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RESTRICTED - POLICY & COMMERCIAL

Key Objectives and Immediate Priorities

Commercial objectives Policy objectives
« Strengthen POL’s Board, in particufar through appointment of Key elements of Government policy for the post office network
a new Chair and Non Executive Directors to give increased are:

levels of oversight and challenge.

To ensure no network closure programme and a minimum
network of 11,500 branches

Separation of Post Office Ltd and Royal Mail to ensure
operational autonomy by 1 April.

To ensure the network access criteria are met

Roll-out of new models — 2,000 Post Office Locals and 4,000
Main Post Offices - over the SR Period.

To ensure key services are available across the network

To reduce government subsidy for the network over the long
Eradicate the losses made by the 373 Crown Offices. term

Achieve significant growth in govemment services income,
through providing the face-to-face services that will still be Key elements of Government policy for Post Office Ltd are:
required to support a ‘digital by default’ approach to service
delivery on behalf of Govemment. + To support delivery of POL's commercial strategy

«+ To develop options for mutualisation of POL.

Maximise profitable revenues from other areas, especially
financial services.

Immediate Priorities

+ Agree strategy to ensure timely state aid approval

« Agree timings and engagement strategy around mutualisation response and next steps

« Agree response to Mark Hoban re Bank of Ireland renegotiation

+ Meet POL senior management and key stakeholders

« Engage with OGDs to maintain momentum of POL’s Front Office for Government ambitions.

@ Shareholder
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Executive summary

Financial position

POL faces declining «  Post Office network of 11,800 outlets depends on Government subsidy of ¢.£180m pa

traditional revenues + In addition, over the next SR period, the Government has committed £585m to transform the
network model to remove fixed costs and improve the customer experience

and highly + Revenue line consists of three core streams: mail ¢35%, financial services c30%, Government

competitive new services ¢20%, — challenge is to grow all three whilst addressing the cost base

markets, while its Market risks

current branch +  Cost levels impact capacity to win key new contracts, especially Government services

models are + Mail volume decline affects business over the Post Office network
unsustainable « Low interest rates hit financial services
Focus on developil ipeline of new product:

These challenges - "
g «  Digital exception channel for HMG work (face-to-face services for those without computers)

must be faced as «  Identity verification role e.g. passports and licensing
POL undertakes a «  New financial services products
complex separation Developing the network

from its parent
«  New fully variable cost models
+ Longer opening hours
Successful outcomes | +  Smaller footprint in store

may permit
Separation from Royal Mail

subsequent P var el
mutualisation of Post +  Need to negoliate contractual terms with RM over distribution of RM products and shared services
Office Ltd + Bolstered Board required to challenge and support executives in separation process and beyond

ce +  Suitable governance arrangements need to be introduced as the companies separate

*  Aspiration of a mulual Post Office Ltd once separation and the business transformation envisaged
in the current business plan are complete

@ Shareholder
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Business overview

+ POL provides mails services, financial services, government

services and telephony services across a network of around

11,800 branches.

business.

There are currently 373 Crown Offices (large, mainly urban,
centrally-run post offices) and around 11,500 sub post offices
(privately owned by sub-posimasters and franchises). POL
directly employs 8,500 staff. POL also runs a cash logistics

POL has four main areas of income - mails, government services,
financial services and telephony.

Breakdown of net revenue in 2011 (£Em)
Total: £848m excluding network subsidy payment

Network of branches operated by Post Office Ltd

oo
©

Existing Ownership Structure

| {100 sharetiofd

Services

B Government and|
1D services

@ Other (inc
telephony,
innovation

. Postolfice Lt
{1005 oivied by RM Group L)
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Business overview

POL is a unique
provider of mails,
financial and
government services
across a nationwide
network.

