliytnggersa paymentfrem Cameiot to F’OL Pcstmasters ... _=~=_=_=_=__

However, the prize money may not be pald out if the cuatamer doeg Q}
- not present valid identification, in which case they need to apply {o
: Qasmelotﬂ;r‘the prize money who will request a‘rafq‘ndtfrom POl
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Appendix - Tier 2 Hndings

introduction

We performed a high-level review of the Tier 2 investigation data from
the 12 months to April 2020, using key word searches to establish
whether i was possible fo identify discrepancies which may have
resulted in a loss to the Pastmaster.

We identified key words based on products with spikes in posting
balances in the CCS.

Key words

- MoneyGram

- Santander; and
- Payment.

The narrative was then reviewed to fry to ascertain whether the
investigation related to a Postmaster discrepancy which could have
resulted in a posting being made to the Custormer Creditor Suspense
account.

We reviewed a sample of nine investigations, four relating fo
‘MoneyGram', two relating to 'Santander and three relating to
‘Payment’. We spoke to Tier 2 investigators in order o understand
how the discrepancy arcse, the investigations undertaken and the
oufcome.

Findings
Of the nine investigations reviewed none related to postings that had
been made o the Cuslomer Creditor Suspense.,

The issues were either resoclved by the Tier 2 investigalor, the
Customer Care Team or the branch themselves with no loss to the
Postmaster, or were found to have been caused by an issue requiring
repayment by the Postmaster.
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Specific examples

One of the issues reported to the Tier 2 team related to a Santander mis-
key, where the branch had entered two deposits incorrectly. Tier 2
advised the branch to follow this item up with the bank directly; if this
issue cannat be resolved by the bank by recovering the funds from the
customer, then the Postmaster may suffer a loss. This would not cause
a posting to the Customer Creditor Suspense account.

Another investigation related o a discrepancy which the branch believed
was caused by a MoneyGram transfer. The Tier 2 team reviewed all
available data but were unable to determine the cause of the
discrapancy, so passed the case to the escalations team 1o resolve, At
the time of our review, the escalations team were still in the process of
resolving the case for the branch. No amounis were identified in the
CCS account as relating to this investigation.
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