POL00026716
POL00026716

Post Office Limited

Post Office Limited is registered in England and Wales.
Registered number 2154540

1 MR

the community

Annual Report and Financal
Statements 2013/14




The Post Officeis unique:

a commercial business set apart
by its public purpose. We believe
in the importance of connecting
communities and enhancing the
powerful role they play in all our
lives. We will stay true to this
commitment by meeting customer
needs through our unrivalled
local presence.
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Overview

"Creating a services hub
around our Post Office
has made it the focus
of our community and
an essential part of our
everyday lives

a To find out more about our |
community services and projects

see page 36
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CHAIRMAN’'S FOREWORD
®
Helping our customers meet
® o, @
their needs - traditional and new
"We h d |
e nave madae
good progress
- L] L
in our ambitious
programme to
transform the
L
Post Office
Alice Perkins In this second Annual Report since the These achievements were secured in a challenging
Chatrman Post Office became an independent business, commercial market and we were unable to achieve
we describe the progress we made in the revenue growth to which we aspired However,
the year 2013/14 towards our goal of by improving our efficiency and taking more ¢ost
commercial sustainability out of the business we achieved the increase in
We have taken significant steps forward in four operating profit before exceptional items set out
impartant areas in this report This includes a reduction of the
losses in our Crown branches
+ Publishing a new strategy through to 2020
and securing funding from our shareholder, Our new strategy, Securing the Future (pubhshed

Government, through to March 2018 in November 2013), sets out the path we will

take to achieving commercial sustainability while
remaining at the heart of communities and further
developing our digital presence We will continue
to be a trusted partner, helping our customers

= Making big strides in transforming our network meet thewr needs - traditional and new

+ in¢reasing our operating profit (including
our Network Subsidy Payment) before
exceptional items

+ Working with the people who deliver our The fact that Government has settled our funding
business and with our external stakeholders through to March 2018 is most welcome This
in new mutual ways to engage them directly in gives us certainty against which to plan the

how we improve the running of our organisation further investment needed to complete our
transformation of the network and the discipline,
which we welcome, of reducing our reliance on
taxpayer subsidies

FLLH LT 1 i ninii

"\We have deﬁned the unique role The way most people will experience the '
. o transformation of the Post Office 1s by going '
Of the Post Ofﬁce as a commercial 1nto one of our medernised branches We have

now transformed around 2,000 of our agency

bUSiness Set apart by a fundﬂmen ta’ branches and almost a third of the Crown
rOIe in Connecting Cammunities and network Over 1,000 branches are now trading

on a Sunday and we are now open for an

hEIping them thrive and pl’OSper. additional 50,000 hours a week
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We are also working with our people and
stakeholders in new mutual ways, with the
aim of improving engagement, increasing
focus on customers and becoming an
organisation that truly listens and learns
from those with an interest in the business
We demonstrated this commitment to broad
engagement by establishing the Post Office
Adwisory Council, chaired by Tim Frankiin,
one of our non-executive directors The Advisory
Council, which met for the first time in March
2014, will play an important role by giving

us the benefit of a cross-section of views,
skills and expenence from the diverse
communities that have a stake in the

Post Office in the 21st century

We also completed work to define our public
purpose as a business during 2013/14 This
important work is a further example of mutual
ways of working the statement was drawn

up following a comprehensive process of
consultatron and engagement with customers,
staff, subpostmasters and stakeholders For

the first time it describes the unique role of the
Post Office as a commercial business set apart
by a fundamental role in connecting communities
and helping them thrive and prosper We will
continue to embed this purpose across our
business and mark our progress in future reports

1 would like to thank the Post Office Chuef
Executive, Paula Vennells, her team and all
the people who work so hard to support the
business as we continue along the path to
commercial sustainability | would also like to
thank my colleagues on the Board for their
work in supporting and challenging the Post
Office as we undergo this period of change
We were sorry to lose Susannah Storey, our
first Shareholder Executive representative,
from the Board and look forward to working
with her successor, Richard Callard
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We have made good progress in our ambitious
programme to transform the Post Office We
know we have a long way to go and the path
1s not inear The many people who care about
the sustainability of the Post Office can take
comfort from the steps we have taken so

far and the increased pace at which we have
worked We will build on this, drawing on the
energy and commitment of aur people to secure
the future of the Post Office for the benefit of
the communities that it serves

LU BTG

| ] e

TQur new strategy, Securing the
Future, sets out the path to achieving
commercial sustainability while
remaining at the heart of our
communities and developing our
digital presence further. We will
continue to be a trusted partner,
helping our customers meet their
needs - traditional and new.
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CHIEF EXECUTIVE'S REVIEW

A unique organisation with
a unique role in national life
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"We need to
ensure that we
are putting the
customer first
every time

Paula Vennells
Chief Executive

The Post Office 1s changing, and the benefits
are becoming more evident

The 2013/14 financial year saw the number of
branches we have transformed exceed 2,000,
delivering longer opening hours and brnighter
retall environments to customers across the

UK These branches, and our plans to drive the
transformation to every corner of the business,
underline to our cdstomers, subpostrmasters and
colleagues the commitment of the Post Office to
remain at the heart of communities, connecting
people and providing access to key services into
the future

T [BTEITT 1

"’Customer satisfaction is running at
over 95% in modernised outlets and
opening hours, which have increased
by over 62%, are proving popular,
with 9% of customers visiting
outside traditional opening hours.
Subpostmasters are benefitting
with increased retail sales.
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But the maintenance and development of our
physical network 1s yust part of how the Post
Office 1s developing as a business We have an
increased presence online and we are investing
In technology to ensure that we are easier to
do business with

Our clear ambition as we make these changes
15 to ensure that we put the customer first every
time and we are doing this by driving forward
with our modernisation and becoming a top
class retailer - fast, flexible and with a focus

on the detail

None of this is to cloud the reality of what was
a tough year In an increasingly competitive
market, our revenue was down by 4 5% with
particular challenges in the mails market, and

1t 15 cfear that the Post Office must operate with
greater pace than ever before - and focus even
more on 1ts customers and commercial realities
We demonstrated this clear-sighted approach
in 2013/14 Dehvery in our complex change
programmes was accelerated while we worked
hard with our partners to tackle the specific
1ssues faced in the maifs market

Guven this context it 1s pleasing therefore that
operating profit before exceptional items
increased again, up £13 milhon from last year
This profit improvement was delivered through
greater cost control that more than offset the
decline in revenue At the same time we have
managed to prioritise investment in the key




transformation programmes as we work towards
future financial sustainability

In mails, telecoms and Government Services

we have put in place the fundamentals which

we believe will allow us to build and open up
new revenue streams in the future Meanwhile,
we are fast becoming a challenger brand in the
financial services market with a widening product
portfolio that now, significantly, includes a current
account offer

The decline in mails revenue was of course
disappointing but we remain confident that we
have the nght commercial strategy in place and,
importantly, the right retail mindset to be able
to reverse this positton

Strategy and funding

It 15 also important to reflect that 2013/14
was a momentous year in relation to our future
funding The planned £10 million fall in the
Network Subsidy Payment receved from
Government underlines our Increasing core
strength and ambition to achieve commercial
sustainabihity over the course of the next few
years Meanwhile we were also able to secure
the funding which will allow the business to
continue its transformation and announce
the strategy that will defiver this change

To have done so while also making substantial
progress in transforming the agency network
was an achievement that stood out in 2013/14
We also took pleasing steps forward towards our
goal of transforming the Crown branch network,
those branches which are directly managed by
the Post Office More than 100 - almost a third
of the network - were modernised though the
year while the annual losses were reduced by
£11 milhon We are moving rapidly towards our
goal of financial breakeven in 2015 in this part
of our network

Pace and depth

These are major transformation programmes

in theiwr own rnight but they sit within a larger
portfolio of structured transformation activities
which include major IT and business development
programmes | am conscious of the nisks and
compiexities of running a number of large
multi-dimensional programmes in parallel, and
professional co-ordimation structures have been
established to oversee implementation However,
1am also aware of the pace and depth of the
change required to sustain and build this company
for the future and there 15 a determination

within the Post Office to drive change forward
vath confidence and vigour

As this demonstrates, the modernisation of the
Post Cffice reaches far beyond the changes to
our physical branch infrastructure Investment
in our mobile website, a Travel Money Card app
and the next generation of Post & Go automated
machines are just three examples of how we are
creating a digital and dynamic Post Office
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We have also invested in a new e-commerce
platform that will give us the ability to improve
the quality and ease of use of our online
products and services This Common Digital
Platform represents a significant investment

in our digital future, enabling us to build our
emerging digital products and services on

a platform that will grow and flex with our
changing requirements over the coming years

ASTIRRLAS R TARE REERTL MR R OBRRTERULERS LRI RR I BRI TN RE RSO R T T

’’The modernisation of the Post
Office means more, however, than
enhancing our physical branch
infrastructure. Investment in our
mobile website, a Travel Money Card
app and the next generation of Post &
Go machines are just three examples
of how we are creating a digital and
dynamic Post Office.

(HBUEHGIEE |

Change can however be difficult and the

industrnial relations landscape proved testing

1n 2013/14 Although we did experience strike

action, colleagues pulled together to ensure ,
that service disruptions were kept to a mimnimum

and the cnitical focus on customer service

was mamtained

Alongside the work that has gone on to
transform the way we deliver our busimness

to customers the last year has also seen some
important developments m the way we work
as an organisation

We are commutted to the principle of developing
mutual ways of working This means providing
the opportunity for all involved in the Post Office
- whether employees, subpostmasters and their
employees or wider stakeholders — to share
responsibility for building the business and
engaging in a two-way dialogue to get the

best for our customers

We launched in 2013/14 a Branch User Forum

and branch support programme to provide a

means through which our front line colleagues

can help shape the way the business works

Moare will follow an this track, while the new

Post Office Advisory Council is bringing us

crucial expertise and tnsight, which can only

benefit our business !
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Core to this work was the unveiling of our pubhe
purpose as a business We are proud of the
commitment to communities across the UK,
which lies at the heart of this The strategy,
which has been agreed with Government,
ensures our commitment will be retained

and enhanced - for example, by establishing

a Community Investment Fund to support
subpostmasters in the ‘last shop in the

viilage’ and help build thewr businesses

We have since pubhished four milestones that
could point the way towards a mutuahised Post
Office At the heart 1s the imperative of achieving
commercial sustainability - the key deliverable
without which mutualisation would not be
possible - alongside the work we are undertaking
to embed our public purpose within the business
and further build a culture of mutual two-way
engagement with all our people

Our work with Go ON UK, meanwhile, highlights
our commitment to helping make the UK the
most digitalty skilled nation in the world through
assisting those who need to develop skills to
succeed online Our Online Centre Locator
signposts local digital training and IT learning
opportunities to anyone in any of our branches
who states theiwr home postcode

TOur

work with Go ON UK, meanwhile,

highlights our commitment to helping
make the UK the most digitally
skilled nation in the world through
assisting those who need to develop
the skills to succeed online.
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1 would like to thank all those who have worked
s0 hard for the Post Office over the past year
Achieving our aims 15 not possible without the
commitment to customers and local communities,
as demonstrated by those working in branches
up and down the UK

In February 2014 the Royal Socety for the
encouragement of Arts, Manufactures and
Commerce (RSA} 1ssued a report that outlined
the potential of Post Offices in moderm Britain it
characterised the Post Office in the following way

‘The Post Office 15 an crgamisation like no other
Local Post Offices contribute enormously to the
Ife and soul of their commumities, are an
essential vehicle for delivenng public services,
and provide the vital infrastructure that our
businesses need to prosper’

Within this Annual Report and Financial
Statements, this powerful view 15 shown in a
number of ways alongside the financial results
that lustrate the commeraal underpinnings
necessary to support it

We made significant strides in the transformation
of the business in 2013/14 in testing market
conditions This has given us the confidence to
continue to drive the change that will ensure,

in the future, that the Post Office remains
vibrant, relevant and secure for the communities
it serves

POL00026716
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STRATEGY

Shaping a commercial

Post Office that remains at
the heart of our communities

STRATEGY MODEL

Securing the Future

UITG I

In November 2013 we launched a strategy

- Secunng the Future - which will see the
Post Office grow and develop as a retailer
through to the end of the decade The vision
set out was backed by Government through
a further £640 millien investment of funding
over three years to assist us in transforming
our business

Securing the Future recognises the challenges
the Post Office faces and the changes that
must be made to ensure that the organisation
flourishes in the years to come

The core aim of Securing the Future 1s to set
out the steps the business plans to take to
achieve the over-arching goal of commercial
sustainabibity This aim 1s underptnned by four
clear ambitions

Annual Report and Financial Statements 2013714
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To broaden and increase our market presence
To maintain our unrnivalled physical network
and expand our digital services

To create an organisation and operating

model that 15 cost effective, agile and
customer focused

To be an orgamisation that hives and breathes
the principles of mutualisation

The delivery of Securing the Future will build a
maore commercial, customer-focused Post Office
that remains at the heart of communities,

with a purpose that shapes all we do We

will continue to be a trusted partner, helping
customers, existing and new, meet a new
generation of requirements

POL00026716
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Background o the Strategy LUH BT D LD TR U R IR i

- The economic downturn has impacted 2 : 2 :
o sevacs the hroh street As an organisation, the Post Office is
- Our traditiona! markets are the scenes of unlque in its size and reaCh acCross the
fi t t
e presence o e asen UK as well as the trust that customers
+ The volume and margins associated with place in us. We are determined to
Government Services have reduced and new . .
business n this area has not materialised continue to serve the UK’S Changlng
as hoped

To stemn the decline in tradhtional services, the HEEdS bY ConneCting communities and
Post Office will build on its established position customers in ever more powerful ways

as a retailer of financial services and telecoms
products as well as introducing new services in
growing markets such as collections and returns

= Our differentiator will be services that are
simple, fair and transparent and provide value
for money

Our breadth of offer will make our
propositions compelling to our customers

We will develop targeted product portfolios
that attract new customers The development
of our small business offering will be a key
focus in the short term

Secuning the Future not only sets the direction of

the Post Office through to 2020, but anhicipates

us connecting communities across the UK by

serving the essential needs of our customers,

both ndividuals and small businesses The Post

Office will remasn relevant to society by offering |
products and services that people want and need |
via the medwm that 1s most convenient to them i

Annual Report and Financial Statements 2003/ 14




STRATEGY
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Building our future

In its 2010 policy document, Securing the Post
Office Network in the Digital Age, Government
set out an ambition to create the opportunity
for a mutually owned Past Office

Significant progress was made towards this
goal during 2013/14

With the Stakeholder Forum, we developed
a clear defimtion of the Post Office’s unique
purpose as a commercial business, a crucial
pre-requisite of a successful mutual organisation

The Stakeholder Forum included representatives
from the National Federation of Subpostmasters,
the Communications Workers Union, Cansumer
Futures, the BBC, Mutuo and the Briish Youth
Counal The Forum commussioned a public
engagement campaign that ran throughout the
summer of 2013 We asked our customers,
colleagues, subpostmasters and the public for
their views on the purpose of the business

DTS RS

We believe in the importance of
connecting communities and enhancing
the powerful role they play in our lives.
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This saw three key themes emerging trust,
access and community

A statement of purpose was then drawn up
and approved by the Post Office Board in
March 2014

"The Post Office 1s unique a commercial business
set apart by sts public purpose

‘We believe in the importance of connecting
communities and enhancing the powerful role
they play in all our hives

‘We will stay true to this commitment by meeting
customer needs through our unnvalled local
presence across the UK’

Work has now begun to embed this throughout
the business

We also made sigmificant and successful steps to
embrace mutual ways of working These include
enhanced engagement surveys, the estabhshment
of a Branch User Forum, and the c¢reation of the
Post Office Advisory Counail




Post Office Advisory Council

The Advisory Counall held its first meeting in
March 2014 following a national campaign to
recruit members from a range of backgrounds

The Advisory Council represents a unique mix
of people and skilis from business, chanties and
umons, which will help shape the future of the
Post Office

The Advisory Counal will play an important role
in reflecting a cross-section of views, skills and
expenence from the diverse communities that
make up 21st century Britain it will help the
Post Office learn from those with an interest

in the business, enabling it to innovate and
support the transformation of the business

The Advisory Counal is made up of 24 members
to allow a broad mux of people and interests
Members are appointed for a term of four years,
non-renewable, with the first appointments
mixed between two, three and four years to
maintain continuity Meetings will be held three
times a year

The Adwisory Council will ensure the Post Office
remains at the heart of communities by providing
an innovative forum through which ideas can be
shared and feedback scught

Milestones to mutualisation

Steps such as the creation of the Adviscry Counail
and the definttion of our purpose have established
a foundation upon which the Post Office and its
stakeholders can build a strong future In addition,
we have identified and published four key
milestones that will need to be met to create

the opportunity for mutualisation

POL00026716
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Commeraal sustainability must be achieved,
building on the successful delivery of our new
strategy This will mean developing a business
with a track record of revenue and profit
growth and posttive cashflow generation,
which is able to operate wholly independently

.

Linked to this, a clear funding relationship with
Gavernment will be defined and mamntained
Such funding will be matenally lower than
today and the relationship will need to provide
the Post Office with improved long-term
certainty and visibility as to its future

The Post Office will deliver measurable
success in embedding its purpose statement
throughout the business and in meeting the
standards it sets

.

