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Introduction 

As part of the Initial Complaint Review and Mediation Scheme (the Scheme), Second Sight is engaged as afirm 

of forensic accountants to provide a logical and fully evidenced opinion on the merits of each Applicant's case. 

On 21 August 2014, Second Sight's Briefing Report— Part Two (the Report) was sent as a confidential 

document to a number of Applicants and their advisors, as well as to Post Office. The purpose of the Report 

was to describe and expand on common issues identified by Second Sight as being raised by multiple 

Applicants (a thematic issue). The aim being to provide general information that could then be applied in 

specific cases. 

Post Office has been unable to endorse the Report. It wrote to recipients of the Report immediately after its 

release setting out its reasons for this, and prepared a Reply which was released on 22 September 2014, 

detailing its position on the issues raised within the Report. 

Further, within Second Sight's Briefing Report— Part Two, several issues were said to require further 

investigation. With a view to moving the Briefing Report— Part Two to finalisation, theSecretariat offered to 

assist Second Sight in resolving these matters. 

The following paper is written to aid this process, detailing the additional questions posed by Second Sight and 

the answers provided by Post Office. 

Post Office was provided with the questions on 9 December2014 and committed to provide answers to the 

questions posed before a meeting with Second Sight on 9 January 2015. In line with the short timetable, Post 

Office's approach was to identify a subject matter expert within its organisation to, where possible and 

proportionate, answer each question. Post Office was not therefore able to comprehensively search for 

information nor canvass views on each question from all parts of its business. The answers provided in version 

one represented the best information possible given the limited time availablebut should not have been 

considered exhaustive. 

Note on Version two 

Version one of these answers was provided to Second Sight on 7 January 2015 and subsequently discussed at a 

meeting between Post Office and Second Sight on 9 January 2015. 

At this meeting and the face to face Working Group meeting on 14 January 2015, Second Sight clarified its 

position on a number of the questions.This has allowed Post Office to provide additional answers and 

information to those included in version one. These are included in version two. 



POL00220159 
POL00220159 

Cot id ni 3l 

1. Transaction anomalies associated with CASH or STOCK Remittances (including counterfeit notes) 

Post Office is aware that there is an issue of counterfeit notes being circulated within theUK economy in 

general. This is an issue that affects all businesses and Post Office has in place various policies and procedures 

in order to detect counterfeit notes and prevent them being circulated within the Post Office's network of 

branches. 

• The large majority of costs / losses associated with counterfeit notes are claimed from other parties 
(e.g. clients, cash suppliers, etc.) with Post Office branches being held liable for a very small number; 

• Where responsibility for allowing counterfeit notes to enter the Post Office network cannot be 
established, Post Office absorbs the loss itself. 

The process used in Post Office can be summarised as follows: 

• Once a counterfeit note is identified by Post Office, it is verified by a second person. 
• Post Office then determines responsibility for allowing the counterfeit note into the networkbased 

on the information included on the Plastic Bank Note Envelope(PBNE), an envelope used to sealthe 
cash as it is moved around the network; 

• If a branch is found to have not followed correct procedures, it may be held liable for the loss created 
by taking a counterfeit note. 

1.1. Please provide full details of the following: 

a) All procedures and controls in place to detect and prevent damaged or counterfeit notes being 

issued to branches as REMs; 

The Post Office's Cash Centre is responsible for issuing remittances of cash to branches. 

There are four key elements within the Cash Centre that ensurethe integrity of notes it sends 

out to branches: 

• Use of High speed note counting machines. Each note is checked for all possible 

characteristics and any notes that fail to meet the required standard are rejected, 

either because they fail to meet the Bank of England's note quality standard or 

because they are counterfeit. 

• Daily calibration. Each note counter (there are 7 in use nationwide) are calibrated daily 

using a standard pack (a test bundle of mixed quality notes) by specialist onsite 

engineers. This check ensures that the counters will identify counterfeits and 

non-standard Bank of England notes and that they are removed from circulation. The 

calibration check exceeds the standard set out by the Bank of England and is subject to 

regular audit by the Bank. 

• The Note Circulation Scheme (NCS). Under the NCS, the Bank of England does not 

distribute banknotes and instead, wholesale cash operators, including Post Office, sort 

and distribute notes. Under the NCS, all notes Post Office put into circulation must be 

integrity checked. 
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b) All procedures and controls in place to detect damaged orcounterfeit notes in outward REMs 

sent from a branch to a cash centre; 

There are comprehensive guidelines included within the Methods of Payments section on 

Horizon Online Help. Please refer to Annex 1 for further information. 

c) All procedures and controls in place that prevent notes included in an outward REM from a 

branch being sent to another branch as an inward REM without being counted or checked for 

damaged or counterfeit notes; 

All inward remittances from Post Office branches are opened in the Cash Centre before being 

sent out through the cash cycle again i.e. the notes are checked before being remitted out to 

branches as per above. There is no process for cash to be sent from branch to branch. 

d) All procedures and controls used to ensure that notesissued as REMS for use in ATMs meet the 

relevant quality standards; 

All cash that leaves the Cash Centre for ATM use is checked to ensure it is counterfeit free and 

is fit for ATM dispense in line with the Bank of England's note standards. Please refer to the 

answer provided in 1.1a for further information. 

e) All procedures and controls used in branch to detect counterfeit notes; 

There are comprehensive guidelines included within the Methods of Payments section on 

Horizon Online Help. Please refer to Annex 1 for further information. 

f) The procedures to be followed in branch when a Subpostmaster detects counterfeit notes; and 

There are comprehensive guidelines included within the Methods of Payments section on 

Horizon Online Help, with seven different scenarios covered. Please refer to Annex 1 for 

further information. 

The seven scenarios covered are as follows: 

• Identifying counterfeit banknotes; 

• Treatment of counterfeit banknotes; 

• Remitting counterfeit banknotes; 

• Counterfeit notes found loose in official cash; 

• Counterfeit notes returned by a customer; 

• Counterfeit notes impounded when presented by customers for atransaction; 

• Counterfeit notes found in a deposit prepared by an Alliance & Leicester(now 

Santander) business depositor. 
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g) Who bears the loss associated with accepting counterfeit notes? 

There are detailed procedures documented on Horizon Help to assist the branch in dealing 

appropriately with counterfeit notes. If the branch follows the correct proceduresas detailed 

on Horizon Help then the branch is not held liable for any associated loss. Please refer to Annex 

1 for further information. 
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2. Transaction anomalies associated with Pensions and Allowances 

One of the issues raised by a small number of Applicants to the Mediation Scheme relates to alleged 

transaction anomalies which, it has been claimed, are connected to Pensions and Allowances (P&A). 

Typically, this has revolved around allegations of re-introduction fraud. This fraud involves P&A vouchers 

being entered into Horizon twice (known as a "reintroduction"). The fraud occurs where a customer visits 

a branch to receive a pension payment. First, the customer provides the staff member at the branch with 

a P&A voucher and receives their pension as cash in return. The staff member then enters the voucher 

into Horizon in order to account for the cash that has been paid out to the customer. The P&A vouchers 

are sent on a weekly basis to the Department of Work and Pensions(DWP). The act of entering the same 

P&A vouchers into Horizon twice is called reintroduction. Where this is done in error,it creates a surplus 

of cash in the branch. Where reintroductions are frequent and there is no surplus, these are strong 

indicators that reintroduction fraud is taking place at the branch. 

Post Office has previously provided Second Sight with apaper on P&As. Annex 2 supplements the 

responses provided in this section. 

2.1. Please provide full details of the following: 

a) Data mining or similar techniques used to identify branches which have processed unusual volumes of 
P&A vouchers or have processed previously used P&A vouchers i.e. 'Reintroduction' fraud; 

P&A vouchers are no longer used by Post Office— DWP replaced them with the Post Office Card 
Account. The information below is therefore a historic process about which only limited 
information is available. 

Typically the process may have involved some or all of the following: 

• DWP staff in Lisahally used to conduct rota checks of all P&A submissions. 
• If they identified a discrepancy in a pouch they would check the previous month to see 

if this identified a pattern. The Date Stamp indicator would often be used as a method 
of identifying potential suspects and the method, e.g. over-stamping a voucher with a 
second date. 

• If further discrepancies were found they would then go back as far as possible which 
was normally no more than 12 months. 

• At each stage their check would be corroborated and recorded stating who had carried 
out the checks and what had been found. 

• As this was happening, Post Office (FSC) was advised by the DWP of the discrepancy 
and, if it was deemed necessary, an investigation may be begun by Post Office 

• Post Office Security would arrange for the branch P&A submissions to be intercepted 
by Royal Mail. 

• These would be manually checked, recorded and retained by the allocated Security 
Manager. 

• Any discrepancies would be scheduled and recorded along with any DWP findings in 
preparation for attending the branch. 

• An audit may be arranged at the branch and the P&A foils on hand would be checked 
and recorded as live evidence. 

• Fujitsu logs may be requested if required to confirm who had made the Horizon entry 
for the fraudulent transaction. 
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b) All procedures and controls used todetect 'Reintroduction' fraud; 

See answer 2.1a and Annex 2. 

c) Any cases in the last 3 years where outgoing P&A vouchers have been stolen or lost in transit; 

As detailed within Annex 2, P&A vouchers are no longer used. They were replaced by the Post Office 

Card Account in circa 2005. 

d) Who bears the loss associated with lost or stolen P&A vouchers? 

See Annex 2. 

e) Any cases in the last 3 years where P&A vouchers have been represented at a branch by a 

person unconnected with that branch; 

As detailed within Annex 2, P&A vouchers are no longer used. They were replaced by the Post Office 

Card Account in circa 2005. 

f) Any cases in the last 3 years where forged P&A vouchers have been presented at a branch; 

As detailed within Annex 2, P&A vouchers are no longer used. They were replaced by the Post Office 

Card Account in circa 2005. 

g) All procedures and controls used to detect forged P&A vouchers; 

Please refer to answer 2.1a. 

h) Who bears the loss associated with accepting forged P&A vouchers? 

A Post Office branch would only be held liable for a loss associated withP&A vouchers if they had 

been negligent, had not followed correct acceptance and processing procedures or acted 

fraudulently. 

2.2. Are branches required to ensure that the value of the cheques and vouchers being remitted each 
week matches the value of benefit pay-outs recorded on Horizon? 

At the time of P&A vouchers being used for transactions within Post Office branches, those branches 

would have been required to validate that the amount they were claiming as being paid out to 

customers (as shown on Horizon) matched the value of the P&A vouchers on hand. 
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3. Transaction anomalies following telecommunication or power failures 

Another issue raised by a number of Applicants to the MediationScheme was that of alleged transaction 

anomalies flowing from telecommunication or power failures. Power and telecommunications failures are a 

risk to any business as branches and Post Office are reliant on third party suppliers for these services. 

Recognising this risk, Horizon was designed with "recovery" processes in place to correct any issues caused by 

a power or telecommunications failure. Post Office notes that as yet no evidence has been adduced to show 

that either of these events will cause losses in branches where the recovery process has been correctly 

followed by branch staff. 

3.1. Please provide full details of the following: 

a) Any tests carried out that ensure that Horizon's screen-based recovery instructions are visible 
to the person looking atthe branch terminal when a power failure or telecommunications 
failure (or both at the same time) has occurred or is occurring; 

The recovery process is shown on the Horizon terminal screen and willtherefore, always be 

visible to branch staff. 

b) The information that needs to be entered by the user to complete the screen-based recovery 
process; 

When the recovery process is carried out, a recovery receipt will always be printed as part of 

the next log on after the failure and a recovery event will be recorded in the Horizon Event 

Logs. 

Depending upon the stage an individual transaction had reached at the time of the failure, 

Horizon may ask questions of the Subpostmaster to help decide whether or not that transaction 

was complete. Annex 3— `Transaction Recovery — Horizon Online Reference Guide' — details 

the questions asked for the different scenarios. 

c) Any tests carried out that ensure that the backup mobile telecommunications facility works 
effectively in all locations and in all circumstarces including busy, multi-position branches; 

Branch back up availability is tested once a week on a rolling basis (one seventh of the estate is 

tested every night). 

d) Any tests carried out when a branch is upgraded to Horizon Online that confirm that a reliable 
signal is available for the backup mobile telecommunications facility. 

Please refer to the answer 3.1c. 
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4. Transaction anomalies associated with ATMs 

A number of Applicants to the Scheme have raised complaints in relation to alleged transaction anomalies 

connected with ATMs. 

Post Office has previously provided Second Sight with papers in response to their questions involving ATMs. 

Annexes 4 and 5 supplement the responses provided in this section. 

4.1. Please provide full details of any instances in the last 3 years where Post Office, Bank of Ireland or 
Wincor Nixdorf detected an attack against a branch ATM using either malware or hardware devices. 
Please describe the technical measures in place to prevent or detect this type of attack. 

Post Office is not aware of any malware attack on its BOI ATM fleet that has resulted in loss to a 
branch. Hypothetically, if a loss of cash from a branch as a result of a malware attack was detected, 
that loss would be passed to BOI and not be absorbed by the branch 

Details of the technical measures in place to prevent malware attacks havealready been provided to 
Second Sight in Post Office's note on ATMs— see Annex 4. 

It is not clear which types of "hardware devices" are being considered by Second Sight. If this relates 
to cash trapping devices, Post Office has already explained that this type of attack will not cause loss 
to a branch — see paragraph 7.4 of Annex 4. 

4.2. Given the evidence that the Rejected Notes totals, in several 'Print Totals' output reports by ATMs, 
have on occasions become corrupted, on what grounds does Post Office assert that the Dispensed 
Notes totals could not also be corrupted, thereby showing that the ATM had dispensed fewer or more 
notes than it really had? 

The Print Totals receipt is only used for managing the AIM cash levels and to allow the Subpostmaster 
to identify when the ATM needs to be reloaded with cash. As per all transactions/inputsthat take 
place on an ATM, Print Total details are recorded on the ATM's Electronic Journal. However, the 
information on these receipts is for the local management of the ATM only, is not used as part of 
daily/weekly ATM accounting and the data is not used outside of the local management of the ATM. 
This is demonstrated by the fact that the Subpostmaster must zero the totals on the Print Totals 
receipt when they reload cash into the ATM, which can be done as often as required. 

Where some corruption of the rejected notes total occurred there is evidence of erratic and unusual 
behaviour by the postmaster in the management of hardware (cassettes) and software (Print Totals; 
balancing activities). For example, many activities were repeated multiple times in avery short space 
of time. Cassettes were loaded, unloaded, reloaded. Print Total instructions were performed 
multiple times, sometimes with different cassettes in or out of the ATM, in the space of minutes, and 
then repeated. In these circumstances it is not surprising that the ATM's logical functions may have 
been affected. However following the stated operating procedure would allow these totals to be reset 
without there being any impact on the cash dispense/balancing of the ATM as it is the Bank Totds 
and the ATM Totals receipts that are required to complete the daily and weekly ATM accounting 
procedures. 

It is the Bank Totals receipt that specifically details the value of cash dispensed by the ATM on a daily 
basis. The value of cash dispensed is taken from this receipt and recorded through Horizon. This value 
is tied back to the value of cash that has been dispensed through ATMs for each particular day. In 
summary, all ATM transactions are confirmed between Bank of Ireland and the Card Schemes, the 
vast majority of which are processed via LINK, as having successfully taken place. Any discrepancies 
between LINK and Bank of Ireland's data would be investigated before Post Office would be involved. 
The total value of ATM cash dispensed is then settledon the next working day between Bank of 
Ireland and Post Office. This total value is checked by Post Office and matched against the individual 
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ATM dispense records. Therefore any discrepancy in the cash dispense figures would therefore be 
identified as part of the settlement process. 

It should be noted that in 2011 a full investigation of ATM cash dispensed figuresin relation to M040 
was undertaken by Bank of Ireland and Post Office Security. For the month of April 2009 the daily 
cash dispense figures were compared back to the actual settlement to ensure these were aligned. No 
discrepancies were found. 

In 2012 POL Security also undertook an investigation in relation to M042 that looked into the number 
of Rejected notes that were reported on the ATM during April 2011. Bank of Ireland provided 
electronic journal data for the dates in question. While no discrepancies were identified with the daily 
cash dispense figures reported by the ATM the exceptional high rejected notes figure appears to have 
resulted from the sequence of actions that took place at the ATM. It was determined that resetting 
the Print Totals resolved the local issue without any impact on the cash dispense records for the ATM 

4.3. Is it a Post Office requirement that when an ATM is instaled that the branch immediately creates a 
separate stock unit for the ATM? How is this policy monitored and enforced? 

Yes. It is stated in the Post Office Accounting Instructions forBank of Ireland ATMs that a separate 
ATM stock unit must be created when the ATM is first installed. The ATM accounting instructions then 
refer to this separate stock unit throughout as required. 

The use of an ATM stock unit is not monitored separately as it is just one of the mandatory steps to be 
followed to properly account for the ATM. Post Office monitors the completion of daily cash 
declarations and weekly balances. Where these processes are not being conducted, this isfollowed 
up with the individual branches. 

4.4. In circumstances where the Bank of Ireland generates incorrect ATM cash dispensed figures for both 
the branch's ATM and in the figures supplied directly to Post Office, please describe the controls and 
procedures in place to detect and investigate this type of error. 

This question has already been addressed through correspondence with Second Sight around 
Suspense Accounts. Please see Annex 6. 

4.5. Please explain why it is necessary for Subpostmasters to manually print and enter onto Horizon, the 
contents of the daily '16:30 - 16:30 ATM Reports' when the same information is sent electronically to 
the Bank of Ireland and then to Post Office. 

It is necessary for Subpostmasters to key the data in because the ATM is not connected to Horizon 
and branches need to know the amount of cash dispensed from the ATM in order to prepare the daily 
cash declaration. 

4.6. Please provide full details of the following: 

a) Any investigation in the last 3 years in which a technical fault was discovered with the ATM 
which produced a shortage when balancing the ATM or a loss on theHorizon ATM stock unit. 
How was the associated loss dealt with by Horizon? 

Post Office does not collate statistics on the numbers of "technical faults" in the ATMs across 
its entire network. It manages issues with ATMs on a case by case basis. 

ATM related enquiries can be raised by branches through a number of routes depending on 
the circumstances (Contract Managers, Field Support teams, NBSC, FSC, BOI / Wincor, etc.). 
Only a fraction of those enquiries would relate to "technical faults"— although it is not entirely 
clear what is meant by this phrase. It should be noted that even where there is a "technical 
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fault" this does not mean that cash has been lost or a branch's accounts have been impacted. 
For example, there could be a mechanical failure that causes the ATM to not vend cash. 

If an issue raised by one branch may have an impact in other branches, this will be escalated 
through the appropriate channels. The escalation route depends on the nature of the issue 
but this could be through FSC, Post Office's network support teams, Post Office IT or Bank of 
Ireland. 

As a general proposition, a "technical error" in an ATM cannot directly cause an error in the 
Horizon ATM stock unit as the ATM is not directly connected to Horizon. Should however a 
"technical fault" occur in an ATM that were to cause a loss to a branch, the branch would not 
be held liable for that loss unless the branch had failed to follow the correct ATM accounting 
procedures. 

b) Any escalated investigation in the last 3 years relating to unresolved cash discrepancies 
involving a branch ATM; 

See answer to question 4.6a above. 

c) Any instance in the last 3 years in whichPost Office, Bank of Ireland or Wincor discovered that 
any of their authorised engineers or representatives hadstolen cash from any branch ATM; 

There is no record of an authorised engineer or representative (excluding Subpostmasters) of 
Post Office, Bank of Ireland or Wincor stealing cash from an ATM. 

The only incident that Post Office is aware of relates to a Wincor employee in 2013, though at 
this juncture it remains only an allegation. No branch in the Scheme was affected by these 
alleged incidents. 

d) Any instance in the last 3 years in which Post Office initially determined that a cash loss was 
attributed to a Subpostmaster but where it was subsequently found that the Subpostmaster 
was not responsible for the loss; 

As explained to Second Sight previously, Subpostmasters can challenge any cash loss or 
Transaction Correction in their branch in relation to ATMs. In many circumstances the 
information needed to determine the cause of a discrepancy is only held by a Subpostmaster. 

It is therefore likely that there have been occasions when a Transaction Correction against a 
Subpostmaster has been challenged and reversed — in accordance with standard operating 
practice. 

e) The guidance issued to Subpostmasters relating to the'16:30- 16:30 Print Totals Reports' in 
circumstances where the rear door of the ATM is located in a retail shop or other non-secure 
area. Is the Subpostmaster required to close the retail shop when obtaining the '16:30- 16:30 
Print Totals Reports' in these circumstances? How does Post Office monitor and enforce this 
policy? 

The Print Totals Report is not required for balancing the ATM and does not have to be printed 
out on a daily basis as it is only required when additional cash needs to be loaded into the ATM. 

As detailed in the Bank of Ireland ATM Operator Manua( this receipt is used to ensure cash is 
correctly loaded into the ATM (i.e. to ensure the correct number of banknotes is placed into the 
ATM). 
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As the ATM safe/cassettes would need to be accessed at this point, and in accordance with the 
guidance included in the ATM Operator, Accounting Instructions and Post Office Security 
Manuals, the premises must be closed to the public at this time. 

It should be noted that the Bank Totals receipt (24 hour cash dispensed figures for 16.30 to 
16.30) needs to be printed on a daily basis to allowthe cash dispensed figures to be entered 
into Horizon. As only the rear cabinet door to the ATM has to be opened, and not the ATM safe, 
this receipt can be printed while the branch is open to the public. 

Security procedures at branches are part of the compliance audits undertaken at branches. 
Subpostmasters are asked about the branches security procedures at the compliance audit so 
Post Office can verify that the correct processes are being followed. 

Any instance in the last 3 years in which Post Office, Bank of Ireland or Wincor became aware of 
a customer receiving more cash than they were entitled to from an ATM. Please also provide 
full details of how the resultant cash shortfall was dealt with in the branch's ATM/Horizon 
balancing process and whether any Subpostmaster was held accountable for losses that were 
later found to be attributable mechanical problems with an ATM; 

This question has already been addressed in Post Office's paper to Second Sight on ATMs which 
explains the processes used to detect, and protect branches from third party fraud. 

In relation to the statistical information sought, see the answer to question 4.6a above. 

g) How Post Office detects and deals with incorrect items reported in the ATM '16:30- 16:30 Print 
Totals Reports' in circumstances when the incorrect figures have also been reported 
electronically to Bank of Ireland. Please also describe the accounting treatment of any loss that 
occurs in these circumstances; 

Post Office does not consider that ATM reports are unreliable. However, if there were an issue 
with the 1630 report, it would be the same data feedingthrough to Bank of Ireland. Therefore, 
if the Subpostmaster accurately keyed in the 1630 data (accurately from the report which, it is 
being claimed, could be wrong) then the data in Horizon and the data at the Bank would both 
be the same (and wrong). In that event, Post Office FSC would not identify any issue as the two 
figures agree with each other. 

It would be the Subpostmaster that would be in the position to detect theanomaly. This is 
because the Subpostmaster is required to do a weekly physical balance of their ATM at 
intervals, during which (if the 1630 report were wrong) they wouldfind a difference between 
the physical cash in the machine and the cash that the 1630 data indicates should be in it. 

The Subpostmasterwould then be able to make a call to the helpline as with any other 
balancing issue. 

There is no unique accounting treatment that would arise in such a situation. Post Office 
finance systems would include the 1630 data and any enquiries/disputes about thatdata would 
be handled in the same way as any other balancing queries. 

h) Any instance in the last 3 years in which Post Office, Bank of Ireland or Wincor has become 
aware of any theft relating to an ATM, that was carried out (or suspected of having been carried 
out) by any person other than a Subpostmaster or a branch employee. Please also describe the 
accounting treatment of any associated loss. 

Please refer to the answer provided to 4.6 c 
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5. Transaction anomalies associated with Lottery Terminal orScratchcards 

A number of Applicants to the Mediation Scheme have complained of alleged transaction anomalies 
relating to the lottery terminal in their branch or the accounting process for Scratchcards. Post Office has 
addressed these issues in detail in its investigation reports and in its response to Second Sight's Part 2 
Report. 

5.1. Please provide full details of any instance in the last 3 years in which any Post Office or Camelot 
employee or representative has been found to have stolen Scratchcards or any other Lottery 
products/prizes. 

There have been no such incidents that Post Office is aware of. 

5.2. Has Post Office ever issued an instruction that unused Scratchcards must not be collected by Camelot 
representatives? Please provide full details of the circumstances that gave rise to any such instruction 
being issued. 

Post Office procedures for the return of activatedand Unactivated Scratchcards is detailed on Horizon 
Online Help. The relevant extract is appended at Annex 7. 

Further, there are regular Branch Focus updates reminding branches not to give packs to Camelot 
Representatives. An example of which isappended at Annex 8. 

5.3. Is it possible for a Camelot representative to activate packs of un-activated cards without the 
knowledge or approval of the Subpostmaster? How would this unauthorised activation be dealt with 
on Horizon? 

Anyone with access to and knowledge of the Lottery Terminal in a branch (which is often located in 
the retail side of the premises) would be able to activate cards. Unactivated packs should, however, 
be held securely by the Subpostmaster and the Lottery Terminal would be expected to be subject to a 
form of security in branch as it is sited with cash and retail stock. Ultimately, preventing unauthorised 
access to the Lottery terminal is a Subpostmaster's responsibility. 

If an unauthorised activation were made, it would currently lead to a Transaction Acknowledgement 
(TA) being sent to the branch to "rem" the pack in. Prior to the deployment of TA's, it would have led 
to a Transaction Correction (TC) being sent to the branch, with the same effect of remming the pack 
in. 

Both of these events (TA or TC) would lead to a message being presented on Horizon to branch staff 
requiring formal acceptance by the branch. They could in turn be challenged and more evidence 
asked for by the Branch. The TA or TC could be validated against records from the Lottery Terminal. 

5.4. Is it true that whenever a claim for a prize is made, in respect of at that point an unactivated 
Scratchcard; the entire pack from which that card was taken is automatically activated? Please 
describe the accounting treatment of any Scratchcards that are activated in this manner. 

Yes. The subsequent accounting would be the same as noted above in the response to 5.3 

5.5. Prior to the changes made to Standard operating Procedures in February 2010, and the subsequent 
implementation of 'Ping' in February 2012, did Post Office find that many branches were making 
similar mistakes in regard to processing Scratchcards? Please provide full details of the types of 
mistakes that were routinely being made. Please also provide a schedule showing for each month, 
how many TCs were issued and of what aggregate value (separating TC Invoices from TC Credits) 
during the years 2005 - 2011 in respect of Lottery matters? 

In light of the discussions had with Second Sight and clarifications given, Post Office is investigating to 
see if it is able to provide the requested information. 
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6. Transaction anomalies associated with Foreign Currency 

Post Office is not aware that alleged anomalies connected to foreign currency transactions have been 
raised by a material number of Applicants to the Mediation Scheme. Second Sight's questions on this 
subject are answered below however this issue may be better addressed on a case by case bass. 

6.1. Please provide full details of how the Forde Moneychanger ('FM') system operates. Please explain in 
detail how FX deals were accounted for and the instructions that were provided to Subpostmasters. 

The Forde Moneychangerwas used to manage foreign currency transactions and stock in branches 
before these functions were carried out on Horizon. Each morning, the branch would receive a fax 
with the daily exchange rates on it and a member of staff would enter each rate into the machine 
manually. The machines also sent rates to the rate board (which displayed the rates to customers) 
and, once this was done, a member of staff checked the rate board to verify that the rates were 
displayed correctly. 

All foreign currency transactions were entered individually onto the Forde Moneychanger throughout 
the week and the machine used a carbonated till roll to provide the custornerwith a receipt and 
branches with a copy of all transactions and balances. 

Each night a stock report could be run to check the daily totals. Each Wednesday the machine was 
balanced and the totals were then transferred by a member of staff onto Horizon where theforeign 
exchange stock would be 'balanced' again. The figures were entered onto Horizon as bulk totals; 
individual transactions were not entered onto Horizon. 

6.2. Also, how does the FM system, and Horizon, account for the difference between a transaction carried 
out at a Special FX rate and the expected Normal FX rate? As anexample, if a customer was given 
€150,000 in exchange for £100,000, whereas the Normal FX rate would have only given him €145,000, 
how did the FM and Horizon systems account for the €5,000 difference? What flexibility was or is 
available to Subpostmasters when agreeing to non-standard FX rates? 

The Forde Moneychanger machine was a stand-alone piece of equipment used to convert sterling into 
currencies bought and sold to customers. Print-outs from the machine detailed the value of 
currencies on hand that the user would validate by way of a physical check. The sterling equivalent of 
these currencies was then entered into the Horizon system. A revaluation amount was also detailed 
on the print out and entered into the Horizon system. Providing the amount of fopeign currency on 
hand matched what the system stated should be there,the branch accounts (specifically the foreign 
currency stock unit) would balance as the revaluation figure accounted for the difference in exchange 
rates from one accounting period to the next. The actual exchange rate at which currency was sold 
was irrelevant as this was accommodated in the revaluation figure. Sq by the Applicant selling 
currency at a more favourable rate to the customer and processing this through the Forde 
Moneychanger machine (i.e. manually altering the rate on the machine) the stock unit accounts 
would still balance. 

A special rate for foreign currency transactions over £2,000.00 could be obtained by contacting First 
Rate Travel Services by telephone at the time of the transaction. The transaction would then be 
processed via the FM machine at the special rate. 

6.3. Allegations have been made about unauthorised access to transaction data by staff located at the 
Fujitsu office in Bracknell. As previously requested and agreed, please provide the email archives in 
PST or NSF format for Post Office staff working in Bracknell during 2008. 

In light of the discussions had with Second Sight and clarifications given, Post Office isworking with 
Second Sight to provide an appropriate response to this request 
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7. Transaction anomalies associated with Bank / GIRO / Cheques 

7.1. We are aware that every night, a data file is sent to every bank into which its customers' have 
deposited funds, and from which its customers have withdrawn funds. It is then those banks that bear 
the responsibility to reconcile Post Office's record of what has taken place with their own records of 
the entries that have been processed each day into their customers' accounts. 

This is a statement with no question to answer 

7.2. It follows that each of those banks is expected by Post Office to take action where (for example due to 
telecommunications interrupts between a customer's bank and a branch's Horizon system) a 
customer's account has not been debited or credited by the bank when Post Office's records show 
that it should have been, or where a customer's account has been debited or credited by tie bank 
when Post Office's records show that it should not have been. The bank would then usually use this 
data to correct its errors and remove the additional deposits from the customer's bank. 

This is a statement with no question to answer 

7.3. Please provide us with a schedule listing all TC's issued to branches in the last 12 months relating to 
this type of adjustment. 

In light of the discussions had with Second Sight and clarifications given, Post Office is investigating to 
see if it is able to provide the requested information. 

7.4. Please provide us with a schedule listing all amounts received back from any bank, in response to that 
reconciliation process in the last 12 months, clearly describing the accounting treatment of those 
amounts. 

In light of the discussions had with Second Sight and clarifications given, Post Office is investigating to 
see if it is able to provide the requested information. 

7.5. We are aware that in some circumstances a customer may benefit from a duplicated transaction. 
Please provide full details for any such instances that have been occurred in the last 3 years and state 
whether any Subpostmaster was held accountable (during any period beyond the end of a Trading 
Period) and required to make good the resultant shortfall. 

As described in Post Office's more detailed paper at Annex 11, this scenario does not give rise to any 
loss to a branch. 

7.6. We are aware that the November 2008 phasing out of two-part paying-in slips increased the 
possibility of error or fraud impacting Subpostmasters. Please state what compensating controls were 
implemented as a result of this process change and describe the consultative process that was used 
prior to implementation. Please provide details of the anticipated cost savings associated withthis 
process change together with the estimates of increased financial risk i.e. the cost benefit analysis 
carried out by Post Office. 

Issues regarding Girobank deposits that are in scope have already been addressed in the paper at 
Annex 9, as previously supplied to Second Sight. As described in that paper, the change from 
paying-in slips to "chip and pin" was driven bythe client bank and was beyond Post Office's control. 
Any cost-benefit analysis would therefore have been undertaken by the client bankand not Post 
Office. 
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7.7. Please provide us with a schedule showing the monthly volumes (and the aggregate values) of EN/TC 
Invoices compared to Credits that were issued to branches, in regard to Giro payments and Girobank 
Deposits and Withdrawals, in the years 1999-2013. 

In light of the discussions had with Second Sight and clarifications given, Post Office is investigating to 
see if it is able to provide the requested information. 

7.8. We note that cheques not covered by a Cheque Guarantee Card were not anacceptable Method of 
Payment for certain transactions e.g. the sale of Foreign Currency. Please confirm whether or not 
Horizon is programmed to reject unacceptable Methods of Payment in these circumstances. Also, if a 
branch has systematically been accepting cheques in amounts that exceed approved limits, is there a 
process whereby those repeated errors are detected and corrected? 