In return for the
£1,34bn funding from
Government for 2011-
2015 announced in
October 2010, the
Government requires
Post Office Ltd to
ensure that there is a
minimum of 11,500
post offices across
the country

@ Shareholder
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+ POL has a national network larger than that of all the UK banks put together, with
93% of the total UK population (and 99% of those living in towns and cities) living
within one mile of a post office.

« Post Offices provide a range of services to customers across the socio-economic
spectrum, carry out a critical economic function for many small firms, and often play
a significant social role in communities.

«  Over 170 different services are available over Post Office counters and all but one is
subject to at least a degree of competition.

« The network conforms to the strict access criteria (established in 2007 following a
national consultation) which ensure reasonable access to Post Office services
regardless of where people live.

« Dependence on access to post office services is particularly acute in rural areas
whe In return for the £1.34bn funding from Government for 2011-2015 announced in
October 2010, the Government requires Post Office Ltd to ensure that there is a
minimum of 11,500 post offices across the country re the post office branch is in
many cases the only local retail outlet, but branches are also of real importance in
deprived urban communities.

«  Post Office Ltd is facing increasing competition, especially in the bill payments
market, by competitors such as PayPoint. Post Office Ltd also has to compete
openly for Government work.

UKGI00018222
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Market breakdown

POL operates in
three core markets:
mails services,
government services
and financial
services.

@ Shareholder
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Majls Services

«  POL is facing the challenge of declining mail volumes, and separation from Royal Mail. A new 10-
year distribution agreement with Royal Mail has recently been finalised.

« POL's product mix in the market will change. As the volume of letters declines they will seek to
grow the volume of packages they distribute.

+ Toimprove the customer experience, POL aims to reduce queue times, extend opening hours,
and improve the in-branch experience of customers, focussing on developing ‘Post&Go’ self
service kiosks, solutions for small businesses, online mail support and pre-paid mails.

Government Services — “Front Office for Government”

+  POL plans to become the physical channel alternative to Government's own direct channels for
those customers who cannot interact online and for those services which require a physical touch
point, e.g. ID services.

+  POL faces increasing competition from others in this market, and must openly compete to win
Government services.

Financial Services

«  POL aims to deliver a proposition which reflects customer needs and preferred channel choices.
For example, they are currently considering a pre-paid debit card and working with DWP on a
transactional account providing access to universal credit.

«  This s a highly competitive market in which POL has had some success due to public perception
of it as a trusted brand. POL have been particularly successful in foreign exchange services where
it is the market leader.

RESTRICTED ~ POLICY & COMMERCIAL

Network

Government
subsidises POL
(E180m in 2011/12) to
maintain a network of
at least 11,500
branches. A purely
commercial Post
Office network would
number around 4,000
branches.

POL is planning to
write to MPs in the
coming fortnight, and
to launch a national
awareness campaign
towards the end of
February.

Shareholder
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« POL is introducing two new operating models —~ Locals and Mains - focused on operator flexibility
and better customer service (longer opening hours, greater degree of automation, improved
offices). They also rebalance cost from fixed to variable.

« Both models are being extensively piloted and have NFSP support. Consumer Focus has voiced
concerns about Locals, but concedes that change is necessary and is working closely with POL
during the pilot period to address concerns.

« 6,000 branches will move to new models by 2015 (*Network Transformation”). This will be a
voluntary process. In Nov. 2011, POL and NFSP ran joint events to explain the models to SPMs,
and POL has since conducted a survey of SPMs. The results are encouraging, suggesting there
will be enough volunteers. POL will be holding further events for SPMS in the coming months.

The Post Office Main operating model:
» Around 4,000 by 2015.

Particularly suitable for larger post offices
(over 800 transactions per week, mainly town

+ Around 2,000 by 2015.

Particularly suitable for smaller post offices (up to 800
transactions per week: 1-2 counters).

centre branches). « Cost effective solution for operator - integrated with front
+ Up to £45,000 Government investment for counter (i.e. retail counter in a convenience store) freeing
those who convert. space and staff.