A culture of mutual engagement wiil be
further developed, demonstrated by strong
performance in key engagement measures
This will help te encourage new behaviours
that support a broad commitment across the
business to mutual ways of working, approaches
the business 15 adopting regardless of its
future ownership model

The Past Office will work closely with its
stakeholders to make progress towards these
milestones, reporting on progress annually

Annuat Report and Financial Statements 2013 /14




Business review

"Drop & Go is easy to use
and really saves time at
busy periods, allowing me
to concentrate on running
my business and dealing
with my never-ending
to-do list

a To find out more about our mail
services and new innovations
see page 18

C
ag

|||||||

BUSINESS REVIEW
T L L ey

18 Business in detail

22 Branch network

26 Customer excellence

28 Our people

34 Supporting colleagues and communities
For more detail on the financial performance

! yea se see the Strategic Report
from page 38
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BUSINESS IN DETAIL

Mails and retail

T BHITTHHIH T {1} i {i [T

£3 90 million revenue

2012-2013 £409 million -4 6%

+ Over 21,000 Drop & Go priority service customers

+ UK’s largest collections and returns network launched

The respective markets for mails, retall products (such as packaging
and collectibles) and lottery are changing rapidly with the growth of
e-commerce, intenstfying competition and increasing customer
demands for convenience, quality and value

These pressures increased during 2013/14

and combined with speafic issues, including
mails pricing changes, reduced National Lottery
rollovers and the one-off prior year events such
as the Olympics and Diamond Jubilee, caused
overall revenues to return to 2011/12 levels

with Mails revenue declining by £16 million

and Retail and Lottery sales decreasing by

£3 mullion, a fall on the previous year of 4 6%

Actions were undertaken within the year to
address these factors and better position the
Past Office to take advantage of the underlying
e-commerce-driven market growth in packages
and parcels

tn the Mails market the Post Office offers a
nationwide, accessible and trusted network
providing a full range of Royal Mail products and
services However, the year in which Royal Mail
was privatised saw a rapidly changing marketplace
with growing competition There are increased
alternatives to Royal Mail postal products, while
networks of alternative retail locations for
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posting or pick up are growing, particularly

in more heavily populated urban areas Online
shoppers also increasingly expect competitive
prices and convenience when it comes to delivery

These factors, combined with short-term market
adjustments to postal pricing changes, created
tough trading conditions for the Post Office
Year-on-year revenues fell back and reversed
the growth of the previous year But despite
these pressures, the Post Office made significant
progress in realigning its offer to both meet

the competitive challenge and harness the
underlying growth fundamentals within the
parcels market

These measures included the development of
value added services as Drop & Go for small
business customers, by the year end more than
21,000 prionty services customers were signed
up with strong future growth projected Working
closely with Royal Mall, the Post Office has
expanded its small parcels category It has
introduced new approaches that enable
consumers and businesses to post a greater
range of items through the format delivering
better value and convenience These changes
were well received and helped turn around the
more pranounced volume declines in the first
half of the year

In partnership with Royal Mail we also
announced our Click and Collect imitiative in
May 2013 This allows Post Office branches
across the network to be used as convenient
parcel delivery option for onhne retailers We
are continuing to extend this service and are
confident that it targets a growing sector that
requires the trust, convenience and accessibility
that Post Offices offer

Improvements have alsc been also been made to
the Post & Go vending estate, thereby improving
the self-service options available, and improved
equipment 15 now being rolled out into our
larger offices

Other retail sales include packaging and National
Lottery products (where the Post Office 1s one

of the largest distnibutors, with 6,000 outlets
offering the service) Sales were shightly down
year-on-year, impacted by fewer rollovers

The modernisation of the Post Office network,
with longer opening hours, improved retail
environments and enhanced sales skills, 15 well
underway and continues into 2014715 1t will
both ensure the size of the network 1s maintained
and enhance capabtlities in Mails and Retal,
thereby meeting the changing needs and
requirements of consumers and small businesses
Steps include improving facilities for collecting
and returning ems, greater ease tn sending
mails and packages, and creating the conditions
for enhanced Retail and Lottery sales




Financial Services
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£279 rnI”IOH revenue

2012-2013 £281 mullion -0 7%

+ Revenue from Personal Financial Services has increased
by 15 2%

+ Launch of current account

+ 100 mortgage specialists in branch and
220 financial specialists

+ Launch of Payment Services Provider service to SMEs

The UK savings market 1s stll charactensed by ultra-low base rates
Customer rates continue to decline, resulting in low demand for savings
products The March 2014 Budget will impact the industry by introducing
an increased ISA tax-free savings hmit, creation of new Pensioner Bonds
and fundamental changes to the pension annuity rules

The mortgage market 15 extremely competitive,
with very low rates and new intermediaries
expected Orgarusations have been focused on
meeting the regulatory guidelines of the Mortgage
Market Review The credit card market 15
cansolidating, with outstanding balances declining
Regulation continues to impact the industry, with
the European Umion proposmng to introduce a cap
on interchange fees for transactions

Motor insurance regulatory changes and strong
competition have driven premium reductions in
the market This I1s expected to be extended by
the My Licence launch, which will give insurers
the ability to check driving records Home
insurance premums also dropped over the last
year, in spite of the severe weather conditions

This 1s the environment in which Personal
Financial Services at the Post Office continue to
grow as we strive to be a significant challenger
to the traditional banks and insurers We offer
products that are simple, fair, transparent, and
value for money, supported by the widest access
from the largest retail network in the UK

We provide a well-established range of savings,
insurance and lending products in partnership
with the Bank of Ireland We remain the number
one provider of travel money and provide a range
of other services including over-the-counter
payment services, cash machines and access

to cash for 95 per cent of UK current account
debut card holders

Financial services are vital to our strategy of
growth and modermisation In the past financal
year revenue dechned slightly to £27% mil:on but
this masks a transformation in the profile of our
financial services business Tradmonal products
such as bill payment, while important for footfall
into our branches, are declining in volume but
we are pleased to have won and retained key

POL00026716
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contracts At the same time revenue from
Personal Financial Services has increased
by 15 2%

To support our customers, the Post Office
15 broadening the financial services offer

In 2013/14 we launched a range of current
account products, these are being trialled in
110 branches in the east of England and offer
an inclusive approach to banking We have alse
offered customers the ophion of discussing
therr mortgage needs i branch through the
deployment of 100 mortgage specialists across
the UK We have also entered the Buy-to-Let
mortgage market In addition to mortgage
specalists, the Post Office has a further 220
financial specialists across the UK

We are increasingly supporting small and medium
enterprises (SMEs) This past year saw us launch

a Payment Service Provider platform, which
allows SMEs to take card, online and mobile
payments This illustrates our dedication to
supporting the needs of the business community,
which reman central to our growth aspirations

The Post Office 1s proud to remain the market
leader in retail foreign exchange and was voted
by the public as Best Foreign Exchange retailer
and Best Travel Insurance Provider at the 2013
British Travel Awards, for the seventh and eighth
year respectively

We have complemented our travel range by
adding further currencies to our award-winning
Travel Money Card, which has seen over one
million loads since it was launched in May 2011
We have also launched a mobile app that allows
customers to manage thewr Travel Money Card
easily while abroad

Annual Report and Financial Statements 2013/ 14
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BUSINESS IN DETAIL

Government Services

DULRRIRADURERRTONTRYYRRTLRTNERORIREDATHINOINE NN

£1 46 million revenue

2012-2013 £164 million -11 0%

+ Seven year contract signed with HMPO
+ Growth in drniving hicence renewals

Performance in Government Services was impacted by lower margins
in Dniver Vehicle and Licensing Agency (DVLA) services and the decline
in traditional branch-based services This was offset to a degree by
tugher volumes in the Passport Check & Send service, however, and
the decrease in revenue was in line with expectations

The Post Office offers a range of services for
Government departments, mduding pensions and
benefits payments on behalf of the Department
for Work and Pensions (DWP), Passport Check

& Send for Her Majesty’s Passport Office (HMPO),
driving-related services for DVLA and photograph
and fingerprint capture service for UK Visa

and Immigration

Revenue from Government Services fell 11% from
£164 milhon to £146 millon While revenue from
Passport Check & Send increased by £2 million,
revenue from the DVLA decreased by £14 million
This was mainly due to lower fees per transaction
under a new contract that bacame effective from
April 2013 Revenue fram the payment of benefits
through the Post Office Card Account was £6
million lower, impacted by customer attrition

The DVLA framework contract for Front Office
Counter services which we secured in 2012
helped us win further Government business in
2013/14 We signed a seven-year contract for
Passport Check & Send, which is proving very
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popular with customers Revenue continued to
grow after joint promotional efforts with HMPO
and we are working closely with Government to
develop services to support online applications

Our Apphcation, Enrolment and Identity {AEl}
technology 1s used to support a vanety of
transactions including biometric residence permits
applications and the 10-year renewal of driving
licences Following a joint marketing campaign
with the DVLA, which included radio adverts,

we saw growth in the renewal of 10-year

driving licence renewal apphications

During the course of the year the Post Office
and DWP held discussions about the future
of the Post Office Card Account ahead of
the current contract expmng in 2015 An
announcement 15 expected in the coming
months, but it 15 anticipated that access

to pensions and benefits will continue
beyond March 2015 across the whole

Post Office network

in line with the continued drive to reduce
Government expenditure, Digital by Default

will be a key priority in 2014/15 The Cabinet
Office’s Government Digstal Service {GDS) 1s on
target to deliver 25 exemplar services by 2015
We believe this will present opportunities to the
Post Office supporting customers who need to
establish their identity online or who require
face-by-face support and may not have the skills
needed to transact online or who require some
form of face-by-face gudance

An exciting development in 2014/15 will be

the launch of our Identity Assurance service to
support Government's digital agenda We are
one of five providers of this service, which will
enable people to prove their identity safely and
securely when accessing certain Government
Services online
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Telecoms
£ 1 24 mlIIron_reve“nue

2012-2013 £129 million -3 9%
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+ Upgraded physical infrastructure with a transfer
to a service managed by Fujitsu

The Post Office 1s a significant player in the telecoms market with
around 450,000 customers in HomePhene and Broadband and the
largest network of mobile top-up terminals in the UK This places
us i a strong position for future development, although 2013/14
presented some significant challenges

Revenue in Telecoms fell 3 9%, from £129 multion
to £124 milhon However, we were able to make
significant progress in bulding our infrastructure
to enable us to grow customer numbers in

the future

Qur competiive ressdential phone and broadband
service is the sixth-largest fixed line telecoms
provider in the UK We are particularly competitive
n the HomePhone-anly market, where we offer
market leadmg prices, and recent changes to our
broadband pricing have enhanced our competitive
positioning However, the market continues to be
dominated by the big four telecoms providers

September 2013 saw the transition of our

services from BT Wholesale to a managed service
provided by Fujitsu This was a large project,

which upgraded our phystcal infrastructure as well
as our billing and customer management systems
There were some difficulties during the transition
that negatively impacted customer expenence but
Post Office and its partners worked closely to fix
the 1ssues

21

By making use of the TalkTalk network, the Post
Office can now provide our customers with access
to higher speed broadband services The move to
new billing and customer management systems
will enable us to deliver mnovative solutions to
meet the changing needs of our customers in

the future Additionally, it will make us easier

to do business with through improved customer
sign-up processes, email platform and better
self-service options

The new telecoms infrastructure will allow us to
develop more innovative propositions including
offering bespoke products for the SME market,
an area that 1s key to the growth agenda of the
Post Office

We maintain the largest network of mobile top-up
terminals in the UK and customers can top-up
pre-paid mobile phones for the main networks in
any of our branches or via 1,800 external ATMs,
2013/14 saw 12 mullion top-up transactions
across the Post Office estate

We have ambitious plans for our telecoms
business over the next 12 months We are in

a position to leverage the new infrastructure
and deliver more compelling propositions in
HomePhone and Broadband to both SMEs and
residential customers, and we are excited about
the opportunity to make a real difference for
our customers in the mobile market

Annual Report and Financial Statements 2013 /14
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Network modernisation

INTRODUCTION

The Post Office had 11,696 branches at the end
of the 2013/14 financial year, making it the
largest retail network in the UK. Our unrivalled
presence means we have branches within one
mile of 93% of the British population.

IN BRIEF

QUHRHHHID B IR HTHHTE

11,696

Post Office branches
In our UK network

£20m

Community fund
anncunced by Post
Office to support
around 3,400 branches
as part of our new
strategy

9%

Of new customers
vIsit our new style
branches outside of
traditional hours

We are committed to maintaining a network
of at least 11,500 branches, ensuring our
products and services are readily accessible
across the UK

We are investing heavily in our physical branches
with new style mamn and local branches now

a feature of high streets Qur branches are
increasingly supported by digital and telephone
services in ine with our ambitions to be a
muitichannel retailer

Customer service

The Post Office 1s creating modern, commetcially
sustainable branches that improve the customer
expenence

A highlight of 2013/14 was the pace at which
this modernisation programme increased, with
around 2,000 branches converted so far and
another 1,200 branches awaiting transformation

Improved customer service Is fundamental to the
success of new style modermsed branches and
this 15 being delivered by our subpostmasters

Longer hours and improved retail environments
are benefitting millions of customers Qver
50,000 extra opening hours have been created
each week with an average increase in opening
hours of 62% On average 9% of customers are
also visiting new style branches outside of
traditional hours and customer satisfaction 1s
consistently above 95% In addition, more than
1,000 branches are open on a Sunday, meeting
the demand for accessible services every day
of the week

Average waiting times are just 1 minute and
33 seconds in the smaller modermsed branches
and 1 minute and 39 seconds n larger ones

Subpostmasters are also benefitting from more
efficient ways of working and an increase in
revenue, both from their Post Office activities
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and their accompanying retail business Operator
satisfaction with main and local branches is
more than 85%

The transformation of our network has receved
the support of many MPs, with more than 300
officially opening a new branch in their constituency
in the past 18 months

Community focus

As part of Securing the Future, the Post Office
announced a £20 million Community Branch
Fund to support around 3,400 Post Office
branches that are effectively the ‘last shop in
the village’ In addition to prowiding Post Office
services, these branches operate the only retail
outletin a community

The fund represents a significant investment into
these subpostmasters’ businesses and their local
communities These branches will continue as
they currently operate to ensure our network
reach 1s maintained and they will be able to
access funding to improve therr service for
customers

Crown transformation programme

Work to modernise around 300 Crown branches
the Post Office directly manages - normally
larger branches in city and town centres -
continues at pace

Losses in the Crown network reduced to

£26 million from £37 million n because of a
transformation programme that aims to increase
revenue, enhance customer experience and
control costs

A totai of 122 branches were modernised dunng
2013/14 and all branch transformations will be
complete by the end of 2014

Customers also have the choice to use new and
improved self-service facilities at many branches,
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BRANCH NETWORK CONTINUED

to post mail, buy stamps and pay for retail
1items, with staff on hand to help when needed

Growing Financial Services is a key part of

the Post Office's strategy and many of our
modernised Crown branches now feature private
consultation rooms, where customers can talk to
specialists about our range of financial products
and services

Increasing customer service and reducing our
operating costs is a sigmificant part of our plans
to achieve break-even by 2015 Excellent
customer service will reman at the forefront,
however, and future staffing levels will be
matched to customer needs

Plans to find retail partners to operate up to

70 of our Crown branches continued and by
March 2014, 22 branches had been transferred
to new stores run by WH Smith and independent
retailers Reaction from customers and
colleagues has been extremely positive

In a srmall number of locations, we are taking
the apportunity to relocate branches or
consohdate services from two branches into
one location This means we can offer improved
facilities for customers and reduce property
costs while ensuring the branches remain

at the heart of communities

Industnal action was called by the Communication
Workers Union (CWU} on a number of occasions
during 2013/14 1n a dispute over pay and the
future of the Crown network While the Crown
estate accounts for fess than 3% of the Post
Office network, we regret any inconvenience this
caused for customers Throughout the dispute,
many colleagues chose not to go on strke and,
supported by central staff and managers, the
vast majonty of Crown branches remamned open
as normal The Post Office and CWU agreed to
intensive talks in December 2013 to find a way
forward and an agreement was reached in Apnl

Annual Report and Financial Staterments 2013/ 14

IT infrastructure

To meet the evolving needs of our customers
the Post Office 15 investing In new capabilities,
onime as well as within branches, and in the
right skills to support the technology This year
we have engaged ATOS as our service integrator
This 1s a vital part of our modernisation plans,

to ensure we have the right capabilities, systems
and processes in place to allow customers to
access services when and where they want

Our branch netwark currently has over 230

Post & Go machines that allow customers to
undertake transactions without the need te go
to a counter During 2014/15 we will roll out
more than 500 self-service krosks to some of
our brggest branches These enable customers
to access a greater range of services, including
prionty mail services and mobile phone top-ups

The Post Office has also led the way i payment
technology and we have installed contactless
payment terminals across 30,000 counter
positions This makes the Post Office the biggest
user of contactless technology in Europe, allowing
customers to pay for transactions of up to £20
using contactless cards and smart phones with

a simple tap of thewr card or mobile phone

Over the past year we made further progress
in making the Post Office a truly integrated
multichannel business Our digital capability has
improved significantly and it 1s now possible to
make mortgage applications and use financial
services account management tools online We
also launched a Post Office Travel Money Card
mobiie app, which was well receved, it 1s the
first of a number of apps designed to help
customers navigate our product offerings
more easily

The recently launched Post Office mobile website
has recerved more than 2 5 million hits, proving
that our customers are keen to interact with the
business across a range of channels We have
also invested in a new e-commerce platform

that will give us the ability to improve the

quality and ease of use of our online products
and services
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CASE STUDY/CROWN BRANCH
Belfast City Post Office branch

What's changed?

- Open plan counters

= Three private consultation rooms where
customers <an dlSCuSS ﬁnancml services

+ Self-service kiosks, with staff on hand
to help

Customer feedback

# P've always avoided self-service in shops and
supermarkets but | tried using the machines
at the Belfast branch and | was really
impressed The first time | used them,

a member of staff was on hand to walk

me through the process and guided me every
step of the way | regularly post stems abroad
$o thrsis great for me —it's easy and it saves

a lot of ime Now, if there’s a kiosk free,

I'll use it rather than the countert?”