Horizon can advise on the method of payment, but a clerk can in practice choose to take a cheque 
instead of cash, for example, but still record the transaction as cash on Horizon. Horizon is 
programmed to indicate the appropriate methods of payment for products. If card payment is not 
acceptable then it would not be offered and the card would not be recognised. If cheque is nd 
acceptable then the cheque payment icon would not appear but Post Office cannot control whether a 
branch chooses to ignore that fact and still take a cheque and process at the point of settling the 
transaction as a cash payment 

Whether or not a cheque was covered by a Cheque Guarantee Card was not the reason behind 
whether a method of payment was acceptable regardless of whether a guarantee card was 
presented. Acceptable payment methods were dictated bywhat range of payment methods Post 
Office's corporate clients wanted Post Office to offer. 

As regards the Cheque Guarantee Card, these no longer existas they were phased out by banks. 

7.9. We are aware that in some circumstances Horizon does not record transactions accurately. Specific 
examples include: 

Post Office is not aware of the "circumstances" alleged by Second Sight in this question. 

a) Where, during Horizon's recovery mode processing, some transactions, that were not 
processed, or were only partially processed, may not be properly correctedwhen the system 
invites the counter clerk to correct the errors or omissions and, if the screen instructions to the 
counter assistant are interrupted (as would be likely to happen where there are 
telecommunications or power interrupts) then discrepancies may ensue; 

The transaction may not be recorded accurately but that is due to how the clerk applies and 
follows the "recovery instructions" which have been issued to branches(please refer to Annex 
10). Whilst it may have been the system that had a connectivity issue, the error in accounting 
would be due to the user's failure to follow the recovery instructions, not a failure by Horizon to 
record it accurately. Accounting process is covered by the recovery instructions at Annex 10. 
The quick reference guide has been provided in response to question 3.1b. 

b) Where misalignment of screen icons results in the inadvertent execution of the wrong type or 
value of transaction; 

There is a screen calibration application which can be invoked at any time by the 
Subpostmaster from the Engineering menu of Horizon. If the screen is out of calibration then 
that would affect the whole screen and not individual icons soit would be obvious to the user 
that the screen had gone out of alignment. If this issue is noticed and a call made to the 
helpdesk then the subpostmaster or staff memberwould be asked by the agent to re-calibrate 
their screen to fix the issue. 
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c) Where Foreign Currency transactions have been incorrectly accounted for through interaction 
between the Forde Moneychanger System and Horizon (Note: we regard the FM system as a 
component part of 'Horizon'); and 

As described in Section 6, such errors would bethe result of user error. 

d) Where system-to-system interface problems result in incomplete transaction processing e.g. 
where a PlNpad, PayStation or other piece of equipment fails to complete its part of a 
transaction. 

If the above scenarios took place, the transaction would simply decline or the customer would 
be asked for an alternative method of payment. As the transaction would be declined and the 
branch's accounts thereby left in balance, there is no need for any follow-up accounting 
process. 

7.10. Please provide full details of the controls and procedures that will detect these types of error and 
describe the accounting procedures that apply in these circumstances. 

The accounting procedures for these are conducted in branch and, wherever a particular process is 
necessary, it has been described above. 

7.11. We are aware that if the root cause of a lost cheque isunknown or attributed to some other cause 
outside the branch, Post Office will absorb this loss and not pass it on to the Subpostmaster. Please 
provide monthly totals showing the aggregate of all such losses in the years 1999- 2013, describing 
how much of that loss was absorbed by Post Office and how much was passed on to Subpostmasters. 

Post Office has previously explained (via Spot Review 12) to Second Sight that lost cheques cannot be 
the cause of loss to a branch unless it can be shown that the branch is at fault. As Second Sight 
accepts this explanation, this request is disproportionate. 

7.12. We are aware that some Subpostmasters routinely accept high-value cheques from customers that 
are in excess of the monetary limits set by Post Office. Please describe the procedures that were 
followed prior to determining these limits and state the accounting treatment of losses that occur in 
these circumstances. 

Products may have limits (e.g. savings may only be up to certain values); it is not the cheque that is 
limited. There is no high value cheque limit set by Post Office. 

7.13. We are aware that processing or technical failures can occasionally give rise to 'one -sided' 
transactions. We are also aware that Post Office has stated that 'in any event a branchwill never be 
liable for an error caused by a 'one-sided' transaction'. 

This is a statement with no question to answer 
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7.14. Please describe the controls and processes that detect one-sided transactions in circumstances such 
as when a customer withdraws funds from an account at the branch counter but, although he has 
received the cash, the account never gets debited. 

This question has already been addressed bya paper appended at Annex 11 which has already been 
supplied to Second Sight. 

Nevertheless, "One sided transaction" implies incomplete double entry. We would be grateful if 
Second Sight would cease the inappropriate use of the phrase "One sided transactions". 

What the question actually asks about is completeness of record keeping. 

If the transaction interruption occurs during the Horizon accounting process, it would be subject to 
recovery processes, referred to earlier and previously shared with Second Sight. 

If the interruption is beyond the branch, the branch accounts are not affected. How banks would 
then detect their own failure to debit their customer's accounts is a matter of their internal process. 
From a Post Office point of view, the withdrawals recorded in branch would lead to debits in a central 
vendor account which Post Office would in turn clear down by payments received from the bank. If 
the bank had not debited their customer's account then that would likely manifest itself in them not 
paying Post Office centrally and Post Office would challenge them with evidence of the original 
transactional record. This is not a situation that would lead to a discrepancy for a Subpostmaster. 
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8. Transaction anomalies associated with Stamps, Postage Labels, Phone Cards or Premium Bonds 

8.1. We are aware that occasionally postage labels are purchased by customers, but the printer fails to 
print correctly. Please describe the procedure whereby the Subpostmaster can recover the cost of the 
missing label in circumstances where the missing label has not been processed as a 'reject'. 

After printing, Horizon explicitly asks the clerk "has this label printed correctly Y/N". 

If the label has not printed correctly then the clerk confirms "no" and another label is printed 

Post Office is aware of situations of damage in the printing process and there is a process to "spoil" 
them so that the branch is not disadvantaged. There is a clear process in Horizon and the branch is 
required to retain the spoilt label. This is appended at Annex 12. 

To be able to claim a label as spoilt, the branch is required to produceto Post Office the spoilt label as 
evidence. 
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9. Hardware issues e.g. printer problems, PIN pads, touch screens and PayStation 

9.1. We are aware that occasionally branch Touchscreens get"out of alignment" and that in these 
circumstances touching one icon generates a system response associated with another icon. Please 
provide full details of the controls and procedures in place that detect or prevent this type of 
problem. 

Please refer to the answer provided to 7.9b 

21 



POL00220159 
POL00220159 

Confidential 

10. Failure to follow correct procedures or mis-advice by POL's Helpline 

10.1. A number of applicants have reported that Helpline staff have said "don't worry, the problem will sort 
itself out". 

This is a statement with no question to answer. 

10.2. Please provide full details of the actions taken to investigate these allegations and confirm whether or 
not Helpline staff have been instructed to never say "don't worry, the problem will sort itself out", or 
similar words. 

Where such allegations have been made by Applicants to the Complaint and Mediation Scheme Post 
Office has fully investigated the NBSC calls logs as part of its thorough investigation and reported its 
findings in the Post Office Investigation Report. 

In relation to certain transactions, Post Office has in place processes and controls to detectparticular 
errors by branch staff. Where an error is detected, a transaction correction may be sent toa branch 
to correct a mistake. In these circumstances, it may well be correct for NBSC to advise a branch to 
await receipt of a transaction correction amongst other steps. Post Office understands that it is this 
scenario that is being referred to by Second Sight and considersthat this advice may be appropriate in 
the right circumstances. 

10.3. Please provide details of Post Office's Policy and Standard Operating Procedures in regard to those 
situations where customers leave parcels and come back some days later to settle their accounts. 
Specifically, what is Post Office's position in regard to the credit risk that Subpostmasters take, and 
the potentially 'false accounting' issues that those Subpostmasters risk, when they routinely allow 
customers (such as eBay Sellers) to drop off large quantities of parcels that a re then dispatched by 
settling the labels to 'Fast Cash' (even though no cash has at that point been received from the 
customer) and then reversing all those Fast Cash payments to cheque when the customer later pays 
by cheque? 

Post Office does not have a policy of providing credit to customers. Where Subpostmasters have done 
so, they have contravened Post Office operating instructions which state that at the point the 
transaction is completed the appropriate method of payment should be taken from the customer. 

Therefore, the risk would be the Subpostmaster's in respect of an unsettled payment from the 
customer. 
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11. Training and Support issues including Helpline and Audit 

Another issue running through the applications to theMediation Scheme was the alleged poor quality of 
training and support provided by Post Office to Subpostmasters. 

Second Sight's questions on this topic are dealt with below however Post Office considers that issue 
relating to training and support are likely to be case specific and does not see how this can be a thematic 
issue suitable for Second Sight's Part 2 Report. 

11.1. Please provide us with full details as to how the following issues are dealt with during the handover to 
a new Subpostmaster: 

a) Ensuring that the new Subpostmaster has manager/supervisor-level access rights to the 
branch's Horizon system; 

The Field Support (FSA) team involved in the branch opening process would create the User ID 
for the incoming Postmaster at the correct (maximum) level ofmanager. The audit team would: 

• Delete any obsolete users from the system and ensure that the incoming Postmaster 

and any new staff members are added to Horizon in the correct format. 

• Check the Horizon User ID's against the list of Registered Assistants. 

• Any staff working in the branch that are not registered with HR should be reported 

via the Anomalies Reportthat the FSA completes to notify HR so that they can follow 

up with the Postmaster. 

• Inform the Postmaster of the correct process for registering assistants with HR 

• Set new alarm codes once the transfer is completed under FSA supervision. 

• Add new user(s) to Horizon ensuring that all staff are also listed onthe reporting form 

to HR. 

b) That every employee has a unique User ID and password; 

Please refer to answer provided to 11.1a. 

c) Ensuring that every till or employee and ATM is associated with a separate stock unit; and 

Some branches operate with just one "shared" stock unit as they don't feel the need to have 
individual units (this depends on the branch's preference). 

ATM's are required to have a dedicated stock unit. This is checked on branch audit. If the 
branch does not have a separate ATM stock, one is created (instructions on how to do this can 
be found in the Additional Horizon Procedures on EASE)which stands for 'Engaging and 
Supporting Effectively' and is the library of tools, official forms and processes from which the 
Field Team take all of their instructions in the deployment of all types of Field Support Activity 

d) Ensuring that all branch employees are approved by Post Office; 

Please refer to answer provided to 11.1a. 
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11.2. We are aware that, when attempting to correct errors made at thecounter, and to deal with 
incoming TCs, some Subpostmasters make matters worse by making further mistakes at that point. 
Please describe the controls and procedures in place to detect and prevent or correct these types of 
commonly made error. 

"Correcting errors" and "dealing with incoming TCs" are different things. A branch may be seeking to 
correct an error it has spotted itself well before a TC becomes necessary. 

When correcting errors, some Subpostmasters do indeed sometimes make further errors. The 
controls and process are: 

• Through their own vigilance in concluding a transaction they should spot issues, 
• Through daily cash declarations and other routine supervision of their branch they should 

spot errors; 
• Having spotted an issue they can use local transaction logs to review and reflect on 

transactions; and 
• If they cannot determine the root cause themselves then they can call the Helpline who in 

turn may involve FSC. However, for many errors made at the counter by branch staff, there 
may be limits on what investigative support Post Office is able to provide because it is not 
aware of what is physically happening in each branch —only a Subpostmaster knows this. 

11.3. Please provide full details of the following: 

a) Any surveys or other quality control procedures in order to measure user satisfaction with 
regard to the NBSC and HSD Helplines; 

NBSC performance is measured on the time advisors take to answer the phone, referred to as a 
"Grade of Service". The target is to answer 70% of calls within 30 secmds and to have no more 
than 5% of abandoned calls (i.e. where the caller hangs up before reaching an advisor). For 
complaints, NBSC's target is to resolve 95% of complaints within 10 working days 

Further, the Subpostmaster engagement survey also measures satisfaction levels of users of the 
NBSC — the most recent of which showed that 83% of respondents felt that the support from 
NBSC was effective. 

b) The extent to which that advice provided by the NBSC and HSD Helplines is monitored and 
quality checked; 

All advisors are coached through a robust quality process called 'rewarding skills'. This involves 
the team leader listening into a selection of calls and providing feedback on call handling, 
customer service and quality of the response. 

c) The extent to which the written reports (call logs) of the NBSC and HSD Helplines are routinely 
compared to the actual calls and quality checked; 

As part of the quality monitoring as outlined in 11.3b, the actual call log is checked to ensure 
that it has been categorised correctly and relevant details of the call are logged. There are no 
written reports as all calls are logged onto a robust call logging system. 
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d) Any surveys or quality control techniques used to assess the adequacy of training provided to 
Subpostmasters; and 

Post Office uses the independent external organisation Kendata to collect feedback from all 
customers of Field Team Activity, including Training, Audit and Intervention activities. 

Following these support activities which are supplied by the Field Support Advisors (FSA) , 
across all branch segments in the Network, the FSA will ask theSubpostmaster, Operator in 
Charge, and all training delegates, if they will complete and return a double sided form to 
describe their experience in terms of the FSA' performance and the effectiveness of the 
activity itself. 

A form is handed out at every activity as described below: 

• At all Audits including Branch Closure Audits; 
• Classroom and on-site training (BAU & NT); 
• Post Transfer Visits; 
• Interventions visits - including Non-Conformance Visits (NCV's) e.g. Mail Segregation 

/ Dangerous Goods / other Non — Compliance/ standards activities. 

Exceptions include: 
• An audit resulting in Suspension; 
• Special Request audits — where fraud is suspected 

Performance Management 

All feedback is submitted directly to Kendata, then summarised and sent to the line managers 
of the Field Team and the individual FSA. The reports are tailored to the different levelsof line 
management on terms of detail ranging from full detail including comments at the FSA and 
FTL level, up to an overview of performance by teams and activity at Senior Manager level. 

Each Field Team Leader (FTL), the first line managers of the FSA's,will discuss the 
performance of the FSA's at theirappraisals unless there are any concerns raised, in which 
case this is dealt with as soon as the reports are received. If further information is needed to 
hold an effective discussion, the FTL will call and speak to the person providing the feedback, 
wherever possible, to further understand the issues. 

The FSA performance, and the FTL's team performance is discussed monthly as part of their 
appraisal with the Regional Manager. 

The feedback received on the activity itself is used alongside other information gathered by 
the Lead Team to drive and inform change and improvements to the Field Team support 
offer. 

Examples of the forms used are appended at Annexes 13, 14 and 15. 

e) Any surveys or quality control techniques used to assess the adequacy of training provided to 
branch staff other than Subpostmasters. 

This is a duplicate of question 11.3d. 
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11.4. Process issues at the end of each Trading Period 

This question is not understood. 

11.5. Please provide full details as to how and when Post Office notifies Subpostmasters that they may 
extend a Trading Period into what should be the next Trading Period. 

Branch trading dates are communicated to branches annually through Branch Focus(the branch 
newsletter) and are also updated on Horizon online help. If a revision was needed during the year the 
same process would be followed. 

If a branch wished to request permission to extend their trading period they should contact NBSC. 
This would only be permitted in highly exceptional circumstances. NBSC would contact the FSC 
Relationship Manager who may consult with the Network Contract Manager. The formal respoise 
could come from any of the three parties, depending on the circumstances. 

11.6. Please provide full details as to the options available to any Subpostmaster who, at the end of a 
Trading Period, discovered a shortfall that was: 

a) Larger than they could 'centrally settle'; or 

The upper limit on being able to 'centrally settle' is £999,999.99. Should such an incident occur, 
Post Office would manage by exception. 

b) Only discovered after the Helpline had closed for the evening. 

They could delay closing the Trading Period until the next morning — they could then contact 
NBSC before opening the following day. However, well run branches would be unlikely to have 
last minute surprises like that, because it would have become evident during other daily cash 
declaration processes and checks during the preceding weeks. Last minute surprises usually 
reflect poor planning/ management by a Subpostmaster. 

11.7. Bearing in mind that some TCs would be issued many months after the original shortfall, what options 
are available to Subpostmasters to 'fund' shortfalls that exceed their 'central settlement' limit? 

Please refer to the answer provided to Q 11.6a. 

11.8. Please provide full details as to the consequences of introducing 'Monthly Trading' periods. For 
example, did Post Office notice an increase in the number of branches suffering discrepancies that led 
to contract termination? 

In light of the discussions had with Second Sight and clarifications given, Post Office is investigating to 
see if it is able to provide the requested information. 

11.9. We understand that when Post Office moved to Monthly Trading, Branch Suspense Accounts 
thereafter had to be closed out to zero at the end of each Trading Period. Please provide full details of 
options available to a Subpostmaster dealing with the investigation of a loss just before the end of a 
Trading Period. 

This is answered in Section 9 of Second Sight's Part 1 Briefing. 
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12. The contract between the Post Office and Subpostmasters 

Some Applicants have made complaints in relation to the contract between them and Post Office. Second 
Sight's questions arising out of these complaints are answered below. 

12.1. Please provide full details of the following: 

a) Any insurance coverage Post Office has ever offered to arrange for its Subpostmasters; 

Though this question is out of scope, it is a function performed by theNational Federation of 
Subpostmasters. Discounted insurance rates have been offered to Subpostmasters by the 
National Federation of Subpostmasters and it is their decision whether or not they opt in 

b) The measures Post Office takes in order to reduce the risk that incoming Subpostmasters, who 
take over an existing branch and its staff, may be inheriting employees who have been found to 
be, or are suspected of having been, incompetent or dishonest. In this context, was there, or is 
there now, any competency and integrity verification, performance appraisal, or formal 
disciplinary/warning process whereby outgoing Subpostmasters and Post Office's own Line 
Managers could warn incoming Subpostmasters where questions had been raised? 

Staff members/Subpostmasters' assistants are employees of the Subpostmaster and not Post 
Office Ltd. It is the Subpostmasterwho performance manages the staff members including any 
disciplinary action as appropriate. It is also a Subpostmaster who needs to assure themselves 
that any assistants are suitable for the role by conducting inteviews, seeking references, etc. 

When a Subpostmaster recruits a new member of staff there are a number of checks that have 
to be undertaken (e.g. right to work in the UK, proof of identity and proof of address along with 
their five year work history). 

In addition, the individual must be registered with Post Office Ltd so the security checks can be 
undertaken (e.g. criminal record check). There is an annual check of all assistants to ensure 
they have been cleared through the pre-employment checking system. A recruitment file has 
to be established and maintained holding the basic paperwork for each assistant (please see 
section 15 of the Subpostmaster contract for services, paragraph 4, for further information). 

Under their contract for services with Post Office, every Subpostmaster must establish, 
maintain and adhere to a formal disciplinary policy in respect of any assistants who fail to 
comply with the Subpostmaster obligations as detailed in the contract. The disciplinary policy 
must include the content as defined in the contract and records must be retained (please see 
Section 15, paragraph 9, of the Subpostmastercontract for services paragraph 9 for further 
information). 

c) The measures Post Office takes in order to satisfy itself that potential Sub postmasters have the 
necessary skills to meet the challenging requirement of being a Subpostmaster? 

This is undertaken through: 

a) The provision of a business plan to support an individual's application; and 

b) A competency based interview of the individual which is undertaken by trained 
assessors. 
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At interview, applicants are assessed on their ability to explain their business proposition, 
answer any questions raised and provide examples to demonstrate their understanding of what 
is required across a number of competency areas. The business plan is also assessed financially 
by the Finance team. 

d) How Post Office ensures that Subpostmasters have a copy of the Contract no later than the day 
that they commence their position. 

The contract document is issued with the offer of appointment when an individual is advised 
they have been successful at interview.This has been the process since 2001. 

12.2. We understand that many Subpostmasters have only signed the one•page'Acknowledgement of 
Appointment' Letter and not necessarily been provided with a copy of the Contract. Please describe 
the basis upon which Post Office considers the Contract enforceable in these circumstances? 

Post Office has stated on a number of occasions that matters relating to the Subpostmastercontract 
are out of scope and that, as this is a legal question, it is outside of Second Sight's area of expertise. 

However, in the interests of providing Second Sight with as much informatbn as possible, Post 
Office's position is that this question concerns the formation and enforceability of contracts, the 
response to which will be informed by the particular circumstances of each individual contract and 
their application to the relevant legal principles. Though it is not therefore capable of giving rise to a 
general response it is worth noting that the "Acknowledgment of Appointment" document, whitt not 
the main contract itself, states that the Subpostmaster has been given and has accepted the terms of 
the standard Subpostmaster's contract. 

12.3. We understand that Post Office considers the terms of the Contract to be broadly similar to those 
used in franchising arrangements across the UK. Please provide full details evidencing this 
proposition? 

A franchise agreement is a private contract between two (or more) parties recording the basis on 
which they agree to do business in their particular circumstances. The SPMR Contract is similar in 
that it records the basis on which Post Office and Subpostmasters do business. 

Enclosed at Annex 17 is an extract from the Encyclopaedia of Forms and Precedents. This is a leading 
legal text providing precedent agreements for various situations. The extract is Form 18 from Vol 
16(4) and is a precedent for a "Non-Exclusive franchise agreement for a retail business". 

As can be seen from the Precedent, the terms of a standardised franchising arrangment are broadly 
similar to the terms of the standard Subpostmaster Contract. There are obviously some differences 
between the two as the SubpostmasterContract is tailored to Post Office's business whereas the 
Precedent is generic however the core principles are largely the same- for example (number 
references are to clauses in the Precedent): 

• Premises (4 and 9): Both Franchisee and SPMR are both responsible for leasing the premises 
and ensuring that it is appropriate to operate the business. 

• Setup costs (10.1.2): The Franchisee must pay for the initial fit out and equipment costs if 
provided by the Franchisor. Post Office also requires this payment in sorre, but more 
limited, circumstances. 

• Training: Franchisor/ Post Office to provide initial training to the franchisee / SPMR (5.1.1) 
and the Franchisee/ SPMR is required to train their own staff (9.2.11) 
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• Employees (9.3.5): The Franchisee / Subpostmaster is responsible for employing suitable 
staff. 

• Equipment / Software: The Franchisee / Subpostmaster is required to record all sales and 
other financial information using the equipment and software provided by the Franchisor 
(9.2.23 and 10.9). 

• Telephone lines (9.2.22): The Franchisee / Subpostmaster must provide the communications 
line for the EPOS systems and credit card machines. 

• Advice (6.2): At the Franchisor's discretion, it may provide advice to a Franchisee on how to 
operate the Franchisee's business —this reflects Post Office's approach to providing advice 
through its helplines. 

• Problem support (6.3): Any support provided by the Franchisor to the Franchisee to help 
resolve problems will be at the Franchisee's cost. There is a slight difference here in that 
although Post Office's additional support is voluntary, it is provided at nil cost to 
Subpostmasters. 

• Changes in business (9.2.2): Both Franchisor and Post Office can change its business model 
and products for sale. 

• Information / Accounts (9.3.8 and 10.9) —the Franchisee is responsible for the accuracy of all 
reports, information and accounts. 

• Audit (9.2.13 / 13): Both Franchisor and Post Office have a right, but not a requirement, to 
audit the Franchisee / Subpostmaster. Audit is described in the Precedent (13.1) as an 
inspection of the business and books— not a full accountancy audit. This is in line with Post 
Office's use of the word "audit". 

• Responsibility for accounting errors (13.2) — Franchisee must "promptly rectify" any 
accounting error— again this is very similar to the wording the SPMR Contract. 

• Liability: The Franchisee is required to indemnify the Franchisor for any loss resulting (i) a 
failure to follow the business operating practices (9.3.7.3) or (ii) 'anydeliberate or negligent 
act, error or omissions by you or your employees" (9.3.7.4) - this is almost identical to the 
SPMR Contract wording. 

In any event, the terms of the Subpostmaster Contract are the terms on which Applicants agreed to do 

business with Post Office. It is the relationship described in those terms that must be applied when assessing 

Post Office's and a Subpostmaster's actions. It is not open to anyone to look to retrcspectively impose new 

duties on Post Office that did not previously exist. For this reason, Post Office maintains that challenges to the 
Subpostmaster Contract are outside the scope of the Scheme, which was to focus on Horizon and associated 

issues. Such an evaluation is also beyond Second Sight's expertise as they are accountants and not lawyers 
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12.4. We understand that Post Office does not recommend that its would-be Subpostmasters take legal 
advice (in regard to the Standard Contract) prior to enteringinto that contract. This appears to be 
contrary to best practice procedures. For example, the British Franchise Association recommends that 
independent legal advice should always be taken prior to signing a franchise agreement. Please 
provide full details as to why Post Office does not comply with this best practice recommendation? 

It is open to all Subpostmasters to seek legal advice at any time and Post Office does not block this in 
any way. 

The reference to the BFA standards is not applicable here. The BFA recommendation is directed to 
franchisees (in a similar position to Subpostmasters). The BFA does not make a recommendation 
franchisors (in a similar position to Post Office) to require on legal advice being taken by franchisees. 

12.5. Several Applicants have reported their concerns that Post Office employees acted inappropriately in 
connection with the closure of transfer of their branches. The inference of the majority of the remarks 
made is that certain Post Office employees acted unprofessionally, either by leaking confidential 
information (that was damaging to the Applicants) to potential buyers and/or by thwarting their 
efforts to sell a viable branch until it was no longer viable (and consequently of lower value). 

These are very serious, but wholly unsubstantiated allegations that Post Office denies and has not 
seen evidence or been provided with evidence to support these allegations. Further, it was as agreed 
at the Working Group meeting on 15 January that this requestfor information is too wide. 

12.6. The further inference is that certain Post Office employees seemed to be in some way motivated or 
incentivised to find reasons to close branches, that were already destined to close under the various 
closure and re-invention programmes, without cost to Post Office. 

See answer provided to 12.5. 

12.7. Please provide full details of the work performed to refute these 'bad faith' allegations. 

See answer provided to 12.5. 

12.8. Please provide full details of Post Office's policy and procedures in respect of writingoff amounts due 
from Subpostmasters. Please also provide similar information relating to Crown Offices. Please also 
describe the write off authorisation limits applicable to different grades of staff. 

Subpostmaster write off levels are documented. Please see a copy of the write-off process for agency 
branches appended at Annex 16. 

Losses from Crown Offices form part of the individual Crown Office's P&L and ultimately Post Office's 
P&L. 

Though reports have been issued to Crown RSMs on levels of losses, it is not a case of authority levels. 
Tolerance is set at individual level. As a general rule an 'escalation' investigation is initiated after 
three losses of in excess of £30, although there are variations to this depending on local and individual 
circumstances. Branch Managers also implement a series of surprise checks on stock units and 
separately carry out supervisory misbalance checks when a stock unit is showing £30 or more loss on 
two consecutive daily cash declarations. 

Discrepancies can also be identified at the end of each trading period where the Branch Manager 
undertakes a full cash and stock reconciliation. An 'escalation' investigation can be initiated as a 
result of errors found as part of that process. 
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Crown Offices discrepancies are rectified using the same Transaction Correction (TC) process as is 
used in Subpostoffices. TCs are sent to the Branch Manager who is responsible for accepting or 
querying the TCs based on the evidence in branch. This process could also identify discrepancies 
which could result in initiation of an 'escalation' investigation. 

Depending on the circumstances, actions against an individual member of staff in cases of persistent 
negligence or wrongdoing can include disciplinary action, dismissal and prosecution. 

12.9. Please provide details of Post Office's Policy and Standard Operating Procedures in regard to helping 
Subpostmasters recover shortfalls that they have made good as a result of proven theft by branch 
employees. 

Recovery of losses caused by theft by branch assistants is a matter for Subpostmasters as the 
assistants are their employees. Post Office may help, as a matter of goodwill, but there is no policy in 
this regard. 
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13. Post Office Investigations Function 

13.1. Please provide full details of any criticism of Post Office's (or Royal Mail's) investigative actions or of 
its employees in any Court judgement or ruling. 

This question is very broad in scope- it could be interpreted to apply to the whole of Post Office's 
business and not just those issues under review in the Scheme. Through further discussions with 
Second Sight, Post Office now understands that Second Sight is looking for criticisms of Post Office's 
security investigation team and not criticisms of other parts of Post Office's business nor its legal / 
prosecutions practices. 

Although this greater clarity is welcomed, the question still remains premised on an assumption that 
there is an issue with Post Office's investigation function that would giie rise to criticism. To date, no 
such issue has been identified by Second Sight. This enquiry also needs to be placed in context. Post 
Office, like all large organisations, is regularly involved in legal processes. It also only separated from 
the Royal Mail Group in April 2012, prior to which investigation functions were shared across both 
businesses. There is therefore no single source for the information that Second Sight is seeking. 

Against this background, those individuals currently responsikle for the security team and legal 
proceedings at Post Office have confirmed that they are not personally aware of any criticism in a 
written Court judgment or ruling of the nature described above. For the sake of clarity, no review of 
historic judgments involving Post Office has been undertaken in reaching these views— such 
judgments are in any event a matter of public record and could therefore be reviewed by Second 
Sight, 

13.2. Please provide a schedule showing the number of requests from Subpostmasters forassistance in 
investigating discrepancies their branch's accounts for each of the years 1999— 2013. Please also 
show for each year the number of requests when assistance was provided. 

Post Office does not hold this information. To undertake this exerc'se would require POL to review 14 
years of calls to NBSC and HSD from a network of almost 12,000 branches. This request is clearly 
disproportionate. 

13.3. Please provide a schedule showing the number of investigations into branch surpluses or shortfalls 
for each of the years 1999— 2013 clearly setting out the number of investigations in each category. 

Post Office does not hold this information. To undertake this exercise would require POL to review 14 
years of data from a network of almost 12,000 branches. This request is clearly disproportionate. 

13.4. In relation to requests for assistance, we understand that, where several instances of the same 
problem occurs, a 'problem record' is created and the root cause of the issue is identified and fixed 
(i.e. to avoid further instances). Please provide a schedule of all significant 'problem records' and all 
process and software modifications (excluding "minor amendments to processes") that have been 
implemented, in the years 1999- 2013, that were designed to reduce the frequency and impact of 
"errors made at the counter". 

This is a disproportionately wide request for general information, without identification of a specific 
issue raised by Applicants. If Second Sight is able to identify, with supporting materials, specific cases 
where Applicants to the Scheme have been affected by these issues, Post Office will of course 
reconsider this request. 

13.5. Please provide full details and results of any user satisfaction surveys Post Office has conducted into 
the Horizon system. 

Post Office constantly receives feedback on Horizon from its tens of thousands of users through a 
variety of sources. 
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The primary sources are the NBSC, Horizon Service Desk, Branch User Forum and NFSP. Feedback is 
also delivered through a variety of BAU processes, for example, from contact with the Finance Service 
Centre, and through discussion in the field with Contract Advisors and Field Support Agents. 

That feedback is then implemented through regular system reviews and upgrades implemented by 
both POL and Fujitsu, and in product development (e.g. to streamlinethe processes for transacting a 
new product). 

13.6. We understand that many of the unexplained branch losses are attributed to "errors made at the 
counter". Please provide a schedule showing the number and value of unexplained branch losses or 
"errors made at the counter" for each month for the period 2008 to 2013. Please also provide similar 
information relating to Crown Branches including the amounts written off each month. 

Post Office does not hold this information 

13.7. Please provide a schedule showing the number and value of ENs and TCs issued to branches for each 
of the years 1999 to 2013 (we need to see separate volumes and values for Credits and Invoices). 

In light of the discussions had with Second Sight and clarifications given, Post Office is investigating to 
see if it is able to provide the requested information. 

13.8. Please provide full details of changes to the Horizon system and/or to its Standard Operating 
Procedures that were designed to reduce the risk, incidence and severity of errors and fraud, as a 
direct result of investigations carried out into unexplained branch shortfalls, or in respons'to 
problems, vulnerabilities and susceptibility to errors or fraud, for the years 1999— 2013. 

Second Sight has clarified that it is not seeking an exhaustive list of all the changes described above; 
rather it is seeking a summary of the key changesover this period and brief description of each 
change. This information is provided below. 

• MoneyGram Automation — Quotes and financials are now provided directly into 
Horizon rather than the clerk telephoning and transcribing the rate / amounts. 

• Broadband Sign Up — Addressing the issue of "slamming"(an illegal 
telecommunications practice, in which a subscriber's telephone service is changed 
without their knowledge orconsent) accusations by onscreen "Read to customer..." 
messages, and key terms being printed on the signed receipt. 

