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Input Sought: For Noting
Lack of operational compliance and robust processes/systems in both branch and POL
contributes to an annual loss of between | IRRELEVANT he
purpose of this pack is to provide SEG with a more detailed understanding of:

* The drivers of loss, their annual cost, and savings embedded in the 2024/25 budget

* The initiatives already delivered and in flight, to reduce the number of discrepancies in

the network and ultimately the loss value
+ Recommendations for further activity requiring more detailed consideration by SEG

Executive Summary

1. The annual cost to Post Office of loss of cash and cash equivalents due to process failures
is betweeni IRRELEVANT (If this were reduced the saving could be diverted into more
beneficial activities such as strategic growth projects or postmaster remuneration.

2. The purpose of the presentation in the reading room is to give SEG confidence that activity
is underway to start to reduce the risk of loss to both POL and branches, including:

e improving the branch support framework to reduce discrepancies

e earlier identification of discrepancies to improve the investigation outcome
e better management information and insight to drive action plans

e recover losses where appropriate.

3. Inaddition to the activity described in point 2 above and delivered within existing business
as usual budget and resource, the report below (paragraph 10) details recommendations
for increasing resource to support prevention of losses and also on whether POL should
start recovery activity for any of the losses.

Report

4. The presentation attached to this paper gives a detailed explanation of all drivers of loss,
how they are accounted for, and any current process in place to recover the loss where
appropriate.

5.  Whilst the amount each activity contributes to the total loss humber varies significantly,

IRRELEVANT;, it's important to ensure all activities are identified and processes improved to

reduce their impact. These improvements should look to both prevent the loss as well as
facilitating recovery where appropriate.

6. The Operational Excellence Programme, established in July 2023 has already identified
and delivered significant improvements to the operational processes and support provided
to branches (over 10,300 data led Operational Excellence visits were conducted by Area
Managers in 2023/24, improved Network Monitoring data and process, changes to the
Branch Assurance visit process).

7. Excluding Lottery exit, the volume of transaction corrections reduced by circa in

2023/24 and the underlying postmaster loss was circai===ailower than forecast. This was
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not however reflected in the total loss number due to some one-off charges detailed at
appendix 2.

8. Further initiatives are due to land in 2024/25, the benefits of which have been embedded
within this years budget. Key ones of note are:
i Operational Excellence remuneration incentive (September 2024)
ii. Auto Stock Rem in (15 branch pilot Sept 2024)
iii. 2,700 note counter roll out (July — October 2024)

iv. Relaunch of Operations Manual
V. Relaunch of 0-6 months branch support framework
Vi. Recovery of established losses where the Postmaster has agreed with the

outcome of a discrepancy review and also for overdue invoices related to branch
property works where appropriate (see additional SEG Paper)

9. With the exception of note counters and auto stock rem in, all improvements landed to
date, or in progress, have been implemented within existing business as usual resource
and budget and will therefore have a limited impact on reducing the loss. The tables
below highlight further recommendations that would:

I step change the operational robustness in branches
ii. enable an improved contract performance management framework
iii. provide POL with greater clarity on the value of cash and cash equivalents in
the network

iv. facilitate loss recovery when appropriate
10.
and ‘clean’ network is a key enabler to a successful NB|T implementation. The outcome
of the funding request is expected in June 2024.
11. The table below summarises the key drivers of loss, what additional activity is required

to improve prevention of the loss and also recommendations on whether POL should start
recovery activity on any of these losses.

i
Cusrent PM dacrepancies .

Additional rescurce im Betwork Momstoring (5), Field trainers (17), Branch
Assurance [B0), Contract Advisor [T) and Cash Centre Teans o impeove
operational support and training for branches md to dmhp and

obst contract k

poat April 21

Cusrent PM dacrepancies
peo Agril 21

Farmer PM dacrepancies

Strategic Partners
discrepancies

Cunrent PM Property
Inwoices podt Aprl 2021

Cusrent PM Property
Invoices pre April 2021

IRRELEVANT

through ﬂ-\e-sm;mﬁm which is due for decision in June

= Falls within the scope of the Remediation Team but outside scope of the HSS,
SEG Paper being produced in the Rem Team 1o recommand reat tteps

End to end review of the ‘Leavers’ process to identify and agree repayment
of putstanding account balances

New processes in place to support $F°s investigate and resclve discrepancies.
This should avoid asy further nos recovery of discrepancies

= End to end project process and
made
= Esternal legal assarance underway

d and imp:

* Do mot start recovery uetil clanified Horizon data used in the
discrepancy review process is vobuu

* Proposed establisbed bos: &
external legal assurance and wil r!bum o SE'G fior wwai onoe
claification om Horizon i received

*  Nocwrent recommendations to seek recovery of existing debt

*  Nocurrent recommaendations to week recovery of existing debt
*  Retail will return to 5EG in August with recommendations following
the end to end Leavers process review

Review of aged dacrepancies by individual $8 underway.
L Outcame of review will determine if recovery will be made o wiite
off requined

Sxart recovery of outstanding involces via new process as soom as.
extornal logal assurance provided (st July = see additicaal SEG paper)

Mo cwrent recommendations to seek recovery of existing debit

Farmer PM property Ko cusrent recommendations to seek recovery of existing debt
Invoices
Countetfoit notes ¢ Updated training materials ssued to branches to support idestification of *  Recommendation not ta seek recovery
counterfeits = Retall will retwn to 5EG in Sept 24 with a proposed overarching cash
*  Note counters to be Bsued to top 2,700 cash taking beanches policy which will include the approach to recevery of counterfeits
*  Further funding for automation to be requested via BF4 passed through to the cash centre
Hobbery/Burglaries Additional ABCI resowce requred to support the police improve cutcomes of Ko current recommendations (o seek recovery

Missing cheques

criminal imvestigations

End to end process review to see if can improve/automate the process

This ks a cost of accepting of cheques as a method of payment an is
unlikaly 1o reduce unleis POL stops sccepting cheques &t & payment
method
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Financials

The balance sheet prOV|S|on as at the end of 2023/24 totalled {wrecevanti and the detailed

not provided for.

The breakdown of losses over the last 2 years and budget for 2024/25 is shown at appendix 2.
We recognise the cost for 2023/24 of {IRRELEVANT!excluding the central year end prOV|S|on) is too

6 months support framework

- | ____hrobbery/burglary run rate reduction
o i Non-transactional losses - recovery of o/s invoices from current postmasters and
reduced

to compllcated branch accounting process

Next Steps

The purpose of this paper and the more detailed presentation in the reading room is to align
SEG on the current loss landscape and make recommendations for further activity to reduce
the risk of loss to both postmasters, strategic partners and POL.

These recommendations will also ensure the network is ready for NBIiT implementation.

Following discussion at SEG, the presentation will be updated and used to facilitate a
conversation with the new Chairman and Board.

Where requested, more detailed papers will be presented to SEG on each of the
recommendations.

The paper on the proposed process to recover outstanding property invoices is the first one of
these.
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Appendix 1 - Breakdown of Postmaster Loss Balance

Sheet Provision

The table below details the split of the provision between (1) pre and post April 2021, (2)
current and former postmasters, and (3) transactional balances and outstanding invoices:

Posttn_aster Account Balance Sheet Post-21
Provision

Non-Transactional losses

(small branch property works)

Transactional losses

(Horizon balancing discrepancies)

Current & Former PM Provision

Multiples/SP

Total Provision

Confidential

Former

Current

Total

Former

Current

Total

Total

Total

IRRELEVANT
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Appendix 2 - Profit and Loss account loss charge

The table below highlight the different drivers of loss and their actual cost for the previous two
years and budget for 2024/25. In addition, it highlights where the loss is charged to within
Retail.

2223 | 23/24 | 24/25

Current Postmaster Discrepancies Central Operations
Former Postmaster Discrepancies Central Operations
SP Losses Central Operations
Robbery / Burglary Supply Chain
Counterfeit Notes Retail Operations
Missing Cheques/AP errors Central Operations
RMSD Supply Chain
Personal Banking errors Central Operations
Cash assurance Central Operations
Supply Chain Losses IRRELEVANT Supply Chain
Property Losses Property
Other (FX, TC errors, other) Central Operations
Other - Stock adjustment Supply Chain
Customer release * Central Operations
TOTAL Finance and losses (excl.

period end provision movement)

Central Provisions (for known and -
unknown losses)

Total P&L Finance and Losses

* Customer receipts we’ve been unable to allocate to a payee nor contact the customer to return the payment are
released back to the P&L after 6 years

a. a single significant single branch loss of circa [rretevantivhich is currently under
police investigation

b. a change to the strategic partner provisioning policy, which was brought into
line with that for Independents, with all discrepancies fully provisioned after 60

have a full cash and cash equivalents count annually and therefore there is a
risk that the value held on the balance sheet is not present in the network
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