Richard Post on the new self-service kiosks

CASE STUDY/CROWN BRANCH
Merthyr Tydfil Post Office branch

What's changed? .

Private consultation room where
customers can discuss financial services
- Dedicated travel services counter

- Welcome point where host meets

and greets customers

Colleague feedback

#1t's much more welcoming How a Post
Office loaks can really affect a customer’s
expenence We really needed a refresh
and it has already made us more
proactive as a team We're delighted
with the transformation #

Customer Service Consultant
Tracy Hagerty

1 1t's given us a more positive outlook
It feels like a 21st century design that is as
professional as any of the banks we compete
with Our front office has completely changed
and the impact was immediate for everyone
who works here ##
Customer Service Consultant
Leanne John ,

Annuat Report and Financlal Statements 2013714
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CUSTOMER EXCELLENCE

Our customers

INTRODUCTION

Post Office has a diverse range of customers.
With over 17 million customer visits every week
and 95% of the UK population visiting a branch
each year, the communities we serve remain

at the very heart of what we do. In turn the
Post Office provides essential services for the
people of the UK.

IN BRIEF

[GLHEDTHER IR ST T TR

Listering to customers 15 vital to improving
the service we offer New ways of doing

this include

3

Our brand

Voted one of the 3
most trusted brands
in the UK

90%

Customer satisfaction
For branch customers
that have used Drop &
Go or Post & Go

399m

Unique visitors

To our website in
2013-14, a year on
year growth of 17%

= A 3,500-strong custemer panel, which gives

us the ability to get the views of customers
In a matter of days

« The Voice of the Customer, which allows

customers to ‘tell us how we did today’ in
nearly 3,000 branches The programme has
already provided more than 130,000 customer
responses, enabling branches to make
immediate customer service changes as well
as wentfymg themes across the network We
also received more than 800 ‘wows’ every
week, a ‘wow’ 1s where customers take the
opportunity to praise outstanding service

- Qur website now gathers equivalent customer

feedback Feedback on our call centres will be
added during 2014/15

« We completed extensive research with

customers, colleagues and other stakeholders
to form the Post Office public purpose

The Post Gffice Advisory Council, which
provides regular customer input on the
future of the Post Office
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Listening to customers has told us that
being easier to do business with i1s the
most important improvement we can make
For customers this means

« Extending opening hours
Making 1t easier to send parcels
« Simpler purchase processes

Being able to do more on self-service
machines

These informed our customer priorities in
2013/14 and continue, in the current year

Over the past year we made great strdes in
moving towards becoming a truly multichannel
business Our website had 399 miflion unique
visitors in 2013/14, a year-on-year increase of
17%, over 2 5 million visits have been made to
our mobile website since its launch in December
2013, and over six mifhon people contacted the
Post Office via our telephone contact centres

We are developing functionality across the
business that ensures we remain relevant to
customers’ ives For example, it 1s now possible
to book appointments online to see a mortgage
speciahist i branch, for SMEs to use Drop & Go
as a convenent way to post mail and parcels,
and to use self-service kiosks at a humber of
branches Branch customer satisfaction nises

to 90% for those that have used Drop & Go or
Post & Go compared with an overall branch
satisfaction of 87%
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Last year we made good progress by reducing * Source - Voice of the
waiting times the average time a customer Customer 11 456 responses
waited in any branch before being served fell by tn December

10 seconds to 2 minutes 50 seconds and 82 1% “* Source - Stamp Shop
of customers were served within 5 minutes, an evaluation - 215 custamers
improvement of 14 percentage points on the

previous year, 87% of customers told us the wart

time was acceptable Moreover, in modernised

branches average waiting times are just 1

minute and 33 seconds in local branches and

1 minute and 39 seconds in main branches

This focus on the customer’s experience was
partcularly important in the busy perod leading
up to Christmas We deployed extra colleagues in
our busiest branches, introduced longer opening
hours, launched a Christmas help hub on our
website and opened eight pop-up Christmas
Stamp Shops in busy retail locations, which
allowed customers to buy personalised stamps

95% of visitors to the pop-up Post Office had

a positive experience® and 81% agreed that the
Christmas Stamp Shop made buying stamps fun
and enjoyable**

U (LR e AR R BRI BT D

Listening to customers has told us that '
being easier to do business with is the
improvement that is most important
to them.

Annual Report and Financial Statements 2013/ 14
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OUR PEOPLE

Engaged people are vital to the growth

of any commercial organisation

INTRODUCTION

The Post Office has set a clear strategy to
transform the business by 2020 and the success
of this is predicated on the contribution and

engagement of our people.

Engaging with our people

Having engaged teams 15 important to the

Post Office and s essential to the growth of any
commercial organisation To meet the aims In our
strategy we need all of our colleagues to deliver
on the promises that we make to customers,
communitres, cur partners and to Government
We value the opinions and 1deas of our colleagues
Our annual employee engagement survey helps
us to gather views, to hsten to our people and

to take action to make improvements It 1s a key
lever In supporting the shift that we need to
make to more mutual ways of working This

year we have partnered with Hay Group as an
independent research agency for our annual
survey We have also introduced an intenm Pulse
survey, recognising the importance of monitoning
engagement levels and gathering the views of
our pecple more regularly

Qur overall engagement increased from 55%
to 57% Loyalty remains high with 74% of
employees saying they would hke to still be in
the business in two years’ ime Qur people are
also proud of Post Office products and services
with over three quarters (78%) willing to
recommend them to friends and family and
84% saying they understand what customers
want from Post Office
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While these figures are encouraging, we
recogruse that the significant transformation
Post Office 1s going through may have an impact
on the way people feel We will be working hard
over the next 12 months to hsten to and engage
with our people to address the key findings

This year also saw the introduction of the

Branch User Forum This group 1s made up of
subpostmasters and Crown branch colleagues,
qiving them the opportunity to contribute to the
direction of the business The Forum means we
are in a better position to get things nght first
time, for our people and our customers

This year we also conducted an engagement
survey with subpostmasters We recognise that
we need to have high levels of engagement
across the whole organisation for us to deliver
our long-term strategy and to meet customer
needs It helped us to understand subpostmaster
advocacy in relation to the Post Office brand,
support the business strategy and to get a

better understanding of engagement, particularly
in relation to how we could improve the business
in ways that have a clear commeraial benefit

One of the core measures showed that
subpostmasters see the Post Office as important
for the future growth of their wider business
{85% positive)

We will be rolling out similar feedback surveys
with our subpostmasters in 2014/15
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Our recent work with the National Federation

of Subpostmasters in developing our current
proposals for the network transformation
programme has been a great example of where
better engagement has resulted in a better
outcome Through sharing, trusting and
recognising that a stakeholder can add real value
to the business, together we have helped secure
an approach to developing our network which,
backed by additional Government funding, has
ensured that many more subpostmasters can
take advantage of investment in the network

We have also initiated a programme looking

at the training and support we provide to our
subpostmasters The purpose of this 15 to review
every touch point with our subpostmasters

and ensure we provide the nght tools and
information ensuring a positive expertence for
our customers We have listened to and taken
feedback from our people in our agency branch
network and will continue to do so into next year
as the programme progresses

Investing in capability

We are committed to supporting the
development of our people nght across the
organisation and have continued to look at

how we do this in new and innovative ways

We recognise that to improve the performance
of our business while changing the way we do
things, we need to build our leadership capability
We therefore launched a development programme
for senior leaders that buillds commercial acumen
and develops a collaborative approach to leading
the business

The Crown Leadership Development Programme
has also been introduced to help cur Crown
managers deliver a strong retail offer and
enhanced customer experience So far more
than 300 managers have joined the scheme

In addition we have introduced a number of
workshops for line managers to drnive and
enhance performance in their teams

We have also designed specific development
programmes for our Commercial and Finanaial
Services teams Our people’s ability to develop
relationships with key clients and ensure we
comply with our responsibilities

CASE STUDY

Ismal Loonat
Subpostmaster, Batley, Yorkshire, and
Post Office Advisory Council member

Ismail has been a subpostmaster for 20
years He's been running his Post Office
branch in Batley for 10 years and Ismail 15
heavily tnvolved in the community, using the
office for community events inciuding as a
classroom for local children at the weekend

“I've seen many changes over the years and |
always try to adapt and develop a long-term
strategy for my business I'm working on my
strategy for 2020 at the moment

*Batley is a really diverse commumty, and | try
to do lots of networking so people know who
we are and what they can use the Post Office
for We use the office as a focal point for the
communty, which encourages people to come
and helps develop the business

“When | saw the advert for the Post Office
Advisory Council it sounded like the type of
thing | already do locally | have a real passion
for the Post Office and the community, 5o by
working with the Advisory Counail we have an
opportunity to share ideas and develop the
whole of the Post Office

*This 1s a really exciting chance to build on the
expenence we have across the whole of the
business and use customer insight to generate
new ideas ”

14T Rgnuisn i i

"I have a real passion for the
Post Office and the community.
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OUR PEOPLE

TRISEEER

CASE STUDY

Beverley Meier
Acting Branch Manager, Horsham,
West Sussex

Beverley joined the Post Office 14 years ago,
working in a small village branch, before
moving to the Crown network Beverley
became Horsham's Acting Branch Manager
and started the Crown Leadership
Excellence programme last year

“The programme has been really interesting
F've worked on the counter for a number

of years but the programme has really
challenged me to think differently, to think
Iike a retailer

“I've learnt some really practical things
For example, | now have a much better
understanding of my profit and loss
account and how | can personally affect
the performance of the business It's also
changed the way | support my team

“i think the programme ts making me a
better manager and | want to continue to
progress | also want to use what I've learnt
to support the development of others

"’The programme has really challenged

Ha AL BRI

me to think differently, to think like

a retailer.

Annual Report and Financeal Statements 2013/ 14

Thus year saw the introduction of the Mains

Live conferences, where subpostmasters came

together to talk about how we can grow the

business The sessions have focused on providing

additional support to subpostmasters, the
development of colleagues in branches and
driving customer excellence The conferences
have been well received with plans for further
roll out i 2014/15

In addition, we have refreshed our Post Office
behawviours across the business, creating the
benchmark for the way we will behave with
our customers and each other Aligning our
behaviours with the strategic direction of the
business will play a fundamental part in
delivering our strategy and demaonstrating
mutual ways of working

Following on from the success of 2013/14's
management trainee scheme and pilot

apprenticeship scheme in the Human Resources
Service Centre, in 2014/15 we will welcome our

first graduate intake Seven graduates will join
the business on two schemes General
Management and Finance

Dwversity

The Post Office has an overall strategic

aim to build an inclusive organisation that is
representative of, and understands, its diverse
customer needs

We aim to be easy to do business with while
creating an inclusive culture that attracts,
develops and retains talent from the widest
available pool

We are proud of the progress we have made
in relation to gender equality Currently, 61 1%
of our non-managerial roles are female and
last year we saw a 14% increase in female
representation at first ine managenal level
Our Chairman and Chief Executive are women
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Last year we signed up as a member to
Government's Think, Act, Report imiiative
Since then we have

Established a representative Diversity Forum

Launched an Unconscious Bias training
pregramme that has been completed by
over 80 managers, including the Executive
Committee

-

Launched a Women in Leadershsp Programme
that profiles female role models and provides
networking opportunities

Launched a Female Mentoring scheme that
enabled 40 senior manager role models to
support other women

Taking positive action in this way has led to an

8 1% Increase In black, minority and ethnic {(BME)
appointments and a 12 7% increase in female
appointments at senmior levels This is a great
start but we recognise there 1s more we can do

Of our subpostmasters, 40% are female, whereas
Just 29% of entrepreneurs in the UK are female
We are equally proud of our BME representation,
with 28 6% of subpostmasters from black, minonty
and ethnic backgrounds, against a UK average
of 131%

Helping youth get work experience

For the second year running we have offered
paid work expenence over the Christmas penod,
with 42 young people under the age of 24
carrying out eight weeks’ work experience in
Crown branches in London Since then, 10
individuals have been offered permanent
employment with the business

CASE STUDY

Bethany Hurst
Apprentice, HR Service Centre, Bolton

Bethany joined the Post Office in October
2012 "I was in college at the time and
deaded university wasn't for me, so |
started looking for an apprenticeship and
saw the Post Office advertised The vanety
of moving around in the different teams
n HR really appealed to me

“Thus was my first proper job, so it was a

bit scary coming into the Centre, but people
were really friendly and genuinely interested
in me and made me feel valued | wasn't just
taken on and forgotten about “

Beth has now worked in each product
team within the HR Service Centre and has
recently picked up a rele in the Pay team

“I'm really happy working in the Pay team
and want to stay with the Post Office long
term I'd ke to get my payroll gualification
next and move into management in

the future”

Bethany has been nominated by her

external NVQ assessor for the National
Apprentice of the year award

[l LU T T B H T UHTTHIUTH

’’People were really friendly and
genuinely interested in me and
made me feel valued.
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CASE STUDY

Katherine Mearman
Senior Manager, Commeraal

Katherine works as part of the marketing
team in London and has previously worked
for Orange and American Express

“Being part of the Post Office meant | had
the opportunity to take a leading role in
developing and growing a brand It was a real
chance to shape the future of the business *

Katherine i1s part of our Women in
Leadership programme and was recently
nominated for a Chartered Institute of
Marketing 'Women in Marketing’ award

[RUTBIT

’’The Women in Leadership programme
provides a real springboard for women
who want to get on.
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Safety, health and wellbeing

The Post Office intends to make healthy and
safe working a way of life

We continue to support and encourage
colleagues and umons to get involved by
providing free health checks, so far more

than 3,600 people have had one, or 46% of
employees The scheme also provides access

to an online wellbeing zone that allows them to
track progress on improving health and welfare
During 2014 we will use anonymous data from
the health checks to build bespoke support

for staff

Last year was the fourth running that workplace
accidents were reduced, by 11% We also saw a
sigruficant reduction in the seriousness of those
acadents, which was reflected in a further
reduction of accidents that resulted in absence
{30%), coupled with a reduction in the length
of absences {54%) There 1s still more to do, but
the figures represent a significant improvement
on 2012/13

Looking ahead

Diversity, talent and engagement will continue

to be a key focus and play an integral part
securing the future of the Post Office Developing
mutual ways of working, investing in the capability
of our people and putting the customer first will
ensure we have a commeraally sustainable
business with a public purpose
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CASE STUDY

Rita Patel
Subpostmaster, Royal Wootton Bassett,
Wiltshire

Gary Shorland
Mortgage Specialist, St Albans,
Hertfordshire

The Community Enterprise Fund was
introduced to encourage ideas that support
the community, including mentoring for
business start-ups, digital access and training

Rita came up with WithiT, a drop-in class
for residents where they are taught how
to use tablet devices which was backed by
the Fund

“I thought 1it'd be a brilhant idea to bring the
community together and | know many of my
customers have been keen to learn how to
use tablets

“The launch took place at the local ibrary
and the turnout was fantastic 39 people
registered to attend regular classes and many
more have dropped into the branch since |
want to create a community hub where they
can make friends and learn something new
that they can then share

“The Community Enterprise Fund 1s a
fantastic idea”

Gary joined the Post Office in 2010

as a Financial Speciabist and was one
of a team of seven who worked on the
Post Office mortgage trial

“I'd worked n the banking sector previously so
when | saw the role in Post Office advertsed
and started to do some research into the
products and services, | was really surprised
by the scale of the product offering There
was obviously a ot of potential to grow

“I'm really encouraged by the way things are
going The branch refurbishment will make us
more modern, exating and professional and
will encourage more customers to come In
A key part for customers 1s that they can
come Into a branch and speak to you
face-to-face That's so important when
making big financial deasions ”

[LIULUEHETRELEREES

"7t thought it'd be a brilliant idea to
bring the community together and I
know many of my customers have
been keen to learn how to use tablets.
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Social and Corporate Responsibility
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The Post Office has a responsibility to be
inclusive, accessible and sustainable. We
developed and expanded our corporate and
social responsibility strategy during 2013/14
and continue to work towards meeting our
demanding goals in the current year.