• Bureau Pre-Order— Order lifecycle is now managed through Horizon to ensure 
payment is taken at the point of order, and issuance is to thecorrect customer. 

• Care Quality Commission / Disclosure and Barring Service (DBS) Identity Checking —
There is now automated customer identity verification to ensure key data attribute 
checks are performed and the correct fee taken. 

• Motor Vehicle Licenses (MVL) — Stock lifecycle is now automated to track all MVL 
stock from the point it leaves the warehouse to issuance or destruction. 

• Post Office Card Account (POCA) Card Issuance — Automation is now in place in 
terms of the issuance of new and replacement card stock to customers. 

• Regulatory Compliance Training —The model has been simplified to allow tests to be 
rolled out at reduced cost with full auditability based on Horizon user log on. 

• Rod Fishing Licence —The licence issuance process is now automated for both short 
term and annual licences; removing the paper licence from branch. 
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• Camelot Cheques —The cheque issuance process is now automated for large prizes. 

• Stock Ordering —The creation of an online ordering process through Horizon has 
removed the need to fax / post order cards; product codes and allowable order 
volumes are now automated to ensure branches received the correct stock. 

• Travel Insurance — Price look up for policies is now automated, these were 
previously keyed manually from the brochure look up tables. 

• Horizon Recovery— Online transactions with 3rd parties (e.g. MoneyGram) are 
recovered in the event of, for example, a temporary loss of power or 
telecommunications to ensure synchronisation of branch, PO datacentre, and 3rd 
party systems. The situation before the change was that the branch had to 
remember what transaction they were in when the power/comms went down, and 
then contact the service provider directly to find out if the transaction had 
completed. 

• Bureau 2nd receipt —The production of a duplicate session receipt (necessary for 
Bank security checks) is now automated, previously the clerk had to remember to 
print it manually. 

• Lottery TA (PING) — Lottery sales figures are now incorporated into the Transaction 
Acknowledgement (PING) process.The branch confirms the system reported figure 
for the previous days sales when logging in the next morning. 

• Spoilt Postage Labels — There is a revised process for spoilt postage labels to ensure 
labels are correctly accounted for and VAT automatically reversed correctly, where 
applicable. 

• Display of long addresses in postcode lookup— Screen displayhas been revised to 
allow long postal addresses to be displayed on two lines. This has resolved an issue 
of postcodes not appearing. 

• (pending) Cheque Rem out —There are plans in place to implement a revised process 
to bring all elements of the cheque Rem out and despatch onto a single screen, with 
automation of cheque totals entry, and printing of despatch slip. (expected May 
2015) 
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14. Surpluses 

14.1. Please provide full details as to how Post Office trackssurpluses and shortfalls at the end of Trading 
Periods at both branch level and in aggregate. 

This data is not collated by Post Office but at an individual branch level it can usually be reconstructed 
from the branch's Horizon logs so long as the branch has accurately conducted its end of branch 
trading processes. 

14.2. Is it possible that an error which has generated a surplus in one branch can result in a shortfall in 
another branch? Please provide full details as to how this may occur. 

No (except for in connected Core and Outreach branches where remittances of cash between the 
branches are not correctly recorded by branch staff). 
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15. Suspense Accounts 

Post Office has already addressed Second Sight's questions on its Suspense Accounts in its Suspense Accounts 
paper. This paper demonstrated that so long as a branch follows Post Office's standard operating practices, it 

cannot suffer a loss due to the operation of a Suspense Account. 

15.1. Please provide full details of all Suspense Accounts held by Post Office. Please also provide a schedule, 
for each year end between 2008 and 2013, showing the amounts transferred to Post Office's Profit 
and Loss Account (both debits and credits) for each Suspense Account held. 

In light of the discussions had with Second Sight and clarifications given, Post Office isworking with 
Second Sight to provide an appropriate response to this request 

15.2. Please also provide a schedule, for each year end between 2008 and 2013, showing the balance held 
on each Suspense Account (both credits and debits). 

In light of the discussions had with Second Sight and clarifications given, Post Office isworking with 
Second Sight to provide an appropriate response to this request. 

15.3. Please provide an electronic report in CSV format or similar showing for the last 3 years the following 
information for every item posted to any Suspense Account: 

a) Full transaction details; 

In light of the discussions had with Second Sight and clarifications given, Post Office isworking with 
Second Sight to provide an appropriate response to this request. 

b) Originator's reference; 

In light of the discussions had with Second Sight and clarifications given, Post Office isworking with 
Second Sight to provide an appropriate response to this request. 

c) Any comments or notes associated with the transaction; and 

In light of the discussions had with Second Sight and clarifications given, Post Office is working with 
Second Sight to provide an appropriate response to this request. 

d) Full account details of the account the transaction relates to or is being transferred to. 

In light of the discussions had with Second Sight and clarifications given, Post Office is working with 
Second Sight to provide an appropriate response to this request. 

15.4. Please describe the controls used to detect errors in Post Office client reports that if not corrected 
could give rise to an incorrect TA or IC being issued. 

Where Post Office receives client reports, these are part of matching accounts, where Horizon data is 
matched to the client data. Therefore, if the client report was wrong, it should lead to a difference 
compared to the Branch data. Post Office would then investigate that difference. If a wrong 
approach were made to a branch, the branch themselves could, in turn, challenge it. 
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Cash Handling 

Introduction 

ch index v1.0 

This section deals with the procedures relating to accepting cash (notes & coin) as a method of payment for products and services in all Post 
Office branches. 

It provides general details about banknotes and Plastic Banknote Envelopes (PBNEs)/banded notes that you need to know in order to accept 
cash as payment, explains in detail the treatment of mutilated, contaminated or dyestained, and counterfeit banknotes. It also includes the 
procedures to be followed to ensure that Post Office Ltd meets its regulatory obligations to comply with Anti Money Laundering legislation. 

A subsection has also been added about various types of discrepancy, including how to deal with alleged discrepancies in customer payments at 
the counter. 

Fi General information 

Damaged or mutilated banknotes 

Contaminated/dye-stained banknotes 

Counterfeit banknotes 

Money Laundering 
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Introduction 

Counterfeit banknotes must always be withdrawn from circulation. 

The Counterfeit Notes or Discrepancies Found in Banknote Envelopes form P6005 is now used to claim all note shortages caused by counterfeits, 
both those found in loose cash or in cash Remittances in Post Office branches or those returned by customers who were paid them in 
transactions. 

You should use the section on the form appropriate for the type of discrepancy you have found, as detailed below and remit the counterfeit 
banknotes on the Horizon Online TM system if appropriate. 

Identifying counterfeit banknotes 

Treatment of counterfeit banknotes 

F3 Remitting counterfeit banknotes 

Counterfeit notes found loose in 
official cash 

Counterfeit notes returned by a 
customer 

Counterfeit notes impounded when 
presented by customers for a F6 
transaction 

Counterfeit notes found in a deposit 
prepared by an Alliance & Leicester FT 
business depositor 
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Identifying counterfeit banknotes 

The most reliable method of identifying a counterfeit banknote is to compare it with a note of the same type which is known to be genuine. 

However, genuine banknotes issued by all Sterling banknote issuers (except Danske Bank and Ulster Bank) have a security thread embedded in 
the note. 

In addition, all banknotes have the following key security features which should be checked: 

The feel of the paper 

A note in reasonable condition 

should be crisp 
should not be limp, waxy or shiny 

- should have heavily printed areas which feel raised and rough to the touch. 
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Identifying counterfeit banknotes 

The quality of the printing 

The printed condition of banknotes should always adhere to the following standards: 

- lines should be sharp and well defined with no blurred edges 
- colours should be clear and distinct 

The watermark 

The watermark on a banknote: 

- should be barely apparent until held up to the light 
- should become clearly defined when held up to the light 
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Treatment of counterfeit banknotes 

It is illegal to knowingly pass on a counterfeit banknote. After checking a banknote to determine whether it is genuine, any that you suspect to be 
counterfeit must be impounded. Under no circumstances should a suspected counterfeit note be returned to the customer. 

When you impound a banknote that you suspect to be counterfeit: 

• Place the note in a polythene banknote envelope and mark the envelope 'Forged' or'Counterfeit' 

All instances of counterfeit notes must be recorded on the Counterfeit Notes or Discrepancies Found in Banknote Envelopes form P6005. 

In all situations when a counterfeit note has been found, you must complete the top section of the form. You will also need to obtain an incident 
reference number from the NBSC which must be recorded at the top. 
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Treatment of counterfeit banknotes 

1 - Top section - this must be completed in all cases of 
counterfeit notes 
2 - Reference number - this must be obtained from the NBSC 
in all cases of counterfeit 

notes 
3 - To be completed if the counterfeit note was found in loose 
cash in your branch 
4 - To be completed if the counterfeit note was paid to a 
customer in your branch and you exchange it for a genuine 
note 

ch_05_02a v1.0 
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Treatment of counterfeit banknotes 

1 - To be completed if you have impounded the counterfeit 
note when a customer presented it 

as payment at the counter 
2 - To be completed if you found the counterfeit 

note in a PBNE in your Cash Remittance 
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v1.0 

The sections of the form that you will need to complete in addition to the top section and the incident reference number, which you must obtain 
from the NBSC, will depend upon the circumstances in which the discovery of the counterfeit note occurred. The instructions in each case are 
mandatory and must be carefully followed. 



POL00220159 
POL00220159 

Cash Handling I Counterfeit banknotes (Page 4 of 5) ch_05_02c v1.0' 

Treatment of counterfeit banknotes 

Counterfeit 
If a counterfeit note is discovered in official cash (ie you cannot establish where it originally came from), you Notes Found 
must complete section 1 and tick the corresponding box (see link). Loose in Cash 

If a counterfeit note is found by a customer, you must deal with the note according to the individual circumstances of the case. Notes that are 
given to customers that are found to be counterfeit at the time of the transaction should be exchanged for genuine notes. When a customer 
returns with a counterfeit banknote that they claim they were paid in an earlier transaction, you should try to discover, if possible, if the customer's 
claim is genuine, by checking details of their transaction. 

Counterfeit 
Unless you are convinced the claim is false, you should exchange the note and complete section 2 of the Notes returned 
P6005, and tick the corresponding box (see link). by Customer 
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Treatment of counterfeit banknotes 

If a customer presents a counterfeit note as payment during a transaction at the counter (this includes 'loose' Alliance & Leicester cash deposits), 
you must impound the note and issue the customer a receipt. 

In this case you complete section 3 of the P6005 and input the customer's name, address and telephone 
number in section 2 (see link). 

When a counterfeit note is found in a Plastic Banknote Envelope (PBNE)lbanded notes as part of your Cash Remittance, you must complete 
section 4 of the form and tick the corresponding box. 
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Remitting counterfeit banknotes 

In all cases you must remit the counterfeit banknote to your Cash Centre, unless it has been collected by the Police, when you should send a 
receipt signed by the Police instead. 

When a counterfeit banknote is found in a PBNE deposited by an Alliance & Leicester customer, you should contact your Cash Centre and ask 
them to communicate with the customer or Alliance & Leicester direct. 

Counterfeit 
In this case you claim for the value of the note in the normal way but ask your Cash Centre to give you a Notes Via 
reference to enter in section 4 of the P6005 (see link). A&L Depositor 
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Counterfeit notes found loose in official cash 

If you discover a counterfeit banknote or notes amongst official cash in your branch (ie. the original source of the note cannot be identified): 

i Input the general details (including the incident reference number supplied by the NBSC) at the top of the form 
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Cash Handling / Counterfeit banknotes (Page 2 of 2) 
Counterfeit notes found loose in official cash 
1 - The name of your branch 
2 - Your branch code 
3 - The NBSC incident reference 

number 
4 - The number of counterfeit C .aNTFRFFCr4OTE OR 

notes hst 1kw 

5 - The value of counterfeit notes 
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Inputting Cash 
• Remit the counterfeit banknote(s) as unusable banknotes on the Horizon Online TM System. Remittance 

Out 

ch_05_04a v1.0 
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Cash Handling / Counterfeit banknotes (Page 1 of 7) ch 05_05 v1.O 

Counterfeit notes returned by a customer 

At the time of the transaction 

If the customer complains at the time of the transaction that they have been paid with a counterfeit banknote: 

0 Check whether the banknote appears counterfeit (see link) 

0 If appropriate, exchange it for a genuine banknote. 
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Cash Handling / Counterfeit banknotes (Page 2 of 7) ch 05 05a v1.O 

Counterfeit notes returned by a customer 

After the transaction 

If a customer leaves the counter but subsequently returns with a counterfeit banknote (or an official headed stationery receipt from a retailer or 
banking organisation because a banknote has been impounded by them): 

• Check the banknote/official receipt 
• Make a note of: 

- the customer's name and address 
- their telephone number 
- their description 

• Advise the customer that you will need to check local records before you can make a compensating payment 
• If possible, check whether payment has recently been made (eg. for a Pension or Allowance). 
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Cash Handling / Counterfeit banknotes (Page 3 of 7) ch_05_05b v1.0 

Counterfeit notes returned by a customer 

After the transaction 

If you believe the customer's claim is genuine: 

• Complete section 2 of the form P6005 and tick the corresponding box 
• Please ensure that you obtain the customer's full name and address, and telephone number 

tNtc* n e Mwming pU U**;fen Nn ((EVEN TNOM?iQ <. „. 

4tfw.41`E'llt p (4E 
. .F HAM- as+:ya.i;.x.exs.«n 

4~OS 6.02 555q;>; 
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• Advise the customer that you need to consult your helpline before the note(s) can be exchanged 
• Telephone the NBSC to obtain an incident reference number 
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Cash Handling I Counterfeit banknotes (Page 4 of 7) ch_05_05c v1.0 

Counterfeit notes returned by a customer 

After the transaction 

If you believe the customer's claim is genuine: 
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ii Exchange the counterfeit banknote/official receipt for a genuine one (but only if you have been given an incident reference number by the 
NBSC) 

i Remit the counterfeit banknote(s) 
Inputting Cash

 as unusable banknotes on the Remittance 
Horizon Online TM System . Out 
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Cash Handling / Counterfeit banknotes (Page 5 of 7) ch 05. 05d v1.0 

Counterfeit notes returned by a customer 

After the transaction 

If you do not believe the customer's claim is genuine: 

ii Try to impound the banknote, if possible. 

If the customer refuses to hand over the note: 

• Advise the customer to report the counterfeit note to the Police. 

If the customer is dissatisfied with this advice: 

• Ask them to call the customer helpline on? GRO 
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Cash Handling / Counterfeit banknotes (Page 6 of 7) ch_05_05e v1.0 

Counterfeit notes returned by a customer 

After the transaction 

If you do not believe the customer's claim is genuine: 

If you manage to impound the note: 

• Complete section 3 of the Counterfeit Notes or Discrepancies Found in Banknote Envelopes form P6005 and tick the corresponding box 
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• Issue the customer with a Miscellaneous Receipt P1091 in exchange for the banknote (ensure that you input the value of the note and 
the serial number on the receipt) 

• Call the NBSC to obtain an incident reference number 



POL00220159 
POL00220159 

Cash Handling / Counterfeit banknotes (Page 7 of 7) ch_05_05f v1.0 

Counterfeit notes returned by a customer 

After the transaction 

If you do not believe the customer's claim is genuine: 
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• Report the counterfeit note to the Police and ask them to collect it 
• When the Police call to collect the note, ask them to supply an official receipt in exchange 
• Keep the copy of the form P6005 and the Police receipt in your branch for one year in case of further enquiries. 

Please note: If the Police do not collect the note or refuse to supply a receipt, you should send the counterfeit note and the form P6005 to your 
Cash Centre. You must not claim for the value of the note or remit the value of the note on the Horizon Online TM system as you are not 
exchanging it for a good one. 
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Cash Handling / Counterfeit banknotes (Page 1 of 5) ch_05_06 v1.0 

Counterfeit notes impounded when presented by customers for a transaction 

Transactions where you believe that the customer knows the banknote is counterfeit 

If a customer pays you a banknote in a counter transaction for products or services and you suspect it to be counterfeit: 

i0 Issue a Miscellaneous Receipt P1091 in exchange for the banknote and include the customer's name and address with the details on the 
receipt 

• Keep a personal note of the customer's description 
i• Advise the customer that the banknote will be handed to the Police 
• Report the incident to the Police by telephone and arrange for the 

suspect banknote to be collected 
• Hand the impounded banknote, with any further details available, to the 

Police 
• Ensure that you obtain a Police receipt (or Miscellaneous Receipt 

P1091 stamped/endorsed by the Police) in exchange for the note 
• Keep the receipt in your branch for 12 months before destroying it. 
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Cash Handling / Counterfeit banknotes (Page 2 of 5) ch 05 06a v1.O 

Counterfeit notes impounded when presented by customers for a transaction 

Transactions where you believe that the customer knows the banknote is counterfeit 

Please remember: The receipt has no monetary value as the customer was not able to use the note as payment for a transaction 

If the Police refuse to supply a receipt (or to collect the counterfeit banknote): 

Customer not sto 
0 Follow the procedure described in 'Transactions where you believe that the customer does not know 

Cu 
Cuawsr ..of 

the banknote is counterfeit'; see link. Counterfeits 
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Cash Handling / Counterfeit banknotes (Page 3 of 5) ch_05_06b v1.0 

Counterfeit notes impounded when presented by customers for a transaction 

Transactions where you believe that the customer does not know the banknote is counterfeit 

• Advise the customer that the banknote must be sent to the issuing bank as you believe it is counterfeit 
• Complete section 3 of the Counterfeit Notes or Discrepancies Found in Banknote Envelopes form P6005 and tick the corresponding box 
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ii Input the customer's name, address and telephone number in section 2 of the form 
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Cash Handling / Counterfeit banknotes (Page 4 of 5) ch_05_06c v1.0 

Counterfeit notes impounded when presented by customers for a transaction 

Transactions where you believe that the customer does not know the banknote is counterfeit 

i0 Do not enter a tick in the tick box in section 2 of the form as you are impounding the banknote on this occasion, and not exchanging it 
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• Issue the customer with a Miscellaneous Receipt P1091 in exchange for the banknote (ensure that you input the value of the note and 
the serial number on the receipt) 

• Telephone the NBSC to obtain an incident reference number 
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Cash Handling / Counterfeit banknotes (Page 5 of 5) ch_05_06d v1.0 

Counterfeit notes impounded when presented by customers for a transaction 

Transactions where you believe that the customer does not know the banknote is counterfeit 

S Input the incident reference number given by the NBSC with the other general details at the top of form P6005 
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• Send the form to your Cash Centre with the counterfeit note 

Please note: Ensure that you have input the incident reference number given by the NBSC as this is essential information. 

i0 Do not claim for the value of the counterfeit note or remit the value of the note on the Horizon Online TM system as you are not 
exchanging it for a good one. 



POL00220159 
POL00220159 

Cash Handling / Counterfeit banknotes (Page 1 of 8) ch 05 07 v1.0 

Counterfeit notes found in a deposit prepared by an Alliance & Leicester business depositor 

Counterfeit banknotes discovered in 'loose note' deposits made at the counter 

If you discover a counterfeit banknote in a 'loose note' deposit made in your branch by an Alliance & Leicester customer (i.e. when a Plastic 
Banknote Envelope (PBNE) is not used): 

• Impound the counterfeit banknote 
• Ask the customer to provide a genuine banknote for the same value 
• If the customer is unable to do this ask them to amend the original barcoded document or cash ladder (if presented with a cash deposit 

card) or, if they have presented a standard Cash Handling deposit document, to amend and initial the deposit form and counterfoil, and 
sign the reverse of the deposit form in full, adding their title (eg. store manager) 

• Provide the customer with a Miscellaneous Receipt P1091 for the impounded note 

Please remember: The receipt has no monetary value. 

• Advise the customer that the banknote must be sent to the issuing bank as you believe it is counterfeit 
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Cash Handling / Counterfeit banknotes (Page 2 of 8) ch_05_07a v1.0 

Counterfeit notes found in a deposit prepared by an Alliance & Leicester business depositor 

Counterfeit banknotes discovered in 'loose note' deposits made at the counter 

it Complete section 3 of the Counterfeit Notes and Discrepancies Found in Banknote Envelopes form P6005 and tick the corresponding box 
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0 Input the customer's name, address and telephone number in section 2 of the form 
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Cash Handling / Counterfeit banknotes (Page 3 of 8) ch_05_07b v1.0 

Counterfeit notes found in a deposit prepared by an Alliance & Leicester business depositor 

Counterfeit banknotes discovered in 'loose note' deposits made at the counter 

i0 Do not enter a tick in the tick box in section 2 of the form as you are impounding the banknote on this occasion, and not exchanging it 
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b Telephone the NBSC to obtain an incident reference number 
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Cash Handling / Counterfeit banknotes (Page 4 of 8) ch_05_07c v1.0 

Counterfeit notes found in a deposit prepared by an Alliance & Leicester business depositor 

Counterfeit banknotes discovered in 'loose note' deposits made at the counter 

S Input the incident reference number at the top of the form P6005 with the other general details 
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Send the form to your Cash Centre with the counterfeit note 
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Please note: Ensure that you have input the incident reference number given by the NBSC as this is essential information. 

ii Do not claim for the value of the counterfeit note or remit the value of the note on the Horizon OnlineTM system as you are not 
exchanging it for a good one. 
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Cash Handling / Counterfeit banknotes (Page 5 of 8) ch 05 07d v1.0 

Counterfeit notes found in a deposit prepared by an Alliance & Leicester business depositor 

Counterfeit banknotes discovered in sealed Plastic Banknote Envelopes (PBNEs) 

If you find a counterfeit banknote in a sealed Plastic Banknote Envelope that forms part of an Alliance & Leicester Business Deposit: 

i• If possible, ask a second person to check the counterfeit note and witness the resulting shortage 
i• Telephone your Cash Centre and ask them to contact the customer or Alliance & Leicester to invite them to make good the counterfeit 

banknote (advise them to instruct the customer that the banknote will be passed to the issuing bank) 
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Cash Handling / Counterfeit banknotes (Page 6 of 8) ch_05 07e v1.0 

Counterfeit notes found in a deposit prepared by an Alliance & Leicester business depositor 

Counterfeit banknotes discovered in sealed Plastic Banknote Envelopes (PBNEs) 

If the customer calls at your branch to make good the counterfeit note 

• Accept the genuine banknote from the customer to replace the counterfeit one in the Alliance & Leicester Business Deposit 
• Issue a Miscellaneous Receipt P1091 to the customer in exchange for the counterfeit note 

Bank of 
• Send the counterfeit note to the issuing bank with a covering letter, giving the circumstances of the England 

transaction and the customer's details. Banknotes 

(for a list of bank addresses, see link) 

If the customer does not call at your branch to make good the counterfeit note 

ii Ask the Cash Centre to give you a reference number to enter in section 4 of the Counterfeit Notes and Discrepancies Found in Banknote 
Envelopes form P6005 
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Cash Handling / Counterfeit banknotes (Page 7 of 8) 
Counterfeit notes found in a deposit prepared by an Alliance & Leicester business depositor 

Counterfeit banknotes discovered in sealed Plastic Banknote Envelopes (PBNEs) 

If the customer does not call at your branch to make good the counterfeit note 

0 Tick the corresponding box in section 4 
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ii Telephone the NBSC to obtain an incident reference number 

ch_05_07f v1.0 



POL00220159 
POL00220159 

Cash Handling / Counterfeit banknotes (Page 8 of 8) ch_05_07g v1.0 

Counterfeit notes found in a deposit prepared by an Alliance & Leicester business depositor 

Counterfeit banknotes discovered in sealed Plastic Banknote Envelopes (PBNEs) 

If the customer does not call at your branch to make good the counterfeit note 
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0 Remit the counterfeit banknote(s) as unusable banknotes on the Inputting Cash 
Horizon Online TM System. Remittance Out 
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Initial Complaint Review and Mediation Scheme 

Pensions and Allowances "Reintroduction" Fraud 

1 Summary 

1.1 Second Sight has asked whether there is an overarching briefing report which covers all 
Pensions and Allowances "Reintroduction" fraud. In asking the question, Second Sight assert 
that there appears to be "something of a pattern emerging" and, in particular, Second Sight 
questions why some of the prosecutions it has seen references to in Applicants' CORs did not 
proceed to a conviction. 

1.2 It is not within the scope of the mediation scheme or within Second Sight's expertise to 
comment on whether prosecutions should or should not have been brought, but for the 
avoidance of doubt Post Office only prosecutes cases which merit prosecution and does so 
always on legal advice. However, Second Sight may wish to note that Post Office's experience 
is that the vast majority of the cases it takes to court involving reintroduction fraud are 
successful prosecutions. 

1.3 Second Sight appears to be drawing its information from eight CQRs which is only a narrow 
subset of cases and which do not reflect all of Post Office's prosecutions. In addition, Post 
Office has neither seen nor had the opportunity to investigate all of those cases. Nor has 
Second Sight, except in relation to two cases, been able to consider the evidence and 
assessment provided by Post Office. 

1.4 There is no overarching briefing report which would assist Second Sight explain a 'pattern' as, 
for the reasons explained in this paper, Post Office does not consider that such a pattern 
exists. However, Post Office hopes that the information provided in this paper will answer 
the points raised by Second Sight. 

2 Pensions and Allowances Reintroduction Fraud 

2.1 "Reintroduction fraud" occurs where a subpostmaster (or assistant) dishonestly processes a 
false benefit claim through Horizon and then either does not remit the associated benefit 
paperwork (because no paperwork exists) or, more commonly, remits (reintroduces) 
paperwork for another benefit transaction (in effect trying to claim the same benefit twice). 
This generates a cash surplus within the branch accounts which can be set off against existing 
shortages or removed from the branch. 

2.2 Second Sight has asked why the standard operating procedure, the design of the dockets, and 
the cancellation process did not prevent reintroduction fraud occurring. 

2.3 Second Sight has also queried whether the surpluses could be created by human error rather 
than fraud. 

2.4 In summary, Post Office's response is that: 
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2.4.1 P&A dockets were designed by Department of Work and Pensions (DWP) and 
therefore their design was outside of POL's control. 

2.4.2 P&A dockets are no longer used - they have been replaced with the Post Office 
Card Account which uses a "Chip and Pin" system. 

2.4.3 Nevertheless, DWP did have in place a process whereby dockets were checked to 
ensure that they were not duplicates, thereby identifying any fraud. 

2.4.4 Even where the re-introduction of a benefit payment is accidental, this is still an 
error for which the subpostmaster is liable. 

2.4.5 "Overclaims" and "reintroductions" will not cause a cash loss to a branch. They 
generate a cash surplus, which as long as the cash is not removed from the 
branch, will be off-set by a later transaction correction. 

3 Benefit payment methods 

3.1 There are various methods by which benefits can be received by customers: 

3.2 Pension & Allowance (P&A) books 

3.2.1 P&A books were provided by DWP to customers entitled to benefits. A nominated 
Post Office branch was set out on the cover of each P&A book, together with the 
customer's name, address, reference number (National Insurance or pension 
number), serial number of book and Common Payment Package Number. 

3.2.2 Within each book were (usually) 20 dockets, vouchers or foils (referred to in this 
note as vouchers). These vouchers were not barcoded but did detail the customer's 
unique National Insurance or Pension number, serial number, a due on and not 
before date (to ensure that the benefits could not be claimed in advance), FAD code 
of the nominated Post Office branch, voucher number and amount to be paid. The 
vouchers normally appeared two to a page and were sequentially numbered. 

3.2.3 The vast majority of P&A books were barcoded. The subpostmaster or assistant 
should scan the barcode or, where for some reason that was not possible (because 
the barcode was damaged or missing) enter the P&A book details manually on to 
Horizon. 

3.2.4 On being presented with a P&A book by a customer, the subpostmaster or 
assistant should examine the front cover to check the branch is the nominated Post 
Office branch of payment, and then scan the barcode. Scanning the barcode or 
entering the required details manually ensures that the P&A book is checked 
against the Order Book Control Service (OBCS) electronic stop list, to see whether a 
payment should be made or restricted in some way. Once these checks were 
completed, Horizon would then instruct the subpostmaster or assistant to pay, pay 
and impound the P&A book, or impound the P&A book. There could be a number 
of reasons for a payment to be stopped or a book impounded (eg. the book had 
been flagged as being stolen). 
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3.2.5 In rare instances P&A books were not, and were not intended to be, barcoded. This 
was as a result of the DWP requirements which varied for different benefits. It was 
also DWP which specified which checks should be carried out for the different types 
of books. In such cases, the subpostmaster or assistant was required to check that 
the book did not appear on a manual stop payment list. Provided that it did not, in 
the case of non bar-coded books, the subpostmaster or assistant would enter the 
group number of the benefit to be paid as specified on the voucher, and the 
amount to be paid. These details did not result in the book being checked against 
OBCS and as such the instruction to pay or impound would not be given on 
Horizon. 

3.2.6 The vouchers collected from customers were despatched each week by each 
branch to the Paid Order Unit (which in effect is the DWP) in Lisahally, Northern 
Ireland. 

3.2.7 P&A books ceased to be used in circa 2005 and were replaced with Post Office 
Card Account. 

3.3 Post Office Card Account (POCA) 

3.3.1 POCA is a limited service bank account that only allows benefits to be deposited 
into the account by DWP and cash to be withdrawn. Withdrawals are conducted by 
the customer taking his POCA card into a Post Office and withdrawing in cash 
either some or all of the benefits within his account. POCA uses a chip and pin 
security system to control access to the account. 

3.4 Green Giros 

3.4.1 Customers who lose their POCA cards or customers who are on temporary benefits 
may be sent Green Giros by the DWP. 

3.4.2 These are cheques (also known as DWP cheques) which set out the payment 
amount and can be cashed in the usual way. These cheques are datestamped and 
retained by the Post Office after paying the customer. They have historically been 
accounted for and despatched by each branch weekly to Alliance & Leicester. They 
are now sent to Santander (both banks are referred to in this note as Santander 
for ease of reference). 

4 P&A fraud 

4.1 P&A fraud encompasses a number of different types of fraud, some of which are historical 
due to the change in payment methods over time as detailed above. These methods are as 
follows: 

4.2 Overclaim fraud 

4.2.1 Overclaims occurred with P&A books and Green Giros. 

4.2.2 For each benefit payment to a customer recorded on Horizon, the branch should 
take from the customer the associated voucher or cheque and remit each week all 
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vouchers to DWP and all Green Giro cheques to Santander. An overclaim occurs 
when the branch records a benefit payment on Horizon but does not remit the 
associated voucher or cheque. Without the voucher / cheque POL cannot recover 
the payment from DWP / Santander. This places a loss on POL which is then 
passed to the branch by way of a transaction correction (formerly known as an 
error notice, but referred to in this note as a transaction correction for ease of 
reference). 

4.2.3 Overclaims are relatively easy to identify as the branch must record the remittance 
of vouchers or cheques out of the branch on Horizon and therefore it is possible to 
identify any missing weekly remittance. 

4.2.4 A fraud can be committed by recording fake benefit pay-outs on Horizon, which 
lowers the amount of cash recorded to be in the branch (as Horizon assumes the 
cash has been passed to the customer). This causes a short term surplus (until the 
missing voucher / cheque is discovered and a transaction correction sent through) 
which can be used to cover other losses or removed from the branch at the end of 
trading period (assuming that there are no other offsetting losses). 

4.2.5 Where a fraudulent purpose was intended, the perpetrator would not scan the P&A 
book barcode but would rather manually input partial details of the P&A book on 
Horizon so to avoid the automated OBSC checks. 

4.3 Reintroduction fraud 

4.3.1 Reintroduction fraud is a more sophisticated version of overclaim fraud whereby 
the false benefit pay-outs are disguised by the submission of duplicate paperwork. 

4.3.2 In reintroduction fraud, a legitimate benefit pay-out is recorded on Horizon with 
cash being paid to a customer but with the corresponding voucher / cheque not 
being datestamped or remitted out. At a later date (typically the following week), 
the same benefit pay-out is recorded again on Horizon. This time however no cash 
is paid to a customer (as the customer is not present) but the voucher / cheque is 
date-stamped at the later date and remitted to DWP / Santander. 

4.3.3 For example, in week 1 there would appear to be an overclaim (amount claimed 
but no corresponding voucher or cheque). The amount would be claimed again in 
week 2 by submitting the cheque or voucher from week 1 (by this time 
datestamped). The fraud is premised on DWP / Santander not spotting the 
reintroduced voucher! cheque. 

4.3.4 The material difference between "overclaims" and "reintroductions" is that the 
former is possibly caused by human error (eg. forgetting to remit a voucher) 
however the latter takes a positive decision to re-process a benefit pay-out even 
though the transaction with the customer has already occurred. Although a 
"reintroduction" can happen by accident, the subpostmaster would still be liable for 
this error and multiple reintroductions would be indicative of fraud. 