Longer opening hours via a ‘Local’ terminal
on a retaif counter.

Fully variable pay, removes fixed pay POL and Consumer Focus research shows model is well
Pilots in around 20 branches. ived by New due in Feb.

Fully variable pay, removes fixed pay.
Pilots in around 150 branches.

Offers the full range of Post Office services Longer opening hours, typically & hours longer per day.

Offers 95% of services by transaction volume.

Up to £10k Government investment for those who convert.
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Funding and State Aid

.+ BIS's overall CSR spending commitment to POL is £1.34bn. This is broken down as follows:

201112

2012113 201314 2014/15

£180m

£410m £415m £330m
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BIS also provides a £1.15bn working capital facility ~
effectively an overdraft facility — to POL to fund the
cash in the network.

Amounts drawn under this facility enable POL to have
sufficient cash in its branches to meet demands for
benefits payments or business and personal banking
requirements with a high degree of certainty.
Consequently “cash-outs” at post offices are
extremely rare.

Government funding for POL — both the subsidy and
the loan - requires state aid approval. The 2011/12
funding has been approved and was paid on 1 April
2011. It is imperative we receive approval for the
remaining funding before 1 April 2012.

Discussions with the Commission have hit a late
stumbling block around how the Commission applies
new rules. Our case is the first to be analysed under
them and so is a test case.

We are submitting separate advice to you and the
S0S on our strategy to escalate this issue to ensure a
timely resolution. °

RESTRICTED - POLICY & COMMERCIAL

Separation from Royal Mail

Work is underway to
move POL from its
current position — as
a subsidiary of RMG
- to be come a sister
company of RMG
under a common,
non-trading parent
Royal Mail Holdings
plc (RMH)

Shareholder
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The restructuring is proposed to coincide with the implementation of the pension
solution on 1 April 2012, subject to state aid clearance.

A new 10-year distribution agreement between Royal Mail and POL, suitable for
completely separated businesses, has been agreed.

On 1 April 2012, POL staff will become formal POL employees (having previously been
secondees from Royal Mail) and new group governance arrangements will be putin
place.

We are developing proposals with the companies for the role and constitution of the
RMH Board once RMG and POL have moved to sister companies under the RMH
holding company at March 2012. Our intention is for RMG and POL to be devolved full
operational autonomy, with minimal powers at the RMH level.

We envisage that the businesses will remain in the same corporate and tax group, but
operationally separate, until the earlier of an RMG transaction or a POL mutualisation.

A new Chair and senior non-executive director have recently been appointed to POL’s
Board. The Board will be further strengthened by appointment of new NEDs.

From 1 April 2012, we will ensure that we have direct Shareholder powers over POL
(these are currently exercised at RMH level). These will include approval rights over
Board appointments and remuneration.

The company is also deploying a People Engagement plan aimed to ensure that the
whole organisation (including agents) is aligned behind the entire strategic plan,
including separation. 10
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Mutualisation

The PSA 2011 allows
for POL to remain
either in state
ownership or to be
transferred to a

» AG

« The cor

it report by Co-operatives UK on options was published in May. It
examined how best to transfer POL from Government ownership into a mutuat run for the public benefit.

We launched a public consultation, Building a Mutual Post Office, in September, to explore a suitable modet for

mutualisation. It asked questions about the purpose of the Post Office, the opumal membership and governance

of a Post Office mutual, and whether mutual ip would be resp p model.