Accessibility

The Post Office has long recognised the diverse
nature of the commumnittes and the customers
we serve We arm to have one of the most
accessible branch networks in the country and to
assist we provide subpostmasters with matched
funding to help finance branch improvements

We also make sure all employees are aware of
their obhigations under the Equality Act 2010
and that they understand the benefits of
adopting a positive approach towards meeting
the needs of disabled customers

The Post Office 1s also aware that not all
disabilities are necessanly visible or physical,
and we train employees to make adjustments
where needed to assist customers

And for those occasions when things do not go
to plan, we have a customer complaint system
that it 15 easy to use

Environment and sustamability

The Post Office 1s committed to mtmimising
any adverse environmental impact

Our targets for 2013/14 included

«+ 3% reduction in building energy use

- 3% reduction in CO, from vehicle fuel

- 3% reduction in water use

. 70% of all waste generated to be recycled

All these targets were exceeded and we have
set challenging goals for the current year
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Buildings

A large percentage of Post Office buildings now
have low-energy ighting and low-water usage
utilities, while all fixtures and fittings are now
obtained, where possible, from sustainable
sources or from matenals that can easily be
reused or recycled

Under the Network and Crown transformation
programmes, buildings must meet these
sustainability standards as well as complying
with accessibility legislation

Vehicles

By Spring 2014, 57% of our operational fleet

of 416 cash-in-transit vehicles met the current
Euro 5 emissions standard, with 55% of our fleet
incorporating exhaust gas reduction systems
Post Office Supply Chain over the past year has
achieved between 3 8-4 1Kg of (O, per drop

Waste

Most of our buildings are now participating

in the Dry Mixed Recycling scheme where~
everything that can be recycled 15 segregated
into separate bins or bags This s a key imhative
to reduce the dependence of the Post Office on
sending waste to landfill as it is both expensive
and environmentally unsustainable
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BBC Children in Need

In 2013714 the Post Office continued its
long-runming association with BBC Children

in Need We played a key role, raising over £1
million and in the process became the chanty’s
largest corporate partner Thousands ran a
number of activities including the BearFaced
campaign where exclusive paw print tattoos
were available to buy across the network

Supporting other charities and appeals

The Post Office has supported a number

of appeals during 2013/14, including the
Philippines Typhoon Appeal and The Prince’s
Countryside Fund in its efforts to support rural
communities devastated by flooding in the south
west of England

In cormpunction with our IT service provider, C5C,
the Post Office donated more than 200 PCs

and a similar number of mobile phones to the
Malaika Kids The computers help the chanty
support a schoot for orphaned children in
Tanzana, giving them the opportunity to

learn in a safe environment

Your Charnity

The Post Office 1s proud to encourage the
support of charitable causes In 2013/14 we
launched Your Charity, which enables teams

in Crown branches, central support and cash
centres to back local causes We also support
fundraising efforts with A Helping Hand This
provides matched funding of up to £200 per
apphcation Your Chanty and A Helping Hand
will be extended to agency branches in 2014/15

Digital inclusion

As the world becomes increasingly digital, it is
important to support the 11 million people in the
UK who lack basic online skills, many of whaom
are our customers As a founder member of Go
ON UK the Post Office 1s commutted to tackling
digital exclusion

Together with Tinder Foundation and other
partners, the Post Office launched the national
database Get Connected in branches in June
2013 Every branch can now help customers find
therr five nearest learning centres and libraries
for online training and internet access So far
this tool has had over 13,200 searches at over
5.000 Post Office branches
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We have developed and expanded our
Corporate and Social Responsibility
Strategy during 2013/14. We will
continue to strive to meet demanding
goals in the forthcoming year.
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The Post Office has also continued to be an
active partner of Go ON UK and was an integral
part of the Go ON North East, a six month
campaign to drive up digital skill levels in the
north east of England The campaign launch in
October 2013 saw Post Office branches amplify
the Get Connected campaign, signpasting
customers to local help A number of branches
in the region ran free internet taster sessions
to reach out to those who need support Similar
campaigns will launch in Northern freland and
the north west of England during 2014/15

Communmnity Enterpnse Fund

We have always been clear in our aim of

supportmmg community initiatives and in 2013/14

the Post Office joined forces with the Department

for Communities and Local Government to launch  Business in the Community

the Commuruty Enterpnse Fund The £200,000 The Post Office has continued its work with
scheme invited bids from branches with Business in the Community We have partnered
innovative ideas to support the local community with three of the 27 Government-backed Town
or small businesses in the area Of those that Teams to help regenerate high streets in
apphed, 25 received grants of up to £10,000 Brighton, Stockton-On-Tees and Sydenham,
each to implement thewr not-for-profit ideas and are helping them plan for a thriving future
The successful bids included those that sought

to tackle isolation, improve digital excluston and

provide a hub for the local community to use

The Cabinet Office also supported the Community

Enterpnse Fund by awarding grants to three

Post Office branches that were working to

relieve solation

Royal Society of Arts {RSA) report

n February 2014 the RSA published Making

the Connection, a report that looked at the
many ways Post Office branches are becoming
community enterprise hubs and expenmenting
with new business models to support communities
and generate income It found that a number of
subpostmasters, especially those that had won
grants from the Commumty Enterprise Fund,
were already tnalling new products and services

Ttnn IR L L o

We have partnered with three of

the 27 Government-backed Town
Teams to help regenerate high streets
in Brighton, Stockton-On-Tees and
Sydenham and are helping them
plan for a thriving future.
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Bnitish Forces Post Office (BFPO)

BFPO as part of the Defence Equipment and
Support organisation of the Ministry of Defence
(MOD) 15 responsible for providing an effective and
effictent postal and couner service, in order to
sustain the fighting power of members of the UK
Armed Forces and other entitled users worldwide

To enable access to these and other relevant
postal services, cash withdrawals, bill payments
and other Post Office services for thase serving
abroad, the MOD currently manages a network of
27 BFPOs across the world, which sell a restricted
but similar range of products to those availlable in
UK Post Office branches averaging 4500 - 5000
transactions per week across the network

BFPO trainers attend Post Office training courses
and in addition they train their own staff as part
of their employment group upgrading courses
To assist this process from a continuation aspect
they also have 13 traiming sites

Brnitish Postal Museum & Archive {BPMA\)

Caring for the visual, wnitten and physical
records from almost 400 years of innovation
and service, The Briish Postal Museum &
Archive (BPMA)} has worked to increase access
to the world-class archive and museum
collections of the former National Postal
Museum since 2004

Post Office 1s committed to the BPMA’s vision

to open a new, national museum for social and
communications history in Central London in
2016 The Postal Museum will open up collections
from King Charles I to the present day, telling
the important story of the postal service’s vital
role in shaping our country As well as engaging
in this fascinating history, wisitors to the museum
will also be able to take a nde on a section of
the Old Post Office Underground Railway ~ Mail
Rail - for the first time in its 100 year history

In 2013/14 the BPMA achieved
Planning permission for Mail Rall

+ Match funding for a second round application
to the Hentage Lottery Fund for £4 5m
+ Unprecedented media coverage in local,

national and international press, including BBC
Breakfast, The Daily Telegraph and Sky News

Cross-party support through an Adjournment
Debate in Parlament tabled by Emily Thornberry,
MP for Islington South and Finsbury, with a
response from Rt Hon Michael Fallon MP,
Minister of State for Business

Support from a number of public figures
including popular histonan and TV presenter
Dan Snow, television news presenter Nicholas
Owen and Mayor of London, Boris Johnson

Along with Royal Mail Group, Post Office has
confirmed long-term funding arrangements
with the BPMA, providing 25 years of secunity
for its public services

As a key stakeholder in the BPMA, Post Office
continues to support the activity of the BPMA
and its plans for The Postal Museum, and has
worked closely with the BPMA on a number of
individual projects over the course of 2013/14
This has primanly focused on the First World
War Centenary and includes a touning version
of the BPMA's successful Last Post Exhibition,
which looks at the role of the Post Office during
the conflict The Post Office sponsored versicn
of this exhibition, launched in June 2014, will
be displayed in vanous Crown Post Offices
across the country

37
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Strategic report

" Being open until 10pm
means it’'s much easier for
people to pop in and use
our Post Office services
on their way home in the
evening. It's been really
great for our business

STRATEGIC REPORT

40 Financial review
45 Business nisk
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FINANCIAL REVIEW

Paving the way towards

financial sustainability

Chns Day
Chief Financial Officer

SUMMARY RESULTS

BLTEEERRBENE LANES AR L ER RSN ER LRI O L R R R L R RS R I I T i e e e an
The Post Office has faced a challenging year with
decreases in turnover in each of the core product
pillars Despite this and a planned reduction of £10
million in the Network Subsidy Payment, operating
cost savings have resulted in the operating profit
before exceptional items increasing by £13 million

to £107 million The costs of transformational

change in the year were significant as the network

modernisation accelerated
Key Financial Performance Indicators
2014 N3 Variance Vanance
£m £m £m %
Turnover 979 1,024 (45) (4 4)
Operating profit
before exceptional
items 107 94 13 138
Operating loss
before depreciation,
amartisation,
exceptional items
and Network
Subsidy Payment (93) {(1mej 23 198
Net cashflow (283) 151 {434) -
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Profit and Loss Summary

2014 2013 Vanance Varlance
%

£m £m £m
Turnover 979 1,024 {45y (44)
Network Subsidy
Payment 200 210 (10) (48)
Revenue 1,179 1,234 (55) {45)
People costs (255)  (259) 4 15
Other operating
€os5ts 850) (913) 63 69
Total costs (1,105)  (1172) 67 57
Share of profit
from joint
ventures and
associates 33 32 1 31
Operating
profit before
exceptional
items 107 94 13 138
Revenue

The Post Office’s revenue decreased by £55
million (4 5%) to £1,179 mdlion including 8
decrease of £10 million in the Network Subsidy
Payment from Government The Post Office
segments income into four pillars Mails and
Retail, Finanaial Services, Government Services,
and Telecoms The pillars and their performance
are detailed below

2014 2013 Varance Vanance

£m £m im
Mails & Retail 390 409 (19 (46)
Financial
Services 279 281 1V I ()]
Government
Services 146 164 18y (Mo
Telecoms 124 129 {5) 39)
Other income 40 41 n {24
Turnover 979 1,024 45) (44
Network
Subsidy
Payment 200 210 (10) {48)
Revenue 1,379 1,234 {55) (4 5)




Matls and Retall

The Matls and Retail pitlar includes all the
services provided for Royal Mail and Parcelforce
It also includes Lottery and retail services such
as sales of collectibles as well as packaging

and stationery

Mails and Retail revenue of £390 million
decreased by £19 million (2013 £409 mithon)
Of this, turnover in relation to Royal Mail
products decreased by £16 million, dnven
primarily by a reduction in consumer parcel
volumes and lower stamp sales tn addition,
retail turnover decreased by £2 milhion due
to the one-off increase in the prior year for
collectibles relating to the Diamond Jubilee
and the Clympics memorabiha Revenue from
sales of Lottery tickets dechined marginally
by £1 million

Financial Services

The Financial Services pillar indludes Post Office
branded personal financial services products,
ATMs and travel services as well as traditional
services such as bill payment and over-the-
counter banking transactions

Across Financial Services in aggregate, revenue
decreased in 2014 by £2 mullion to £279 million
(2013 £281 rmillion)

Personal Financial Services revenue increased
by £15 million (15 29%) driven by strong growth
n savings commissions {particularly Growth
Bonds, Reward Saver and ISAs), insurance

and new mortgage products Revenue from
traditional financial services products, including
bill payment services, business banking services
and Postal Orders, declined This was due to

the increasing shift from paper-based to
electronically-delivered products and the
increasing use of alternative payment methods
In addition, the cessation of the Department of
Work and Pensions contract for cash chegues
(Green Giros) and the continued migration

of N5&I products through their own direct
channel have resulted n revenue decline

POL00026716
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Government Services

The Government Services pillar covers services
provided under ¢ontract to Government
departments This includes services in relation
to the work of the Department for Work and
Pensions (DWP), the Driver and Vehicle Licensing
Agency (DVLA), Her Majesty's Passport Office
{(HMPO} and UK Visas and Immigratron (UKVD

Government Services revenue of £146 mullion
decreased by £18 million (2013 £164 mullion)
Revenue from the Passport Check & Send service
increased by £2 milion in line with growth in
the overall market Revenue from the DVLA
decreased by £14 million mainly due to lower
fees per transaction under the new contract
effective from t Apnil 2013 Revenue from the
payment of benefits through the Post Office
Card Account was £6 milhion lower, impacted
by customer attrition

Telecoms

The Telecoms pillar includes the Post Office
HomePhone and Broadband services as well
as e-top up services and phonecards

Telecoms revenue of £124 mulhon (2013 £129
rmilhon) decreased by £5 million During the year
the HomePhone and Broadband service was
transitioned to a new provider and expenenced
operational 1ssues initially, which both the
provider and Post Office resolved as quickly

as possible The revenue from HomePhone and
Broadband decreased by £4 million, primanly
due to a reduction in customer numbers driven
by reduced sales and marketing activity following
the transition to the new supplier Revenue from
e-tap ups was £1 millon below prior year as
more customers moved away from pre-pay

and mobile networks reduced their transaction
fees However, the Post Office continues to be a
significant provider in the top-up market and its
share of the retail market has been maintained
at approximately 5%

QOther income

Other income 1s generated pnmarnily from

the Supply Chain business that manages and
distributes cash for Post Offices and for third
parties It also offers warehousing services,
mainly to Royal Mail Other income decreased
by £1 million to £40 milhion (2013 £41 million)
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Network Subsidy Payment

The Network Subsidy Payment 1s Government
Grant revenue put towards the costs of
maintaining the Post Office network The
payment decreased by £10 milhon in the
year to £200 milhon, this will continue to
reduce as set out in the current funding
agreement with Government

Costs

Total costs decreased by £67 million to £1,105
mithon (2013 £1,172 mulior)

People costs

Pdople costs of £255 million (2013 £259
million) decreased by £4 million reflecting
efficiency savings, particularly in the Crown
network driven by the Crown transformation
programme, and lower performance-related
bonuses, partly offset by some pay increases
and higher pension costs

Other operating costs

Other operating costs decreased by £63 million
to £850 million {2013 £913 mullion), driven
largely by lower sales volumes resulting in lower
subpostmasters' costs and cost of sales There
was alsc a decrease In investment In new
products and services which had been
particularly high during 2012/13

Joint venture and associate

Share of aperating profit from the joint venture
(First Rate Exchange Services Holdings Lirmited)
was £33 mullion (2013 £32 mullion), £1 mullion
higher than in 2013 when the result also included
the associate, Midasgrange Ltd, until 1ts sale

on 1 September 2012 First Rate Exchange
Services Holdings Limited results improved
mainly through delivering efficiencies in
operating costs
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Exceptional items

Operating exceptional items

Restructuring costs
including subpostmasters’
compensation

Impaiwrment of investment,
property, plant and equipment

Royal Mail Pension Plan
amendment

Government Grant

Subtotal operating exceptional
items

Non-operating exceptional
items

Profit on disposal of property,
plant and equipment

Loss on sale of associate
Net exceptional items

POL00026716
2014 2013
£m im
(259) (79)
{115) (66}
102 -
317 98
45 47}
3 2
- (30)
48 (75}

Restructurning costs

Restructuring costs include the costs of delivery
of major change Network transformation
resulted in costs of £94 mullion for subpostmasters’
compensation (2013 £12 million} and £97
million programme costs {2013 £40 mulhion)
with the increases in each reflecting the greater
pace of transformation this year In addition
programme costs of £9 million {213 £nil) were
incurred in relation to Crown transformation
Costs of £21 mullion relate to IT transformation
(2013 £10 million} that will create the appropnate
IT infrastructure for the future Redundancy
costs of £23 million were ncurred during the
year and mainly related to the Crown network
(2013 £11 milhion) There were further business
transformation payments charged in the year of
£5 milion (2013 £4 mullion} In addition, a gain
of £102 million arose on the change to the terms
of the Royal Mail Pension Plan {see page 93)

Government Grant

In addition to the Network Subsidy Payment,
the Post Office receves Government Grant
funding towards the transformation pregramme
Government Grant funding of £215 million was
received in the year The additional Government
Grant funding 1s included within operating
exceptional items to match the associated costs
£102 million of the 2012/13 grant also remained
available for use in the year The entire balance
of £317 millron of this Government Granit funding
has been allocated (2013 £98 mitlion) In
accordance with the designation letters, dated

2 Apnl 2012 and 27 March 2013, from the
Department of Business, Innovation and Skills,
to cover £94 million capital expenditure (2013
£66 million), £88 million network transformation
related subpostmasters’ compensation {2013
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£12 milhon) and £135 million network and
IT transformation programme costs (2013
£20 million)

Cash Flow and Net Debt

Post Office Limited operates a Treasury function
and manages its own finangal assets (including
network cash) and financial habilities (manly
Government loans)

The Treasury function derives its authority from
the Board and provides regular reports for

Board review It has the authority to undertake
financial transactions relating to the management
of the underlying business risks, however, it does
not engage in speculative transactions and does
not operate as a profit centre The principal
financial instruments utihsed are deposits

and borrowings

The cash position of the business remains strong
with cash and cash equivalents of £688 mitlion
{2013 £971 mullion) There was a net cash
outflow dunng the year of £283 million (2013
inflow £151 million) The outflow was dniven by
the repayment of the opering loan balance of
£291 million Net debt {excluding cash in the
Post Office network) decreased by £183 million
year on year as shown in the table below

2014 2013
£m £m

Net cash inflow from operating
activities 69 257
Income tax recovered " 11
Net cash outflow from investing
activities (66) (24)
Net cash inflow before
financing activities 14 244
Add/deduct) movement In
cash in the network included
in net cash inflow 71 {121
Finance costs paid 2) @)
Net decrease in net debt 183 19
Net debt brought forward
at the beginning of the year (206}  (325)
Total net debt carned forward
at the end of the year {23) (206)
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Post Office Limited’s borrowing facility from
Government and the associated Framework
Agreement imposes constraints on the purposes
for which the faciity can be used and the
avalability of external borrowing Post Office
Limited’s treasury policy 1s to mimimise the
amount drawn down on the loan in order to
reduce its interest cost The facility 1s hmited
to a maximum of £115 billion or the amount
of security availlable (mainty network cash},
whichever 15 the lower The maximum drawn
down under the facihity during the year was
£261 rmullion on 19 and 20 December 2013

but there was no loan drawn down at 30 March
2014 The facility 1s available at two days’ notice
and has an end date of 31 March 2018

Pensions

Post Office Limited 1s the employer within the
Post Office Section of the Royal Mail Pension
Plan (RMPP) and is a participating employer
within the Royal Mail Defined Contribution

Plan (RMDCP) Royal Mail Group Limited 15

the principal employer of the Royal Mail Senior
Executives’ Pension Plan (RMSEPP) and Post
Office Lirmited 15 a participating employer within
RMSEPP RMPP and RMSEPP are both deﬁned
benefit plans