4.4 Each of these frauds have taken place both before the introduction of Horizon and once 
Horizon was in operation in Post Office branches. This is not a Horizon related issue. 
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Detection of fraud 

5.1 The detection of P&A book frauds, of any kind, was by the DWP (specifically the Paid Order 
Unit or POU responsible for paid orders) which referred them to the Post Office where 
appropriate. 

5.2 The detection of Green Giro frauds, of any kind, are identified by Santander and the DWP (for 
lost/stolen cheques) and referred to Post Office where applicable. 

5.3 Examples of patterns that would suggest improper activity would include large overclaims, 
high volumes of manual entries (as opposed to scanning barcodes or entering full details 
manually) with barcoded P&A books, reintroductions week after week and significant amounts 
of lost/stolen encashments in a branch. 

5.4 Following investigation, where appropriate, a prosecution may have been brought by Post 
Office, or sometimes a jointly led case with DWP. Accordingly, Post Office did / does not 
instigate these investigations and in effect there were / are at least two parties who assessed 
the situation and determined whether a case was worthy of investigation. 

5.5 By the nature of these frauds, which often involve DWP, police assistance and powers of 
arrest were often required, for example if a fraud was deemed to be significant or prolific, or if 
there were reasonable grounds to suspect searches were necessary and evidence was likely. 
Post Office only deals with suspects on a voluntary basis whereas suspects can be compelled 
where the police are involved. For this reason, suspicions of this type of fraud are often 
passed to the police to investigate. 

6 Prevention of fraud 

6.1 Second Sight has queried why such frauds have not been prevented. 

6.2 In the above cases, the fraud is committed at the point in time that the Horizon operator in a 
branch records a duplicate or false transaction on Horizon, or alternatively when the 
perpetrator deliberately inputs a bar-coded book as non bar-coded. At that point, POL has no 
information available to determine whether the transaction is fraudulent or not. This checking 
process is engaged when the branch remits (or fails to remit) vouchers! cheques to DWP / 
Santander as described above or where DWP identifies that barcoded P&A book vouchers 
were being inputted as if they were non bar-coded. Horizon was required to have functionality 
to permit subpostmasters to input the details of non bar-coded books because DWP issued 
these books and required POL to pay the benefits from them. 

6.3 Due to the number of transactions carried out throughout the Post Office network on a 
weekly basis, it is not possible for the DWP or Santander to check every single transaction 
carried out. Instead, they conduct random or rota checks. This may mean a fraud is not 
immediately discovered. If an overclaim or reintroduction was discovered as a result of a rota 
check, then Post Office would issue a transaction correction provided only a single instance of 
an overclaim or reintroduction had been discovered. Where more overclaims or 
reintroductions are evident, an investigation would be raised. 

6.4 However, it was open to a subpostmaster to carry out immediate checks for P&A fraud as the 
subpostmaster will have access to (i) each week's batch of cheques/vouchers and (ii) that 
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week's records of P&A transactions as recorded in Horizon. It is therefore possible for a 
subpostmaster to easily confirm that the value of the cheques and vouchers being remitted 
each week match the value of benefit pay-outs recorded on Horizon. This would reveal any 
overclaims or reintroductions. 

7 Non-fraudulent errors 

7.1 A cash surplus may also be created in error if a subpostmaster or an assistant accidentally 
duplicates a benefit payment entry on Horizon. The Mediator's Briefing Report at sections 
10.5 (mis-key) and 10.8 (errors in cash handling) describes potential "operator-error" causes 
of surpluses in more detail. 

7.2 Although these errors would not be fraudulent, the branch is still liable for the error and it is 
appropriate for POL to submit a transaction correction to the branch to correct the error. 

7.3 In the case of an overclaim, if on receipt of the transaction correction the branch has the 
missing voucher, then they can remit the voucher to POL and the transaction correction will 
be withdrawn. 

7.4 It should be noted that "overclaims" and "reintroductions" will not cause a loss to a branch. 
They generate a cash surplus which, as long as the cash had not been removed from the 
branch, will off-set any later transaction correction. 

8 Criminal prosecution of P&A fraud 

8.1 There are a number of important matters to be taken into consideration when deciding 
whether to prosecute a case of suspected P&A fraud. In particular, Post Office applies the 
two-stage test for prosecution set out in the Code for Crown Prosecutors namely that: 

There must be evidence sufficient to provide a realistic prospect of conviction, and 

The prosecution must be in the public interest. 

8.2 Various parties contribute to this decision-making process including DWP, Post Office 
investigators, Post Office Decision Managers, Post Office Legal and the instructed barrister. 
There are therefore a number of checks and balances built into the system before a decision 
is taken to prosecute. 

8.3 Post Office also confirms that from its experience where prosecutions were conducted by 
Royal Mail prior to separation, those prosecutions were also only brought following the same 
process and on legal advice. 

8.4 Investigations can take time, partly as a result of the involvement of the DWP and Santander 
and the additional time needed to obtain witness statements or evidence from them. 

8.5 In considering why prosecutions may not proceed, it is relevant to be aware that the victims in 
P&A frauds are often the elderly and vulnerable. These victims are crucial as witnesses. Given 
their circumstances, it can be a difficult experience for them to give evidence in court and 
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some, naturally, do not wish to do so. In addition, some victims/witnesses pass away before a 
case gets to trial or are otherwise unable to take matters forward due to ill health. 

8.6 The availability of crucial witnesses is a factor in Post Office's decision whether to pursue a 
case to prosecution. It does not follow that simply because a prosecution is not progressed all 
the way to trial, Post Office was incorrect to seek to bring that prosecution in the first place. 

8.7 It should be noted that where Post Office offers "no evidence" in Court this does not mean 
that there is no evidence of an offence. Offering "no evidence" is the legal process by which 
criminal proceedings can be brought to a close for a variety of reasons (eg. there may be very 
strong evidence of an offence but it may not be in the public interest to proceed). 

25 July 2014 
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Transaction Recovery - Horizon Online Quick Reference Guide 

Hints and tips -when there's a failure 
(Refer to flow diagrams on reverse) 

• Avoid logging on to more than one counter at once with same user name 
• If there's a Disconnected Session Receipt, settle with the customer in line with what it says. KEEP A 

NOTE OF ANY CASH exchanges. 
• Make a note of what you did, in case there are recovery questions 
• If counter has to be replaced and user hadn't logged out, make a note of last successful session 

Hints and tips -awaiting recovery 
• Don't use Transaction Log search to check the outcome of the failed session until recovery is 

complete as it won't appear until fully complete. 
• Don't try to reverse transactions from the failed session 
• Don't use the customer's account balance to check the outcome as there could be a delay in the 

refund. 
• Don't put transactions through again unless recovery is complete. 
• You may have a cash variance. The stock unit can't be balanced until the recovery has completed. 

Stock volumes may require correcting. 
• Do log on to all counters with failed sessions as soon as possible (once the system seems stable) 

Hints and tips -in recovery 
• Use the Disconnected Session receipt, or notes made when the counter failed, to help answer 

recovery questions (if any) 
• If a different clerk is likely to be using the counter, make sure they have this information 
• Once recovery is complete, you can use Transaction Log search if needed 
• Contact NBSC if the outcome doesn't match what you did and it is not something you can reverse / 

put through again 
• If recovery fails, this will be automatically investigated, but you should inform NBSC 

Recoverable transaction types 
• During a customer session, the basket of transactions is built up on the counter, and stored on the 

database at the data centre when the session is settled 
• For some types of transactions, information is stored centrally during the transaction -these are 

Recoverable transactions 
• Recoverable transactions are usually those where there is an interaction with an external system 

during the transaction 
• Non-recoverable transactions are also referred to as Cancellable 
• The only information stored permanently on the counter is the last completed session number 

Which transactions are Recoverable? 

Bureau Pre-orders 
Moneygram 

Online Banking Services 
E-Top Up 

Reversals (new and existing) 
Postal Orders 

Post Office Payout 
National Savings and Investments 

Drop and Go 
.Debit/credit card payments 

And those that aren't recoverable 
(Everything else is Cancellable, including) 

All Mails transactions (including labels) 
Bill payments 

Personal banking 
Transcash 

Back office transactions other than reversals 
All Mails transactions (including labels) 

Horizon Online Transaction Recovery — Quick Reference Guide 
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Transaction Recovery - Horizon Online Quick Reference Guide 

What to do when a Horizon Online counter is unable to connect to the 
Data Centre or becomes unavailable due to Screen Freeze 

Start Here 

Yes 

Were Customer receipts 
printed during the session? 

Receipts may have been printed for... .. Bureau de Change Pre-Order // 
Debit/Credit Card Payments 

SE Top-up 
➢MoneyGram Yes 
rN5&I Payments 
SOnfine wanking 
:Postal Orders 
>Post Office Payout 

Was payment by 
n Cash or debit / 

credit card? 
Cash 

Card 

_ 
\ 

Was payment
authorised? 

Cancelled items 
are shaven as a 

zero value. Yes 

Iqr 

Ensure you retain 
any cancelled stock O items or get them 

back from the 
Na 

customer,

This includes any 
postage labels that 

..... _.. . . _. _

Can the customer 
settle by Cash? 

have been printed, Settle with the 
customer for the 

value of the 
Settle with the customer customer receipts) 

as detailed on the 
Disconnected Session

Receipt 

Pay or take the Amount cue shown 
1h~t~ 11 nplt» I0 

11111-1 kuvlt 

Where customer 
receipts p-oducec 
- e 3 party system 
has authorised a 
transaction. 
Horizon Online will 
acrount for this 
transaction as 
detailed en the 
reteipt All other 
receipt s, including 
mails items will be 
cancelled. 

® All items in this session 
will be cancelled. 

Do not exchange cash. 
stock or vouchers with. 

the customer 

When 'he Counter resumes 
vcu should follow the an 

screen instructions to process 
the recovery 

Horizon Online Transaction Recovery —Quick Reference Guide 

What to do when a Horizon Online connectivity is restored 

( Is a Recovery screen 
There are no recovery 

displayed?   actions for you to 

undertake. 

Th e dirt may 
auto r , ) / recover 
soma t n actions if 

Transactions that have Read the screen ell, e'd 
been r,. n' ~' 

detailed cci the 'wen. 
You w 11 see eriescreen 
fore I tr tondo 

select Yes or No as 

appropriate to proceed 

Vou nc''v r, la,u how the j 
t tCr.W A, ,t wdhat 
the dust c

the 
he e ,rater became 

Recovery receipt A Recovery receipt will 

produced be printed where required 

Receipt should be

associated with the 

Discontinued Session 
Receipt (if available) 

retained. 

eeuwery is carrpkN 
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Initial Complaint Review and Mediation Scheme 

ATMs - power, telecommunications and third party fraud 

Summary 

1.1 Second Sight has questioned whether Post Office ATMs accurately retain transaction 
records in the event of a power or telecommunications failure. It has also questioned 
whether branches can suffer losses due to third party attacks on ATMs. 

1.2 The ATMs used by Post Office are designed to be resilient to a power and 
telecommunications failure. In the event of such a failure, data is stored securely on a 
hard-disk in the ATM and the ATM shuts down in order to prevent misuse. These 
systems are tested and upgraded by Wincor Nixdorf / Bank of Ireland ("B01"), the ATM 
provider, and they meet industry standards. 

1.3 Post Office is confident that a power and telecommunications fai lure in relation to an 
ATM will not cause any discrepancy that could feed through to an error in a branch's 
accounts. 

1.4 Neither Post Office nor BOI are aware of any form of ATM fraud that will create a 
shortage in a branch if a branch is following the correct ATM accounting procedure. 
This does not mean that cash is not lost due to ATM fraud (this is a risk for any 
operator of ATMs) but Post Office's standard procedures mean that such losses does 
not fall on a branch. 

1.5 This paper responds to a series of questions on these topics posed by Second Sight. 

What happens if an ATM is turned off and on again during the day or weekend and 
what happens if there's a power cut interrupt? 

2.1 If there is a loss of power then the ATM will go out of service but the transaction data 
and information on the daily ATM total receipts will not be lost as this will be stored in 
the electronic journal on the ATM. 

Does the ATM always pick up from where it left off and incrementally add new 
dispensed figures (dispensed before 16:30 hrs but AFTER the power or telecoms 
interrupt) to those stored figures? 

3.1 Yes. 
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Have POL/Bol/Wincor ever run tests on this functionality? 

4.1 801 and Wincor perform tests at User Acceptance Testing level when any change is 
developed or deployed which would test for this functionality. 

4.2 Also any rebuild/maintenance to an ATM in the field that affects its software would 
also go through user acceptance testing before being brought back into service. 

Are the ATMs running on a Windows NT platform? 

5.1 All 801 ATMs in Post Office branches have always operated on Windows XP and never 
the Windows NT platform. 

5.2 There are currently changes to ATM operating systems across the industry as XP is 
being replaced. B01 is working with Wincor on planning for this change. This 
programme is planned for 2015 as both central and local device changes are 
required. 

5.3 In the interim, whilst the ATM fleet is on the WIN XP operating system, B01 do not rely 
on Windows XP security. B01 uses industry leading software on all fleets to mitigate 
against the security risks associated with WIN XP. 

What sort of routine investigations are carried out (by POL/Bol/Wincor) when ATM 
cash shortages are reported? 

6.1 Any unresolved cash discrepancies can be escalated by the branch for further 
investigation by B01, POL or Wincor as appropriate. 

6.2 Any ATM Horizon stock unit misbalances (shortages or surpluses) can be escalated to 
NSBC. NBSC (or the ATM team at Post Office) will, where applicable, then go through 
all relevant ATM Horizon transactions (e.g. cash transfers, cash dispensed figures, etc.) 
with the branch to help resolve the issue. 

6.3 If further investigation is required, the matter can be escalated to Wincor. Initial 
investigations carried out by Wincor typically involve reconciling the weekly balancing 
information submitted by the branch through Horizon against the Electronic Journal 
information recorded on the ATM. Wincor will contact the branch directly with the 
outcome of its investigations 

6.4 If the outcome of these investigations point to an incorrect figure being recorded in 
Horizon by branch staff or there being a miscount of physical ATM cash in branch, this 
will be discussed with the branch as the subpostmaster may be liable for this type of 
shortage/loss. 
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6.5 If the outcome of these investigations point to a technical fault with the ATM (which is 
extremely rare) this can produce a shortage when balancing the ATM or a loss on the 
Horizon ATM stock unit. In these cases a credit is passed to branch in the form of a 
transaction correction. 

Are Wincor ATMs susceptible to partial retract, transaction reversal or malware 
attacks / fraud? What steps has POL / Wincor taken to combat any recent malware or 
hacking attacks on ATMs? 

7.1 Neither Post Office nor BOI are aware of any form of ATM fraud that will create a 
shortage in a branch if a branch is following the correct ATM accounting procedure. 
This does not mean that cash is not lost due to ATM fraud but Post Office's standard 
procedures mean that such losses do not fall on a branch. 

7.2 As explained in Post Office's previous note to Second Sight on retract fraud, this type 
of fraud does not cause a loss to a branch where the correct Post Office procedure is 
followed. Second Sight has not defined what it means by a "transaction reversal 
attack" but Post Office understands this to be fundamentally the same as retract fraud. 

7.3 As explained above, BOI ATMs have in place industry leading software security against 
malware attacks which includes Wincor's PSA/Protect-1 OS which protects each ATM 
from remote attack. 

7.4 Although not specifically raised by Second Sight, another form of ATM attack is cash 
trapping. In the case of cash trapping, there is no loss to the branch as cash has been 
dispensed correctly from ATM (and will be recorded as being dispensed by the ATM on 
the Bank Totals receipt) but intercepted by fraudster. It will be the customer that did 
not receive their cash. Although Post Office will assist customers and BOI to 
investigate any cases of cash trapping, it will not cause a loss in the branch accounts 
as the accounts will record cash being dispensed and the cash will have been taken 
(albeit by the fraudster rather than the customer). 

20 October 2014 
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Initial Complaint Review and Mediation Scheme 

Retract fraud on ATMs: Post Office Review 

Executive summary 

Retract fraud: 

Retract fraud occurs where a customer conducts a withdrawal transaction from their ownbank account 
using an ATM. When the cash is vended, the customer looks to remove the middle notes, leaving the 
top and bottom notes behind, therebyhoping to trick the ATM into believing that the cash has not been 
taken. The ATM then retracts the cash back into the machine, believing that it has retracted the entire 
sum withdrawn. 

Issue: 

Second Sight has raised a concern that when a subpostmaster comes to count the cash in an ATM 
which has been subject to retract fraud, there would be a shortfall between the amount of cash 
physically in the ATM and the amount recorded on the ATM as being retracted. Second Sight asls 
whether subpostmasters are held liable for this loss. 

Response: 

As long as a subposmaster follows the correct ATM balancing procedures and accurately records the 
amounts of cash in the ATM, the subpostmaster will not be liable for anyATM cash loss caused by 
retract fraud. A loss of cash from an ATM caused by retract fraud falls on Bank of Ireland (BOI). It is 
not passed to a subpostmaster and there will be no negative impact on a branch's accounts if the 
subpostmaster has followed the proper accounting process. 

Retract fraud 

All ATMs in the UK (including those operated byBOl at Post Office branches) are at risk of retract 
fraud. Customers undertake this fraud in the hope of persuading their bank that theyhave not 
received the cash withdrawn from an ATM. 

After physically removing cash from the ATM in the manner described above, the fraud is perpetrated 
in two ways: 

(i) The customers waits to see if a full refund of their cash withdrawal isautomatically 
refunded by their bank; or 

(ii) The customer contacts their bank to "complain" about a withdrawal from their account 
on the false grounds that theydid not receive the withdrawn cash from the ATM. 

It should be noted that where moneyis retracted, the withdrawal transaction still proceeds and the sum 
"withdrawn" is debited from the customer's account. 

The fraudulent customer's intention is that when the bank checks the retract records for the ATM in 
question, it sees that there was a retract recorded against the customer's withdrawal traisaction and 
would then re-credit the customer's account. 

ATM accounting process for retracts 

The branch accounting process for retracts is set out in Post Office accounting instructions. The latest 
version of the process is set out at section 3.3 of MISC1425: Post Office® Accounting Instructions for 
Bank of Ireland ATMs— a copy of which has been provided to Second Sight. 
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This accounting process has not materially changed for a number of years. Previous versions of the 
accounting instructions have Aso been provided to Second Sight. 

The accounting process for retracts is as follows: 

1. Each working day, a subpostmaster must check the ATM Totals receipt (which is 
generated by the ATM) to see if any retracted transactions have taken place sincethe 
last ATM weekly balance was completed. The receipt will show the number of retracts. 

2. If any retracts have taken place, the subposmaster must physically remove the 
retracted notes from the ATM (which are stored in a separate part of the ATM from 
other cash). 

3. For all retracted cash removed from an ATM, the subpostmaster must count and 
report on Horizon the total value of retracted cash on the same day(using the ATM 
Surplus Cash button on Horizon). If a retract occurs when the Post Office branch is 
closed it should be removed and reported on the next working day 

4. Once reported on Horizon, the retracted cash should be placed in the main branch 
safe and forms part of the cash holdings of the branch. 

The subpostmaster does not have access to, nor is required to record on Horizon, the value of the 
withdrawal transactions connected to the retracts. Therefore any loss due to retract fraud (ie. where 
there is a difference between the withdrawal value and actual amount of retracted cash)will not be 
recorded on Horizon bythe subpostmaster and cannot therefore be the cause of a loss in the branch 
accounts. 

It should be noted that BOI ATMs onlyallow 2 retract transactions before the machine goes out of 
service. In this instance, the retracts need to be reported (as described above) and the retract counter 
within the ATM has to be reset to zero in order to bring the ATM back into service. This is to prevent 
multiple retract frauds happening. It also means that accounting for retracts on Horizon is verysimple 
as the amount of cash involved is likelyto be small. 

Reconciliation with BOI 

Post Office provides to BOI details of the amount of each retracted cash transaction as part of its 
weekly ATM balances recorded in Horizon. BOI uses that information to look for a match between the 
actual amount of retracted cash removed from the ATM and the amountof the original cash withdrawal 
transaction. If there is a match, then this will indicate that there has been no retract fraud and the full 
amount will typically be re-credited to the customer. If there is a discrepancy, then BOI may undertake 
further investigations into the customer's activity. 

As long as Post Office can provide the dailyretract declarations from Horizon then any loss caused by 
any retract fraud does not fall on the subpostmaster. 

If a subpostmaster does not declare a weekly ATM balance through Horizon, which includes the 
amount of any retracted cash, then Post Office cannot provide that information to BOI. As BOI has not 
been provided with balancing informatiorm it is unable to determine whethera retract was fraudulent. 
The full amount of the cash withdrawal re-credited to the customer is therefore charged on byBOl to 
Post Office. 

Reconciliation with the subpostmaster 

Where Post Office is charged by BOI, it passes on this charge to the subpostmaster byway of a 
transaction correction where the weekly ATM balance, including any retracted cash records, are not 
available because of the subpostmaster's failure to follow proper accounting processes. 

It should be noted that where the retract was not fraudulent, the correct amount of cash will have been 
retracted into the ATM. Even if the subpostmaster has not properlyaccounted for this cash on 
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Horizon, the retracted cash will still be in the branch (either in the branch's cash holdings or still in the 
ATM) as surplus cash. This surplus cash will offset any Transaction Correction for failing to follow 
proper accounting procedures. 

Where retract fraud has occurred, then the amount of surplus cash recovered from the ATM will be 
less than the amount of the original cash withdrawal transaction. This discrepancy will fall on the 
subpostmaster due to them not following proper accounting procedures 

Post Office considers that this allocation of risk between the parties is fair and reflects each parties' 
respective responsibility for preventing retract fraud. In the round, the risk to subpostmasters is small, 
entirely within a subpostmaster's control and can be eliminated if the subpostmaster accounts for 
retracts on a daily basis as per the ATM operating and accounting instructions issued byPOL. 

5 March 2014 
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Strictly confidential and commercially sensitive 

Initial Complaint Review and Mediation Scheme 

Suspense Account 

This paper 

This paper has been prepared for Second Sight in response to the following question raised by 
Second Sight: 

"Could any SPMRs have been charged by Post Office Ltd for amounts that become incorporated in 
suspense account balances that were subsequently taken into profit by POL or any of its 
Counterparty Companies, or that remain as credit balances on the balance sheet of POL or any of 
its Counterparty Companies?" 

Summary Postion 

Post Office principally pays its clients according to transaction information originating from 
branches. If the transaction is completed correctly the branch accounts will balance (ie. they will 
show no loss or surplus of cash or stock). Post Office will then deal separately with any 
reconciliation discrepancy with a client. 

If a branch, a client or a customer suspects an error with a transaction then there are processes in 
place for investigating that suspected error. Where an error is suspected in branch and a 
transaction correction is sent to that branch, the branch has full visibility of that transaction 
correction and has the ability to challenge that transaction correction. So long as the branch 
validly challenges the transaction correction with the necessary supporting paperwork from the 
branch's records, the branch will not be held liable for the underlying discrepancy. 

Client reconciliation - how it works 

Horizon collects data on a substantial volume of transactions which allows it to identify issues by 
branch, transaction type, client and method of payment according to how the transaction was 
recorded in the branch. In conjunction with clients, and subject to data protection requirements, 
Post Office can also sometimes track transactions back to individual customers or, in many cases, 
the subpostmaster may themselves recall the customer involved through their own knowledge of 
their customer base. 

For many services, the transactional records as recorded in Horizon in branch are the sole data 
stream regarding activity in a branch. For a number of transactions and methods of payment, 
though, it is possible to compare the transactional records as recorded in Horizon with the clients' 
view of the transactions. In these latter cases, the daily transactional totals recorded in Horizon by 
the subpostmaster are matched with clients' records which in almost all cases are the same. In 
the rare cases where there is a mis-match, Post Office investigates the difference - a process 
which can involve the subpostmasterand the client. 

Where an error is suspected in branch, a transaction correction may be issued with relevant 
evidence to correct the accounting record of what has happened in branch. This may occur, for 
example, where there is a discrepancy between the branch records and the client records. If a 
difference arose where the client records exceeded the branch records then for services where the 
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Strictly confidential and commercially sensitive 

customer was paying money in that could lead to a charge from Post Office to the branch or where 
the customer was withdrawing money it could lead to a credit from Post Office to the branch. 

The transaction correction process is fully visible to each branch and corrections cannot be made 
without an subpostmaster having accepted them. Subpostmasters may also challenge a 
transaction correction which would result in the transaction correction being put on hold pending 
further investigation by Post Office. For some transactions, the branch may hold additional 
paperwork or evidence not available to Post Office. Often branches are asked to submit this extra 
evidence to Post Office in order to validate the subpostmaster's challenge. 

It should be noted that assuming the branch paid out or took from the customer cash to the same 
value as the actual transaction, then there will be no physical loss of cash and the transaction 
correction will simply correct the accounting error. 

However, the branch is accountable for any failure to follow correct operating procedures in terms 
of processing transactions. It is the case that a subpostmaster may bear a loss if they have 
incorrectly processed a transaction or failed to follow the necessary processes for correcting that 
transaction or should they accept a transaction correction even though they were holding the 
necessary evidence to disprove the transaction correction. 

Example 

An ATM is directly connected to the LINK network and hence to the banks. Customer withdrawals 
are therefore reported direct to the customer banks and to Bank of Ireland as the provider of the 
ATMs. Bank of Ireland therefore knows how much should be paid to Post Office for the value of 
withdrawals done in the Post Office estate. In tandem with this, subpostmasters are required to 
record in Horizon the value dispensed to customers on a daily basis (as shown on the 16:30-16:30 
receipt). 

If a subpostmaster erroneously records the wrong cash dispensed figure on Horizon, this would be 
revealed as a discrepancy once the Horizon figures were compared to the Bank of Ireland figures 
directly recorded from the ATM. However, this would not cause a cash loss, only an accounting 
error, that would be corrected by a transaction correction. 

Alternatively, if (in theory) Bank of Ireland's figures were incorrect, it would be a relatively 
straightforward exercise for a subpostmaster to challenge a transaction correction and submit to 
Post Office the 16:30-16:30 receipt from the ATM that would prove they have entered the correct 
figure into Horizon. 

Suspense account 

The proposition underlying Second Sight's question is that where the Counterparty Company - the 
"client"- informs Post Office that an amount due to the client is greater than that recorded by the 
Branch, that charge is automatically passed onto the branch, and the branch has limited data on 
which to investigate discrepancies. Second Sight appears to assert that this results in a systemic 
control weakness. This assertion is incorrect given that: 

• Post Office and the client are often able to resolve differences between themselves in the first 
instance, or are able to resolve them with the help of the subpostmaster, before getting to the 
stage of issuing a transaction correction. 
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Strictly confidential and commercially sensitive 

• A transaction correction will be issued where appropriate with supporting evidence and the 
subpostmaster can either accept or challenge (on the basis of the evidence and other 
information held in branch or available on Horizon). 

• Horizon provides a subpostmaster with a number of 'reports' which can be used to resolve 
queries in branch. 

It is acknowledged that Post Office has a suspense account for discrepancies between Horizon 
records and client records. These discrepancies are held for 3 years for investigation before being 
released to Post Office's profit and loss account. 

This does not however operate to the disadvantage of subpostmasters. As described above, there 
are extensive processes in place to investigate Horizon-client discrepancies. To the extent that 
Post Office issues a transaction correction to a branch then the transaction correction and its 
evidence may be challenged by the branch. So long as a subpostmaster challenges a transaction 
correction and submits the applicable evidence to show there is no error on their part, Post Office 
will withdraw the transaction correction even where the client does not accept the evidence from 
the branch. The unresolved discrepancy therefore does not fall on the branch, but rests in the 
suspense account to be resolved between Post Office and the client. 

Post Office notes that in addition to the assurance processes referred to in this note, Second Sight 
have given subposmasters the opportunity to challenge specific transactions or transaction 
corrections through the Spot Review process and through the Scheme. The outcomes of those 
investigations have not revealed any findings that overturn Post Office's position. 

Other issues 

In the narrative supporting the central question, Second Sight also raise a number of other issues 
which we would like to address: 

Second Sight claims to have seen many cases where a non-cash payment does not hit the 
customer's bank account, particularly in relation to power or communications interruptions 
which Second Sight alleges can cause one side of a transaction to fail. Post Office has already 
set out in some detail what happens in relation to power or other communications disruptions 
and the subject is covered in Second Sight's Part One Mediation Briefing Report. In addition, 
the issue Second Sight refers to as a "one-sided transaction" is being dealt with separately. 

Likewise with other examples quoted where Second Sight alleges errors have occurred - it is 
not possible to comment on those in the absence of more detail and the opportunity to 
properly investigate what happened in those instances. However, assuming that these 
examples relate to cases in the Scheme, Post Office will investigate them in the normal way. 

In relation to comments made by Post office about challenging regulated and audited entities. 
this was not meant to be interpreted as meaning those entities would never make 
administrative errors. The reasoning was simply that such entities are regulated and are 
required to have systems and processes in place to comply with industry standards. It is, 
therefore, not wrong of Post Office to assume that those systems and processes work properly 
unless there is evidence to suggest that they do not. 

29 July 2014 
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HOL help National Lottery Scratchcard returns 

Unactivated full packs 

When a Scratchcard game is withdrawn, Camelot notifies Parcelforce Worldwide 
(their contracted courier) of the number of unactivated packs of expired Scratchcard 
games to be collected from each branch. Camelot will send you a collection bag in 
which the stock should be despatched. You should complete the form provided by 
Camelot and attach the label, also provided by Camelot, to the collection bag. 

Please remember: You must not place stock that is still activated in the collection 
bag. 

If you have unactivated full packs on hand, and the Parcelforce Worldwide 
collection officer visits your branch: 

• Check the identity of the courier, who will carry a photo ID card 

• If you have, anid btskQit their identity, phone the Camelot Retailer 
Helpline or ._._._._._._. GRO _. 

• Sign the form (showing the number of packs to be collected) presented by the 
courier and ask them to sign as proof of the collection 

Please note: The Parcelforce Worldwide collection officer will only collect complete 
unactivated packs. If there are no packs to be collected the courier will complete a nil 
return. The Camelot Field Sales Executive will not deactivate full or part packs that 
have been activated. 

Keep two copies of the form locally for six months. 

Unactivated full packs Accounting 

As unactivated packs of expired scratchcards are not part of your value stock, you 
do not need to account for their withdrawal on the Horizon OnlineTM system. 

Unsold activated stock 

The Parcelforce Worldwide collection officer will not collect full activated packs 
from your branch when a Scratchcard game is withdrawn. 

Instructions for the return of any activated stock to Swindon Distribution Centre are 
published in Operational Focus. When you return this stock as instructed, you must 
add the activation slip. 
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Please remember: If the activation slip is not included, Swindon Distribution Centre 
will return the Scratchcards to the relevant branch and the branch bears the cost of 
the unsold stock. 

If you have lost the activation slip for the stock you are returning: 

• Call the NBSC onL_-._.. _ G RO 
• Explain which games you do not have an activation slip for. 

Unsold activated stock 

The NBSC will request: 

• your Post Office Branch Code 
• your branch Camelot Lottery Retailer number 
• the relevant game and number 
• the game pack serial number (the first nine numbers of the 12 - digit serial 

number) 

Please remember: The game pack serial number can be found on any of the 
Scratchcards in the pack and is made up of the following: first three digits: the game 
number; next six digits: the serial number of the pack (eg 149 - 293847). All nine 
numbers must be quoted. 

The NBSC will phone you back to confirm if you have authorisation to send the 
stock without an activation slip, or not. If the authorisation is given, the NBSC will 
provide you with an authorisation reference number. 

Please note: Authorisation will be denied if the game was activated after the Post 
Office Ltd game end date or if the withdrawal deadline date for remitting the stock 
to Swindon Distribution Centre has passed. The stock must then be removed from 
the stock unit and the loss made good by the relevant branch. 

Please make a note of the authorisation reference number as this number must be 
recorded against the appropriate game on the Monthly Stock Returns form RS 1, in 
order that the stock is accepted at Swindon Distribution Centre. 

Unsold activated stock 

If you have several games to return without activation slips, the NBSC will provide 
you with a separate authorisation reference number for each authorised game. 

Returning Withdrawn Scratchcards 
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When you need to return Scratchcards to Swindon Distribution Centre you will 
receive a Monthly Stock Returns form RS 1 (forms must be completed in duplicate, 
carbon paper will be required). 

The following details will be pre-printed on the form when you receive it: 

• your Post Office Branch Code 
• the name of your branch 
• your branch address (including the postcode) 
• your telephone number 
• the Client Accounting week number when you are due to return your stock 

Please note: You should make every effort to return your stock in the specified week. 
If you miss the return date, for example due to annual leave commitments, you 
should return it as soon as possible after this date. 