closed on 12 D 2011 and we have been analysing the forty responses elicited. In

brief:

mutual. + Most were tentatively posilive about the proposal. Over a quarter of 1espondents afﬂrmed mutual
p would be their p model. Only four exp d outright ding the CWU
A public and Umle)
consuitation, .
. Consensus formed around a mixed ip model (comprising ‘prodi * e.g. staff and
launched in _Sept eg. and with p d through a
2011 closed in representative body.
December. B about sustainability of the Post Office, the continued provision of branch
services and access to them, and the need to successfully transform the network before ownership can
Government has be transferred,
cor;l;n;:!ed fo « Post Office Lid's private response highlighted access to finance, business leadership and cultural
publishing a change as areas requiring particular consideration before a move to mutual ownership.
response in the
Spring, setting out ¢ G has to i to the consultation in the spring, setting out the path
the path towards towards mutualisation. We have made clear the transition will take a number of years and depend on the
mutualisation. retum to financial sustainability, but it is also important to keep up momentum.
+ We will approach you shortly for a DECISION on the optimal timing of Go s next steps
and milestones towards mutualisation.
@ Shareholder
Executive
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Appendices
General
« Major risks and opportunities
« POL team
+ Shareholder Executive team
+ Key stakeholders: Government
« Key stakeholders: External
Financial appendices
+ Performance vs Budget
+ Profit & loss forecasts
+ Net Revenue breakdown forecasts
« Cost breakdown forecasts
+ Cashflow forecasts
@ Shareholder
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Major risks and opportunities

RISK MAGNITUDE (based |MITIGATION

on current revenue)
State aid application for payments for 2012/15 and ongoing £1.115m (SGEIs and  |High leve! official engagement with senior officials at the European
operation of working capital facility is unsuccessful. network subsidy) Ci issi inisteri: if required.

£1,150m (loan)
New services and i fail to feed £100m pa for IPS and |POL has recruited a specialist HMG services team. ShEx is working
through sufficiently during the life of the next strategic plan (to DVLA closely with OGDs to communicate post office policy and encourage
2014/15) leading to greater POL demand for Government subsidy. i with POL on a without-preji basis.
Introduction of new network models is perceived as involving Reputational — though |POL plans further communications (to SPMs, MPs and publicly) in
closures or a reduction of service delay leads to financial | February — ShEx is engaging closely on this.

risk
Strategy to bring 373 Crown Offices to break-even by 2015 is Current losses are Engaging closely with POL in the development of its strategy in this
unsuccessful ©c£60m pa area, paricularly around pay and new revenues.
OPPORTUNITY MAGNITUDE (based [STEPS BEING TAKEN

on current revenue)
Development of transactional account capable of supporting Current POCA POL is working on this with Bank of Ireland and engaging closely
Universal Credit payments. revenues are c£100m |with DWP.

pa
Renegotiation of current financial services joint venture with Bank of |Up to £36mpa by New package negotiated involving much better commercial terms
Irefand. 2016117 but a 3 year extension (from 2020 to 2023). HMT has not objected

though we need to respond to Mark Hoban's letter.

@ Shareholder
Executive 13

01 Goverrmens

RESTRICTED ~ POLICY & COMMERCIAL

Board and management of POL

Current MD, since October 2010, is Paula Vennells (formerly Network Director since 2007).

.

The Board of POLis | . Executive team has been strengthened in last two years but with significant changes. A new

being strengthened Financial Director, Chris Day (former Group Financial Controller, BBC), new Financial Services
to support separation Director, Nick Kennett (former MD, epay) and a new HR Director, Pauline Holroyd (former HR
from RMG. director, RAC) have recently started.

Additionally, POL has a Commercial Director (Martin Moran, leading on new Government
Services), a Network & Sales Director (Kevin Gilliland, leading on Network Transformation), a
COO (Mike Young, leading on separation from RMG) and a Legal & Compliance Director
(Susan Crichton, leading on state aid).

Separation from Royal Mail requires an independent voice for POL within the Royal Mail group

governance structure:

_ A new Chair of POL, Alice Perkins, has been appointed with a strong public sector background.

_ A new non-executive Director, Neil McCausland, has been appointed with a strong retail background that will
complement the chair’s public sector background.

— We are in the process of recruiting further NEDs to POL and the appropriate Board committees (e.g. audit, risk
and compliance, remuneration) are being established.