On 1 Apnil 2012 - after the granting of state ard
by the European Comrmussion on 21 March 2012
- almost all of the pension lrabrhities and pension
assets of the Royal Mail Pension Plan (RMPP),
built up until 3t March 2012, were transferred
tc HM Government On this date, the RMPP was
also sectionalised, with Roya! Mail plc and Post
Office Limited each responsible for their own
sections in future This pensions transfer left
the RMPP fully funded on an actuanal basis in
respect of histonic habilities at this date Dunng
2013714 there was a consultation exeraise with
members of the defined benefit Royal Mail Pension
Plan on proposed changes to the terms These
changes were agreed on 15 October 2013 and
effective from 1 April 2014 The key change

1 to the defimition of pensionable pay, which
broadly will increase in line with RPI {capped

at 5%) in future regardless of actual pay growth
The changes resulted i a one-off exceptional
gain of £102 million

The balance sheet pension position moved
from an asset of £97 milllon at March 2013

to an asset of £148 mullion at March 2014

The improvement in position is primarily due
to the change in terms noted above offset by
an actuarial loss mainly ansing from lower than
expected asset values

Both defined benefit plans closed to new members
in March 2008, and RMSEPP closed to future
accrual on 31 December 2012 New employees
are offered membership of the RAMDCP
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Pension cash payments for all plans
The future funding of ongeing pension

contributions into RMPP and deficit payments
into RMSEPP was agreed with the respective

Events after the reporting period

In accordance with the funding agreement with
Government announced on 27 October 2010,
for which State Aid approval was received on

pension trustees durnng the year and payments 28 March 2012, Post Office Limited recewved
were made in accordance with the agreements £330 million of funding on 1 April 2014
2004 2013
£m £m
Regular pension contributions (23) (24)
Funding of the pension deficit -
RMSEPP () (2}
Payments relating to
redundancy m (2}
Net cash payments (25) (28)

The regular future service contributions cash
rate for RMPP expressed as a percentage of

pensionable pay remaned at 17 19 (2013

171%6) The regular rate of employee contributions

for the RMPP remains unchanged at 6%
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The information below details the key business nisks, their potential impact and how the Post Office manages them

Key risk
Changes 1n customer preferences

There 1s dechine m the traditianal Post Office
income streams as customer preferences change

New income streams may fall to grow sufficently
to exceed the losses from traditional products
in dechine

Business transformation programmes

We are managing a significant number of change
programmes to modernise the Post Office and
enable its processes to operate independently of
those of Royal Mail These include the network,
Crown and IT transformation programmes The
success of the Post Office strategic plan depends
on the successful reahsation of benefits from
these programmes

Engagement risk

The support of our staff and subpostmasters and
engagement with them during this significant tirne
of change 1s key to the successful delivery of our
strategy Withdrawal or lack of support from our
staff or subpostmasters, whether driven by
congems over existing programmes and initiatives
or historic cases, could cause delays in the Post
Office transformation programmes and hmit our
ability to meet business objectives

Requlatory & comphance

There s a risk of non-comphance with the
changing regulatory environment

The Post Office operates under an extensive
regulatory environment, including areas such
as financial and postal services, procurement,
competition law and data securnity

Business continuity

The Post Qffice has particular operational rnisks
relating to disruption of its services This includes
adverse weather conditions, industrial action,
systems breakdown and the failure of a

critical supplier

Impact

The Post Office might
not be able to reduce
its reliance on
Government subsidy

Falure to implement
the modernisation
programme would
teave the Post Office
with an unsustainable
cost base and a
continued reliance
on significant
Government subsidy

Lack of support from
our staff and
subpostmasters would
jeapardise our ability
to meet our strategic
goals of growth,
profitabihty and
reduced reliance on
Government subsidy

Failure to comply with
regulation could result
n fines, adverse
outcomes for our
customers and
significant damage to
the Post Office brand

Breakdowns in the
network would reduce
quahty of service,
increase costs and
damage the Post
Office's reputation

Mitigation

We have introduced new services in growth areas
and continue to refine and develop these product
offerings There 15 an active programme In place
to deliver the growth trajectory Progress is
moritored nigarously and nsks to the programme
are actively managed

There are detaled plans in place to manage the
transformation and ensure 1t 1s delivered within
budget and on time The 2013/14 objectives
have been met Delivery s tracked monthly by
a Transformation Board made up of Executive
Committee members which provides direction
and oversight over the programmes’ delivery

We mantain a fluid and comprehensive engagement
programme with unions, staff and subpostmasters
These include regular meetings with the National
Federation of Subpostmasters, the Communication
Workers Urion and Unite, serior management
briefings to staff and subpostmasters, and events

to engage our people In our vision and strategy

We have a people plan aimed at addressing
staff motivation and skill needs This includes
development of new teadership and reward
framewaorks and increased focus on recruitment
and training We have created a Branch User
Forum and a branch support programme and
plan further inliatives

QOur legal and compliance team works closely with
the relevant business owners in identifying new
reguirements and monitoring compliance

Regular comphance tests are conducted across
the entire branch network, covering a broad
range of regulatory requirements The results

are closely monitored and corrective action taken
where required

The Post Office brings together a wide range

of business continuity arrangements under

one central policy and governance framework

to ensure that the business 1s capable of
withstanding any significant threat to its ongoing
operations This includes contingency planning
and traimng in the event of disruption, such as
industnal actton or IT failure The ability of key
suppliers to meet the Post Office’s requirements
15 closely monitored

Chris Day

Chvef Financial Officer
Post Office Limited
25 June 2014
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" Before heading abroad
I just load up my Travel
Money Card using the
I'MC app, without even
leaving my flat. Simple.

GOVERNANCE
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Board of Directors

Post Office Limited’s Board of Directors is

chaired by Alice Perkins CB. As Non-Executive
Chairman, she is independent both of the

executive management of Post Office Limited

and of its Special Shareholder. The Board

comprises the Chairman, five other Non-Executive
Directors and two Executive Directors. |

Board responsibilities

The responsibilities of the Board include setting
the business’ strategic aims, putting in place

the leadership to deliver them, supervising the
management of the business and reporting to
the Shareholder There are a number of Board
committees which deal with specific topics
requining independent oversight, Inciuding audit,

nisk and comphance, nominations of the Board,
penstons and senior remuneration

Each committee 1s chaired by a Non-Executive
Director and operates within its own agreed,
documented Terms of Reference
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Alice Perkins CB, Chairman
Joined the Board 1n July 2011

Chairman of the Nominations Committee and
Member of the Remuneration Committee

Alice had a wide-ranging career in the cwvil service, which included policy
and operational roles in health, social secunity and public spending in the
Treasury Alice was also the Civil Service's Group HR Director in Cabinet
Office between 2001 and 2005 Before joining Post Office Limited as
Chairman, she served as Non-Executive Director on the boards of
Littlewcods, BAA and TNS, where she also chaired the Remuneration
Commuttee Alice 1s an external member of the Oxford University Councll,
a business coach at the JCA Group, and a member of the faculty at Meyler
Campbell where she teaches senior executives how to coach Alice was
appointed as a Non-Executive Director of the BBC Executive Board on

1 Apnl 2014
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Nenl McCausland, Senior independent Director
Joined the Board in September 2011

Chairman of the Remuneration Committee and a Member of the Audit,
Risk and Comphance Committee and the Nominations Committee,
Member of the Post Office Advisory Council

Neil has had a portfolio of non-executive roles over the last 10 years He s
currently Charrman of four compantes Snow and Rock, a retail chain selling
sking and outdoor brands, bikes and running geat, Joules, an outdoor
lifestyle brand, Create Fertility, a chan of IVF clinics and Skin, a chain of
skin treatment chnics specialising in laser bair removal Until recently he
was Chairman of footwear company Kurt Geiger, and a Governor of Nuffield
Health, which operates hospitals and health clubs Neil began his career

at Marks & Spencer, before becoming Managing Director of C&A and Chief
Executive of NAAFI (an MOD agency)
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Paula Vennells, Chief Executive
Joined the Board in October 2010

Paula has worked for Post Office Limited since 2007 in a number of semor
roles including Managing Director She became Chief Executive on 1 April
2012 Previously Paula spent five years with Whitbread plc, latterly as
Group Commercial Director She began her career with Unilever and
l'Oreal and held directorships in sales and marketing with a number of
major retaiters including Dixons Stores Group and Argos She is currently a
Non-Executive Director and Trustee for Hymns Ancient and Modern Group,
a Trustee of Go ON UK and a member of the Future High Street Forum
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Chnis Day, Chief Finanoial Officer

Joined the Board in September 2011

Member of the Financial Services Committee and Pensions Committee

Chiis joined Post Office Ltd in August 2011 from the BBC where he had
been Group Financial Controller since 2005 Pnor to that, Chns spent 14
years at Grand Metropolitan/Diageo in a succession of Treasury/Corporate
Finance roles in the UK, and as Finance Director in the Netherlands

and then Germany Previously Chris worked in investment banking at
Manufacturers Hanover Trust/Chemical Bank and as a financial management
consultant at KPMG, having started his career with Beecham Group

Annual Report and Financial Staternents 2013/
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Richard Callard, Non-Executive Director
Jomer} the Board in March 2014

Richard Callard 1s the representative of the Department for Business,
Innovation and Skills on the Post Office Limited Board, and 1s an Executive
Director at the Shareholder Executive in BI5S Richard is a Chartered
Accountant by background and joined ShEx from Deloitte corporate finance
in 2007, where he advised the public and private sector on public private
partnershups and other infrastructure and project finance deals In addition
to his role on the Board of Post Office Limited, Richard leads the Post Office
and Green Investment Bank shareholder teams at BIS

Tim Franklin, Non-Executive Director

Joined the Board in September 2012
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Member of the Audit, Risk and Compliance Committee and Financial
Services Committee, Chairman of the Post Office Advisory Council

Tim Frankhn joined the Board of Post Office Limited as a Non-Executive
Director on 19 September 2012 Tim's executive career spans both
bullding societies and banking Prior to his board roles in the mutual
sector, he was Director of Customer Programmes and Loyalty and

Managing Director of Savings at Barclays Tim’s expenence extends across
the private and pubhc sectors too He 1s a Non-Executive Director of HM
Land Registry where he chairs the Audit Committee and was previously
on the Boards of Reclaim Fund Limited, Mutual Plus Limited and the Link

Cash Machines Network
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Virgima Helmes, Non-Executive Director
Joined the Board in Apnil 2012
Chairman of the Pensions Commuttee and the Financial Services Commitiee

Virgima brings to the Board extensive knowledge of the financial services
industry including both mvestment management and banking Her
experience includes serving as Chief Executive of AXA Investment
Managers UK and more than a decade with the Barclays Bank Group
where she ultimately served as Managing Director of Barclays Bank

Trust Company Virgimia currently serves on the Board and Chairs the
Investment Commuttee of the Alberta Investment Management Corporation
in Canada Dunng the year, Virginia became the Chair of USS Investment
Management Limited, having formerly served as a trustee of the Universities
Superannuation Scheme and Chair of its Investment Committee She also
serves on the boards of Standard Life Investment Holdings Ltd
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Alasdair Marnoch, Non-Executive Director
Joined the Board n May _2012
Chairman of the Audit, Risk and Comphance Committee

Alasdair Marnoch jomed the Board of Post Office Limited as a Non-
Executive Director on 23 May 2012 A Chartered Accountant, he chairs

the Board's Audit, Risk and Comphance Sub-Committee which reviews the
statutory accounts and financial controls Alasdarr has had wide expenence
as Finance Director of 3 number of FMCG and service businesses, including
histed companies He was appointed as Chief Financial Officer at CPA Global,
the world's leading provider of intellectual property management software
and services, i January 2014 Previously Alasdair served as CFO of the
Equiniti Group, a leading provider of complex administration and processing
services to the public and private sectors
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Alwen Lyons, Company Secretary
Appointed in July 2011

Alwen Lyons joined the Post Office Limited in 1984 as a graduate entrant
and has worked at a senior level in several directorates mcluding network,
finance and marketing She became the Company Secretary in July 2011,
after leading the project to separate Post Office Limited from Royal Mail
Group Alwen served as a trustee on the Royal Mail Pension Plan Board
for 8 years and was Chair of the Audit and Risk Committee for 7 years
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CORPORATE GOVERNANCE

Corporate governance

The shares in Post Office Limited

(the Post Office) were transferred from Royal
Mail Group Limited to Royal Mail Holdings plc
on 1 April 2012, and the Post Office has operated
independently since that date.

Corporate Governance Statement

The Past Office 1s committed to conducting the
Group’s business ethically and in accordance with
high standards of corporate governance

As the Post Office 1s not a company with shares
histed and traded on a pubhic exchange, it 1s not
formally required to report on its compliance
with the UK Corporate Governance Code (the
Code) Nonetheless, the Board of the Post Office
believes this 1s an appropriate benchmark for
reporting on corporate governance

The Post Office’s corporate governance structure
follows the spint of the provisions of the Code in
so far as they can apply to a Government-owned

Annual Report and Financial Statements 2013714

entity, which has no private or institutional
external shareholders

Legal Ownership Structure

The Post Office 1s a wholly owned subsidiary of
Postal Services Holding Company Limited {formerly
named Royal Mail Holdings plc} The Secretary of
State for Business, Innovation and Skills (BIS) holds
a special share in Post Office Limited The Special
Sharehelder's nghts are set out i the Post Office
Limited Articles of Association

A strong link remains between the Post Office
and Royal Mail, underpinned by a contractual
agreement to continue to supply Royal Mail

products and services through the Post Office
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Neither Postal Services Holding Company Limited
nor BIS, thraugh its Shareholder Executive

{ShEx), have any day-to-day involvement in the
operations of the Post Office or the management
of its branch network and staff, although Richard
Callard, (Executive Director, Post Office Limited
and Green Investment Bank, Shareholder
Executive) sits on the Board of Post Office

Limited as the shareholder representative

The Board

The Board 1s comprised of the Chairman, the
Chief Executive, the Chief Financial Officer and
five Non-Executive Directors

The Board 15 responsible for setting the Post
Office’s strategic aims, providing the leadership to
put them into effect, supervising the management
of the business and reporting to the shareholder

Short biographies of all members of the Board
appear on pageas 48-51 of this Annual Report

The Executive Directors’ contracts provide for six
months’ notice of termination to be given by the
Director and 12 months’ notice to be given by the
Past Office

Non-Executive Directors are not employees of the
Post Office but provide services under the terms
of an individual Letter of Appointment, signed

at the commencement of their directorship Tim
Frankhn, Virginia Holmes, Alasdar Marnoch and
Neil McCausland all met during the year, and
contmue to meet, the critena for independence as
set out in the Code, and are therefore considered

by the Board to be independent

Board Meetings

The Board meets at least eight times a year and
has a formal Schedule of Matters Reserved to 1t

During the year to 30 March 2014 the Board

has focused on the Strategy, Financial
Performance, Network and Crown Transformation,
and the capability of the busmess

To assist in the execution of its corporate
governance responsibilities, the Board has Audit
Risk & Compliance, Nominations, Pensions and
Remuneration Sub-Committees in place Durning

Non-Executive Directors’ Terms of Office
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the year under the review, the Board established
a Financial Services Sub-Commuttee to provide
guidance, oversight and authorisation to the
development of the Post Office’s financial
services programmes and activities Also duning
the year, the Mutuahsation Sub-Commuttee was
taken back into the Board

The Schedule of Matters reserved for the
Board and the full Terms of Reference for the
Board Sub-Committees can be found on the
Post Office website

The table overleaf shows the attendance of
the Directors at meetings of the Board and
its principal Sub-Committees during the year

Additional Board meetings and ad hoc extra
meetings were held by teleconference for specific
time-critical 1ssues only

The Non-Executive Directors also meet at least
twice a year without the Executive Directors

Board Sub-Committees

Audt, Risk and Comphance Committee

The Audht, Risk and Compliance Committee
{ARC) 15 chaired by Alasdair Marnoch The other
members are Tim Franklin and Neil McCausland,
all are independent Non-Executive Directors
The Board considers that the Commuttee’s
members have broad commercial knowledge
and extensive business leadership experience,
and that this constitutes a broad and suitable
mix of business and financial expenence

The ARC considers the Post Office’s financial
reporting, incluchng accounting policies and
internal financial controls It looks at the levels
of nisk which exist within the Post Office and
the steps taken to mitigate those risks

During the year, the Post Office has been further
developing its risk management, internal control
and internal audit procedures

One of the ARC's primary responsibilities during
the penod was to review both the half year
trading statement and the full year accounts,

to assess the validity of assumptions made and
the accounting policies used and to consider the

Unexpired term at

Director Date of appointment Term of office 30 March 2014 Commuttee memberships
Alice Perkins 21 July 2011 Rolling 12 nfa Nominations (Chair),
month contract Remuneration

Richard Callard 26 March 2014 Until removal n/a n/a
Tim Frankhn 19 September 2012 4 years 2 years, 173 days ARC, Financial Services
Virgima Holmes 4 April 2012 3years 1 year, 5 days Financial Services (Charr),
Pensions {Chair),

Nominations, Remuneration

Alasdair Marnoch 23 May 2012 3 years 1 year, 49 days ARC (Chair)
Neil McCausland 22 September 2011 4 years 1 year, 176 days Remuneration (Char),

ARC, Nominations

Annual Report and Financial Statements 2013 /14
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Directors’ attendance of meetings