Returning Withdrawn Scratchcards 

Details of all the value stock items you need to 
return will also be listed. Again, the following 
details will be pre-printed: 

• 

the item code (this column has been 
divided to match the code format on the 
Swindon Distribution Centre computer 
system) 
a description of the stock 
the unit of measure 
the value per unit 
Complete table A of the form RS 1 as 
follows: 

o print your name and sign the form 
o date-stamp the RS 1 
o 

enter the current Client 
Accounting week number if you 
return your stock in a week other 
than the Client Accounting week 
specified on the form 

Please remember: You should make every 
effort to return your stock in the specified week. 

rrt 

4 ,

• For each of the items listed, enter: 
o the quantity 
o the total value of each item (if you do not have a particular item that is listed, 

insert 0.00) 
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Enter the total of Table A 

Do not add the details of any additional stock items in this table. 

When you have completed the Stock Returns Forms RS1: 

Enter the stock Remittance onto the Horizon OnlineTM system and despatch the items 
from your branch. 

The appropriate options are as follows: 

Value of scratchcard Option 

£1 Instants £1 

£2 Instants £2 

£5 Instants £5 
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Return of non-activated scratchcard games 
Your branch should have received a grey 
pouch with a yellow label from Camelot 
to return un-activated National Lottery 
scratchcard packs (the returnable games 
and numbers are listed in the table to 
the right). Please follow the instructional 
guide that comes with the pouch and 
ensure that you return ALL of these un-
activated packs to Camelot by Monday 
22 December 2014. 
Failure to do this wilt result in a financial 
loss for Post Office. 

Please return un-activated packs to 
Camelot by following the instructions 

Return of un-activated scratchcards to 
Camelot 

Pack Number Game Name 
0611 Cool Cash 
0575 Quick Cash 
0591 Cash Match 
0571 Lucky Bug 
0552 Cloud 9 
0589 Match 3 Tripler 

0578 Money Spinner 
0583 £100,000 
0608 £100,000 
0601 Lucky Streak 
0604 Cash Rich 
0598 £70,000 
0597 £250,000 
0616 £250,000 
0612 Monopoly 
0603 Bingo 
0600 Bejeweled 
0587 £1 Million 

• Please make sure you return all un-activated scratchcard packs from the above list 
to Camelot in the correct grey collection pouch provided by them. 

• If you haven't received a grey collection pouch marked "September" please contact 
the Camelot Retailer Hotline immediately, they will then send out a Black returns 
pouch with a red label. You MUST return stock in this pouch as soon as you receive 
this. _ __ __ 

• Call Parcelforce on  GRO to arrange for the collection of un-activated 
packs. 

• If Parcelforce doesn't collect, report this to the Camelot retailer hotline immediately. 
• Under NO circumstances should packs be given back to your Camelot 

Representative. 

Please Note: You must proactively sell to exhaustion any activated scratchcards of the 
closing games until the end date of the pack as any returned activated cards incur a loss to 
the Post Office. 
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Initial Complaint Review and Mediation Scheme 

Audit Trail on Girobank Deposits 

1 Summary 

1.1 Second Sight has raised a question about whether there is an "audit trail" available in relation 
to Girobank deposits on Horizon. 

1.2 Although Second Sight characterise this as an "audit trail" issue, it is in fact an issue about 
there being safeguards against branch staff making an error by keying in the wrong figure 
into Horizon. An audit trail is simply one possible safeguard against this type of error. 

1.3 Before 2008, at the end of each day the subpostmaster would rem out the paper paying in 
slips presented by customers for Girobank deposits. The safeguard being that FSC (via 
Girobank) would then compare the figures on the paying in slips against the information input 
on Horizon by branch staff to identify and correct any keying in errors. 

1.4 After 2008, the use of paper paying in slips started to be phased out by Girobank and it 
moved customers to using chip and pin cards. This change was outside of Post Office's 
control and so there was no way to retain the audit trail presented by paying in slips. 

1.5 Post Office implemented a substitute safeguard in that customers were asked to confirm 
through the chip and pin machine that the figure entered on Horizon was correct. 

1.6 In effect, the safeguard of seeking the customer's confirmation of the amount to be deposited 
was still in place but it moved from being via the paying in slip to via the chip and pin 
confirmation. 

1.7 Post Office considers that its safeguards, both pre and post 2008, against keying in errors in 
branch are adequate. In any event, this issue only arises where branch staff make the initial 
keying in error and, as per the terms of the subpostmaster contract, subpostmasters will be 
liable for any loss that arises as a result of this error. It is an obvious point that, regardless of 
any safeguards, the best way to manage this risk is for branch staff to be diligent in their 
work. 

1.8 It is noted that the chip and pin method of making deposits into bank accounts without any 
paper audit trail is industry standard practice in high street banks which have also phased out 
the use of paying in slips. 

2 Girobank deposits 

2.1 Girobank was the company that provided the banking services behind Girobank deposits. 
Alliance & Leicester acquired Girobank in 1990 and Santander took over Alliance & Leicester 
in October 2008. For ease of reference, all three organisations are referred to as "Girobank" 
in this note. Girobank deposits are deposits of cash into a customers bank account. They 
work, for all intents and purposes, like a customer making a deposit of cash into a bank 
account at any high street bank. 
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2.2 Girobank deposits should not be confused with Green Giro payments. Green Giro payments 
relate to the payment of benefits to customers. This is an entirely different product and is 
outside the scope of this note. 

3 The issue 

3.1 Second Sight have described their concern as follows: 

3.1.1 "In mid-2008 the method of processing receipts into Giro Bank accounts was 
changed. Previously, customers completed a two-part paying-in slip. One copy of 
the paying-in slip was retained by the customer, another was retained in the 
branch and cross-referenced to the entry made on Horizon. If, for example, the 
counter clerk accidentally keyed in £2,000 instead of £200 and did not spot that 
error immediately then, when the next balance was carried out. Horizon would 
have reported that there should be £2,000 cash in the safe whereas in fact there 
was only £200 in it (i.e. there would be a £1,800 cash shortfall). 

3.1.2 Prior to the mid-2008 processing change, the Subpostmaster would have been 
able to identify that £2,000 cash had been entered onto the system relating to a 
customer whom, by cross-checking with the paying-in slip, in fact had only paid in 
£200. Hence, a correction could have been actioned and the branch's books 
brought back into balance. In such a case, the apparent cash shortage would have 
been eliminated because the audit trail enabled the specific cause of the shortage 
to be identified and corrected. 

3.1.3 However, after the processing change, paying monies into Giro Bank accounts was 
actioned via swipe cards and one-part paying in books with no supporting 
documentation being retained in branch. 

3.1.4 After that processing change, the counter clerk would swipe the customer's card to 
access the account details and then key in the cash deposit. After inputting the 
deposit, the system printed out just one copy of a receipt (which specifically states 
on it "NOT TO BE RETAINED") and this was then passed back to the customer 
along with their swipe card. 

3.1.5 It follows that, if the counter clerk had accidentally input £2,000 instead of £200 
into Horizon and did not immediately spot the error, the balance would show an 
£1,800 difference between the cash holdings on Horizon and the actual cash 
holdings (as in the previous example). However, after the processing change, there 
would be no supporting documentation available either to the Subpostmaster, or to 
Post Office centrally. Therefore neither the Subpostmaster nor the Post Office's 
central processing unit would be able to check whether or not the cash deposit 
entries on the system reflected the actual amount of cash that had been 
deposited." 

3.2 The process change described above was driven by Girobank. Post Office had no control over 
the bank's change in the way it conducted its business and could only adapt its processes to 
accommodate the change. The lack of a paying in slip after 2008 was therefore outside of 
Post Office's control. 
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4 Response 

4.1 Pre-2008 the process for recording a Girobank deposit was: 

4.1.1 A paying in slip would be completed by the customer showing the total amount of 
the deposit and the various denominations of cash that made up that total. 

4.1.2 The customer would hand over the cash to be deposited which would be counted 
by the branch staff and checked against the amount on the paying in slip. 

4.1.3 The amount to be deposited would then be typed into Horizon by the branch staff, 
the transaction completed and a receipt given to the customer. 

4.1.4 The paying in slip would be retained in branch until the end of the day when it 
would be remitted to Girobank via Royal Mail. 

4.2 In processing a Girobank deposit, there is a risk that branch staff could key in the wrong 
deposit amount into Horizon (a Miskey Error). This creates a discrepancy because the amount 
of money that will be deposited into the customer's account (as per the paying in slip) is 
different from the amount recorded on Horizon. 

4.3 To mitigate this error. Santander would compare the value of the deposits on the paying in 
slips to the values stated on Horizon. Through this reconciliation process any discrepancies 
would be notified to FSC. Where there was a discrepancy, FSC would generate a transaction 
correction back to branch to correct the mistaken Horizon entry. 

4.4 If a subpostmaster identified an error, he/she could contact NBSC to highlight the transaction 
for review during the reconciliation process described above. 

4.5 It should be noted that: 

4.5.1 It was not standard Post Office process for branches to correct Miskey Errors in 
branch - they should have been reported to NBSC. In fact, in branch corrections 
could create confusion in the accounts making it difficult for FSC to determine if an 
error had been corrected. For example, if the Miskey Error was corrected at the 
end of the day (by reversing the erroneous transaction and putting through a new 
correct transaction), the Horizon record of the transaction would be correct and 
match the paying in slip but would not then match the receipt handed to the 
customer early that day (which would reflect the details of the erroneous 
transaction). This could then lead to a customer complaint that could be difficult to 
reconcile with the branch accounts. 

4.5.2 The above process does not include any check of the cash taken for the Girobank 
deposits. Indeed, such a check could not be undertaken as the Girobank deposit 
cash would have been mixed during the day with the branch's general cash 
holdings. Also, the Girobank slips are typically picked up by Royal Mail at around 
5pm, which in most branches would be before that day's cash declaration so the 
slips would not have been available to help resolve any cash handling error. The 
only point at which it is possible to check that the correct amount of cash has been 
taken from the customer is at the point of the transaction. 
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4.6 After 2008, Girobank deposits were processed by way of swipe card or a chip and pin card 
although paper paying slips were still used by some customers: 

4.6.1 The customer would either hand the card to the counter clerk to swipe on the 
Horizon keyboard or place their card into the chip and pin reader and tell the 
branch staff how much cash they wished to deposit. 

4.6.2 The branch would take the cash from the customer and count it to make sure it 
matched the deposit amount; the branch staff would key in the deposit amount on 
Horizon. 

4.6.3 The chip and pin machine would then display the amount to be deposited (as per 
the figure keyed into Horizon) and ask the customer to confirm the amount; 

4.6.4 The customer would confirm the amount and enter their pin number. The branch 
staff would then complete the transaction on Horizon. 

4.6.5 No paperwork is retained in branch and nothing is remitted to Girobank. 

4.7 It is noted the post-2008 process described above is the same as operated by all High Street 
banks conducting bank deposits after those banks phased out paying in slips in favour of chip 
and pin machines. 

4.8 Although Second Sight suggests that a lack of an "audit trail" is in itself a problem, Post Office 
considers that it is more important to understand the holistic risks and safeguards in place — 
which are different for different products. 

4.9 For Girobank deposits, the purpose of the pre-2008 paying in slips was to facilitate the 
processing of payments between Post Office and Girobank. These slips were not designed or 
used to provide an "audit trail" to assist branches in checking for Miskey Errors at the end of a 
day — the branch should check that they are keying in the correct amount at the point of 
conducting a transaction. This is why it was not part of Post Office standard process for 
branches to correct such errors in branch. The safeguard pre-2008 was the reconciliation 
process undertaken by Girobank and FSC. . 

4.10 Post 2008, the safeguard was that the customer would double check the Horizon figure on 
the chip and pin machine before completing the transaction. Therefore the chance of a 
Miskey Error going unnoticed was significantly reduced. 

4.11 In any event, post 2008, the amount recorded on Horizon is the amount credited to the 
customer's account. Therefore even if the wrong figure was keyed into Horizon, this would 
match the amount deposited into the customer's account and would not generate a 
transaction correction to the branch but would result in a discrepancy in the branch accounts 
if the branch took the incorrect amount of cash from the customer. This however is a cash 
handling error and not an accounting error (and is therefore outside the "audit trail" issue 
being raised by Second Sight). 

4.12 If a customer later complains about the wrong amount being deposited into their account, 
then this is an issue between the customer, Girobank and Post Office depending on whether 
the customer has proof of the amount they deposited. In practice, the only evidence the 
customer may hold is the receipt from Post Office which will validate that the customer 
confirmed the Horizon recorded figure on the chip and pin machine. 
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4.13 The lack of an audit trail post 2008 as claimed by Second Sight is therefore not a failing of 
Horizon or Post Office in that Post Office operates an effective safeguard against Miskey 
Errors in the form of confirmation through the chip and pin machine. In any event, and as 
noted above, it was outside of Post Office's control to retain the old audit trail of paper paying 
in slips and this approach to bank deposits is used across the industry. 

20 October 2014 
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Horizon 
Transaction Recovery 

Guidelines 

Horizon Online —Transaction Recovery Page 1 
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Background 

Sometimes when logging on to the Horizon terminal or during the processing of a transaction, the Horizon terminal 
screen displays a "Recovery" or "Retry Communication" message tothe person working on that particular counter unit. 
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If the person working on that counter doesn't follow the correct steps when these messages are displayed, this can have 
a negative impact on the successful completion of a customer's transaction, which may also then impact on the cash 
and/or stock balance of the branch. 

The purpose of this document is to help you understand: 

• Why the system displays these messages 
• What happens to the transactions that are being or have just been processed when you see these messages 
• What you should do when these messages are displayed including what you should tell the customer 
• What the information means on any receipts that are printed 
• What may happen if the correct procedures aren't followed 
• What happens if a system recovery fails 
• Where to go for extra help and support when you need it 

The document will show you example screen shots from the Horizon system and help you understand what to do in 
these circumstances. 

Horizon Online —Transaction Recovery Page 2 
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1. When will a Recovery message be displayedand what does it mean? 

A Recovery message will be displayed on the Horizon screen in the following scenarios: 

a) Scenario 1: Someone tries to log onto another Horizon terminal using the same user ID and password whilst 
they are still logged onto another terminal This will appear even if the user is trying to attach to a different 
stock unit. 

b) Scenario 2: The Horizon system loses communication with the relevant data centre during the processing of a 
transaction due to an incident with the communication line 

c) Scenario 3: The Horizon system loses communication with the relevant data centreas a result of a power cut 
d) Scenario 4: An Horizon terminal counter unit has been replaced and the previous user on the counter unit 

being replaced had not logged out 

When serving a customer, there are certain transactions where the information is sent directlyto external data systems 
during the transaction, and some where no interaction with the data systems happens until the customer session is 
completed. Those transactions where the information is sent directly to the data systems during the transaction are 
known are Recoverable transactions and those that aren't are known as either Non-recoverable or Cancellable. 

Which transactions are Recoverable? 

• Bureau Pre-orders 
• Moneygram 
• Online Banking Services, including Post Office card account 
• E-Top Up 
• Reversals (new and existing) 
• Postal Orders 
• Post Office Payout 
• National Savings and Investments 
• Drop and Go 
• Debit/credit card payments 

And those that aren't recoverable 
Everything else is known as non-recoverable or Cancellable, including 

• All Mails transactions (including labels and the sale of postage stamp~l 
• Automated Bill payments including DVLA transactions 
• Personal banking (does this mean the likes of cheque deposits?) 
• Transcash 
• Back office transactions other than reversals 

Once the Recovery process starts, there will be different outcomes depending on the type oftransaction that the system 
is trying to recover, and it will depend on what information is printed on the receipt. 

• Completed recoverable transactions listed above where a receipt is printed should be settled with the customer 
- i.e. take payment for an e-top-up 

• Transactions which are classed as recoverable but a receipt is not printed are classed as incomplete and 
therefore the should not be settled with the customer- i.e. don't take payment or assume that a banking 
withdrawal has been processed so don't pay the customer 

• Non-recoverable or cancellable transactions should be discarded and the item shouldn't be settled with the 
customer - i.e. don't give them the stamps or take payment for an AP billpayment 

Below are some examples of the different types of scenarios and takes you through whatto do in these instances. 

Horizon Online -Transaction Recovery Page 3 
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2. Scenario I - User tries to log onto another Horizon terminal while still logged onto another terminal 

If you or one of yourteam is logged on to one Horizon terminaland is in the process of selling stampsand an attempt is 
made to log onto another terminal the following message will appearon the terminal where an additional log on is 
being attempted: 
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If you press "Continue", you can still use the first Horizon terminal but when you come to 
settle the transaction for the sale of the stamps, the system will automatically log you out 
and force a transaction recovery. The following message will appear: 

-= Pot 13 Jan 13 11.59 

Si t ruimir'tleUrsa 
F sl pas=:tang diet
Lt' (19iibtt 'U.1 Fntry 

?. Gull PaymcMs Tl,' 

- 'I C~s•r awl ('.nrn',In rrasH Sus Prni ' 

Part Payments 0000 

earn I eque '. Wert ouannryC

q'il .1J F 1j 
S-rc 

- ® o0G tl 0 t 
dnnlherticcunter~euse You havc h tJ 

BtlL 

and when you press "Continue" the Recovery warning will then appear 
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Three copies of a disconnected session receipt will be printed. You will see from the receipt below 
that the stamp transaction has not been completed. 

Therefore the stamps should not be given to the customer and payment should not be taken. 

G
l ?''T_tctNNECTEI' stSIDM 

Reco1.•ei'f Cider 171"'0%115 

Dr nit sceenrpt to t lleree 

err Crass iitlrifl ti m this 

sessicn, rLntil r_}ii.e reenter 

has been successtully 

recovered,

ist class strop 

O 0 0.60 0.00 

idIFTAL 

.PI FROM CUFCIIMEW n.nn 

EALAl::E F. 0n. 

r_taIn for future reference 

Tuink Yen 

Once the receipt has been printed, you or anyone who wants to use this brminal again will need 
to log-in again and the message below will appear. 

H 

t.. idv=r=_~ 5 I. i Wort t ~nJ 
& 

CU St p

LC 

iI
I £000 

G entity r 

4 Bureau Gir FED'. 

~I P ® Af [, Pa[Zu dear ngg the prevrua se ri 
Star4rg recovery pr-c

F IFl J IJ 

ii 1 CF .c Sp ~a 

_ F I I:_ _F I F I J 
'- m 1191 t ~nFity 

No recovery is needed because the previous transaction was recovered and therefore no receipt 
will be printed. 

S'l— c '00,21drf Pa,0 r:, . ., 
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3. Scenario 2 - The system loses connectivity (for example where workmen dig through a phone line) if duringwith 
the data centre whilst a customer is undertaking a cash withdrawal and the system asks you for the outcome of 
how you settled the transaction 

If the Horizon terminal screen shows this message during the transaction, connectivity with the data 
centre has been lost. 

k Ip'aduct f navg tat G q r,1Fq n 

$tamge Santander COO ForthCawal Si;teen
'410110 00'i 4' 

FI Stamps Acceptance TI'. 

l~I i'. Ys_ '.st 11. Flat lv of Cu SuepenJ 
ells ~aqe . II ' IC) Ftl C] ..(l0, kes me 

1 n~L 

Cu prg  2 d 2nd ^ d op O din r, H 
.a 17 t 'Co. St to 

no-Opt
GBP 0100 

On,
i s 

F] Bureau Giros "IF': 

N.se r R . - m; 
C nn 01

.,.
Ite I1p

nl 
Coo)

Fre=s ke.ry u•Ga"c'e F L
12kpYUny ® If yen Rety and ptob ems pe•ste[ pease contact 

h¢ ¢ ptl¢sk.
'/l FVII ke¢p[ B 4 tla: 
80014+0 ~f

Fe:an 
f9 If you Canoe yaumry ne taken lhro:.OS 

Reeav¢ry stops when ioggng out OS c at ned loge 
- FIO 4'EP— FI4 
CeIuch¢tLaurttit' (Good 

Press "Cancel". In this scenario, the withdrawal will have already been authorised and a receipt will be 
printed like the one below. It will be called disconnected session receipt which says payment should be 
made to the customer. If you press "Retry", there is a risk you have duplicated the transaction. 

D13COHYBC &c 34011:013 

RCf0. Yety Code: 0iti40D6 

Do roc seteapt to cee*rs0e 

Oft 01tvsactio0 [GDL that 

asaaaoaa, until this counnec 

loos been eucceostuity 

cacavtcad. 

S4nc.en4ec ndooi 

t- 6 14.00 60.00" 

TOTAL 0''ttC TO CiF2ii00411 60.60 

04000 Fp05 f0010At'p also 

Cseh TO 0441111,1401 $0.00 

6Ai 6 0x00 

614400 001001000 40.10 tlk00101e ceteceeee 

Tl0l You

When you log back in, the message on the screen will remind you that the Recover process will start. 
Hcrc Tue 18 Dos 12 1441 

Sal tp du tart n of a ravlg 1 t a Ater: 
us It 

Edt
~6N

FI Stamps Acceptance

p Id 1 

l mock 

F  4 !t' GBP 000 

Quantity

_ J 
Fd Bureau Giros F'FEV 

I II 

F ® AI allure ccrurfPtl luring the. prey 0.0 sensor , 1I _  _ I)II) 
Starting recovery p-cecsa. .t 8aclr - Soc

E Ofi ' 0001 

FI 1, Fr/
6 Lga[ Clanry I f+fr 

FI. F I 
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In this case, you will be asked what the outcome of the transaction was. For this example, the screen is 
asking for confirmation as to whether the customer was paid. 

• Tue 190 121441 Help 

P Sy fl Iv thr trap i 181 Pt(1p "`"""' .~,,.:, 
. P, f p ach Bed 117 F.- 11st 

1' 
.r 71 11 FPFy

' Ill ]IF'71IIF d i h~4': 
PAN ;503,4 ~7s 

y, 
" BE CAREFUL, if you 

I f na Tue O 11 1d 34.77 GMT 2112 
- 

„ 
don't know or are notAOC 

~ Ea - sure STOP and ring for atsce.00 . 
QU000It help. 

Select Yes or No 
__

VAS HP 

El I"'(J 
.. F Fl r [,Sa Back 

H. 1v'6 C.frd S` par 

F11'il AEl T F'I 
1 I ~r  L~~p rt lVIPyly 

1.'I '. 711 
I I 

8018001 Ti BP: 01 SU: AOO 1lItllVl8ual .Recovery 

Answer YES 

VAT i0 Pia, GD 2433 17130 (72 

11 e of 15724171 113/!212012 14",43 

`rE.s31032:

F:..CCw*iY 21IPC0s7fetl. 

3859LP,0YiH 137111711 

17 50.110 50.00—

a13TAo DUE T rronrR 50.00 

: t h TO CU5'P6}ER 50,00 
1: 32 2 E (7 .00 

Please YP.LYOkt f0*7 111712e Y.P_ftrtnce 

"37tar.Y; YCtt 

or NO 

FAT 18:6 110. GB 283 1700 02 
Matte of Ysane; 18!1212612 14DS1 

St$SIOL 4-154 O 

Recovery Steccesattsl, 

Sexst80 4ec 4toX 
1- $ 6>. O 6.00 

TOTAL DUE To POST 01"N'ICt 8.44 

sA1ANCE 0.48 

Please Sepal? tot lure tetereftet 

Tb&n C Yost 

If you select YES: £50 withdrawal and the cash settlement will be allocated to your branch account. 

If you select NO: a reversal communication will be sent to the customers bank account, if withdrawal had been 
authorised, and zero-value transaction written to the branch accounts This means that your branch account will be 
short by £50 if you have pressed "No" by accident. 
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4. Scenario 2 - The Horizon system is unable to connect to the data centre and the customer is in the middle of a 
transaction with both a cash withdrawal (recoverable) and a bill payment (non-recoverable). The system knows the 
outcome of the recoverable transaction. 

If the Horizon system loses connectivity to the data centre, the same Retry Communication message as above will 

appear on the screen. 'Hnne. Fri 18 Jan 131306 CARDACCO11NTCA.H 

Select Dud ud or tunctirni cr navigate to —ti— su-n -1 Q 123.45 
u ;,g taba ar tok,, 

5 bps A—Casneti~s X11 t̀ "e 
I@2Cn0 2000 ri&q 

___ .F I Stamps Acceptance

P tal I 'st 1  'st F :Mil to rr Cash 0usperd
Seor en Large ;x12 xE 

j 
; 110) IC3'E 13345 Resume 

Lock 

H~rhe 
) 

d 

T, E 

~1. Lary x12 I'o t ~e !UaF .,ui a 

FI 31 i ., 
Stt I r 

:Jj a;j £0.00 

Travel In Quantity F'i-.•ar: I 
7G 

FA Bureau Giros PPE j s&..... 
'I.ttttit.}. Rcmovc Ucropt 

in need) tam Up ( 

F Press Retry or Cancel.  - ) _I)) Li
TelPphany tr Rdry and pmG neon peraiaL, pinnate contact -.ill R [ E I 

 p Bark ! 
Space 

F'' 

e h
the he!pdesk.

a Cancel, bum he-8ken throe h r  I ~ f_r in I  

, Retal Re ovey atepe when aggllg oLt and . next login. C&,0 r 11p nmy 

F7 
L sl 

......__FI
r.t F J Be Er dS 

Press Cancel and the Disconnected Session receipt will be printed. Remember that the recoverable 
transaction which is the cash withdrawal will have started to complete and the bill-payment one is 
cancelled. 

Settle the customer transaction as shown on Disconnected Session receipt 

DISCONNECTED SESSION 

Recovery Code: 0120487 

Do not attembt to reverse 

any transaction from this 

session, until this counter 

has been successfully 

recovered. 

CA CASH WDL 

1- @ 123.45 

Avon Cosmetics 

0 @ 20.00 

TOTAL DUE TO CUSTOMER 

Cash FROM CUSTOMER 

Cash TO CUSTOMER 

BALANCE 

123. 45-

0.00 

123.45 

0.00 

123.45 

0.00 

Please retain for future reference 

Thank You 

This receipt shows that the Bill Payment 
FAILED so give the customer the full 
amount of £123.45 and record this event 
and amount given. 
You need to tell the customer that the Bill 
was not paid. 
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Once the receipts have been printed andyou are asked to log back in, the Recovery message will 
appear. 

(Home • Fri 18 Jan 13 13:11

Select product of function or navigate to another screen 
using tabs pr token 

1
I t I I I I I I F t l l i i It ;i I of SiE end 

IL1 

F I 
Dil i ul 1 1 {1 

FS ld ~q " 8 £8.00' 

Quantity ,: -P 

F- Bureau Giros 
Mo(e 

F.: ® Afailure occurred during the previous session. 
Starting recovery process. 

F; 

El ilill 
E`

FI IJ H I I fli J 

II p: Back Sack 
--r 'Office 1 Spa:e 

F1, 1'.  FFiPTh FI I I I 

1 t~ Lrngaut 0 iai tib/ 

F I F _

If the system knows the outcome of the transaction which has just been recovered, it will not ask you 
for confirmation but will print an automatic "Recovery Successful" receipt. 

VAT REG No. GB 243 1700 02 

Date of Issue: 18/01/2013 13:12 

SESSION: 13-12050 

Recovery Successful. 

CA CASH TtDL 

1- @ 123.45 123.45-

TOTAL DUE TO CUSTOMER 123.45 

Cash TO CUSTOMER 123.45 

BALANCE 0.00 

Please retain for future reference 

Thank You 

Once the recovery has been completed and the customer is still at the counter, they can then pay the 
bill as a new transaction and payment will need to be taken. 
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5. Scenario 3 - The Horizon system loses connectivity with the data centre due to a power cut. The bill payment has 
been settled by debit card which has been authorised but the power cut happens before the branch receipt has 
been printed. 

In this instance, no Disconnected Session receipt has been printed and therefore the transaction is classed as 
incomplete. 

You must make it clear to the customer that: 
• The bill has not been paid 
• The debit card will be refunded (but this may not be instant) 

Once the power is restored and the Horizon terminal restarts, when you next log in, the standard 
Recovery message will appear. 

Horn  Tue o, e215:36

Select product or function or nzvgatc to another scrcreenn 
'erg fah, or token 

<t: r3 Fencer 
Entry 

F1 Stamps Acceptance Ti 
J d i J t '_-:f r lt.-- ,', Souoend

I_ Resume

F  
J ,J 

r  0I , . 

)I

TSt ._. J . 
~'~✓

Lek 

Fn 

I rI 

IF

GBP000 -" 

--,:1 Quantity

Fd Bureau Giros 

F:  All, ure o—Wed durinOthear evou use es: 
Siartmg recovery process 

fkF 

I n. I •,ri 

F J_ . . .; Ittlnl 
F lull IE r IBack Four 

E 1-rt 091re

__ F'ECPIl F 4 
1,r,: i Logout 000nttt' 

FI J I  Fit, F J 
Fa-t FLI)

Ft F

An automatic system correction will be initiated and a receipt like the one below will be printed. 

54. &t,£. Re, G0 4B 1700 01 
Dose u:. L_.. a. . 3 , /20OS 17:0:4 

",&, rri-:i t ak: .4-1 ...t'td 

._... ,e.t N.  OtiCtll. c+ e 

F . . r . 36.05- 

30,06 

P Ft4 Ito Cu,r;u7+.ER 30.00 
Ct 0.00 

Pteee-n Zerai a der future ee[enenee 

Thitek YOU 

This is telling you that the Bill has not been 
paid and the customer will be automatically 
refunded on their debit card. 

No action required, but please don't give 
any cash to the customer. 
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6. Scenario 4 - The Horizon terminal has been replaced and the user on the old counter has not logged out 

Whoever attempts to log on following the replacement of the counter unit will see the Recovery 
message on the screen. 

Hp„ ____ 'sl»ea Dá 2 aE .,~ 

31_ctabs [ lu vhu'1 On W gtE screen 
sUS dabs (F tOkElt ____

Stamps Acceptance 

GDP o 00 
_._ 

Duantry .t . 

F.I Bureau Gkos
5*181.88 

® Afalne occurred aurngthe pree no session
zrt n3'ecoven/ p'noses

5121 I Hal 

You will be asked if you have a Disconnected Session receiptfor the last transaction which happened on 
the terminal. 

In most instances there will not be a receipt available. When you press "No", the following screen will 
appear. You will be asked if the previous session was successful. 

Tonsil Dec 12 1536

Inn 1 Se ses On I7 or rileSJ 1e reDs1 p1

W[cll' Is arcrunnwlece5:l ova lake/ Sc en,
No my 

~pn Ten Dot, j Title Vnlume ( Oslo. 

Z 17;!1211? Sterpd 
Class 1UU1 5058052. 

3 1A012512 Gas, - - j -13858008

UNDO 
Par lark 

Snacc rn 1 
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If you select "No" to say the session wasn't successful, the Horizon system will undertake an automatic 
System Correction. In this instance, if the last transaction you did was sell 100, 2 d class stamps, then it 
will reverse this transaction out of you branch account. If you had completed the transaction with the 
customer, then your stock of 2"d class stamps would be down by 100 and your cash would be over by 
£50. 

VAT PEG No. PP 243 1.700 r2 

Date of fsvue: 2e:`12/2012 1[:5S 

1101100: 4-41440 

Rec:vey 0uccDetul. 

System Correction 

class strop Therefore a correction to adjust the stock 
0 0.50 50.00- may be required if this has happened. 

L DUE TO CUSTOMER 50.00 

TO CUSTOMER 50.00 

NCE 0.00 

Please retain for future reference 

Thank YOU 

7. What should you do if you are undertaking a DVLA transaction if the Recovery process starts? 

DVLA licencing transactions are classed as Automated Payment Services and therefore these are cancelled during the 
Recovery process following a system failure and the Method of Payment is reversed. 

If you experience a system failure during an MVL transaction youmust not, under any circumstances issue a tax disc to 
the customer. 

• Retain the tax disc to be spoiled, and spoil it as soon as the system is restored 
• Read Disconnected Session Receipts and hand one copy to the customer with their paperwork,retain the 

second receipt in the till and attach the 3rd receipt to the Horizon screen terminal so the person performing the 
recovery knows what transaction failed. 

• Return any payment by cash or cheques to the customer, and if they have paid by debitcard, inform them that 
their card will automatically be refunded 

• If you have given the customer the tax disc by mistake, it will not be validand the customer will receive a 
continuous registration penalty letter for failure to relicense or SORN their vehcle. When the customer then 
produces the tax disc as evidence for their case, the DVLA notify the Finance Service Centre (FSC) that a disc 
has been issued without being scanned onto the Horizon On-line system. 

• FSC investigate and issue a Transaction Correction to the relevant branch for the full amount of the tax payable 
(please be mindful that this could be for the price of an HGV disc in the future). 