Corporate governance
— Chairman’s proposals would assist in making POL combined code compliant on separation.

Shareholder levers
_ We are in the process of agreeing new Articles of Association for POL for 1 April (i.e. when it becomes as
sister company to Royal Mail). These will ensure the relationship with BIS is direct, rather than through RMH
as itis now, giving us greater clarity around issues such as remuneration.
Shareh,OIder — From 1 April, A ShEx representative (Susannah Storey) will sit on the POL Board.
Executive 14
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ShEX team
» 1 x Director — Susannah Storey provides overview as head of RMPS Team *
ShEx team works + 1 x Executive Director ~ Will Gibson heads up the POL team, with oversight of all major policy issues
very closely with the ' ' _ ) ) )
Post Office. + 3 x Assistant Directors - Mike Whitehead and Jane Hoy as well as one vacancy currently being advertised
— Mike Whitehead leads on network issues, as well as stakeholder relations and correspondence
- Jane Hoy leads on all issues connected with POL's Government and Financial Services strategy
— New recruit will lead on all issues connected with mutualisation, state aid and POL’s financial
performance
+ 2 x further team members ~ Peter Batten and Katie Wake
~ Peter Batten leads on POL's relationship with Local Government and works on network and
correspondence issues
~ Katie Wake leads on mutualisation and works on state aid and financial issues.
+ Besides pure shareholder issues, ShEx plays a supportive role for POL's directors, providing a voice
within Government (a major customer) and guidance on political issues.
+ Good relationships with the business and the management team at all levels.
+ ShEx has been supported by advice from the following external advisers:
— Freshfields ~ legal advice in relation to separation, funding arrangements and state aid
~ Deloitte — commercial due diligence of the business strategy and advice on tax and separation issues
— UBS - advice on separation issues
i * Susannah is shortly going on maternity leave and Roger Lowe will replace her as head of RM and Post
@ Shareholder Office team in ShEX.
Executive
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Key Government stakeholders

Assessment of
relationship

Strategy to obtain support/

Stakeholder
overcome barriers

Stakeholder interest Key current issues

"HMG shareholding + Strong ShEx working - Discussions ongoir + Maintained close dialogue

HMG lending to buslnsss
Accounting and budget |
[impact of buslnass
‘performance

Long term risk of subs:dy

POL pmcuremem Geod warklng relations
strategy and role in’ | =mertin expandmg and
providing transactions to ‘renewing post CO
support online services. ' |  reorganisations. :

relationship with key
- HMT team

mutualisation and wln need
to work closely with HM; 3
on progression of
proposals

and shanng of s!ralagy

POL’s position in providing
face-to-face {ransactions in
light of digital delivery and
OPS White paper,

Continue lo identify and

target key contacts,

coordinating with POL
where required.

Con for g rel
payment of benefits although recent
s v E 'reslrlucturing at omclal
evel

POL's role in delivanng
Universal Credit, the -
Impact of UC on POCA

Maintain close dialogue and

- coordinate with POL, whera :

required.

.~ Contracls with POL for
provision of services

$Strong working
re!alianshnps .

DVLA plans to procure a

wider range of face-to-face

“services shortly — crucial to

POL's GS strategy.

Coniracts with POL for

Some relationships in
provision of ‘check and

place ~ could be

Maimaln closa dlalogua and

. appropriate procedures .

during pmcuremen( process.