Addizional Financial

Main Board Services Nommations Pensions Remuneration
Dwrector Board meetings ARC Committee Commiitee Committee Compmittee
Alice Perkins 8/9 7 3/6 6/6 5/5
Richard Callard um*
Chrnis Day 8/9 617 5/6 212 9/9
Tim Frankhin 9/9 4/7 6/6 2/2 i
Virgira Holmes 8/9 4/7 2/2 6/6 9/9 5/5
Alasdair Marnoch 8/9 6/7 6/6
Neil McCausland 8/9 517 6/6 6/6 5/5
Paula Vennelis 9/9 6/7 4/6! 22 5/6' 15t
Susannah Storey® 8/9 417 5/9

*from date of appointment

t1n attendance by invitation

ways in which the Past Office should present
its Ainancial performance

A second major responsibility has been to
promote the development of a risk management
framewaork suited to the complex nature of the
Post Office business This i1s under way, supported
by an agreed strategy The development of risk
management and control procedures and the
establishment of a full internal audit programme
rernain areas of hugh prionity

A small internal audit function is now established
supported by co-sourang arrangements with a
major firm The Royal Mail Internal Audit function
provided an internal audit service until the
summer of 2013 The Post Office Internal Audit
function focuses on higher-level risk areas
providing independent assurance to the ARC,
particularly on strategic and magor change/IT
nsks The Head of Internal Audit now reports to
the General Counsel on an administrative basis
and the ARC Chairman on a functional basis,

in line with corporate governance best practice
The Head of internal Audit attends the ARC and
meets with the ARC Chairman with or without
management through the year

The ARC works with both the internal audit
team and Ernst & Young, the external auditor

Remuneration Committee

The Remuneration Commuttee is a formal
commuttee of the Board and has powers
delegated to 1t under the Articles of Association
Its remit 1s set out in the Terms of Reference
formally adopted by the Board, which were last
reviewed in February 2014 The Remuneration
Committee 15 charred by Neil McCausland, the
Senior Independent Director The other members
are Alice Perkins and Virginia Holmes They are
all independent Non-Executive Directors

The Committee 15 responsible for making
recommendations to ShEx on the remuneration
of the Executive Directors in accordance with the
Articles of Association In doing so, it reviews the
remuneration policy and packages of the most
senior leadership team, being the roles which

Annual Report and Financial Statements 2013/ 14

# Susannzh Storey left the Board on 26/03/2014

report directly to the Chief Executive It also
obtains information on salary levels across the
business and within external organisations of
comparable size in order to set remuneration
fevels within an approprate context

The Chief Executive may attend meetings, at the
nvitation of the Chairman, to discuss matters
relating to the remuneration of the Chief
Financial Officer and members of the Executive
Committee but the Committee upholds the
principle that no individual may be involved in
discussions concerning their own remuneration

The Commuttee Is able to consult on remuneration
matters with the Group People Director, other
members of the Human Resources team and with
external consultants In the year under review,
advice was primarily obtained from New Bnidge
Street Consultants on market practice and
benchmark development New Bridge Street
Consultants have no other links with the Post
Office that could compromise therr mdependence

No matenial changes can be made to Directors’
base salaries, benefits or incentives without
Special Shareholder consent Further details of
the schemes now in place, and a table setting
out the remuneration paid to all Directors in
the year to 30 March 2014, are provided in the 1
Directors’ Remuneration Report on page 58
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Nominations Committee

The Nomiunations Committee 15 chared by Alice
Perkins The other members are Virginia Holmes
and Neil McCausland They are all independent
Non-Executive Directors

The primary role of this Commuttee is to
recommend to the Board any changes in Board
membership and to manage the process for
recruiting and replacing Directors This excludes
the Non-Executive Directar nominated by the
Shareholder as their representative The
Committee will keep under review the balance
of skills, expenence and diversity available
within the Board and each of the Board Sub-
Commuttees The Nominations Committee also
oversees the process for Board and Sub-
Committee performance evaluation

During the year the Commuttee has continued
to focus on building the overall capability of
the organmisation through the consideration and
approval of Executive appointments, ensuring
effective performance and development of

the Senior Leadership, and overseeing the
diversity agenda

Pensions Committee

The Penstons Committee is chaired by Virginia
Holmes The other member 1s Chnis Day, Chief
Financial Officer Susannah Storey resigned from
the Pensions Committee on 26 March 2014

The purpaose of the Pensions Committee 1s to
make recommendations to the Board in respect
of pensions and pre-retirement nisk benefits
provision within the Post Office and to put into
effect appropnate investment strategies for the
Past Office section of the Royal Mail Pension
Plan (RMPP} on behalf of the Board and in

line with the Board's investment beliefs

The Pensions Committee, with the assistance of
AON Hewitt, oversaw the investment of RMPP
assets m hine with the investment strategy
previously agreed with the Trustee of the RMPP
The transition 1s angoing and 15 due to be
completed in 2014

2013 saw the agreement to the implementation
of a cap on pensionable pay at RPI {to a maximum
of 5%) each year, therefore reducing the salary
nsk to the RMPP These changes were effective
from 1 Apn! 2014 and allowed the Post Office

to manage the costs assoctated with the RMPP
and ensured the secunty of the RMPP for the
foreseeable future

The Committee also recommended to the Board
a proposed change to the Royal Mail Defined
Contribution Plan {(RMDCP} This proposal would
change the structure of the plan by increasing
the Post Office’s contnibution to the RMDCP as
laid out in the table below

The plan members were consulted on the
changes This consultation ended on 23 May
2014, with the changes taking effect from

1 June 2014
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A summary of the changes are below

Current Proposed

Emplayee— Emplayer Emplayee Fmploycr—
Rate Rate Rate Rate

3% 5% Removed Removed

4% 6% 4% 7%

5% 7% 5% 8%

. - 6% ;%‘

The proposed change was agreed by the Board
in March 2014

Financial Services Committee

During the year a new Committee was formed

to provide guidance on, oversight of and
authornisation for the development of the Post
Office’s financial services The Committee first
met in January and its remit from the Post
Office Board includes the activities of First Rate
Exchange Services Limited ("FRES”), a 50% joint
venture with the Bank of lreland The Commuittee
has the delegated authonty of the Post Office
Board for Financial Services matters

The Commuttee s chaired by Virginia Holmes
The other members are Tum Franklin,
Non-Executive Director, and Chris Day,

Chief Financial Officer

Performance Evaluation

A board effectiveness review was carned out in
July 2013 in the form of an informal assessment
by the Chawrman and Non-Executive Directors
An appraisal of the personal effectiveness of the
Chairman was carned out by Neill McCausland,
Senior Independent Director

Annual Report and Financlal Statements 2013/ 14
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The Executive Commuttee

Below main Board level, the Executive Committee
(ExCo) 1s the most semor management body and
15 made up of the Chief Executive and each of her
direct reports, supported by some business unit
heads who report to members of the Executive
Committee ExCo works within the delegated
authorities estabhshed by the Board

The ExCo implements the strategy agreed by
the Board and monitors business performance
and development at a day-to-day level It meets
formally at least once a month to discuss
proposals for new business development, receive
financial and other performance reports, and
address urgent issues, which have arnisen wathin
the business requiring senior level resolution
Twice yearly it reviews the results of personal
performance assessments undertaken
throughout the organisation

The Chief Executive, Chief Financial Officer and
the Company Secretary attend both Board and
ExCo meetings, which facibitates and strengthens
the communication channels between the senior
leaderstup team and the Board and its
Committees

The Terms of Reference of the ExCo were
reviewed In May 2014 and are available for
download from the Post Office website The
ExCo 1s supported by four Sub-Committees
responsible for Transformation, Risk and
Compliance, Commercial and Financial issues

Risk Management

The Post Office has adopted the requirements
of the FRC Guide to Corporate Governance and
established an approach to the management of
nisk, tarlored to support the Post Office strategy
and the ambitious plans for expansion i its
chosen markets

Oversight of risk management 1s carned out

by the ARC on behalf of the Post Office Board
With a reporting hine to the ARC, the Risk and
Comphiance Commuttee 1s responstble on behalf
of the ExCo for

= The review and challenge of nisk management

« The approval and endorsement of policies
to mitigate risk

- The development of the nisk management
framework

This Committee 15 chaired by the General
Counsel and reports to the ExCo The Committee
compnses members of the ExCo, including the
Chief Executive

The Business also governs financial and related
regulatory nisk with its partner, the Bank of
Ireland, through established joint regulatory
risk committees
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Risk Management Framework

The components of nsk management in the nisk
framework were set out in the 2012/13 Annual
Report and Accounts and are available on the
Post Office website

The nisk framework is supported by the Risk and
Compliance Team, with dedicated professional
resource in place to support and adwvise line
management and assist the nsk committees

in their management of nsk

Progress

The ExCo has identified and refined the top
nsks in the organisation, focusing on those that
affect the 2020 strategy These nisks, with their
response plans, are regularly reviewed at the
Risk and Compliance Committee and the ARC
to assure the robustness of nisk assessment

and management

Risk Appetite

The Post Office s developing its risk appetite
statement with a view to establishing where
additional nisk may be taken to generate new
opportunities and/or where further treatment
of existing risks 15 required

Business Continuity

As part of the Post Office approach to nsk
management, the Post Office brings together a
wide range of business continuity arrangements
throughout the Group under one central policy
and governance framework to ensure that

the business 1s capable of withstanding any
significant threat to its ongoing operations

The Post Office 1s committed to ensuring its
business has adequate resilience and planning
that protects 1ts customers, chents, brand and
reputation from business continuity threats,
risks and incidents
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DIRECTORS” REPORT

The Directors present the Group Annual Report
and Financial Statements for the year ended 30
March 2014

Expected future developments

Expected future developments are detailed in
pages 12t0 16

Results and dividends

The profit after taxation for the year was £170
million (2013 £49 milhion) The Directors do not
recommend the payment of a dividend (2013
£nil drnvidend)

Political contnibutions

No political contnbutions were made in the year
(2013 £rl)

Research and development

There was no research and development
expenditure dunng the year (2013 £rul)

Directors and their interests

The following served as Directors during the
year

R J Callard {appointed 26 March 2014)
C M Day

T A Frankhn

V A Holmes

A Marnoch

N W McCausland

A Perkins CB

S J Storey (resigned 26 March 2014)

P A Vennells

No Director has a beneficial interest in the share
capital of Post Office Limited The emoluments
of Directors are set out in the Directors’
Remuneration Report which appears on pages
58 to 66

People

Our goal 15 to ensure that all employees are
engaged and involved in the business and are
ahgned and equipped to meet business objectives
As part of our commitment to drive better
service for customers we continue to focus

on improving the quality of our leadership,
professionahsing key roles and achieving greater
employee mnvolvement in deciston making

Training and development programmes have
been put in place to support our ambition to
create a high performance customer-onented
sales culture This ambition is further supported
by a range of bonus schemes that are based

on the achievement of business targets

Underpinning all of this s a need for digrity at
work, where everybody feels valued, 1s treated
fairly and equally, and where everyone plays

a full part in helping the business to achieve
1ts goals

Regular employee opinion surveys are conducted
to allow employees to express their views and
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opinions on important issues This two-way
communication encourages all employees
to contribute towards making business
improvements

Corporate Responsibility

The Post Office 1s commtted to carrying out
its activities in a socially responsible manner
n respect of the environment, employees,
customers and local communsties Further
information can be found on page 34

Disabled employees

The Post Office’s policy 15 to give full
consideration to apphcations for employment
from disabled persons Employees who become
disabled while employed receive full support
through the provision of training and special
equipment to facihitate continued employment
where practicable The Past Office provides
training, career development and promotion

to disabled employees wherever appropriate

Post balance sheet events

In accordance with the funding agreement with
Government announced on 27 October 2010,
for which state aid approval was received on
28 March 2012, Post Office Limited received
£330 million of funding on 1 Apnil 2014

Going Concern

After analysis of the financial resources available
and cash flow projections for the Post Office, the
Directors have concluded that it 15 appropnate that
the financial statements have been prepared on a
going concern basis Further details are provided
n accordance with the fundamental accounting
concept 1 note 1 to the financial statements

Audit information

The Dwectors confirm that, so far as they are
aware, there Is no refevant audit information
of which the auditor s unaware and that each
Director has taken all reasonable steps to
make themselves aware of any relevant audit
information and to estabhsh that the auditor
15 aware of that information

Auditor

The auditor, Ernst & Young LLP, 1s deemed
to be reappointed under section 487(2) of
the Compantes Act 2006

By Order of the Board

" GRO

Alwen {yons

Secretary

Post Office Limited

{company number 2154540)

148 Qld Street, London EC1V SHQ
25 June 2014

Annual Report and Financial Staternents 2013/ 14
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DIRECTORS REMUNERATION REPORT

Neil McCausland
Chair, Commuttee

Statement by the Chair of the
Remuneration Committee

1 welcome the opportunity to outline our progress
on Executive Remuneration during our second
year as an independent business This year has
been tough although significant progress has
been made towards our strategic objectives We
continue to operate in a challenging environment
and our remuneration framework reflects

these condhitions

The Post Office has set a clear strategy for the
remainder of this decade to create a thriving
business with a strong purpose The strategy
will reduce our rehlance on the taxpayer, thus
leading the business to finanaal sustainability
and a network used and accessed by ali sectors
of the population

When setting the performance critena for the
2013/14 incentive schemes, the targets were
deliberately made significantly more stretching
than previously and as a result, bonuses paid
this year are less than the preceding year

[DRETHHUBETHUTU R BT T

"’This year has been tough although
significant progress has been made
towards our strategic objectives.
We continue to operate in a
challenging environment and our
remuneration framework reflects
these tough conditions.

The remuneration framework for 2014/15
maintains the broad prnciples set in 2012/13 of
stretching measures and targets The measures
in the short-term mcentive plan have been
reviewed and shghtly adjusted to align with our
business objectives The performance measures
in the long-terrm incentive plan remarn the same
to ensure continuity and focus on achieving the
long-term business strategy

The Executive Directors have not received

an increase to base pay for three years An
extensive benchmarking exercise was carried
out during 2012/13 which showed that the
levels of the Executive Directors’ fixed
remuneration 1s below the lower quartile of
the market median We recogruse that this
means a growing gap between the business
and the market median may become difficult
in the future

We have throughout the year reviewed policies
and have, with the adwice of our remuneration
consultants, reviewed the clawback clause in
relation to both the short-term and long-term
incentive schemes to align with market and
best practice

The Post Office 1s owned by Government
and we have regular dialogue with our Special
Shareholder on all matters related to the
remuneration of our Executive Directors

The Remuneration Committee 1s comfortable
that the current policy provides the strong link
between reward and performance to continue
the transformational journey | commend this
report to our stakeholders

The Remuneration Report

This report has been prepared in accordance
with the provisions of the Large and Mecdwum-
sized Compantes and Groups {Accounts and
Reports) Regulations 2008, as amended in 2013,
to the extent that they are applicable for Post
Office in 1its capacity as an unhsted company

In ine with the recent changes to Government
legistation for reporting pay, the remuneration
report has been split into twa sections The
Remuneration Policy Report sets out the
Cormnmittee’s policy for remuneration and its

link to the business strategy The Annual Report
on Remuneration sets out how this policy was
apphed dunng the year under review, the
remuneration received by directors in the year
under review and how the Commuttee intends to
implementthe pohcy in the current financial year
Both sections of the report {pages 58 to 66} have

been approved by the Remuneration Commuttee
and the Board

Annual Report and Financlal Statements 2013 /14

GRO

TN G auana f

Chaur, Bemuneration Commuttee
Post Office Lirmited
25 June 2014
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Remuneration Policy report

The Committee 1s responsible for setting
the remuneration packages for the Chref
Executive and Chief Financial Officer and
determining the overall remuneration
policy for the senior team reporting into
the Chief Executive

The Commuttee’s intention i3 that the

remuneration policy should align with the

business strategy and nisk profile so that

individuals are motivated to dehver the

Post Qffice’s objectives and protect its value

The Post Office remuneration strategy 1S

based on the following

- Attracting and retaining the nght people
within an agreed policy to lead and deliver
the strategic plan

- Using incentives appropriately to reward
the achievement of the turnaround strategy
and promote the long-term viability of
the organisation
Reinforang an emerging culture of mutual
ways of working and partnershup

Providing a transparent approach to the
disclosure of pay

59

Remuneration policy summary

The table [overleaf] descnibes the current
remuneration and the breakdown of the
packages for the Executive Directors, which
compnse fixed pay (base salary, benefits and
cash n lteu of pension contributions) and pay
at nsk (STIP and LTIP)

The remuneration framework for the Executive
Directors requires consent from the Special
Shareholder each year Dunng 2013/14, the
only matenal change made to the structure

of remuneration was that the Chief Financial
Officer's STIP structure was amended in order
to ahgn it with the Chief Executive's (albeit with
a lower overall percentage of salary available)

Annual Report and Financial Statements 2013/14




Remuneration policy table

Link to strategy
Base salary

Determined by reference to the skills
and responsibilities of the individual

When determining base salary increases,
consideration 1s given 1o (1) pay and
employment conditions elsewhere in
the Past Office and (1)) market data

on comparable roles

Benefits

Participation in hfe and health assurance
schemes, company car and private
medical schemes are part of Post
Office-wide beneft programmes

Pension

Pension provision is provided by the
Post Office and 1s available to all
employees to help them meet their
retirement needs and provide a
competitive remuneration package
Executive Directors receive a salary
supplement in heu of pension
scheme membership

Short-term Incentive Plan
(STIP)

The STIP drives and rewards
performance over a single financial
year, against a set of key financial and
operational targets taken from the
balanced scorecard, set each year
according to the current priorities

for the business

STIP awards are also linked to the
achievernent of personal performance
objectives

Annual Report and Financial Staternents 2013/ 14

Operation

Directors’ salaries are reviewed annually
in July of each year The external pay
benchmarking group is a basket of
comparators, selected and agreed

with the Special Shareholder

There has been no increase to base
salary since 2011

The value of the benefits package
1s monitored by the Comnuttee and
benchmarked against comparator
organisations