• NOTE: If the method of payment was by cash or cheque and retained during the failure, you will be able to 
associate the gain incurred at the time of recovery with the loss generated by the Transaction Correction. If 
however a debit card (or in the future credit card) was accepted, the card will be refunded as part of the 
recovery procedure and you will have to stand the loss when a Transaction Correction is processed. 
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8. The E Top Up Scenario. 

Note that a similar scenario applies to any Recoverable transaction where the customer has to give money to Post Office 
Ltd. 

In such cases, it is the clerk's responsibility to ensure that the customer is able to pay for a transaction before they 
process the E Top up or Deposit. If the customer is offering to pay for it with a Debit or Credit card (plastic), then thisis 
not possible, since the E Top Up has to be added b the basket before processing the plastic payment. 

This then gives rise to the following scenario: 

1. Request an E Top Up (£10 say) 
2. E Top Up successful 
3. Communication line fails 
4. Attempt to settle using plastic 
5. Payment fails 
6. Request customer pays cash 
7. Customer has no cash 

If the plastic payment had been declined, and communication lines are OK, then the way to progress is to do an ETU 
Reversal on a different counter and settle to cash and use this cash to settle the basket. 

However if communication lines are down, the system will expect the session to be settled to cash and so the branch 
will be out of pocket by £10 unless they can do the reversal on a different counter (unlikely if comnwnication lines are 

down) 

If you unable to resolve the incident with these instructions, please contact the Network Business Support Centre 

(NBSC). 
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9. What if recovery fails? 

Below are some examples of what the receipts will look like if the Recovery process fails. 

CilECOHltECTED
Itecoaer Code: S ,'5 

Dc net ... shpt to roe cone 
ccv tr.n:act:ol, from thin 

::_lon. untl: thl_ coun er 
ha_ been succa=_sfully 
recovered, 

`o-op Camh vrdrl 
1- @ 50.00 50.00-

TOTAL DUE TO CUSTOMER 50.00 

Cash FROM CUSTOMER 0.00 
Cash TO CU'3TCMER 50.00 
BALANCE 0.00 

Please retain for future reference 
Thank You 

to. 

VAT PEG No. GB 243 1700 02 
Date o f I o u r: 094?!

SESE JJN: 2 '35 ,' 

TOTAL DUE TO POET C FFI E 0.00 

BALANCE 0.00 

Please retain for future reference 
TEiank You 

All these failures are monitored and investigated automatically by Fujitsu, but you should also report them to the 
Network Business Support Centre (NBSC). 

In the event of any confusion, retaining documentation is the key. Please keep a record of any reference numbers, 
transaction details and the action or advice taken. 
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10. Helpful hints and tips and where to go for support 

• Avoid logging on to more than one counter at once with same user name Create a second user name ID if you 
regularly use another counter- i.e for processing large numbers of mails transactions. Please remember you 
must not share these user IDs and passwords. 

• If there's a Disconnected Session Receipt, settle with the customer in line with what it says KEEP A NOTE OF 
CASH 

• Make a note of what you did, in case there are recovery questions 
• If counter has to be replaced and user hadn't logged out, make a note ofthe last successful session 

Hints and tips -awaiting recovery 
• Don't use Transaction Log search to check the outcome of the failed sessionuntil recovery is complete as it 

won't appear until fully complete. 
• Don't try to reverse transactions from the failed session 
• Don't use the customers account balance to check the outcome as there could be a delay in the refund. 
• Don't put transactions through again unless recovery is complete. 
• You may have a cash variance. The stock unit can't be balanced until the recovery has completed Stock 

volumes may require correcting. 
• Do log on to all counters with failed sessions as soon as possible (once the sytem seems stable) 

Hints and tips -in recovery 
• Use the Disconnected Session receipt, or notes made when the counter failed, to help answer recovery 

questions (if any) 
• If a different colleague is likely to be using the counter, make sure they have this information 
• Once recovery is complete, you can use Transaction Log to search if needed 
• Contact NBSC if the outcome doesn't match what you did and it is not something you can reverse / put through 

again 
• If recovery fails, this will be automatically investigated, but you should inform NBSC 

Full details of Horizon On-line system failures and recovery procedures can be found in subsection 36 and 37 of the 
Horizon Online Tm equipment and administration operations manual. 

Information can also be found on Horizon on-line help by going to Home, F10, F6, and paging Down 
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i-jjj a1OPE 
View =nt 

11.2 T; 
i'.uul P ~e,. i_  , °__ View 

F13 
e. i lain View 

.., 114 
fatlhecl: n:cce_Or,. View 

F15 View 1t
_F1¢I , 

Page Find '...Page 
Up Down 

Ti 

e Customer K 

Horizon Online —Transaction Recovery Page 15 



POL00220159 
POL00220159 

What to do when a Horizon Online counter is unable to connect to the Data Centre or becomes unavailable due to 

Screen Freeze 

To ensure that you are able to deal correctly with any outage while the customer is still present in the branch you should 

familiarise yourself with this process. 

Start Here 

Was a Disconnected 1 Were Customer receipts 
Session Receipt printed?  printed during the session? 

Receipts may have been printed for...
Pn nrder / N 

t [:' b "fir lr Car 
.

Yes  Yes Po. ,mh to 
...Th in g 

r F'e'stal order.. 
Post Office Paq~. 

Redd the receipt 

Have any items been 
Cancelled on the receipt? 

Cancelled items 
are shown as a 

zero value. Yes 
t 

Ensure you retain 

0  
any cancelled stock 
items or get them 

back from the 
customer. 

This includes any 
postage labels that 
have been printed, 

No 

Was payment by 
Cash or debit / 

credit card? 
Cash 

Card 

Was payment 
authorised? 

No 

_Yes 

Can the customer l 
settle by Cash? 

Settle with the 
customer for the 

value of the 
Settle with the customer customer receipt(s) 

a, detailed on the 
Disconnected Session 

Receipt 

Pay or take the Amount Due shown 
on the receipt as appropriate. 
3 copies of the receipt are produced. 
Hand 1 copy to the customer. 
Leave 1 copy at the terminal, 
Keep 1 copy with the stock unit 

Where a customer 
receipt is produced 
- a 3  party system 
has authorised a 
transaction. 
Horizon Online will 
account for this 
transaction as 
detailed on the 
receipt. All other 
receipts, including 
mails items will he 
cancelled. 

All items in this session 
will be cancelled. 

Do not exchange cash, 
stock or vouchers with 

the customer, 

When the Counter resumes 
you should follow the on 

screen instructions to process 
the recovery 
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Recovery - What to do when Horizon Online connectivity is restored 

The diagram below provides a simplified view of the generic approach to recovering a counter that has forced a user 

logout from the system following an unexpected outage. 

The key point to remember is that you need to ensure you do the right thing at the time the counter becomes 

unavailable. 

A f&  occurred dirirtp Mc. "✓.ewv, ,e,aian. 
9s&-a recovery prbe&o-, 

There are no recovery 
Is a Recovery screen 

NO. -. actions for you to 
displayed? 

undertake. 

YES The system may 
automatically recover 

Transactions that have Read the screen 

some transactions if 
required 

been recovered are 
detailed on the screen. 
You will see one screen 
for each transaction to 

be recovered. 

Select Yes or No as 
appropriate to proceed 

You need to know how the 
transaction was dealt with at
the time the counter became 

unavailable. 

Recovery receipt A Recovery receipt will 
produced be printed where required 

Receipt should be 
associated with the 

Discontinued Session 
Receipt (if available) 

retained. 

Raravey is 1 
~ N'r 
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Initial Complaint Review and Mediation Scheme 

One sided transactions - "something for nothing" 

1 Summary 

1.1 Second Sight has raised a question about whether it is possible for there to be a "one sided 
transaction" where a customer receives a benefit without having to pay for it which in turn 
either (1) causes a discrepancy in a branch's accounts and/or (2) creates a loss that is passed 
on to a branch (for short this has been referred to as the "something for nothing" issue). 

1.2 As Second Sight has been unable to identify any general issue with Horizon that could give 
rise to this situation, it has put forward an example from an Applicant's CQR. As described in 
more detail below, in this example, a customer attempted on several occasions to make a 
cash deposit into her bank account. Although, the branch Horizon terminal recorded that the 
transaction failed multiple times and only completed once, the customer's bank account was 
credited on 3 occasions. 

1.3 Post Office's review has determined that Horizon operated correctly and that no discrepancy 
was caused in the branch's accounts nor was any loss passed to the branch. 

1.4 It is of course possible that any data being transmitted over the internet may not be received 
by the recipient. It is therefore possible that Horizon may not be able to contact a customer's 
bank's IT systems (and vice versa) in order to complete a deposit transaction. 

1.5 However, every night there is a reconciliation between the bank deposit transactions recorded 
on Horizon and those processed by a customer's bank. From this information, the bank 
corrects any mistaken deposits it has made into a customer's account which have not been 
recorded on Horizon. Post Office is not responsible if the customer's bank does not take this 
corrective action or does not do so promptly. This error is never corrected by the discrepancy 
being passed back to a branch by way of a transaction correction. 

1.6 From a branch's perspective no discrepancy will arise from this situation as the branch 
accounts will have recorded only the completed deposits and cash will only have been taken 
from customers for those completed deposits. The branch will therefore be in balance. 

1.7 Although this briefing only deals with the example put forward by Second Sight, it reflects the 
approach that Post Office takes to this issue in relation to other products. It is therefore 
confident that the "something for nothing" issue cannot be the cause of discrepancies in a 
branch's accounts or a source of losses for subpostmasters. 

2 The issue 

2.1 Second Sight has provided the following example which it has asked Post Office to investigate: 

"In this instance, the benefitting customer was also the SPMR so would only have 
benefitted at her own expense thus having no incentive to keep 
quiet. Nonetheless, it serves as an example of the phenomenon. 

1 
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As you may recall, in this example the SPMR asked a clerk to pay £300 in for her 
and she was credited with that amount three times over. POL initiated one 
reversal, but the SPMR herself, as we understand it, had to action the other 
reversals in order to correct the position. 

Our point all along has been that, when a customer gets nothing for something 
(e.g. if he/she pays a Utility bill and gets debited with the cost of doing that, but the 
bill doesn't get paid, then there exists a very effective secondary error detection 
control (they'll get a Final Demand from the Utility Company). There is, on the 
other hand, no such secondary error detection control in the case of one-sided 
transactions that benefit customers (the bill gets paid but they don't pick up the 
cost: the SPMR does). " 1

3 Response 

3.1 When a customer wishes to deposit cash into their bank account at a Post Office branch, the 
processing sequence on Horizon is as follows: 

3.1.1 The customer hands the cash to the subpostmaster (or assistant) who counts the 
cash and enters the amount to be deposited on Horizon. 

3.1.2 The customer enters their bank card into the chip and pin machine or the card is 
swiped on Horizon by the branch staff. The amount to be deposited is shown on 
the chip and pin machine and the customer confirms the amount of the deposit. 

3.1.3 Horizon then sends the (encrypted) transaction details to the customer's bank over 
the internet. 

3.1.4 If the bank accepts the deposit, it sends a message back to the Horizon terminal 
confirming that the deposit is accepted. 

3.1.5 Horizon then informs the subpostmaster that the transaction is completed, prints a 
receipt for the customer and records the transaction as completed in the branch 
accounts. 

3.2 The branch terminal may not record the confirmation message from the customer's bank for 
a number of reasons: 

3.2.1 The bank may not accept the deposit; 

3.2.2 There may be an error in the bank systems such that the confirmation message is 
not sent; 

3.2.3 There may be issue with the third party network connection between Horizon and 
the bank such that the transaction details are never received by the bank (in which 
case the transaction would fail totally with no funds being deposited at all); 

1 Email from Ron Warmington to Angela Van Den Bogerd on 23 July 2014. Second Sight has also provided Post Office with 
the case details from which this example is taken but this information has been omitted from this briefing in order to protect 
the Applicant's privacy. 
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3.2.4 There may be issue with the third party network connection between the bank and 
Horizon such that the confirmation message from the bank does not reach the 
branch terminal; 

3.2.5 The customer could remove their card from the chip and pin machine before the 
confirmation is received; or 

3.2.6 The branch staff could terminate the transaction on Horizon before the 
confirmation is received. 

3.3 All of these reasons are outside of Post Office's control. If the confirmation message is not 
received within a set period of time, the branch terminal assumes that the transaction has 
failed and this is displayed on screen to the user. The user may then either return the cash to 
the customer or retry the transaction. Either way, the attempted cash deposit will be 
recorded in the Horizon transaction logs as a failed transaction and nothing will have changed 
in the branch accounts. 

3.4 In the 4th scenario above (and possibly the 2nd, 5th and 6th scenarios), the customer's bank will 
have processed the cash deposit into the customer's account before the point of failure which 
causes the confirmation message not to be received by the branch Horizon terminal. This 
occurs notwithstanding that Horizon will have subsequently and correctly recorded the 
transaction as failed. 

3.5 To correct for this error in the bank's records, every night a file is sent from Post Office to the 
client bank listing all the deposits recorded on Horizon across the entire Post Office network. 
The client bank then reconciles this data against the deposits it has made into customers' 
accounts. If it finds that the bank has made a deposit where Horizon records a failed 
transaction, the bank will take corrective action, usually by withdrawing the deposited funds 
from the customer's account. 

3.6 Critically, Post Office is not liable for the bank's error in making a mistaken deposit and no 
transaction correction is generated going back to the branch for this error. Indeed, the branch 
accounts are perfectly correct as the branch will have only taken cash from customers where 
transactions are confirmed as completed on Horizon. 

4 Application to the specific example 

4.1 In the example highlighted by Second Sight. Fujitsu has confirmed that there were recorded 
network difficulties on 15 January 2013 from 13:39 to 17:00 which covers the time of the 
transactions which took place between 15:35:55 and 17:00:04 (the last transaction being the 
successful one). 

4.2 The transaction data2 shows that: 

4.2.1 6 attempts were made to deposit £300 into a bank account; 

4.2.2 The first 5 attempts failed and are recorded by the branch logs as having failed; 

2 This data will be provided to Second Sight separately with the Post Office Investigation Report into the relevant case but is 
not enclosed with this briefing to protect the privacy of the Applicant in the example. 

3 
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4.2.3 The final attempt is recorded as being successful. 

4.3 The transaction data therefore supports the Applicant's version of events but also proves that 
there was no error in the branch's accounting and cash positions (as the branch accounts 
recorded one successful deposit of £300 and the branch took from the Applicant £300 in 
cash). For the sake of clarity, there was no subsequent transaction correction in relation to 
these transactions. 

4.4 Post Office cannot verify if 3 deposits were made into the customer's account as this 
information is held exclusively by the customer's bank. However, assuming that the 3 
deposits did in fact occur, this pattern of events is consistent with a scenario in which the first 
5 confirmation messages were lost in transit from the bank to Horizon due to the network 
difficulties. 

4.5 In line with normal procedure, the overnight data file was sent to the customer's bank. The 
bank would then usually use this data to correct its errors and remove the additional deposits 
from the customer's bank. Post Office cannot however confirm this as it does not control the 
bank's corrective procedures: that is a matter between the bank and its customer. 

Second Sight's specific comments 

5.1 Second's Sight's statement in the quoted example that "POL initiated one reversal, but the 
SPMR herself, as we understand it, had to action the other reversals in order to correct the 
position " is not understood. 

5.2 Neither Post Office nor Horizon generates reversals of this nature. If the deposit transaction 
does not complete (because the confirmation message is not received) the transaction will be 
recorded as failed on Horizon. This is not a reversal because there was no completed 
transaction to reverse. 

5.3 Once the confirmation message is received at the terminal, the user is asked to confirm that 
the deposit should be completed. If the user declines the deposit at that stage, it is shown as 
cancelled in the branch logs and not added to the basket on Horizon - there is therefore no 
transaction to reverse on Horizon. However, Horizon does send a message to the customer's 
bank confirming that the previously confirmed deposit did not in fact complete at the counter 
and needs to be reversed at the bank's end. 

5.4 If the user accepts the deposit, it is recorded in the basket and from that point forward cannot 
be cancelled or reversed. This is because the deposit will already have been credited to the 
customer's bank account. The branch would need to contact NBSC to seek their assistance in 
correcting any error in the transaction. 

5.5 As with the situations described above, whichever option is selected at the counter, the branch 
accounts remain in balance as the record on Horizon will reflect the amount of cash taken (or 
not) from the customer. 

5.6 The view that there is no "secondary error detection control in the case of one-sided 
transactions that benefit customers" is incorrect. As described above, the overnight data file is 
used to identify and correct any errors. In any event, these errors will not cause any 
discrepancy in the branch's accounts. 

4 
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5.7 The claim that, where there is a one-sided transaction, customers "don't pick up the cost: the 
SPMR does" is incorrect. For the reasons stated above, deposit errors in the bank's records 
are not reflected in the branch's accounts and are never passed back to a branch. 

20 October 2014 
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Spoiled Labels (Page 1 of 3) pl_spo_labels v1;0 

All Horizon Online postage labels now have extra code characters printed on them for the spoilt postage label accounting process. These codes 
will need to be entered onto Horizon Online to process a spoilt label. The codes ensure the label being spoiled is correctly accounted for by 
product and VAT type. 

Royal Mail labels 
A one code character (a letter) will appear at the end of the Royal Mail line of the label, the other code character (a number) will appear at the 
end of the Postage Paid line. 

Parcelforce Worldwide labels 
Similar to the Royal Mail arrangement except that both the code character at the end of the Parcelforce line and the one at the end of the 
Postage Paid line are numbers. 

Counter Procedure 
The new Spoilt Postage Label process is accessed via the [Spoilt Label] button on the Postal Services [Fl] Home screen. The onscreen 
prompts will let you know what information you need to input. 

A label can only be spoilt if the label is on hand (Horizon Online will remind you of this when you select the Spoilt Label button). 

When you have selected Spoilt Label [83], you're prompted to select the carrier [Royal Mail] or [Parcelforce] named on the label, then the first 
code character on the label (a letter for Royal Mail, a number for PFW). 

You will only be asked to select the second code character where there is more than one possible option 

Page Down to continue 
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Spoiled Labels (Page 2 of 3) 

Horizon Online will summarise the entries you have made and ask you to confirm if they are correct. (see image on right). 

You will then be asked to write "SPOILT" across the label, add it to the printed system receipt and store these safely in branch for two years 

The credit value due to the customer should normally be used to transact a new label of the appropriate type. Only in exceptional 
circumstances should a cash refund to the customer be necessary. 

Reconciliation process 
Spoilt Postage Label transactions will need to be reconciled by each VAT transaction type using the second code printed on the Horizon Online 
Label. 

On the Balance Snapshot report, Spoilt labels will be totalled by VAT type and include the 2nd code from the label. Any labels spoilt under the old 
Horizon Online process are grouped under Miscellaneous. 

If the total value of Spoilt Postage Labels on hand is less than the value shown on the Balance Snapshot report, you will need to use the new 
Spoilt Postage Label Reconciliation process to correct the value for each VAT transaction type. 

The new reconciliation transaction is initiated via the Spoilt Label button [61] under Reconciliation on the Other Postal Services screen. 

Page Down to continue 
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Spoiled Labels;, (Page 3 of 3) pl_spo_Iabels2 v1.0 

• Horizon Online will remind you to have a balance snapshot report on hand before proceeding 
• You will be asked to select a carrier to reconcile [Royal Mail] or [Parcelforce], you will then be asked to select the VAT type you wish to 

reconcile for that carrier 
• You will be asked to enter the value for this carrier and the VAT type from the balance snapshot report 
• You will then be asked to enter the total value of spoilt postage labels on hand for this carrier and VAT type 
• Horizon Online will display a comparison of the balance snapshot value and the on hand value. Where the on hand figure entered is less 

than the balance snapshot, you will be asked to confirm the adjustment 

Please note: should the on hand figure entered be more than the balance snapshot you will be asked to add any unprocessed labels using the 
Spoilt Label button. The reconciliation will then be abandoned. 
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2. How effective was the content of your classroom/on-site training? F 1 ( 1 [ ] . 

3. How confident are you that using the customer sales conversations 
will help you to maximise your income opportunities? 

4. How confident do you feel processing mails products & services? 

5. How confident do you feel that the training received will enable 
you to deliver excellent customer service? 

6. How confident do you feel in processing daily'BackOffice' tasks? 

7. How confident do you feel in your_  ability to prepare the branch 
balance (Stock Unit and/or Branch Trading Statement) 

8. How effective was the training in helping you to find and rectify 
any discrepancy? 

i....J ®.. L..i

II Li' LI 

9. To what extent did the training meet your expectations? F...I (li [..] u 

you have marked any of you. r answers Up to 25%' or ' Up to 5Q%', please tell us why in the comments section below 

Please comment on the overall experience 

TRAINING 
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POST 
1FICE _ customer Feedback Qu stic 

This customer feedback form is designed to assess the effectiveness of the Field Support Advisor's delivery of the 
training/audit/supportactivity deployed. Your feedback is valuable to us and will form the basis of future improvements. 

Your Name .Branch Name

Branch Code: Field Advisor Code r Date: 

Branch Type: PO Local t 
Main r  

Community 
 

` L L 
Core & Outreach 

r 
Crown Li 

(please select one box) .l 

My Field Support .. .. _  Advisor 

Please select one box only for each of the following questions., 

1. The Field Support Advisor introduced themselves and explained the 
purpose of the activity and the times of attendance. 

2. The Field Support Advisor was polite and approachable and behaved 
in a positive manner. 

3. The Feld Support Advisor was knowledgeable and answered 
questions relating to the visit in a positive manner. 

4. The activity was delivered in an organised, focused and logical Way 

5. The Field Support Advisor regularly checked my understanding 

7. The Field Support Advisor was wearing career/business wear and 
was neat and tidy 

If you have marked any of your answers' Disagree or 'Strongly Disagre 

Please comment on the overall experience 

V2 April 2014 

Strongly Disagree Agree Strongly 
Disagree Agree 

ri 
....1 9.... L.... _.. 

Li IA H 1 
l_...,i 1..
i_.... %...~-j L....J i._..i 

[H LJ 



POL00220159 
POL00220159 



POL00220159 
POL00220159 

(W' POST OFFICE LTD 

This customer feedback form is designed to assess the effectiveness of the Field Support Advisor's delivery of the 
support activity deployed. Your feedback is valuable to us and will form the basis of future improvements. 

My Support Activity 
it 

My Support Activity: 
(please select one box) 

Post Transfer Visit Accounting ❑ 

1. The date and time of the visit was agreed in advance 

Training ❑ Branch Standards ❑ 

Yes No 

❑ ❑ 

2. The purpose of the visit was clarified in advance? 
❑ ❑ 

Up to Up to Up to Up to 
Please select one box only for each of the following questions.. 25% 50% 75% 100% 

3. How confident do you feel that the support received will enable you to 
deliver your role effectively? LI

4. How effective was the support you received in resolving your issue ❑ ❑ ;, ❑ ❑ 

and informing you of any appropriate next steps? 

5. To what extent did the support meet your expectations? ❑ ❑ ❑ ❑ 

Mails Dangerous Accessibility 
Compliance Goods 

6. Which of the following areas were discussed during the audit ❑ ❑ 
❑ (select all that apply) 

If you have marked any of your answers 'Up to 25%' at 'UP to 50% please tell us why in the commentssection below 

Please comment on the overall experience 

SUPPORT 
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POST OFFICE LTD 

This customer feedback form is designed to assess the effectiveness of the Field Support Advisor's delivery of the 
training/audit/supportactivity deployed. Your feedback is valuable to us and will form the basis of future improvements. 

Your Name Branch Name 

Branch Code: 
❑ ❑ ❑ ❑ ❑ ❑ ❑ 

Field Advisor Code: 
❑ ❑ ❑ ❑ 

Date: 
❑ ❑ 

/ / 

Branch Type: PO Local ❑ Main ❑ Community ❑ Core & Outreach ❑ Crown ❑ (please select one box) 

My Field Support Advisor 

Please select one box only for each of the following questions.. Strongly Disagree Agree Strongly 
Disagree Agree 

1. The Field Support Advisor introduced themselves and explained the ❑ ❑ ❑ ❑ 

purpose of the activity and the times of attendance. 

2. The Field Support Advisor was polite and approachable and behaved ❑ ❑ ❑ ❑ 
in a positive manner. 

3. The Feld Support Advisor was knowledgeable and answered 
❑ ❑ ❑ ❑ questions relating to the visit in a positive manner. = 

4. The activity was delivered in an organised, focused and logical way 
❑ 

❑ ❑ ❑ 

5. The Field Support Advisor regularly checked my understanding ❑ ❑ ❑ ❑ 

6. I feel confident that the Field Support Advisor was well prepared and ❑ ❑ ❑ ❑ 
competent to support me 

7. The Field Support Advisor was wearing career/business wear and 
❑ ❑ ❑ ❑ was neat and tidy 

If you have marked any of your answers' Disagree' or 'Strongly Disagree' please tell us whyin the comments section below 

Please comment on the overall experience 

V2 April 2014 ® KENDATA Prh' Servoea Tel: 01922 453499 Ae-or9 , no: 2710 www.kendata.com 
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POST OFFICE LTD 

This customer feedback form is designed to assess the effectiveness of the Field Support Advisor's delivery of the 
audit activity deployed. Your feedback is valuable to us and will form the basis of future improvements. 

Strongly Disagree Agree Strongly 
Please select one box only for each of the following questions.. Disagree Agree 

1. Introductions were made and the purpose of the visit was explained ❑ ❑ ❑ ❑ 

2. Appropriate steps were taken to advise customers of alternative ❑ ❑ ❑ ❑ 
branches during the audit 

3. I was kept informed of progress throughout the audit ❑ ❑ ❑ ❑ 

4. The audit findings were clearly explained and if necessary any 
actions agreed 

5. There was minimal disruption to the branch 

6. The audit team was knowledgeable and able to answer my ❑ ❑ 

questions/queries about the audit 

7. I feel the audit was conducted in a professional manner a `~ 

Mails Dangerous General Accessibility 
Compliance Goods Compliance 

8. Which of the following areas were discussed during ❑ ❑ ❑ ❑ 

the audit (please select all that apply) 

Please comment on the overall experience 

AUDIT 
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POST OFFICE LTD 

This customer feedback form is designed to assess the effectiveness of the Field Support Advisor's delivery of the 
training/audit/supportactivity deployed. Your feedback is valuable to us and will form the basis of future improvements. 

Your Name Branch Name 

Please select one box only for each of the following questions., 

1. The Field Support Advisor introduced themselves and explained the 
purpose of the activity and the times of attendance. 

2. The Field Support Advisor was polite and approachable and behaved 
in a positive manner. 

3. The Feld Support Advisor was knowledgeable and answered 
questions relating to the visit in a positive manner. 

4. The activity was delivered in an organised, focused and logical Way 

5. The Field Support Advisor, regularly checked my understanding 

6. I feel confident that the Field Support Advisor was well prepared and 
competent to support me 

7. The Field Support Advisor was wearing career/business wear and 
was neat and tidy 

If you have marked any of your answers'Di! or 

Strongly Disagree Agree Strongly 
Disagree Agree 

P L LI 

0 0 ❑ ❑ 

please tell us why in the comments section below 

V2 April 2014 0 KENDATA Prh' Serabes Ted: 019.2 4534R Ae-order no: 9715 www.kendata.com 



POL00220159 
POL00220159 

1 1 1 0 



POL00220159 
POL00220159 

Branch Write Off Process 

Proposal to write-off a branch loss could result from several 

scenarios. 

If discrepancy is disputed by agent/operator, then the 
disputes process should be followed and the agent advised to 

contact the Relationship Manager (RM) in the Finance Service 
Centre (FSC). 
FSC Relationship Manager investigates case and makes decision 

on whether the discrepancy is proper to stand and whether this 

loss is attributable to the agent/operator, FSC or Network. 
If consideration is to be sought for write off, documentary 

evidence to support recommendation will be provided. 

There may be occasions where Network propose write-off of a 
discrepancy after completing investigations which indicate an 

agent should not be held responsible for the cause of the 

loss. If investigations highlight the cause is outside of 
Network, the case should be passed to the appropriate team 

within Post Office Ltd. to deal with the case. (These cases 
should be minimal as majority of cases will be resolved within 

FSC and Network). 
With these cases, liaison with the Relationship Manager is 
essential to agree course of action. 

If consideration is to be given for FSC to write-off the 

loss: 

Case forwarded to appropriate person for authorisation by 

proposer. 

Return authorised case to Relationship Manager 

Relationship Manager communicates decision to agent 

Relationship Manager arranges for any necessary branch 
accounting procedures to clear the loss from the branch 

accounts 

Relationship Manager arranges for the loss to be charged to 
the relevant FSC budget 

Supporting documentation retained for probity purposes. 

If consideration 
is to be given for Network to write-off 

a disputed loss: 

The Relationship Manager advises the agent/operator in writing 
that the case is being passed to the Contract Advisor (CA) for 

further investigation. 

Write off Process - Revised October 2013 
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The Relationship Manager forwards the case to the relevant 

Contract Advisor who will review the case and make further 

investigations as required. If the loss relates to Field 
Support Advisor (FSA) activity it will be necessary for the CA 

to refer the case to the relevant BAU Area Manager (AM) for 

the Field Change Advisor (FCA) to investigate. 

Proposer (either CA or FCA) for write-off completes first 

section of `Write-off Proposal' document and the decision 

rationale document detailing why the recommendation for 
writing off a debt partially or wholly is being made. The 
relevant (branch) cost centre code will be supplied by the CA 

on request. 

The documents to be completed are embedded below: 

Rationale document-

Write-off decision 
rationale doc v5.xis 

Write off proposal form-

Write Off Proposal v 
6.doc 

The case is forwarded to the relevant sign off authority as 
shown in the section headed Authority levels. 

Authority levels: -

• < £5k - Agents Contracts Deployment Manager or BAU 
Regional Manager 

• < £25k - Head of Network Services or Head of Network 

Operations 

• >£25k and <£100k - General Manager Network Agency Sales, 
Services & Transformation 

• >£100k - would need to be referred to Finance for write 
off by Director 

Complete write-off documentation and return to the proposer 
for action. 

Return authorised case to Contract Advisor if passed to higher 
level for authorisation who will send to Proposer and where 
appropriate the proposer's line manager. 

Contract Advisor to advise the Network Services Finance 
Analyst by email, of the write off decision. 

Write off Process - Revised October 2013 
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Proposer returns authorised case to Relationship Manager and 

arranges via Contracts Admin Team for copy to be filed on 
branch EFC. 
der communicates decision to agent - in certain instances it 

may be more appropriate for the proposer to advise the agent. 
This should be agreed between the proposer and Relationship 
Manager e.g. where the case has been instigated by Network. 
If the case is not going to be completed within 10 working 

days of the escalation, due to the complexity of the case or 

additional time required for verification of data, then the 
agent/operator should be advised accordingly in writing by the 
Contract Advisor and the Relationship Manager updated. 

If appropriate the Relationship Manager arranges for any 
necessary branch accounting procedures to clear the loss from 

the branch accounts. 

Relationship Manager arranges for the loss to be charged to 
Network budget. 

Supporting documentation retained for probity purposes. 

Write off Process - Revised October 2013 
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Branch wnte-off process when loss attributable to Network 
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Branch write-off process when loss attributable to Network - authority levels 
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Page 1 

Encyclopaedia of Forms and Precedents/FRANCHISING, AGENCY AND DISTRIBUTION vol 16(4)1(C) 
Forms and Precedents/A: FRANCHISING/3: FRANCHISE AGREEMENTS/18 Non-exclusive franchise 
agreement for a retail business 

18 

Non-exclusive franchise agreement for a retail businessl 

[817] 

EFP 16(4): 04/2014. 

THIS FRANCHISE AGREEMENT is made on (date) 

PARTIES 

(1) (name of franchisor)[[a company incorporated with limited liability under the laws of England and] 
whose registered office is at (address), company registration number ... (or as required)] (referred 
to in this agreement as 'we', 'our', 'ourself, 'us'); and 

(2) (name of franchisee)[of (address) (or) whose registered office is at (address), company 
registration number ... ] (referred to in this agreement as 'you', 'your', 'yours' or'yourself). 

RECITALS2: 

(A) We have developed the Concept and have established a reputation and distinctive image with the 
public for the Business. 

(B) We are the proprietors of the Marks which are known as representing high standards of (insert 
details, eg quality canine accessories). 

(C) We wish to expand our franchised network and are therefore willing to grant to you the rights set 
out in this agreement to enable you to operate Your Franchise Business within an exclusive area. 

(D) You desire the right during the continuance of this agreement to operate Your Franchise 
Business in the Territory from the Premises. 