UKBA procurement

i Altempl to expand contacts
- with key senior officlals,

end’ passport 5
ko e Bieclon o lecen | ST ol
 unclear - key projected i
revenues for POL,
@ Shareholder
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Key External stakeholders

 Network Transformation |+ ;i',_?g‘* and bon::‘n‘lsiveos‘ . Ens;jring fiov G ices |+ uia;malgalilelég!né at official and
e . NFSP supported {he Postal | contracls afe won. nisterial level to ensure
Eront Office for Govemment Services Acl, and have + Seeking representation on the | continued support.
Mutualisalion voiced support for Netwark | poy. ggani’? |+ Encourage growing
SubPostmaster pay Tr;nsfl?rg&aﬂon and o : engagement with POLIn.
: o : Muluplisation. .~ Sarea | advance of mutualisation.
Mutualisation. s e uonslmc(weldxaliogue B Conc‘ezw’in;zaboui separation  {+ Conéim:; §0] e‘ngage and I%vo)va
: about mutualisation despite | from and network as ihe Mutualisation agenda
22"?3;'3?:“;"““‘“" ;‘ i unlins soepu‘asmgrve‘an tmns{:n;ali%n—vlewéna\ progresses.
Front Office for Govemment | - POL's current financial ~ Locals offer decrease: =
: ‘ Insolvency i sewlce . . gfatﬁ:;;“a‘;mm around Nelwork
Nelwork Trensfonnallon g b lr;:pro\gagf um‘;ﬁn’?agl;)w L Consx‘xlt‘nerfFogus are . & 2 Rapl;‘:roohen‘l;mvmh orLrhdaIsto
: : : - of neg: and skew . .compiling fresh resear - continue, with a rese:
Front Office for Govemment | - o ia piaces about the - about the Local model; due for bneﬁng meehna scheduled for
- Local model, G publication In March, nd new :
5 ;Esia“:f’ about Front Office |, Enwurage POL {0 engage to
forap. explain the Local model, and to
+ Concem about the suitabliity - |  work on a MoU re the Code of
of the existing Code of Pragice.
S S Practice for NT. : .
State Ald + Healthy engagement. . PayPom\ are sceptlcal f . :\ﬁalflnau:, ijlalbggé at o[ﬂ'cié( 5
: SR : evel and keep PayPoint's
3 FromOfﬁceforGovemmem ; = o paymenls ‘ 3 pmsenceasabmpa yment:
. provider, relauve to POL undur
E % S 3 e S review. it
State Aid : + - Good and open. « Securing Commission + Ensure swift mspnnssslo
S SESTR i B % - : ggproval or funding 2012» femalmng Cxanquenes % J
. 15,
@ Shareholder
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Operating performance: budget

CQmmavci
EBIT pre excepﬂona!s (Em)
Net income (Em)
Agems pay 10 Mcome ralio (%)
‘Grown staff cost to income ral‘o %)
Crowin Josses -
Policy - Access Criteria
Natfonal 1 mile (%)

National 3 mile (%)

Urban deprived 1 mile (%)

Post Code District (number not meeling criteria) |

+ POL consistently exceeds the Access Criteria which have been in place since 2007.
+ Crown Staff Costs are predicted to continue to decrease this year, whilst agents pay to income ratio will increase.
« POL has consistently outperformed its EBIT target, driven by cost savings rather than revenue upside.

@ Shareholder
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Operating performance: P&L

Year ended 2010A 2011A 20128 2013F 2014F 2015F 2016F CAGR

Net Revenue exc NSP (Em) 802

201047

Operating profit (£m)

Operaling margin (%)

+ Net Revenue here is what POL. defines as Net Income (gross income after cost of sales).

« Key growth expected in Government services revenues expected to begin in 2012/13 and increase thereafter, as POL expected
to fulfil its ambition to act as the Front Office of Government (see next slide).

» Expectation of continuing increase in innovation revenues post 2012 as POL seeks to develop new products to counter the
decline in traditional services. These innovation forecasts are aspirational (such as benefits payments).

+ Mails revenue predicted to remain fairly steady after 2012, as letters revenues drop and revenue from parcels increases.

+ Anticipated growth in financial services revenue in light of development of new products in this area (e.g. Children's ISA, Internet
Saver), and income from new contract with RBS.