A salary contribution in heu of
pension is paid as a cash supplement
to the Chief Executive and Chief
Financial Qfficer

The metrics and target ranges are
agreed annually with the Board and
the Special Shareholder as part of
the annual business and budget
planning cycle

809 of the STIP award 1s based on a
balanced scorecard and 20% is based on
individual performance objectives which
are agreed with the Board and require
approval by the Special Shareholder

The balanced scorecard 1s set annually
to include a mix of financial and
non-financial measures (including
customer, modernisation and employee
engagement measures) The precise
metnics and their weightings are
determined at the start of each
financial year

STIP awards may be subject to clawback
as described in more detail on page 63

Maximum values

There 15 no a formal cap set on salanes
However, when reviewing salartes, the
Comnmttee also pays close attention to
the level of salary increases across the
rest of the workforce

The value of the core benefit 1s
reasonable and in proportion with
the market

25% of salary

The maximum STIP opportunity for the
Chief Executive 1s 80% of salary (with
48% of salary being payable for on-target
performance) The maximum STIP
opportunity for the CFO 15 67%, with
40% payable for on-target performance

POL00026716

POL00026716
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Link to strategy

Long-Term Incentive Plan
(LTIP)

The LTIP 15 designed to reward and retain
key executives and senior managers and

to incentivise the achievement of longer

term performance goals

The payout of the award 1s based on
the achievement of strategsc targets
linked to the longer term development
growth of a sustainable business

Non-Executive Directors’ fees

To attract and retain a high calibre
Chairman and Non-Executive Directors

Notes to the policy table

The framework is approved by the Special Shareholder
Differences in remuneration policy for the Executive

Dhirectors and employees generally

-Operation

Performance measures for the LTIP
are drawn from the Post Office
Strategic Plan agreed with the
Special Shareholder

LTIP awards are made annually The
performance targets are agreed with
the Special Shareholder in advance of
each grant and will be described
annually in the Report on Remuneration

LTIP awards may be subject to clawback
as descrnibed in more detail on page 63

The fees for the Chairman are reviewed
by the Commuttee and approved by the
Special Shareholder The fees of the
Non-Executive Directors are reviewed
by the Exacutive Directors and
submitted to the Special Shareholder

The Chairman is patd a single fee to
cover all her duties The Non-Executive
Directors are paid a basic fee together
with additional fees for chairng Board
Sub Commuttees or the role of Senior
Independent Director No fees to the
Chairman or Non-Executive Directors
are pensionable

The fees have not been reviewed
since appointment

Maximum values

Up to 98% of salary for the Chief
Executive and up to 49% of salary for
the Cheef Financial Officer 1s payable at
maximum performance

There is no prescribed maximum annual
increase The Comnuttee 1s guided by
the general increase for employees and
the Executive Directors

The Chairman currently receives a single
fee of £100,000 The non-executive
dsrectors receive a base fee of £35,000

- £40,000 together with additional fees
of £5,000 - £10,000 for chainng Board
Sub Committees and for the role of
Senior Independent Director

Choice of performance measures and approach to target
setting under the STIP and LTIP

- Under the STIP, performance 1s based on achievement

against a balanced scorecard and personal performance

+ The remuneration policy for the Executive Directors
inevitably takes account of their level of responsibility
and their influence over the Company’s performance
Accordingly, a higher proportion of their total remuneration
package 15 at nisk and subject to performance {under the
STIP and LTIP}, with the incidence and potential amounts
payable under such incentives across the workforce being
determined by role and grade within the organisation

The balanced scorecard measures achievement of the
Company’'s key operational objectives and includes
metrics for financal performance, customer, people and
modernisation The Commuttee reviews the components
of the scorecard each year and vanes them as appropnate
to reflect the pnonties for the business in the year ahead

Under the balanced scorecard, a shding scale of targets is
set for each metric to encourage continuous Improvement
and chalienge the delivery of stretch performance

Under the LTIP, a2 minimum fevel of operating profit
must always be met in order for any payment to be
made The metrics were carefully chosen to align with
the Company’s long-term strategic plan, as agreed with
the Special Shareholder

Annual Report and Financial Statements 2013714
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Performance scenarios 2014/2015

The chart below shows the guantum and
composition of the current remuneration

policy for the Executive Directors under three
performance scenarios These are scenarios
showing potential remuneration assuming there
15 no STIP or LTIP payout, {fixed pay only),
on-target performance (STIP and LTIP paying
out at a target level) and maximum performance
(full payout of STIP and LTIP)

Approach 1o recruitment remuneration

The remuneration package for a new Executive
Director would normally be set in accordance
with the terms of the Company’s remuneration
policy in force at the ime of appointment

The salary for a new Executive Director may
be set below the normal market rate, with
phased increases over the first few years as
the Executive Director gains expernence in
their new role

Sometimes, to facilitate an external recruitment,
it may be necessary to consider reasonable
compensation for remuneration relinquished at
a former employer {buyout award) Should this
be the case, the terms of any buyout award
would reflect {as far as 1s reasonably possible}
the nature, performance conditions and time
horizons attaching to the remuneration foregone
with the overall package tailored to the individual
Any such award would require approval by the
Special Shareholder

For an internal appointment, any variable pay
element awarded n respect of thew previous
role will be allowed to pay out according to its
terms, adjusted as relevant to take into account
their appointment
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Statement of pay considerations
elsewhere in the Post Office

The Commuttee takes into account the pay and
employment conditions of employees elsewhere
in the Past Office when setting the remuneration
policy for the Executive Directors The balanced
scorecard used for the STIP for Executive
Directors s also used to assess performance

in the annuat bonus for Post Office managers,
providing alignment between performance

and reward for all employees at manager

level and above

Contracts and loss of office
payment policy

Each of the Executive Directors has a signed
contract with the Post Office

Service contracts normally continue until the
Executive Director’s agreed retirement date or
such other date as the parties agree The service
contracts contain provisions for early termination

In summary, the contractual provisions are
as follows

Other than for certain events
such as gross misconduct

(in which no notice must be
provided by the Company),
twelve months to be given by
the Post Office and six months
by the director

Notice period

Remuneration-  Payments in lieu of notice of

related salary and benefits including

provisions health cover, a company car or
car allowance, life and health
insurance and cash allowance
in heu of pension equivalent
to 25% of base salary
Payments in lieu of notice
are not pensionable

Change of There are no enhanced
control provisions on a change
of control

In some circumstances, the Committee may also,
at its discretion, pay a bonus to the Executive
Director equivalent to the amount that they would
have been entitled to and earned under the STIP
and LTIP, pro-rated over the portion of the year
that they were in service The Committee will take
Into account the reason for the Executive Director
leaving the company and the contnbution made
to the performance conditions
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Under the LTIP, the default treatment is that any
outstanding awards will lapse on termination of
employment However, in certain prescribed
good leaver circumstances, the awards remarn
subject to performance conditions measured to
the end of the performance period, and reduced
by reference to the portion of the period they
were employed The definition of good leaver
status is set out in the rules

Clawback provision

Executive Directors have clawback clauses in
their contracts, as well as the STiP and LTIP
rules, which provide for the return of any
aver-payments in the event of misstatement of
the accounts, error or gross misconduct on the
part of an Executive Director These provisions
are structured in line with market best practice
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Non-Executive Directors

Non-Executive Directors’ Letters of Appointment
are described in the Corporate Governance
statement (see page 52)

Statement of consideration
of shareholder's views

The Chairman of the Commuttee communicates
regularly with the Shareholder Executive on
behalf of the Specal Shareholder on all matters
concerning executive remuneration and the
Special Shareholder approves all aspects of the
framework for Executive Director Remuneration

Annual Report and Financial Staterments 2013 /14
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Annual Report on Remuneration
Remuneration for each director for the Financial Year 2013/2014 (audited)
Cashin

Annualised Actual lieu of

salary/fees  salary/fees Benefits pension STIP LTIP Total Total
Name 201372014  2093/2004  2013/2014  2013/2014  2013/2014 201372014 2013/2014  2012/2013
Non-Executive Directors
Tim Frankhin® £40,000  £37,097 - - - - £37097 £18,667%
Virginia Holmes®! £40,000  £37,097 - - - - £37097 £34,708%
Alasdair Marnoch £45,000 £45,000 - . - - £45,000 £38,589%
Neil McCausland £50,000 £50,000 - - - - £50,000 £50,000
Alice Perkins £100,000 £100,000 - - - - £100,000 £100,000
Susannah Storey!" £0 £0 - - - - £0 £0
Richard Callard® £0 £0 - - - - £0 £0
Executive Directors®
Paula Vennells £250,000 £250,000 £9,494 £62,500 £76,608 £145,250 £543,852 £697,723
Chris Day £215,000 £215,000 £9,494 £53,75¢ £54,042 £41,639 £373,925 £407,582
Total 2013/2014 £740,000 £734,194 £18,988 £116,250 £130,650 £186,889 £1,186971 £1,347269 !

" Susannah Storey was an employee of the Shareholder Executive of the Depariment for Business, innovation and Skills in
March 2013 she moved to the Department of Energy and Climate Change She receives no director s fee and resigned from

the Board on 26 March 2014

M Richard Callard 1s an employee of the Shareholder Executive of the Department for Business, tlanovation and Skills and joined

the Board on 26 March 2014 He receives no director s fee

Pl The salaries far Pauta Vennells and Chris Day remain unchanged There is no planned increase for the review in July 2014

“ Tim Franklin joined the Board 19 September 2012 Virginma Holmes joined the Board 4 April 2012 and Alasdair Marnoch
1omned the Board 23 May 2012 and ali received a pre rated payment for 2012/2013

Bl Tim Frankhin and Virginia Holmes received £5 000 as a result of taking on the Charrmanship of additional comnittees

Benefits comprise a company car {or cash equivalent), participation i hfe and health assurance schemes and private

medical provision

Pay at risk paid to Executive Directors in 2013-14 (audited)

a) Short Term Incentive Plan 2013-14

Performance metrics

The STIP payable to both the Executive
Directors 1s based on the 2013/14 Post Office
balanced scorecard (809%) and personal
performance {20%) Six measures in the
scorecard were identified for use in the STIP
These relate to financial performance (45%),
customer experience (209}, our people (10%)
and achievement of specific objectives related
to the modernisation programme {25%)
Finanaial performance was assessed through

the use of stretching net revenue and operating
profit targets The net revenue target was not met

but due to cost control the operating profit target
of £102 mullion was exceeded Our madernisation
programme continues as the Post Office proceeds
on It journey to transformation Our customers
and our people are critically important and
stretching targets were set to indicate this Overalt
performance was satisfactory but not all targets
were achieved

b) Long-Term Incentive Plan awards
2011-2014

The LTIP award to pay out this year is based

on the three-year performance penod ended 30

March 2014 The award values were as follows

Basis of award

Maximum value of

award if all performance Vesting determined

Executlve Type of award granted Yalue of award targets are met by perfoermance over
70% of salary Three financial years
Paula Vennells Cash target award £145,250 £245,000 to 30 March 2014
35% of salary Three financial years
Chris Day Cash target award £41,639% £70,234" to 30 March 2014

* 2011/12 LTIP award pro rated as Chris Day commenced employment 1 August 2011

Annyal Report and Financial Staternents 2013714
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The primary performance condition for the 2011
award was operating profit (sliding scales of
targets) based on the strategy plan

Operating profit before exceptional items for the
year-ended 30 March 2014 {£107 mulhon} was
between the target and stretch level

65

The STIP and LTIP awarded to the Chief
Executive and Chief Finanaa!l Officer expressed
as a percentage of salary 1s shown below

sTiP LTIP

2012/2013 Payment

201372014 Payment 2012/2013 Payment 2013/2014 Payment

235 % of salary as % of salary as % of salary a5 % of salary
Chief Executive 63% 31% 87% 58%
Chief Financial Officer 60% 25% N/A 19%

Outstanding interests in Long-Term Incentive Plan

Under the remuneration policy, LTIP awards
are granted annually The Chief Executive and

Chief Financial Officer have the following
outstanding awards

Targes award Stretch award Performance period

Paula Vennells - Chief Executive
2012 LTIP

2013 LTIP

Chrnis Day - Chief Financial Officer
2012 LTIP

2013 LTIP

£175,000 £245,000 Three years to 29 March 2015
£175,000 £245,000 Three years to 27 March 2016
£75.250 £105,350 Three years to 29 March 2015
£75,250 £105,350 Three years to 27 March 2016

Both the 2012 and 2013 LTIP awards are

subject to challenging financial and strategic
performance conditions based on business
profitability and the maintenance of the network
in hine with the Special Shareholder’s objectives

Total pension entitlements (audited)
Paula Vennells and Chris Day each receive a

cash supplement of 25% base pay in lieu of
pension scheme membership

Paula Vennells was previously an active member
of the Royal Mail Senior Executives Pension Plan

{an HMRC approved defined benefit occupational
pension scheme) until 5 Apnl 2012 when she

left the scheme As a result she retains past
pensionable service up until the date she left,
any increases in the deferred penston amount

1s due to revaluation not new accrual

Relative importance of the spend on
pay (audited)

The figure below shows the change in employee
costs between 2013 and 2014 relative to total
revenues

2014 2013 % difference

Total People Costs {£255m} (£259m) 15%
Of which related to Directors’ pay (£119m} {£1 35m) 119%
Total revenue excluding Network Subsidy Payment £979m £1,024m -4 4%
Remuneration of the Chief Executive over ume
The table below shows the total remuneration of  together with her STIP and LTIP payouts
the Chief Executive over three financial years, n that year

2012 2013 2014
Total remuneration £462,505 £697,723 £543,852
STIP {3 of maximum) ’ 86% 79% 8%
LTIP vesting (% of maximum) I‘io LTIP vested o "8~9~“)b ~~~~~ B 59%

" The Post Office became independent from the Royal Mail on 1 Apnil 2012 Hence, the Commuttee has chosen to set out the

Chief Executive s pay data since this date
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How the Committee intends to
implement the remuneration policy
in 2014/15

Salarnes

Salaries for the Executive Directors for 2014/15
are unchanged from last year, at £250,000 for
Paula Vennells and £215,000 for Chns Day

The next salary review wili take place in
July 2015

The Chief Executive has not been awarded any
increase In pay since April 2011 There was no
increase In pay in Apnil 2012, when the company
began operating independently from the Royal
Mail Group and the role of the Chief Executive
signuficantly increased The remuneration of the
Chief Executive and Chief Finanaial Officer has
been benchmarked and analysis shows both
Executive Directors are below the lower quartile
of the market median

Perfaormance targets for the STIP and
LTIP awards to be granted in 2014
and beyond

For 2014, the STIP will continue to be based on
performance agamst a balanced scorecard (80%)
and personal performance (20%)

The LTIP targets will continue to operate with
a performance target which i1s predominantly
linked to the Company's operating profit
performance

The Commuttee has chosen not to disclese, in
advance, the actual targets applying, as these
are deemed to be commercially sensitive

Statement of Consideration of
Shareholders Views

When setting the Remuneration Policy for

the Executive Directors the Remuneration
Committee take into consideration the views
of the Special Shareholder The policy for pay
at nisk concentrates on ensurning remuneration
15 performance lead with targets aligned with
those of the Shareholder

The current economic and political chmate

15 taken into account in terms of restraint on
pay to reflect the current practice in the public
sector All remuneration for the Executive
Durectors requires Speaal Shareholder approval

Annual Report and Financial Statemerts 2013 /14

Fees for the Chairman and
Non Executive Directors

No annual increase Is proposed to the fees

to the Charrman and the other Non-Executive
Directors An increase in fees has been made to
two Nen-Executive Directors who have taken on
addihional roles chairing Board Sub Committees
Their fees are set out in the policy report

Membership of the Committee

The members of the Commuttee are isted

in the table below All of these are independent
Non-Executive Directors In total the Committee
met five times and all committee members
attended each meeting

Commttee members
Neil McCausland
Alice Perking

Virgima Holmes

The Chief Executive attends the meeting by

invitation of the Chairman and assists the

Commuttee in its deliberations, except in matters

relating to her own remuneratwon No directors |
are involved in deciding their own remuneration

The Committee also recewves advice from the

Group People Director, with other members

of the Human Resources team and with

external consultants

External Advisors

In the year under review, advice on matters
related to executive remuneration was primarily
obtained from New Bridge Street (NBS), an Aon
Hewitt company The total fees paid to NBS i
respect of its services to the Committee dunng
the year were £27K Fees are generally agreed
in advance for each piece of work carried out
by NBS

NBS 15 a signatory to the Remuneration
Consultants’ Code of Conduct The Committee
has reviewed the operating processes in place
at NBS and s satisfied that the advice thatit
receives 1s objective and independent

QOutside directorships

Subject to Board approval, the Executive
Directors are permitted to take on Non-
Executive posttions with other companes
Paula Vennells 1s a Director of Hymns Ancient
and Modern and receved a fee of £6,350 in
respect of the year ended 31 March 2014



POL00026716
POL00026716

Financial statements

" Post Office has a really
Interesting proposition
for graduates because it's
undergoing such change.
It’'s an exciting time to be
joining the business and
I guess we’ll be able to
make a real impact.