(E) You agree to enter into a lease in respect of the Premises3. 
(F) You acknowledge that you alone will carry the risk of operating Your Franchise Business4. 
(G) You acknowledge that you have taken full legal and financial advice on this agreement before its 

execution. 

[818] 

IT IS AGREED: 

I Definitions and interpretations 
1.1 The following expressions, which are frequently used in this agreement, shall have the meanings 

attributed to them below. Other less frequently used expressions are defined in the body of this 
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agreement. 
1.1.1 'the Additional Support' means support with substantial or continual operational, 

business or customer service problems in Your Franchise Business; 
'the Advertising and Promotion Fee' means a monthly contribution to our [national (or) 

regional] advertising and promotion fund in a sum equivalent to [2]% of the monthly 
gross turnover of Your Franchise Business (exclusive of VAT), plus VAT on it; 
'the Annual Sales Target' means: 

1.1.2 

1.1.3 
Year Target 
(dates) [£200,000] 
(dates) [£250,000] 
(dates) [£300,000] 
(dates) [£350,000] 
(dates) [£450,000]; 
'the Business' means the business of [retailing the Products] operated using the 

Concept; 
'the Concept' means the concept of retailing the Products in the manner that has been 

carefully developed by us using the System and the Marks; 

'the Equipment' means the equipment, fixtures and fittings and other materials from 
time to time required by you for use in the establishment and operation of Your 
Franchise Business, details of which are set out in Schedule 1 as amended by us from 
time to time; 
'the Franchise Fee' means the sum of [£9,000] plus VAT; 
'the Initial Package' means the Equipment and other materials necessary for the 

start-up of Your Franchise Business, details of which are set out in Schedule 2 as 
amended by us from time to time at the cost set out in that schedule; 
'the Initial Training' means training in the correct operation of the System and the 

Concept comprising an initial induction course in the appropriate retail management 
and marketing techniques and training in the operation of the Business; 
'the Inventory' means such of the Products as we deem appropriate to be sold in Your 

Franchise Business; 
'the Know-how' means our substantial knowledge of and expertise in the retailing of 

the Products developed over a period of time; 
'the Management Fee' means [£6] an hour for each person or as increased from time 

to time, plus [90p] a mile travel or as increased from time to time, plus the reasonable 
costs of hotels and meals, and plus VAT; 
'the Manual' means our operating manual, which contains full details of the System 

and the operation of the Business; 
'the Marketing Materials' means such marketing materials as we deem appropriate 

from time to time; 
'the 'Marks' means the '(name)' trade mark described in Schedule 3; 
'the Premises' means the premises located at (address); 
'the Products' means (insert details of the products); 
'the Service Fee' means a monthly service fee in a sum equivalent to [6]% of your 

monthly gross turnover excluding VAT; 
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1.1.19 'the System' means the methods of operating the Business developed by us using the 
Know-how, as set out in the Manual or otherwise communicated to franchisees; 

1.1.20 'the Term' means a period of [5] years, commencing on (date); 
1.1.21 'the Territory' means [the area comprising postcode (insert details) (or as required)]; 
1.1.22 'VAT' means value added tax; 
1.1.23 'Your Franchise Business' means your individual business as one of our franchisees 

retailing the Products under this agreement. 

[819] 

1.2 The headings in this agreement are for convenience only and do not affect its interpretation. 
1.3 In this agreement, the words 'include', 'includes', 'including' and 'such as' are to be construed as if 

they were immediately followed by the words 'without limitation'. 
1.4 In this agreement, unless the context clearly indicates another intention: 

1.4.1 reference to one gender includes all other genders, 
1.4.2 reference to the singular includes the plural and vice versa, 
1.4.3 reference to a clause, schedule or party is a reference to a clause of or a schedule or 

party to this agreement, 
1.4.4 obligations undertaken by more than a single person or company are joint and several 

obligations, 
1.4.5 reference to a statutory provision is a reference to that provision as modified or 

re-enacted or both from time to time and to any subordinate legislation made under the 
statutory provision, 

1.4.6 reference to a document is a reference to that document as from time to time 
supplemented or varied, and in particular reference to 'the Manual' includes all updates 
and other changes made to it by us from time to time, 

1.4.7 reference to writing includes fax, e-mail and similar means of communication, 
1.4.8 a number of days shall be reckoned exclusively of the first day and inclusively of the 

last day unless the last day falls on a day that is not a normal working day in England in 
which case the last day shall be the next succeeding day that is a normal working day 
in England, and 

1.4.9 any reference to a person includes natural persons and partnerships, firms and other 
such unincorporated bodies, corporate bodies and all other legal persons of whatever 
kind and however constituted. 

1.5 The schedules and recitals form part of this agreement and any reference to 'this agreement' 
includes the schedules and recitals. 

[820] 

2 Rights granted 
We grant to you during the Term and subject to the terms and conditions of this agreement the 
non-exclusive rights to carry on Your Franchise Business from the Premises and use the Marks in 
accordance with this agreement. All other rights are reserved to us. 

3 Term and renewals 
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3.1 Subject as appears below this agreement shall be for the Term. 
3.2 [Subject as provided below we (or) We] must grant you a renewal if you give us written notice of 

your desire to have one not more than 9 months or less than 6 months before the end of the 
Term. 

[3.3 (insert detailed conditions to be satisfied before renewal will be granted)] 
3.4 Any renewal agreement shall operate from the date of the expiry of this agreement. 
3.5 We confirm that you shall be under no obligation, having served the notice referred to in clause 

3.2, to accept the terms of the standard agreement. 
3.6 No fee will be charged on renewal, but you must pay our legal and administrative costs incurred 

in connection with the renewal agreement and any associated documentation. 
3.7 It is a condition precedent of the grant of a renewal that before entering into the new agreement 

you must waive all and any claims you have or may have against us in respect of this agreement, 
your lease of the Premises or related matters. 

3.8 Your right to require us to enter into a renewal agreement shall cease and be of no effect if, after 
the service of the notice referred to in clause 3.2 and before entry into the renewal agreement, 
you commit a breach of this agreement such as to justify the termination of it or that may result in 
its termination. 

3.9 You shall not be under any obligation to pay any sum stated to be an initial fee and we shall not 
be under any obligation to fulfil any of the initial obligations or other obligations in the standard 
agreement that are not appropriate on renewal. 

[821] 

4 Premises? 
4.1 You must take a lease in respect of the Premises, the terms of which must be agreed in writing 

by us before you enter into it. 
4.2 You must observe and perform the agreements, obligations, covenants and stipulations 

contained or referred to in your lease. 
4.3 You must comply with any notices served on you by any person entitled to the reversion 

expectant on the term of your lease, and give us a copy and full particulars of them. 
4.4 You must notify us and keep us fully informed of any rent review that takes place pursuant to your 

lease and notify us of any revised rent that is either agreed or determined pursuant to it. 
4.5 You must enforce the agreements, obligations, covenants and stipulations on the part of any 

landlord contained or referred to in your lease. 
4.6 You must not vary or agree to vary the lease, or surrender or agree to surrender it. 
4.7 You must not assign or otherwise dispose of the lease to any person other than a buyer of Your 

Franchise Business pursuant to and in accordance with the provisions of this agreement. 
4.8 You must notify us and give us a copy and full particulars of any notices received by you relating 

to the Premises, including any notices served by any statutory, public or other competent authority 
or by the owner or occupier for the time being of any neighbouring or adjoining properties. You 
must comply with such notices where any owner or occupier for the time being of the Premises is 
obliged to do so. 

5 Our initial obligations 
5.1 We must8: 



POL00220159 
POL00220159 

Page 5 

5.1.1 provide you with the Initial Training, 
5.1.2 at our reasonable discretion assist you to establish and operate Your Franchise 

Business from the Premises including advice with regard to alterations, refurbishment, 
renovation or other work necessary for the conversion of the Premises so that it is 
suitable for the operation of Your Franchise Business, providing you with access to our 
architects to produce, subject to our approval, a design for the interior of the outlet 
using our trade dress, 

5.1.3 provide you with the Manual, 
5.1.4 advise you on the Equipment that you require to commence Your Franchise Business 

and provide you with the Initial Package, and 
5.1.5 provide you with the Marketing Materials. 

5.2 The Manual and the copyright in it shall at all times remain our property. The term 'the Manual' 
includes all updates and other changes made to it by us from time to time9. 

[822] 

6 Our continuing obligations 

6.1 We must train you in the System by providing introductory and periodical refresher courses at 
such premises and, as and when we, in our full discretion, deem necessaryl0. 

6.2 We must give you, free of charge, such reasonable continuing assistance and advice as we 
consider necessary for the efficient running of Your Franchise Business as and when we consider 
it to be necessary to provide 'on the spot' help and advice11.

6.3 In addition to the reasonable continuing assistance and advice given to you by us under clause 
6.2, we must help you with the Additional Support12 at the cost of a reasonable sum to be 
determined at our sole discretion. 

6.4 We must advise you in relation to advertising and public relations. 
6.5 We must advise you in relation to staffing levels. 
6.6 We must develop and change the Concept as we deem to be appropriate. 
6.7 We must ensure that the Manual is kept up to date13 with any alterations or improvements in the 

System and the operation of the Business. In the event of any dispute as to the content of the 
Manual, the authentic copy of it shall be the copy kept as such by us. 

6.8 We must keep you fully informed of all relevant public health, environmental and other regulations 
impacting upon Your Franchise Business. 

7 Review of your business 
In order to ensure that the Concept is not diluted and Your Franchise Business is operated to a 
consistently high standard, and to maintain the common identity and reputation of the franchise, 
we may review and audit Your Franchise Business regularly or as often as we deem necessary14. 

You must, at our request, provide or ensure that there is provided to us all information and 

documentation and other matters we require to carry out such quality control. Without prejudice to 
the generality of the foregoing you must provide us with any information we require in connection 
with quality control on a regular basis we determine and notify to you. 

[823] 
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8 Your obligations concerning the Marks15
8.1 We authorise you to use the Marks solely for the operation of Your Franchise Business, and only 

at the Premises and in advertising Your Franchise Business, for so long as this agreement 
subsists. Any such usage must be in accordance with our reasonable directions16. 

8.2 You undertake not to do anything to prejudice or damage our goodwill in the Marks or our 
reputation, and you must not do anything that is likely to bring the Marks into disrepute. In 
particular you must operate Your Franchise Business only under the Marks and must use the 
Marks without prefix or suffix. You must not use the Marks as part of your corporate or other 
name. 

8.3 If you become aware of any infringement of the Marks by any other party trading with marks 
similar or identical to the Marks, you must immediately notify us of it in writing, but must take no 
other action against the infringer save to assist us in any action we may take, in accordance with 
this agreement17. 

8.4 You must use the Marks in connection with the System and the Business, and must not use any 
other names in connection with the System and the Business18. 

8.5 You must comply with all reasonable requirements from time to time laid down by us as regards 
the use and presentation of the Marks. 

8.6 You must ensure that the Premises and any items regularly used by you in operating Your 
Franchise Business carry such words, devices or designs, in such prominence and colour, as may 
be specified by us from time to time, complying at all times with the provisions of this agreement 
as to notice of your status. 

8.7 Where required by us you must join with us at our cost and expense in making any application or 
applications to record this or other trade mark licences at a Trade Mark Registry as we require 
and conform to the terms of the licence. 

8.8 Any additional goodwill generated by you for the Marks shall be our sole property19. 
8.9 You must not under any circumstances apply for registration of any trade or service mark in 

respect of the Marks or any part of them or colourable imitations of the same. 
8.10 You must in all representations of the Marks used in Your Franchise Business append in a 

manner approved by us such inscriptions as are usual or proper for indicating that the Marks are 
unregistered where this is the case. When the Marks are registered you must, in all 
representations of the Marks used in Your Franchise Business, append in a manner approved by 
us such inscriptions as are usual or proper for indicating that the Marks are registered. 

8.11 No warranty either express or implied is given by us with respect to the validity of the Marks. 
8.12 We reserve the right to substitute, add to or withdraw those trade marks and other indicia that 

comprise the Marks at the date of execution of this agreement if the present ones can no longer 
be used or if we, in our sole discretion, determine that substitution of different marks will be 
beneficial to the Business. In such circumstances, the use of the substituted marks shall be 
governed by the terms of this agreement, and you shall not be eligible for any compensation for 
the substitution20. 

8.13 You must use the Marks only in accordance with the System and the standards and 
specifications associated with and symbolized by the Marks. 

8.14 You must not use the Marks to incur any obligation or indebtedness on our behalf. 

[824] 
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9 Your obligations 
In order to maintain uniform high standards in the System and the Business, protect our 
intellectual property rights and maintain the common identity and reputation of the Business, you 
must, during the Term, observe the obligations set out below. 

9.1 The Premises21
9.1.1 Decor 

You must ensure that the Premises are painted, cleaned, maintained, decorated and 
fitted out in accordance with our requirements from time to time. 

9.1.2 Fitting-out 
You must ensure as soon as reasonably possible after signing this agreement that the 
Premises are altered, refurbished, equipped, fitted-out and decorated in accordance 
with our requirements, and must purchase the Equipment necessary to establish and 
operate Your Franchise Business from us or approved suppliers, including any 
suppliers nominated by you and approved by us. 

9.1.3 Use of the Premises 
You must not carry on Your Franchise Business from any location other than the 

Premises. The Premises must satisfy all planning and environmental and health and 
safety requirements22. 

[825] 

9.2 Operations 
9.2.1 Carrying on Your Franchise Business 

You must operate Your Franchise Business under the Marks and no other name and 
use your best endeavours to promote the Marks. You must not carry on Your Franchise 
Business anywhere other than at the Premises. 

9.2.2 Changes to the Concept 
You must accept and put into practice such changes to the Concept as we in our sole 
discretion deem fit23. 

9.2.3 Charges 
You must not supply the Products without making a proper charge for them, except to 
remedy previously provided substandard products. You must carefully consider 
charging the prices that are from time to time recommended by us24. 

9.2.4 Competition25

During the currency of this agreement or any renewal of it, you must not be directly or 
indirectly engaged, concerned or interested in a business similar to the Business where 
it would compete with us or one of our franchisees, including having a financial interest 

in such a business that may enable you to influence its economic conduct, but 
excluding a financial interest that does not allow you to influence the economic conduct 
of the business. 

9.2.5 Complaints and inspections 
You must notify us of all material customer or other complaints received by you within 
[24 hours] of your receiving them. You must handle all complaints in the way we shall 
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from time to time direct. Failing this, we shall be entitled to handle complaints directly 
as we, in our complete discretion, think fit, after consultation with you and we may 
require you to make a full refund of the cost of the Products to the customers 
concerned. If a customer commences legal proceedings against Your Franchise 
Business you must notify us immediately and we shall have the option of conducting 
the proceedings on your behalf. 

[826] 

9.2.6 Compliance with regulations etc 
You must at all times comply with all relevant British, European and other health and 
safety standards or regulations relating to the storage and retailing of the Products and 
all statutory and other legal requirements and regulations of local authorities and other 
bodies. 

9.2.7 Confidentiality and undertakings26

(a) You must not divulge or communicate to any person (other than to those whose 
province it is to know or upon our instructions or with our approval), or use for your own 

purposes or for purposes other than Your Franchise Business, any of our trade secrets 
or other confidential information you may have received or obtained during the Term or 
any renewal of it. 

(b) You must not reveal to or discuss with the press or any other third party any details of 
any dispute or disagreement between us and you or between us and any other third 
party and you must ensure that your officers and employees do not do so. Such 
information is confidential. 

(c) You must use your best endeavours to prevent the publication or disclosure by any 
other person of any of our trade secrets or other confidential information. This 
restriction shall apply indefinitely, but shall cease to apply to information that has come 
into the public domain other than by way of your breaching this clause. You must 
ensure that all of your employees and sub-contractors sign our approved form of 
employment contract immediately before commencing their employment with you[, and 
that your directors sign an undertaking of confidentiality and non-competition in the 
form approved by us]. 

9.2.8 Credit cards and other schemes2T 

You must participate in any credit card or similar scheme operated or to be operated by 
us, including but not limited to the '[(name) Bonus Bonanza]' gift token scheme, and 
comply with the terms of such schemes. 

9.2.9 Customers access to information 
You must not withhold information legally required to be given to customers, or make 

any misleading warranties or representations in respect of the Concept in the conduct 
of Your Franchise Business. 

9.2.10 Data protection 
You will, subject to this clause and in accordance with the requirements of the Manual 
(including privacy policies and standards), maintain a customer database containing all 
Customer Data and you will accurately record on the customer database prescribed by 
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us for use in Your Franchise Business the Customer Data of all persons who supply 
such information or details to you or whose information and details you obtain, when 
such person purchases services from, or makes enquiries in relation to Your Franchise 
Business in such a way as to allow the transfer of such Customer Data to us for the 
purposes of: 

(a) contacting those persons and offering them [Services (or) Products], subject to the 
declared preferences of such persons; 

(b) conducting quality control activities; and 
(c) maintaining a database of all Business customers. 

All rights (including all database rights) and data held by you pursuant to this clause 
will, so far as is possible under the provisions of the relevant applicable legislation, 
belong solely and absolutely to and be vested in us, and you will take all steps 
reasonably requested by us to vest such rights in us and neither any such list of 
Customer Data nor any of the contents or information set out in it will be used by you 
for any purpose, other than in the normal course of operation of Your Franchise 
Business without our prior written consent. 

9.2.11 Diligence 

You must use your best endeavours to maintain the highest standards in all matters 
connected with the Business. You must carry on Your Franchise Business diligently 
and in a manner in all material respects reasonably satisfactory to us, and as may be 
reasonably required by us from time to time to maintain our image and reputation. You 
must not conduct Your Franchise Business or use the Marks in any way that may 
adversely affect the reputation of the Business, our franchise network or the Marks. 

[827] 

9.2.12 Employee training 
You must ensure that all your employees are adequately trained as specified in the 
Manual before actually working in Your Franchise Business, and are retrained by you 
as and when we deem necessary. You must not allow any person responsible for the 
management of Your Franchise Business to be engaged in or assist with Your 
Franchise Business unless that person has undergone training and displayed a level of 
competency acceptable to us. At our request you must release your employees to us 
on full pay for training upon not less than [5 working days'] notice for no more than 
(number, eg 5) working days every [6 calendar months], provided that only [1] 
employee is to be so released at any one time. You must be responsible for the cost of 
salaries and all travel and accommodation and subsistence costs. 

9.2.13 Hours28
You must carry on Your Franchise Business from the Premises for a minimum of [6 
days a week] from [0900] hours to [1700] hours minimum or during such other 
minimum opening hours as we may decide. Further, you must ensure that the 
telephone at the Premises is answered by a competent individual between the hours of 
[0900] and [1700] all year round. An answer phone should be used outside of these 
hours. 
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9.2.14 Inspection and access to employees and customers29

You must permit us or our agent without any further or other authority or notice to visit 
the Premises and inspect the quality of Your Franchise Business and the merchandise 
sold and to speak to customers and your employees at the Premises or elsewhere 
about Your Franchise Business and the Services so as to ensure that the standards 
associated with the Marks are being achieved and maintained. If necessary you must 
make arrangements to enable us or our agent to do so. 

9.2.15 Merchandise 
You must display all the merchandise offered for sale in Your Franchise Business in 
accordance with the retail display guidelines detailed in the Manual. 

9.2.16 Misappropriation of funds 
In order to protect the reputation of the Business and the goodwill in the Marks you 
must not: 

(a) withhold, misdirect or appropriate for your own use any funds withheld from your 
employees' wages, taxes, insurance or other benefits, 

(b) generally fail to deal fairly and honestly with your employees or customers, 
(c) knowingly permit any agent or employee to embezzle any funds or property of any of 

your other employees or clients, or having discovered the facts fail to take any action 
against or discharge him, 

(d) employ any member of staff without making proper deductions for income tax and 
National Insurance contributions as required by law, or employ any member of staff 
who is not permitted legally to work in the United Kingdom. 

[828] 

9.2.17 Purchase of goods 
Due to the importance of providing only premium quality goods at competitive prices in 
the Business and in order to protect our intellectual property rights, maintain the 
common identity and reputation of the network and enable you and other franchisees to 
enjoy the benefits of bulk purchase, before commencing Your Franchise Business and 
during the Term and any renewal of it you must purchase the Products deemed 
necessary for you by us from us, our other franchisees, or channels of distribution or 
other third parties approved by us. Any goods purchased by you from us shall be 
purchased on our standard terms and conditions of business as notified to you from 
time to time. 

9.2.18 Quality control 
You must co-operate fully and comply with all our requests for information, 
documentation or other matters in the course of the quality control activities carried on 
by us, and must comply with and carry out all our instructions and requests aimed at 
ensuring quality control. You must use your best endeavours to ensure that any third 
party co-operates with us and complies with our instructions and requests in this 
regard. 

9.2.19 Stationery30

You must ensure that all letter paper, invoices and other stationery used by you in 
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connection with Your Franchise Business is in the form designated by us and has our 
prior approval. 

9.2.20 Suppliers31
We may from time to time review the quality of the goods purchased by you from 
suppliers to ascertain whether they comply with our objective quality standards. If we 
feel that a product does not meet with our objective quality standards we shall notify 
you of that fact and ask you to purchase that item from an alternative supplier. 

9.2.21 Targets 
You must achieve the Annual Sales Target. Failure to do so shall entitle us, at our sole 
option, to terminate this agreement, without liability. 

9.2.22 Telephone lines32

You must subscribe for [3] or more telephone lines, as directed by us, to support 
telephone lines specifically for the business, the electronic point of sale system and the 
credit/debit card machines used in Your Franchise Business. You must only use these 
lines in connection with Your Franchise Business. 

9.2.23 Till system33

At our request you must install and operate at your own expense an electronic point of 

sale till linked to our central computer so that we have daily access from our head 
office to the till receipts, which must include all takings of Your Franchise Business for 
the period in question. In storing and processing personal data you must at all times 
comply with the provisions and obligations imposed by the Data Protection Act 1998 
and the Data Protection Principles set out in it. 

9.2.24 VAT registration34

You must at all times during the Term and any renewal of it maintain your registration 
with HM Customs and Excise for VAT. 

[829] 

9.3 General 
9.3.1 Admissions and statements 

You must not make any admission of liability or pay any damages without our consent. 
Also, you must make no statement or otherwise directly or indirectly pass any 
information to the press or any other third party regarding any dispute or potential 
dispute between you and us or between us and any other of our franchisees. If you do 
so it shall be a material breach of the terms of this agreement. 

9.3.2 Anti-bribery 
You must not (and must procure that no person acting on the Franchisee's behalf shall) 
directly or indirectly make or facilitate: 

(a) any expenditure for any unlawful purposes in connection with the Franchisee's 
Business or in connection with any activities in relation thereto; 

(b) any offer, payment or promise to pay any money or to give anything of value to any 
government official, political party or any other person with a view to influencing any 
action or decision of such person; nor 

(c) commit or consent to or participate in any other way in any act of bribery (howsoever 
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called) under the laws of any jurisdiction. 
You further agree to comply with all applicable legal requirements and our policies 
against corrupt business practices, money laundering and facilitating or supporting 
persons who conspire to commit crimes or acts of terror against any person or 
government. 

9.3.3 Branding 
You must conform with our reasonable requirements regarding the branding of Your 
Franchise Business. You must display the Marks prominently in Your Franchise 
Business both internally and externally. 

9.3.4 Disclosure35

On entering into this or any other agreement or transaction with us during the 
continuance of this agreement, you must make full disclosure of all material facts or 
circumstances and of everything known to you respecting the subject matter of the 
contract or transaction that would be likely to influence our conduct, including any 
material fact concerning your, or if you are a company your officers', Franchise 
Business. 

9.3.5 Employees36

(a) You must ensure that you retain at all times to our satisfaction personnel sufficient in 
number and ability to service Your Franchise Business adequately and must ensure 
that their terms and conditions of employment or engagement are acceptable to us. 

(b) You must ensure that all your employees conduct themselves in such manner as not 
to discredit or adversely affect the reputation of the Concept or the Marks. Your 
employees must at all times be clean and tidily clothed in such clothing as we at our 
discretion designate. You must comply with all instructions we give you with regard to 
the cleanliness, clothing, appearance or demeanour of your employees. We may give 
you any such instructions that are, in our reasonable opinion, desirable in order to 
maintain the uniform high standards associated with the Marks. You must immediately 
notify us if any of your directors, shareholders, employees or agents are arrested or 
questioned by the police in connection with an offence committed on the Premises or 
otherwise connected with Your Franchise Business. 

9.3.6 Goodwi1137

You agree that all goodwill in the System, the Marks and the Business belongs to us 
and that any additional goodwill generated from the use or exploitation of the System, 
the Marks and the Concept in Your Franchise Business belongs to us and is held by 
you solely as our trustee. Further, all the customers of Your Franchise Business are, 
for the purposes of this agreement, but not as regards any liability for defective 
products or otherwise, our customers and not yours. 

[830] 

9.3.7 Indemnity 
You must indemnify us and keep us indemnified against all loss, damage or liability 
suffered by us as a result of your conduct of Your Franchise Business, including but not 
limited to costs, claims, damages, losses, penalties, fines, liabilities and expenses of 
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investigating and defending any claim, including legal fees and disbursements and 
consultants' fees and disbursements, and in particular those incurred as a result of: 

(a) failure to comply with or contravention of any laws, applicable present and future 
authorisations, registrations, duties of care, codes of conduct, regulations, notices, 
permits, consents, approvals and licences issued, imposed or directed by any relevant 
body, including without limitation any matter relating to the protection of the 
environment, damage to or use of any property or harm to human health, 

(b) use of the Marks or the System by you, 
(c) any failure by you or your employees to comply with any provision of this agreement or 

the Manual, or 
(d) any deliberate or negligent act, error or omission by you or your employees or agents. 
9.3.8 Information to be provided to us 

You must provide us with, or allow us to obtain otherwise, all information and reports 
specific to Your Franchise Business specified in the Manual and this agreement. The 
preparation and accuracy of all information you submit pursuant to this agreement and 
the Manual shall be your responsibility. 

9.3.9 Insurance38

You must insure with a major reputable insurance company with cover at a prudent 
level appropriate for the Territory, or such other minimum sum as we advise from time 
to time, against all normal and reasonably foreseeable risks relating to the conduct of 
Your Franchise Business and the retail of the Products and use of the Equipment as 
specified in the Manual, including without prejudice to the generality of the foregoing: 

(a) public and employers liability, 
(b) product liability, howsoever arising, 
(c) all risks insurance for the full replacement value of the Equipment, fittings and stock 

and other items used in Your Franchise Business in the Territory damaged as a result 
of fire, flood, explosion impact, vandalism and burglary and loss of profits of Your 
Franchise Business, 

(d) buildings insurance in respect of the Premises, 
(e) key person insurance to cover the death or incapacity of (name of key person) for the 

Term or any renewal of it, 
(f) any other insurance necessary in the Territory. 

We may require proof that premiums have been paid, and we must be named as 
beneficiaries on the key person insurance policy. In addition you must pay the 
premiums on our business interruption insurance. We will advise you of the current 
levels of these premiums when you enter into this agreement. Certified copies of all 
cover notes and insurance policies must be sent to us. Our interest in Your Franchise 
Business must be noted on all policies. We shall not be liable for any losses you may 

suffer or claims you may have as regards the adequacy of the insurance cover taken 
by you. 

[831] 

9.3.10 Internet and electronic rights39 
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You may during the Term have your own website on the Internet to advertise and 
promote Your Franchise Business, and it may feature the Marks. You must comply with 
our social media policy, as amended by us at our sole discretion from time to time. 

9.3.11 Leaflets 
You must ensure uniformity in the design and quality of all publicity leaflets used in 
Your Franchise Business by ensuring that they are supplied by us or have our 
approval. 

9.3.12 Manual 
You must operate the System properly and strictly in accordance with the Manual as 
amended by us at our sole discretion from time to time. 

9.3.13 Maximum charges4o 

You must not charge excessive prices that might bring the Business or the Marks into 
disrepute. [You must consider keeping charges in line with those charged for similar 
products in the Territory]. 

9.3.14 Know-how 
You must refrain from using the Know-how or exploiting the Concept except in the 
operation of Your Franchise Business. 

9.3.15 Name41
You must not use the name '(trade mark name)' or any name resembling it as part of 
your or your company's name, either during or after termination of the Term or any 
renewal of it. You must comply with the Business Names Act 1985. You may however 
use the Marks as your trading name during the Term provided that you use them only 
in accordance with the terms of this agreement. 

[832] 

9.3.16 Notice of status42

You must not hold yourself out as or describe yourself as our agent, or in any way 
pledge our credit. You must clearly indicate on all literature and correspondence and by 
way of a prominently displayed notice at the Premises a sign stating 'An independent 
business owned and operated by (insert your name) under the (trade mark name) 
name as a franchisee of (insert details)'. You must take all other reasonable steps to 
publicise the fact that you are our independent franchisee and are in no other way 
connected with us, including the above notice on all literature used in Your Franchise 
Business. Nevertheless as regards goodwill all customers serviced by you shall be our 
customers not yours. 

9.3.17 Other interests43

You must not carry on any other business or be involved in any other business during 
the Term or any renewal of it save as approved by us. Before signing this agreement 
you must disclose to us by way of Schedule 4 to this agreement your full business 
interests and those of your directors and shareholders. This list must be kept regularly 
updated. 

9.3.18 Our requirements 
You must comply with all reasonable requirements consistent with the terms of this 



POL00220159 
POL00220159 

Page 15 

agreement that we notify to you from time to time for the efficient conduct of the 
Business, including but not restricted to providing our prospective franchisees with 
reasonable information and implementing any changes to the System and the decor or 
layout of the Premises 

9.3.19 Software 
If we license you to use any software you agree to be bound by the terms of the 
software licence we require. 

9.3.20 Taxes 
You must pay all stamp duty and other taxes due and payable due to the execution of 
this agreement. All sums paid to us will be paid gross of any withholding tax in the 
Territory. 

9.3.21 Updates44

If you are a company, you must immediately provide us with copies of any 
amendments made to your memorandum and articles of association and provide us 
with any shareholders' agreement between your shareholders. If you are a partnership 
franchisee you must immediately provide us with copies of your partnership agreement 
and any changes to it. 

9.3.22 Use of the Know-how 
You must not use the Know-how for any purpose other than exploitation of the 
Concept, and must not disclose the Know-how to third parties. 

[833] 

10 Your financial obligations 
10.1 You must pay to us without deduction or set-off: 

10.1.1 immediately upon signing this agreement, the Franchise Fee; 
10.1.2 immediately on signing this agreement, the fee for the Initial Package set out at 

Schedule 2; 
10.1.3 the Service Fee, which shall become due and payable within [3 working days] of the 

end of each calendar month, by direct debit; 
10.1.4 the Advertising and Promotion Fee, which shall become due and payable within [3 

working days] of the end of each calendar month, by direct debit, subject to clause 
10.2; 

10.1.5 within [30 days] of the date of an invoice presented to you by us, the cost of any 
products or services from time to time provided to you, including but not limited to 
advertising, promotional aids such as leaflets and other goods or services supplied to 
you by us during the invoice period; 

10.1.6 our legal costs in respect of the signing of this agreement; 
10.1.7 the reasonable administrative costs incurred by us in vetting any insurance policy; and 
10.1.8 in respect of us providing you with the Additional Support, a reasonable sum to be 

determined at our sole discretion. 
10.2 The Advertising and Promotion Fee shall not be payable for the first [6 months] of the Term. This 

concession shall only be applicable to the first franchise agreement you enter into with us and not 
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to any renewal agreement. 
10.3 Interest shall be payable on all sums due in accordance with this agreement at [4]% above the 

base rate of (name of bank) or, if no such base rate is published, at a reasonable rate determined 
by us at our sole discretion until payment is received, as well before as after any judgment. 

10.4 All money paid to us under this agreement shall become our sole property upon payment to us, 
shall be deemed to be fully earned at the time of payment and shall not be refunded to you under 
any circumstances. 

10.5 You must meet the cost of wages incurred by your staff during training. 
10.6 You must pay all of your debts, including but not limited to, the costs of [shop fitting], or any 

supplies or equipment supplied by third parties, in a prompt manner so as not to bring the Marks 
into disrepute. 

10.7 We shall not charge you for the Initial Training provided at our training premises, but you must 
meet the cost of any travel, board and lodging incurred by you or your staff and the wage costs of 
your staff. 

10.8 We shall be entitled to make a reasonable mark-up on any products and the Equipment sold to 
you. 

10.9 You must record all sales and other financial information we require on point of sale and other 

equipment or software approved by us. You must maintain an accounting system in a manner and 
form satisfactory to us, prepare on a current basis complete and accurate records concerning 
sales and other aspects of Your Franchise Business, and preserve them for not less than [3 
years]. The records must include, but shall not be limited to, books of account, tax returns, daily 
reports, and statements of revenue which must be prepared at least annually45. 