@ Shareholder
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Operating performance: net revenue breakdown

Financial Services

Revenue

202 294 -

whh B0% forn
Govemment & ID Servic } i B e
Revene _ i 197 a0 |
ommr{m)' o |13.6% 25.5% |21.8%
Other {inc telephony ¢ = o
innovation) i S | ; U
Revenue der o oo i o n o f43g
growthn (%) - 68%  |134%  |182% = |94% = |se%
Totalnetrevenue(excNSP) {902 1348 1s72  [8ss  [szs |ses
gomhiy . 0 Jeon [30%  [sa% | |24% 4.8%

. ;Vlails: (tiontract negotiation with Royal Mail and POL's ability to harness growth in parcels are main drivers of stalic growth
orecast.

. Finanqlal services; The company is coming under greater pressure in the bill payments market with competitors such as
PayPoint. Forecast increase in 2012 reflects renegotiation of Bank of Ireland contract and macro-economic assumptions.

* Government and ID services: POL's network of AE| kits makes them a good competitor to win key government services

contracts, particularly in identity verification. However this revenue is volatile as it is largely dependent on POL winni
contracts with UKBA, IPS and DVLA. gely dep: inning key

+ Other (inc. telephony & innovation): Projected new revenues are largely unidentified and more work needs to be done here.

Shareholder
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Operating performance: cost analysis

ded 010A 0 A 0 0 0 0 016 0 AGR

010
Net Revenue inc NSP (em) : 1,062 998 3 1,052 o109 1428 (4428 1,456 11164
Lo e e G (R (R o [ [ (LN
% of roverus) % e | 6% O BT @ [#96%
Fixod agency pay (em) e e (os (eem (o jen e [(05)
oy T e% | | How 125% 107% 50% Te% T Jos% T
T R o T o R o R R R )
Tolmvenisl S T s |wsw | |diew YT PTI Taaa% Y g
Siaif costs @m) e @ @5 @24 l(194) : —rwen T [ash |9
(% of reventie) Soenn 3 288% 240% e 17.3% 150%  [isgh . fi82% : §
Geriral & supporling (€M) Tem @ @ ;__l_(io:s) 89) @ [een e 2%
o Ty Y P PO 1% P7r e rr T PG
Ofsrcoss®m) (1 o Jo O 09 @ | @) 255%
l\sug!v:venue)u' S T fenwy (Lim) A 00‘5‘ s 5% 1.2% 5 20% 20% a8% = :
Operating proﬁﬂcm) “ 73 |36 S8 4 — 102 oojeg 0 1430 137 95% =

Key Cost Reduction Drivers include:

+ Delivering the changes to Crown Offices will reduce staff costs by ~£60m per annum.

+ Reducing the cost of central and supporting staff through ongoing organisational development and management and through the
introduction of more Single Person Vehicles in supply chain will reduce staff costs by ~£20m.

« Delivering the new agents contracts will remove fixed pay by ~£110m (while agents retain much of their income as variable pay,
critically, it is then dependent on revenue levels).

Shareholder
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Operating performance: cash flow

ended 010A 011A 012B 013B 014B 016B 0168 0178 A
010

Operating profit 73 3 |30 lea 102 99 130 fa37 [88%
Movement in working capital | (33) 21 Ty jdon. e s 4 gL
Capialexpenditure  1@8) | OD 16Y 14 426) (125) (53) 60
F i 2 ol jan o e ~ leon  lusn  jusn 6GS lam
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+ Reserves, provisions & exceptionals increase substantially to £201m in 2013 due to compensation for agents feaving the business or

on \ce of revised (variable) contract terms.

« Undistributed JV profit and pension creditor cash flow is forecast as positive in 2013 only thanks to a special dividend from FRES, its foreign

currency exchange services.
» Expected tax entry of £13m in 2012 due to sale of tax losses.
+ Funding for modernisation of the network begins in 2012/13 iting in in capital exp

dit

+ Risks for cash-flow include the State Aid notification process for the network subsidy.
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