10.10 We may attribute any money received by us from you to any money owed to us by you whether 
under this agreement or otherwise, regardless of your purported designation of the payment to 
any account. 

10.11 If statutory interest under the Late Payment of Commercial Debts (Interest) Act 1998 would be 
higher than the interest payable under clause 10.3, then we shall be entitled to claim statutory 
interest in lieu of interest under clause 10.3, and whether claiming statutory interest or interest 
under clause 10.3 we shall also be entitled to claim, once interest begins to run, any fixed sums 
due (or which would be due if statutory interest were claimed) under the Late Payment of 
Commercial Debts Regulations 2002 or any regulation amending or replacing the same. 

[834] 

11 Advertising and promotion 
11.1 [National (or) Regional] advertising 

In consideration of you paying the Advertising and Promotion Fee to us in accordance with this 
agreement, we must fulfil the following obligations: 

11.1.1 We must establish and maintain a [national (or) regional] advertising and promotion fund ('the 
Fund') to promote the Business. 

11.1.2 We must pay all advertising and promotion fees received by us into a separate bank account to 
be used only in accordance with the provisions of this clause 11. 

11.1.3 We must expend the Fund upon such national and regional advertising or promotional activities 
as we in our sole discretion think fit. We shall not, however, be under any obligation to expend on 
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advertising and promotion in each year any greater sum than the aggregate of the Advertising and 
Promotion Fees received from all our franchisees. 

11.1.4 At the end of each of our financial years ending (date) we must arrange for an audited account to 
be prepared by our auditors of the sums received from all our franchisees and expended by us 
pursuant to this clause46. We must forward to you an auditor's certificate showing the total of such 
receipts and payments. If that account shows that we have either overspent or under spent the 
money available in the Fund the amount overspent, including the cost of money borrowed or 
advanced, may be recovered by us from the next year's contributions but not so as to increase the 
sum payable by you in any year beyond ...% of your annual gross turnover excluding VAT. If that 
account shows that we have under spent the money available in the Fund, the proportion of the 
amount under spent attributable to you shall be deducted from your monthly Promotion and 
Advertising Fee during the next financial year, so as to reduce your monthly payment. 

11.1.5 We must advise you as regards any further local advertising you may carry on. Such further local 
advertising may be carried on only in accordance with this agreement. 

11.1.6 We do not guarantee that you and our other franchisees will benefit equally as a result of our use 
of the Fund. 

11.1.7 We must meet with you each year to discuss our proposals for the use of the Fund in the 

forthcoming year. 
11.2 Local advertising and promotions 

In order to market the Business in your locality properly, you must: 
11.2.1 regularly undertake at your own cost the local advertising and promotion described in the Manual 

from time to time; 
11.2.2 follow our directions as regards advertising and promotions without delay, and use only 

advertising and promotional material previously approved by us in writing; and 
11.2.3 ensure that your advertising and promotions activities comply with all relevant laws and 

regulations in the Territory. 

[835] 

12 Your accounts 
12.1 You must maintain proper books of account relating to Your Franchise Business as required by 

us from time to time and keep them on the Premises or at some other place required by us from 
time to time. You must employ a chartered accountant to prepare annual accounts for Your 
Franchise Business. 

12.2 Within [30 days] after the end of each financial year of Your Franchise Business you must supply 
us with a copy of the management accounts of Your Franchise Business and such other 
accounting and financial information relating to it as we may reasonably require. 

12.3 Within [4 months] after the end of each financial year of Your Franchise Business you must 
supply us with a copy of the audited accounts of Your Franchise Business and such other 
accounting and financial information relating to it as we may reasonably require. 

12.4 You must supply us with any certificates and other documents referred to in clauses 12.2 and 
12.3 that are prepared after the termination of this agreement but relate to any financial period of 
Your Franchise Business that falls wholly or partly within the period of this agreement. 

13 Audit 
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13.1 We or our auditor or authorised representative shall be entitled to inspect and audit your books of 
account and all supporting documentation relating to Your Franchise Business at any time in 
respect of the whole or any part of the period of this agreement and within [6 months] after the 
receipt by us of the management accounts for the year or other period of this agreement up to 
termination or surrender of it or sale or transmission of Your Franchise Business to a new 
franchisee by us giving reasonable notice to you, such inspection or audit to be during reasonable 
business hours. 

13.2 If an audit or any other periodic inspection not being a full audit shows that your accounting as to 
the calculation of the payments due under this agreement or any other financial matter is 
incorrect, you undertake to promptly rectify the defect in the amount accounted for or the 
accounting system defect as the case may be. 

[836] 

14 Sale of Your Franchise Business47
14.1 Your right to sell Your Franchise Business 

You may not assign or delegate the performance of your franchise granted by this agreement or 

any right or obligation under it. However, subject to obtaining our prior written consent and subject 
to the conditions listed in clauses 14.2 and 14.3, you may sell Your Franchise Business. On the 
date of completion of the sale this agreement shall forthwith terminate. Subject to clauses 14.2 
and 14.3 and subject to the terms of the lease or underlease of the Premises, we undertake to 
grant to an acceptable buyer of Your Franchise Business an agreement for not less than [5 years] 
commencing on the date of the sale. This replacement agreement shall be in the form of the 
standard agreement offered by us to our franchisees current at that time. 

14.2 The conditions 
The conditions to be fulfilled if we are to give our written consent to the sale of Your Franchise 
Business shall include the following: 

14.2.1 Any proposed buyer must be bona fide and at arm's length and must meet our standards with 
respect to business experience, financial status and ability. [He] must successfully complete a 
programme of initial training by us. 

14.2.2 Your lease of the Premises48 must be transferred or assigned to any proposed buyer, provided 
that the transfer or assignment has the consent in writing of all requisite landlords. 

14.2.3 On completion of the sale you must pay to us a sum equal to [10]%49 of the sale price of Your 
Franchise Business if we introduced the buyer and [5]% otherwise to cover our costs of dealing 
with the application for consent, including all external costs incurred by us such as surveyors', 
estate agents' or legal fees, and the legal and administrative costs of any head landlord incurred 
in negotiating and granting any licence to assign or underlet, plus disbursements, together in each 
case with VAT at the then current rate. 

14.2.4 You must not be in breach of any of your obligations under the terms of this agreement or have 
been in persistent breach of any of them during the Term. 

14.2.5 You must execute a release or discharge in our favour of all claims against us and indemnify us 
against any claim arising from the period of operation of the franchise by you. 

14.2.6 You must provide us with a financial statement of affairs and a business history of the proposed 
buyer and any other information we may reasonably require. 
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14.2.7 At our request you must have Your Franchise Business independently valued, taking into account 
the net market value of the assets to be sold and any additional value arising from sale of Your 
Franchise Business as a going concern but also taking into account your obligations under this 
agreement and the nature of the licence of the Marks and other intellectual property under it. The 
valuer must be a chartered accountant chosen by the parties or, in the event of a failure to agree 
on a choice within [14 days] appointed by the President for the time being of the Institute of 
Chartered Accountants of England and Wales. The chartered accountant shall act as an expert 
and not as an arbiter. His decision as to the sale price of Your Franchise Business shall be 
conclusive and binding and shall be the price at which you sell Your Franchise Business to the 
proposed buyer or to us if we exercise our option under clause 14.3. The costs of the chartered 
accountant in certifying the sale price shall be your responsibility. 

14.2.8 The sale must be completed in time to enable us to enter into a replacement agreement with the 
buyer before the expiry of this agreement. 

14.2.9 In respect of each and every proposed buyer's offer to purchase Your Franchise Business, the 
proposed buyer must submit to us a complete copy of [his] written purchase offer within [7 
working days] of making it, together with a financial statement of [his] affairs and [his] business 
history and any further information we may reasonably require. It is a condition of our consent that 

the terms of the offer as submitted to us are the terms of the actual sale of Your Franchise 
Business. If the sale price or any other significant term of the offer is changed the amended terms 
must be submitted to us to be processed under and subject to this clause in place of the original 
or previous offer. 

14.2.10 The period within which we may exercise our right of first refusal must have expired or we must 
have confirmed in writing that we do not intend to exercise our right. 

[837] 

14.3 Our right of first refusa15o 

14.3.1 In addition to our other rights under this agreement, we shall have an option to purchase Your 
Franchise Business for the same amount and on the same terms as those set out in any copy 
purchase offer submitted to us as required above. The option must be exercised by written notice 
given to you within [28 days] after we receive the copy purchase offer and accompanying items as 
required by us. During this period the terms of the purchase offer may not be altered without our 
consent. 

14.3.2 If we do not exercise our option to purchase but consent to the sale to the buyer, it shall be a 
condition of the sale that the buyer must deposit [25]% of the purchase price with our solicitor 
upon exchange of contracts. Upon completion of the sale the buyer must pay the balance of the 
purchase price to our solicitor as your agent, subject to a lien for any money owed to us by you. 
We may deduct from the price the amount of any of your unpaid obligations to us together with the 

amount due to us under clause 14.2 and must remit any outstanding balance of the price to you 
within [30 days] after we receive the final amount of the purchase price. 

14.3.3 If we exercise our option to purchase, your lease of the Premises must be assigned51 to us on 
the basis of the Standard Conditions of Sale current at the date of completion of the assignment, 
or if the Standard Conditions of Sale are no longer published the National Conditions of Sale 20th 
Edition, except in so far as the applied conditions are inconsistent with the terms of this 
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agreement. In any event: 
(a) no deposit shall be payable; 
(b) title must be deduced in accordance with the Land Registration Act 1925 Section 110 

in the case of a sale of registered land, or must commence with the lease under which 
the Premises are held in the case of a sale of leasehold unregistered land; 

(c) the sale must be with vacant possession of the Premises on completion; 
(d) you must sell with full title guarantee; and 
(e) you must join with us in any necessary application for and co-operate fully to obtain 

any necessary order pursuant to the Landlord and Tenant Act 1954 Section 38(4) or 
otherwise to render fully enforceable the foregoing provisions of this clause and must 
take any other reasonably necessary steps to give effect to them. 

14.4 Our right to assign etc 
We may assign or transfer this agreement and all rights under it to any other party at any time. We 
must inform you in writing within a reasonable time after doing so. In the event of any such 
assignment or transfer, in consideration of our procuring for you and other developers an 
undertaking from the assignee or transferee to be bound by our obligations under this agreement, 
you must re-execute this agreement with the assignee or transferee if we require or [he] requires 

you to do so. If you fail to comply with the provisions of this clause you irrevocably appoint us as 
your agent with full authority to re-execute this agreement with the assignee or transferee. 

[838] 

15 Termination 
15.1 Remediable breach 

We may terminate this agreement forthwith by notice in writing to you if you have failed to remedy 
any remediable breach within a period of [28 days] of the receipt of a notice in writing from us 
requiring you to do so. 

15.2 Irremediable breach52

We may terminate this agreement forthwith by notice in writing to you if: 
15.2.1 you commit any material breach of your obligations under this agreement; 
15.2.2 you are in persistent breach of your obligations under this agreement; 
15.2.3 you are wound-up or become insolvent or are deemed unable to pay your debts or are subject to 

any application or any procedure for winding up or corporate reorganisation, except for the 
purpose of and followed by a reconstruction, or amalgamation without insolvency where the 
resultant company is or agrees to be bound by the terms of this agreement and is a company 
whose shares are owned by persons not in competition with us or you except to an amount not 
exceeding [5]%; 

15.2.4 you enter into negotiations for an arrangement or composition with or for the benefit of your 

creditors; 
15.2.5 a liquidator, receiver or manager is appointed in relation to Your Franchise Business or property 

or any part of it; 
15.2.6 an administration order is made against you; 
15.2.7 any part of your assets or Your Franchise Business is lawfully seized as payment or security for 

payment; 
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15.2.8 any procedure of similar effect to any of the foregoing is commenced or any other event occurs 
that causes your dissolution; 

15.2.9 any sum required under the terms of this agreement is not paid or submitted at the latest within 
[14 days] following its due date; 

15.2.10 any document is not submitted at the latest within [14 days] following its due date; 
15.2.11 you fail to commence Your Franchise Business or you cease it or take any steps to cease it; 
15.2.12 you challenge our intellectual property rights; 
15.2.13 you are convicted of an indictable criminal offence or one involving dishonesty; 
15.2.14 you behave in an immoral manner or any other way that may damage our reputation or yours; 
15.2.15 you take, withhold, misdirect or appropriate for your own use any funds withheld from your 

employees' wages for any employees' taxes, insurance or benefits, generally fail to deal fairly and 
honestly with your employees or clients or knowingly permit or, having discovered the facts, fail to 
take any action against or to discharge any agent or employee who has misappropriated any 
funds or property of any clients or ourselves; or 

15.2.16 you divulge confidential information to unauthorised third parties. 
15.3 Other rights 

The termination or expiry of this agreement shall be without prejudice to any rights and obligations 

in respect of any period after such termination and shall also be without prejudice to the rights and 
obligations of either of us against the other in respect of any antecedent breach of any of the 
terms and conditions of this agreement. 

15.4 Set-off etc 
Notwithstanding anything contained or implied in this agreement, we may set off against any 
money that would otherwise be payable or owing by us to you under or pursuant to this 
agreement unless and until you have paid, satisfied or discharged all moneys, debts or liabilities 
due or owing to us and have satisfied all of your other obligations to us. 

[839] 

16 Post termination provisions 
16.1 Your duties on termination53

In the event of the termination of this agreement howsoever arising, in order to protect our 
intellectual property rights and reputation: 

16.1.1 you must immediately cease operation of Your Franchise Business; 
16.1.2 you must forthwith deliver the Manual to us, with all copies of it and all stationery and signs 

bearing the Marks, and all other items loaned to you by us then in your possession whether or not 
supplied by us; 

16.1.3 you must cease using the telephone lines and any electronic point of sale equipment; 
16.1.4 you must remove the trade dress; 

16.1.5 you must take whatever steps we require in order to cancel your right to use the Marks or any of 
our other property; 

16.1.6 you must not at anytime thereafter: 
(a) disclose or use any confidential information or Know-how related to the System or the 

Business and the Products acquired by you during or as a result of this agreement, 
save that you shall be allowed to use any of the Know-how that has come into the 
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public domain by means other than your breach; 
(b) make any use of the Marks; 
(c) purport to be a franchisee of or otherwise associated with us; or 
(d) use any recommendation or reference provided as a result of your work as a 

developer; and 
16.1.7 you must forthwith pay all sums and amounts due to us under the terms of this agreement or 

otherwise. 

[840] 

16.2 Post termination restrictions on you54

16.2.1 You must not for a period of [one year] following the termination of this agreement directly or 
indirectly be engaged, concerned or interested in a business similar to the Business that operates 
within the Territory, save for a financial interest that does not allow you to influence the economic 
conduct of such a business. 

16.2.2 You must not for a period of [one year] following the termination of this agreement directly or 
indirectly be engaged, concerned or interested in a business similar to the Business that operates 

within a radius of [4 miles] from any Premises in the United Kingdom from which the Business is 
being carried on by us or any of our franchisees, save for a financial interest which does not allow 
you to influence the economic conduct of such a business. 

16.2.3 You must not for the period of [one year] following the termination of this agreement, either on 
your own behalf or on behalf of any other person, firm or company seek to sell or obtain orders in 
respect of the Products for any person, firm or company who at the date of such termination is 
one of our customers or in the habit of dealing with us [within the Territory] or represent yourself 
as being in any way connected or having been formerly connected with or interested in the 
Business, the Marks or our franchise. 

16.2.4 You must not without our consent in writing during the period of [6 months] after termination of 
this agreement, either on your own account or in connection with or on behalf of any other person, 
firm or company, solicit or entice away from us or our other developers any person who at the 
date of such termination is employed by us or our other developers, whether or not any such 
person would commit a breach of his contract of employment by reason of leaving such 
employment. 

16.3 Restrictions reasonable 
While the above restrictions are considered by both of us to be reasonable in all the 
circumstances, it is agreed that if, taken together, they are judged to go beyond what is 
reasonable in all the circumstances for our protection but would be judged reasonable if part or 
parts of the wording of them were deleted, they shall apply with such words deleted. 

[841] 

17 Copyright 
17.1 The copyright and all other rights in the text of the Manual, any software, our intranet, our 

website, any designs and photographs and all other documents that we supply to you ('the 
Copyright Materials') and all secret or confidential information contained in them are our property. 
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You undertake not to copy the Copyright Materials or disclose any of their contents or concepts to 
any other party. You undertake to not make any direct or indirect use of the Copyright Materials 
otherwise than in operating the Business in accordance with the terms of this agreement. 

17.2 For the purpose of this clause: 
17.2.1 the Manual shall be deemed to include the Manual as originally provided to you 

together with all additions and amendments to it from time to time, and 
17.2.2 'secret or confidential information' shall include all confidential information provided to 

you from time to time, by memorandum or correspondence or howsoever otherwise, 
appertaining to the operation of the Business save for any that has come into the public 
domain other than through your own breach. 

18 Entire agreement 
18.1 This agreement and the Manual express the entire agreement between you and us and 

supersede any negotiations or prior agreements on their subject matter. 
18.2 Both of us confirm that the whole of our negotiations and intentions have been included within the 

context of this agreement and it expresses clearly our requirements. 
18.3 You confirm that no warranties, representations or other matters were relied upon by you causing 

you to sign this agreement that have not been satisfied in it. 

18.4 This agreement shall not be modified in any way except by a written instrument signed by both of 
us. 

18.5 Nothing in this agreement shall seek to exclude any liability for fraudulent misrepresentation. 
Except in the case of fraudulent misrepresentation, the only remedy available in respect of any 
misrepresentation or untrue statement made to either you or us shall be a claim for breach of 
contract. 

18.6 All or any financial information relating to the operation of both Your Franchise Business and the 
operation of the Business, including, but without prejudice to the generality of the foregoing, 
forecasts, budgets and performance ratios or cash flow projections provided to you by or on our 
behalf or any of our employees or agents, whether before the signing or during the continuation of 
this agreement, is provided on the basis that such information is for your guidance only and shall 
in no way be treated by you as a warranty, representation or guarantee. You acknowledge that 
you have not and will not rely upon such financial information. 

[842] 

19 Waiver 
Neither our failure to exercise any power given to us under this agreement or to insist upon strict 
compliance by you with any obligation under it, nor any custom or practice of you or us shall 
constitute any waiver of any of our rights under this agreement. Waiver by us of any particular 
default by you must be in writing and shall not affect or impair our rights in respect of any 

subsequent default of any kind by you, nor shall any delay by or omission of us to exercise any 
rights arising from any of your defaults affect or impair our rights in respect of the said default or 
any default of any kind. 

20 Severability 
If any item or provision contained in this agreement or any part of it ('the Offending Provision') is 
declared or becomes unenforceable, invalid or illegal for any reason whatsoever, including, but 
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not detracting from the generality of the foregoing, a decision by the competent domestic or 
European courts, an Act of Parliament, European Union legislation or any statutory or other 
byelaws or regulations or any other requirements having the force of law, the other terms and 
provisions of this agreement shall remain in full force and effect as if this agreement had been 
executed without the Offending Provision appearing in it. If the exclusion of the Offending 
Provision will in our opinion adversely affect either our right to receive payment of all or any fees 
or remuneration by whatever means payable to us or the Marks, the Know-how or the methods of 
the Business, we may terminate this agreement on [30 days'] notice given to you in writing. 

21 Warranties, undertaking and disclosure 
21.1 You must make no statements, representations or claims and may give no warranties to any 

customer or potential customer in respect of the Business or Your Franchise Business, save those 
that have been specifically authorised by us, either in writing or in the Manual in force at the 
relevant time. You undertake to keep us fully and effectively indemnified against all claims, 
demands, losses, expenses and costs we may incur as a result of any breach by you of this 
provision or of any other provision contained in this agreement. 

21.2 You warrant that you alone will carry the risk of carrying on Your Franchise Business, and that 
you have no previous knowledge of the Business. 

21.3 You warrant that you have taken full legal advice on this agreement before its execution. 
21.4 You acknowledge that we have supplied to you all information concerning us and the Business 

you deem necessary to enable you to make a decision whether or not to enter into this 
agreement. 

[843] 

22 Improvements and atypical modifications to the System55

You acknowledge that because complete and detailed uniformity under many varying conditions 
may not be possible or practical, we specifically reserve the right and privilege at our sole 
discretion and as we deem to be in the best interests of all concerned in any specific instance, to 
vary certain standards for any [territory] based upon the peculiarities of any [territory's] customer 
base, location, density of population, business potential, population of the locality, existing 
business practices or any other condition we deem to be of importance to successful operation [in 
any specific territory]. You shall not be entitled to require us to disclose or grant to you any like or 
similar variation. 

23 Force majeure 
23.1 This agreement shall be suspended for any period during which we reasonably believe that either 

of us is prevented or hindered from complying with any of our obligations under it by any cause 
beyond your or our reasonable control as the case may be, including but not restricted to strikes, 
fuel shortages, war, civil disorder, and natural disasters. 

23.2 If such a period of suspension exceeds [180 days], then, upon giving written notice to you, we 
may require that: 
23.2.1 all money due to us shall be paid immediately, and 
23.2.2 you shall immediately cease trading until further notice from us. 

24 Approvals and consents 
Any approval or consent given under this agreement shall be valid only if given in writing by [one 
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of our directors]. You may not claim any money, damages, remedy by way of set off, 
counterclaim, or defence or otherwise, based upon any claim or assertion that we have 
unreasonably withheld or unreasonably delayed any consent or approval required under this 
agreement. 

25 Third party rights 
The parties to this agreement do not intend that any term of it shall be enforceable by a third party 
as defined in the Contracts (Rights of Third Parties) Act 1999 under the provisions of that Act. 

[844] 

26 Notices 
Any notice required to be given for the purposes of this agreement must be given by sending it by 
pre-paid first class post or fax, or by delivery by hand at the relevant address shown in this 
agreement or such other address as has been notified in accordance with this clause by the party 
concerned as being [his] address for the purposes of this clause. Any notice sent by post shall be 
deemed to have been served [2 days] after posting. In proving service it shall be sufficient to 
prove that a notice was properly addressed and stamped and put into the post. Any notice sent by 

fax shall be deemed to have been served on the next business day following the date of despatch 
of it. Any notice delivered by hand shall be deemed to have been served when physically 
delivered at the relevant address. 

27 Choice of law and jurisdiction 
This agreement shall be governed by and construed according to English law by the [High Court 
in London (or) ICC Arbitration in London. If the parties cannot agree on an arbitrator within 30 
days one will be appointed by the President of the Law Society of England and Wales]. 

[28 Corporate issues56

28.1 Directors 
You must not change your directors without our prior written consent, such consent to be given at 
our sole discretion. 

28.2 Change of your owners 
You shall not have the right to allow any change in your owners, including but not limited to the 
transfer or charging of your existing shares or the issue or charging of new shares either to your 
existing shareholders or to third parties, without obtaining our prior written consent. If we consent 
to a change in your owners we may at our sole discretion treat this as a sale of Your Franchise 
Business and the provisions of clause 14 shall then apply, including, for the avoidance of doubt, 
clause 14.3. 

28.3 Appointment of executive 
28.3.1 You must appoint and at all times during the Term have in position, a full time executive to run 

Your Franchise Business on a day to day basis. The person appointed must be previously 
approved by us, and at all times after his or her appointment be acceptable to us, such approval 
and acceptance not to be unreasonably withheld. 

28.3.2 We may at any time, if the approved executive is no longer employed by you or if he or she 
becomes incapacitated or dies, at our sole discretion if we consider it appropriate, manage Your 
Franchise Business on your behalf until such time as a new executive, acceptable to us is 
appointed. During that period we shall be entitled to the Management Fee together with the cost 
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of the travel, accommodation and subsistence of our employee or other representative engaged in 
the management, and shall be entitled to [50]% of the pre-tax profits of Your Franchise Business, 
to be calculated in accordance with generally accepted accounting policies applied on a 
consistent basis. 

28.3.3 If a new executive approved by us is not appointed within 90 days of the previous executive 
ceasing to be employed by you, we shall be entitled to terminate this agreement on 30 days' 
notice without liability.] 

[845] 
AGREED by the parties etc(For execution clauses and signature blocks see vol 12(3) (2013) 
DEEDS, AGREEMENTS AND DECLARATIONS) 

SCHEDULE1 
The Equipment 

(insert details of the equipment including licences for any software) 

SCHEDULE2 

The Initial Package and Cost 

(insert details) 

Schedule 3 

The Marks 

(insert details of the trade marks, including for each mark the application number, class and filing date) 

SCHEDULE4 

Your Business Interests 

(insert details) 

[846] 

1 Overview: This is a non-exclusive franchise agreement for use by a retail business 

2 Recitals: Lengthy and accurate recitals are helpful in the event of future litigation over the circumstances surrounding the 
recruitment of the franchisee. 

3 Recital (E): Some franchisors prefer to take the head lease of the premises and sublet them to the franchisee. Others take 
the view that this is taking too great a financial risk and prefer a third party landlord. 

4 Recital (F): This recital aims to limit any claim by an unsuccessful franchisee that the franchisor should take on the 
franchisee's losses. 
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5 Clause 1--Definitions: 

'Additional Support': This definition helps to avoid future disputes over what is included in the various fees paid to the 
franchisor. 

'Advertising and Promotion Fee': The franchisees' collective power to buy advertising is a great commercial advantage. For a 
provision for a fixed monthly fee see Form 14 clause 1.1.2 [707] above. 

'Initial Package': The initial package is usually detailed in the manual. 

'Initial Training': The initial training is usually detailed in the manual. 

'the Know-how': Know-how must be secret, substantial and identified. 'Secret' means that the know-how, as a body or in 
precise configuration and assembly of its components is not generally known or easily accessible, 'substantial' means that it 
includes information indispensable to the buyer for the use, sale or resale of the contract goods or services, and 'identified' 
means that it is described in a sufficiently comprehensive manner so as to make it possible to verify that it fulfils the criteria of 
secrecy and substantiality: see the Vertical Restraints Block Exemption Regulation EC 2790/99. 

'the Management Fee': The management fee is to cover circumstances in which the franchisor is obliged to manage the 
franchisee's business, eg on sickness or death of the franchisee. 

'the Manual': The manual is the cornerstone of the franchise. It is usually the embodiment of the franchisor's know-how. 

'the Marks': The brand is an essential element in the franchise package. 

'the Service Fee': The franchisee must check that the service fee enables his business to remain financially viable. 

'the Term': If the term is more than 5 years, then an agreement seeking to take advantage of the Vertical Restraints Block 
Exemption Regulation EC 2790/99 will encounter issues arising under Article 5(a). 

6 Clause 3 This window of opportunity balances the interests of both parties. 

Some agreements list detailed provisions that must be satisfied for a renewal agreement to be granted. 

Charging a renewal fee is acknowledged to be contrary to the British Franchise Association's Code of Ethics. 

7 Clause 4: Some franchisors prefer to take the head lease and sublet to franchisees. However, this increases the 
franchisor's commercial risk. 

8 Clause 5.1: Some agreements deal with the need to retrain individuals who do not pass the initial training. 

Some franchisors arrange for the equipment to be leased from a third party on commercially attractive terms otherwise 
unavailable to smaller operators. 

9 Clause 5.2: Continuously updating the manual is crucial. 

10 Clause 6.1: Consider how the cost of this should be met. If it is not included in the fees, the cost should be specified. 

11 Clause 6.2: The difference between assistance given under clause 6.2 and additional support under clause 6.3 must be 
carefully defined. 

12 Clause 6.3: It is wise to define 'the Additional Support' carefully. 

13 Clause 6.7: Updating the manual on a regular basis is essential to the success of the franchise. 

14 Clause 7: Regular policing of franchisees is essential. 

15 Clause 8: The franchisor should not give warranties as regards to validity of the marks. 

16 Clause 8.1: The Trade Marks Act 1994 s 28 requires trade mark licences to be in writing. 

17 Clause 8.3: Only the franchisor should take action against infringers. See also the Trade Marks Act 1994 s 30. 

18 Clause 8.4: This is critical to protect the brand. 

19 Clause 8.8: Ownership of goodwill can be controversial. 

20 Clause 8.12: As brands continuously evolve, this clause is essential. 
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21 Clause 9.1: All outlets must appear to be identical. 

22 Clause 9.1.3: Public health regulations must be complied with to help maintain the brand's reputation. 

23 Clause 9.2.2: Franchisees can ruin a business for themselves and other franchisees if they do not adopt the latest 
changes to the concept. 

24 Clause 9.2.3: Price maintenance breaches the Treaty of Rome art 81 and is a 'hard core' restriction. However, 

maintaining the brand's price profile is important. 

25 Clause 9.2.4: This clause is essential to protect the know-how of the franchisor. See Pronuptia de Paris GmbH v 
Pronuptia De Paris Irmgard Schillgalis: 161/84 [1986] ECR 353, [1986] 1 CMLR 414, ECJ and the Vertical Restraints Block 
Exemption Regulation EC 2790/99 art 5. 

26 Clause 9.2.7: This clause is essential to protect the know-how of the franchisor. See Pronuptia de Paris GmbH v 
Pronuptia De Paris Irmgard Schillgalis: 161/84 [1986] ECR 353, [1986] 1 CMLR 414, ECJ and the Vertical Restraints Block 
Exemption Regulation EC 2790/99 art 5. 

27 Clause 9.2.8: This clause helps to preserve the common identity of the network. 

28 Clause 9.2.13: Uniform opening times are important unless particular circumstances dictate otherwise. 

29 Clause 9.2.14: This clause helps the franchisor to police standards. 

30 Clause 9.2.19: Uniformity is very important. 

31 Clause 9.2.20: Quality maintenance is essential. This is a practical alternative or supplement to product tying. 

32 Clause 9.2.22: This clause is of great importance on termination. By returning the telephone numbers loss of clients can 
be reduced. 

33 Clause 9.2.23: Uniform point of sale equipment can make policing franchisees much simpler. 

34 Clause 9.2.24: See the Trading Schemes (Exclusions) Regulations 1997, SI 1997/31. 

35 Clause 9.3.4: This clause can prove useful in any later dispute between franchisor and franchisee. 

36 Clause 9.3.5: This clause helps to protect the franchisor's trade secrets and know-how. 

37 Clause 9.3.6: This clause can have a substantial impact on the valuation of the franchisee's business. 

38 Clause 9.3.9: Franchisees can see insurance as an easy cost cut. However, this can put the franchisor at risk. 

39 Clause 9.3.10: See the Commission Guidelines on Vertical Restraints para 50. 

40 Clause 9.3.13: Price maintenance breaches the Treaty of Rome art 81. 

41 Clause 9.3.15: This abuse is common amongst franchisees not expressly prohibited from practising it. 

42 Clause 9.3.16: This clause prevents the franchisee being part of the franchisor's corporate business and so helps reduce 
the risk of litigation against the franchisor resulting from the franchisee's acts or omissions. 

43 Clause 9.3.17: Franchisees must devote all of their time to the franchised business. If this is not possible, a key man 

should be identified and charged with devoting all of his time to the franchised business on behalf of the franchisee. 

44 Clause 9.3.21: This clause helps avoid franchisees restricting their ability to comply with the terms of the franchise 
agreement. 

45 Clause 10.9: This clause helps with policing the franchisee's activities. 

46 Clause 11.1.4: This transparency is essential for the franchisee. 
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47 Clause 14: Not all franchisees are allowed to sell their business although it is best practice. 

48 Clause 14.2.2: The property is usually a fundamental part of the sale. 

49 Clause 14.2.3: This percentage varies greatly amongst the various franchise networks in the United Kingdom. 

50 Clause 14.3: A pre-emptive right gives the franchisor greater control over the ownership of the franchise. 

51 Clause 14.3.3: If the franchisor is the landlord this clause should provide for the franchisee to surrender the sublease. 

52 Clause 15.2: Specifying individual breaches is recommended as the courts are less sympathetic to general powers to 
terminate. 

53 Clause 16.1: It is essential that former franchisees debrand as quickly as possible. 

54 Clause 16.2: See the Vertical Restraints Block Exemption Regulation EC 2790/99 art 5(b); Prontaprint plc v Landon Litho 

Ltd [1987] FSR 315; Office Overload Ltd v Gunn [1977] FSR 39, 120 Sol Jo 147, CA; Kall-Kwik Printing (UK) Ltd v Bell [1994] 
FSR 674; Kall-Kwik Printing (UK) Ltd v Rush [1996] FSR 114; Prontaprint v Devancy (1992) unreported. 

55 Clause 22: Atypical modifications must be specifically mentioned to avoid complications in the event of litigation with 
franchisees on the basis of discrimination against them. 

56 Clause 28: This clause is relevant only for corporate franchisees. Personal guarantees may also be desirable. 

[847]-[890] 