FINANCIAL STATEMENTS
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for prepanng the Strategic
report, Directors’ report and the financial statements in
accordance with applicable law and regulations

Company law requires the Directors to prepare financial
statements for each financial year that give a true and far
view of the financial position of the Group and of the Company
and the finanaial performance and cash flows of the Group
and of the Company for that pertod Under that law the
Directors have elected to prepare the Group consolidated
financial statements in accordance with international Financial
Reporting Standards {IFRS) as adopted by the European Union
and have elected to prepare the Company financial statements
in accordance with United Kingdom Generally Accepted
Accounting Practice {Umited Kingdom Accounting Standards
and apphcable law) including Financial Reporting Standard

101 ‘Reduced Disclosure Framework” In preparing those
financial statements, the Directors are required to

+ Select suitable accounting policies and apply thermn
consistently,

« Present information, including accounting policies, in
a manner that provides relevant, reliable, comparable
and understandable information,

- Prowide additional disctosures when complance with the
specific requirements in IFRS as adopted by the European
Union 1s insufficient to enable users to understand the
impact of particular transactions, other events and
conditions on the Group’s finanaal position and
finanaal performance,

« State that applicable accounting standards have been
followed, subject to any maternial departures disclosed
and explained in the financal statements,

+ Prepare the finanaial statements on the going concern
basis unless it 1s nappropnate to presume that the
Company will continue in business,

Annual Report and Financial Statements 2013714

The Directors are responsible for keeping adequate accounting
records which disclose, with reasonable accuracy at any time,
the financial position of the Group and of the Company to
enable them to ensure that the Group consohidated financial
statements comply with the Companies Act 2006 and Article

4 of the IAS Regulation and the Company finanaal statements
comply with the Comparues Act 2006 They are also
responsible for safeguarding the assets of the Group and
Company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregulanities

The Directors confirm that to the best of their knowledge

- The Group consohdated financial statements, prepared
in accordance with [FRS as adopted by the EU and in
accordance with the provisions of the Companies Act 2006
give a true and fair view of the assets, liabilities, financial
position and profit of the Group,

- The Company financial statements prepared in accordance
with United Kingdom Generally Accepted Accounting
Practice, ncluding Financial Reporting Standard 101
‘Reduced Disclosure Framework', give a true and fair view
of the assets, habilities, financial position and profit of the
Company, and

- The management report contained n this report includes
a fatr view of the development and performance of the
business and the position of the Group as a whole and of
the Company, together with a description of the principal
nsks and uncertainties they face
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INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF POST OFFICE LIMITED

We have audited the consolidated financial statements of
Post Office Limited for the 52-week period ended 30 March
2014 which compnise the Consolidated income statement,
the Consolidated statement of comprehensive income, the
Consoldated statement of cash flows, the Consolidated
balance sheet, the Consohdated statement of changes in
equity and the related notes 1 to 24 The financial reporting
framework that has been apphed in their preparation

15 applicable law and International Financial Reporting
Standards (IFRSs) as adopted by the European Union

This report 15 made solely to the company’s members,

as a body, in accordance with Chapter 3 of Part 16 of the
Compames Act 2006 Our audit work has been undertaken so
that we might state to the company’s members those matters
we are required to state to them in an auditor’s report and
for no other purpose To the fullest extent permitted by law,
we do not accept or assume responsibility to anyone other
than the company and the company’s members as a body,
for our audit work, far this report, or for the opinions we

have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities
Statement set out on page 70, the directors are responsibie
for the preparation of the group financial statements and

for being satisfied that they give a true and fair view Qur
responstbrlity 1s to audit and express an opinton on the group
financial statements in accordance with applicabie law and
International Standards on Auditing (UK and Ireland) Those
standards require us to comply with the Auditing Practices
Board'’s Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaming evidence about the amounts

and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free
from maternial misstatement, whether caused by fraud or

error This includes an assessment of whether the accounting
policies are appropriate to the group’s circumstances and
have been consistently applied and adequately disclosed, the
reasonableness of sigruficant accounting estimates made by
the directors, and the overall presentation of the financial
statements In addition, we read all the financial and non-
financial information in the annual report to idenufy matenal
inconsistencies with the audited financial statements and to
identify any information that 1s apparently matenally incorrect
based on, or materally inconsistent with, knowledge acquired
by us in the course of performing the audit if we become
aware of any apparent material misstatements or
inconsistencies we consider the implications for our report

Opinion on financial statements
In our opinion the group financial statements

+ give a true and faw view of the state of the group's affairs
as at 30 March 2014 and of its profit for the 52-week
penod then ended,

« have been properly prepared in accordance with IFRSs
as adopted by the European Union, and

» have been prepared in accordance with the requirements
of the Companies Act 2006

Opinion on other matter prescribed by the
Companies Act 2006

In our opimon the information given in the Strategic Report
and the Directors’ Report for the financral year for which the
group financial statements are prepared Is consistent with the
group financial statements

Matters on which we are required to report
by exception

We have nothing to report in respect of the following matters
where the Companies Act 2006 requires us to report to you
of, 10 our opinion

. certan disclosures of directors’ remuneration specified by
law are not made, or

- we have not received all the information and explanations
we require for our audit

Other matter

We have reported separately on the parent company financial
statements of Post Office Limited for the 52-week penod
ended 30 March 2014

E..M’At\—{o-\w

Angus Grant (Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
London

25 June 2014
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CONSOLIDATED INCOME STATEMENT
FOR THE 52 WEEKS ENDED 30 MARCH 2014 AND THE 53 WEEKS ENDED 31 MARCH 2013
2014 2013
Notes im £m
Continuing operations
Turnover 979 1,024
Network Subsidy Payment 200 210
Revenue 1179 1,234
People costs excluding restructuring costs 3 {255) {259)
Other operating costs (850) (913-)
Share of post tax profit from joint ventures and associates n 33 32
Operating profit before exceptional ttems 4 107 94
Oheratmg excepno-r;al items i ’5 45 {47}
~ Government Grant 317 98
- Royal Mail Pension Plan amendment 102 -
~ restructurting costs ) (259)7 79
- other D) (66)
Operating profit 152 47
Profit on disposal of property, plant and equipment 3 2
Loss on sale of associate 1 - {30}
Profit before financing and taxation 155 19
Finance costs ’ ) 7 {3) ) i
Finance income 1 1
Net financing income relating to pensions 18 5 2
Profit before taxation 158 18
Taxation credit 8 12 31
Profit for the financial year from continuing operations 170 49
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CONSCLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE S2 WEEKS ENDED 30 MARCH 2014 AND THE S3 WEEKS ENDED 31 MARCH 2013
2014 2013

Nates £m im
Profit for the financial year from continuing operations 170 49
Other comprehensive income
Remeasurements on defined benefit surplus 18 (52 14
Income tax effect 8 (2) 21)
Total comprehensive itncome for the year 116 42

There are no ather comprehensive income items that will be reclassified to the profit and loss in subsequent periods
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CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE 52 WEEKS ENDED 30 MARCH 2014 AND THE 53 WEEKS ENDED 31 MARCH 2013
2014 2013
Notes im im
Cash flows from operating activities i )
Operating profit before exceptional items ) 107 94
Adjustment for
Depreciation and amortisation 4 - -
Share of profit from joint ventures and associates n (33) {32
Pension operating costs 27 25
Working capital movements {20) 63
Decrease/(increase) in trade and other recevables 45 (138}
(Decrease)/increase in trade and other payables 67) 199
Decrease/(increase) in inventores 2 (2) ,
Increase in non-exceptional provisions - 4
Pension operating costs paid (24) (26)
Cash receipts in respect of operating exceptional items 12 133
Government Grant 215 200 I
Restructuring costs {170) {52) |
Other (33) (15)
Net cash inflow from operating activities 69 257
Income tax recovered 1 n
Cash flows from investing activities
Investment in associate - {1
Dinidends received from joint ventures and associates 1 32 40
Finance income received 1 1
Proceeds from sale of property, plant and equipment 3 2 |
Proceeds from disposal of associate - 2
Purchase of non-cusrent assets {102) {58)
Net cash outflow from investing activities (66} {24)
Net cash inflow before financing activities 14 244
Cash flows from financing activities
Finance costs pasd ) 2) 3
Payments to finance lease creditors {4) (3
Repayment of borrowings from BIS (291} {86)
Net cash outflow from financing activities (297) (92}
Net (decrease)/increase in cash and cash equivalents (283} 152
Effect of exchange rates on cash and cash equivalents - m
Cash and cash equivalents at the beginning of the year 13 971 820 !
Cash and cash equivalents at the end of the year 3 688 971

For the purposes of the consolidated statement of cashflows, cash and cash equivalents consists of £738 million included
in note 13, net of a bank overdraft of £50 million which 1s disclosed in note 14
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CONSOLIDATED BALANCE SHEET
AT 30 MARCH 2014 AND 31 MARCH 2013
2014 2013
Notes £m £m
Non-current assets
Intangible assets 9 - -
Property, plant and equipment I'(')— 10 "
Investments in jOrf;t ventures and associates ) i 1 61 60
Retirement benefit surplus 18 148 a7
Trade and other receivables 12 15 10
Total non-current assets 234 178
Current assets '
Inventories i i 6 8
Trade and other receivables 12 302 352
Cash and cash equivalents 13 738 971
Financial assets - dernvatives 17 - 1
Total current assets 1,046 1,332
Total assets 1,280 1,510
Current habilities
Trade and other payables 14 (767) (874)
Financial hiabilities - interest bearing loans and borrowings 15 - {291)
- obhgations under finance leases pal (3) 3
Provisions “ ~16 (70 (19)
Total current habiities {840) {1,187)
Non-current liabilities
Financial habilities - obhgatrons under finance leases 21 - {4)
Other payables 14 (28) 24)
Provisions 16 (8 (7}
Total non-current liabilities (36) (35}
Net assets 404 288
Equity .
Share capital 19 - -
Share premium ’ ’ 465 465 i
Retained earnings 63) (179) !
Other Reserves 2 2 i
Total equity 404 288
The financial statements on pages 72 to 100 were approved by the Board of Directors on 25 June 2014 and signed on its
behalf by
GRO GRO
P A Vennells C M Day
Chief Executive Chief Finanaial Officer
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE 52 WEEKS ENDED 30 MARCH 2014 AND THE 53 WEEKS ENDED 31 MARCH 2013
Share Rezalned Other Total
premum earnings reserves equity
Notes im £m im £m
At 1 Apri 2013 465 (179) 2 288
Profit for the year - 170 - 170
Remeasurements on defined benefit surplus 18 - (52) - {52)
Income tax effect 8 - ) (2) - {2)
At 30 March 2014 465 (63) 2 404
Other reserves of £2 million relate to First Rate Exchange Services Holdings Limited, the jomnt venture entity
Share Aetained Other Total
premum earnings reserves equity
Notes im £m £m im
At 26 March 2012 465 (552) 47 {40)
Profit for the year - 49 - 49
Remeasurements on defined benefit surplus 18 - 14 . 14
Transfer of pension defiat to Government 18 - 286 - 286
Sale of interest in asscciate - 45 {45) -
Income tax effect 8 - (21} - {21)
At 31 March 2013 465 (179} 2 288

Annual Report and Financal Statements 2013714




POL00026716
POL00026716

NOTES TO THE FINANCIAL STATEMENTS

1 Accounting Policies

Financial year

The financial year ends on the last Sunday in March and for
this reason these financial statements are made up to the
52 weeks ended 30 March 2014 (2013 - 53 weeks ended

31 March 2013)

Basis of preparation

The financial statements on pages 72 to 100 have been
prepared in accordance with International Financial Reporting
Standards {IFRSs) as adopted by the European Union and

with those parts of the Companies Act 2006 applicable to
comparuwes reporting under IFRS Unless otherwise stated in
the accounting policies below, the financial statements have
been prepared under the histonical cost accounting convention

The Company s incorporated and domiciled in the United
Kingdom The Group consolidated financial statements are
presented in sterhng and all values are rounded to the
nearest £m except where otherwise indicated

Basis of consohdation

The consohdated financial statements compnse the financial
staternents of the Company and 1ts subsidiary undertaking
Subsidiaries are consolidated from the date of acquisition,
being the date on which the Group obtams control, and
continue to be consohdated until the date when such control
ceases The financial statements of the subsidianes are
prepared for the same reporting penod as the parent company,
using consistent accounting policies All intra-group balances,
transactions, unrealised gains and losses resulting from
intra-group transactions are eliminated in full

Changes in accounting policy and disclosures

The Group apphes, for the first time, 1AS 19 {Revised 2011)
Employee Benefits This has not required restatements of
prewvious financial statements as the effect of the application
of IAS 19R 1s not matenal in the opinion of the Directors IAS
19R includes a number of amendments to the accounting for
defined benefit plans, including actuanal gains and losses that
are recognised in other comprehensive income (OCH and
permanently excluded from prefit and loss which 1s consistent
with the existing policy of the Group, expected returns on
plan assets that are no longer recognised in profit or loss,
instead, there 1s a requirement to recogmise interest on the
net defined benefit asset in profit or loss, calculated using the
discaunt rate used to measure the defined benefit surplus
Other amendments include new disclosures, such as,
quantitative sensitivity disclosures

in the case of the Group, the transition to IAS 19R and the
difference in accounting for interest on plan assets and
unvested past service costs has not had a matenal impact
on the net defined benefit plan surplus The Group has
not early adopted any other standard, interpretation or
amendment that has been issued but s not yet effective

Accounting standards 1ssued but not yet applied
The following new and revised accounting standards are
relevant to the Group and are 1n 15sue but were not effective
{and 1n some instances have not yet been adopted by the EU)
at the balance sheet date

« IFRS 9 Finanaal Instruments Classification and Measurement
= IFRS 10 Consohdated Financial Statements
« IFRS 11 Joint Arrangements

77

IFRS 12 Disclosure of Involvement with Other Entities

+ |AS 27 Separate Financial Statements

+ 1AS 28 Investments in Assaciates and Joint Ventures

« JAS 32 Offsetting Financial Assets and Finanaal Liabihities
- Amendments to 1AS 32

The Directors do not expect that the adoption of the
standards listed above will have a material impact on
the financial statements of the Group in future penods

Fundamental accounting concept - gomg concern
After careful consideration of the plans for the corming years,
the Directors continue to believe that Post Cffice Limited

will be able to meet its habihties as they fall due for the
foreseeable future Accordingly, on that basis, the Directors
consider that 1t 15 appropriate that these financial statements
have been prepared on a going concern basis

The Group has net assets at 30 March 2014 and has
operated at a profit before exceptional items during
2013-14 for the sixth year running A funding agreement
with Government was announced on 27 Qctober 2010
which provided for

+ Funding of £410 milhon for 2012-13

« Funding of £415 mullion for 2013-14

» Funding of £330 million for 2014-15
Extension of the existing working capital facility with the
Department for Business, Innovation & Skills (BIS) of £115
bithon up to 31 March 2016

State Ard approval for the funding for 2012-13 to 2014-15
was received on 28 March 2012 and 1t was also recognised
that the working capital facility was no longer deemed State
Ard £410 million was received on 2 Apni 2012 and £415
milhon was received on 2 Apnl 2013

An additional funding agreement with Government was
announced on 27 November 2013 which prowided for

Funding of £280 million for 2015-16

+ Funding of £220 million for 2016-17

+ Funding of £140 milhion for 2017-18

+ Extension of the existing working capital faciity with the
Department for Business, Innovation & Skills (BIS) amended
with a hmut of £950 million from 31 March 2015 up to

31 March 2018

State Aid approval for the funding for 2015-16 to 2017-18
has not yet been recewved

This iInvestment takes the form of a Government Grant and
enables the Group to modernise the branch network and the
continuation of the Network Subsidy Payment recognises the
major social value that Post Offices provide to communities
New main and local branches are currently being rolled out
across the United Kingdom Customers are beginning to
benefit from a much better retall experience including
extended opeming hours This programme 1s designed to
make the Post Office network more self-sustaining and,

over time, less dependent on direct subsidy This will not
mnwvolve a branch closure programme

The Directors are satisfied with the continued progress made
towards modernisation duning 2013-14 and that the plans in
place and the substantial investment secured will enable the
Group to continue to modermise and to secure its future
However, they note that the scale of change required remains
sigmficant so not without nisk
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Critical accounting estimates and judgements

in applying accounting policies

The Group makes certam estimates and assumptions regarding
the future Estimates and assumptions are continually evaluated
based on histonical expenence and other factors In the future,
actual expernience may differ from these estimates and
assumptions In addition the Group has to make judgements

in applying its accounting pohcies which affect the amounts
recognised in the accounts The most significant areas where
Judgements and estimates are made are discussed below

Pension assumptions

The costs, assets and lrabilities of the pensions operated by
the Group are determined using methods relying on actuanal
estimates and assumptions These penston figures are
particularly sensitive to changes in assumptions for discount
rates, mortality and inflation rates The Group exercises its
judgement in determining the assumptions to be adopted,
after discussion with its Actuary Details of the key
assumptions are set out in note 18

Pension Lhabiliies are measured on an actuarial basis using the
projected unit crechit method and discounted at a rate equivalent
to the current rate of return on a ligh quality corporate bond

of equivalent currency and term Jtudgement has been applied

In determining that for these purposes a high quality corporate
bond constitutes AA rated or equivalent status bonds

The prior year pension deficit transfer to HM Government
on 1 April 2012 was taken directly through equity, as in
management’s judgement this transaction was undertaken
with HM Government in its capacity as the owner of Royal
Mail Holdings pic, the Company’s former parent company,
rather than in its capacity as Government

Provisians

The Group has recognised provisions where a present legal
or constructive obligation exists as a result of a past event,
where it is probable that an cutflow of resaurces will be
required to settle the obligation and a reliable estimate of
the amount can be made Prowvisions are detalled in note 16
Due to the nature of provisions the future amount settled
may be different from the amount that has been provided

Impairment of non-current assets

The Group assesses whether there are any indicators of
impairment for all non-currents assets at each reporting
date Due to ongoing operational losses (excluding the
Network Subsidy Payment) the carrying value of intangible
assets and all property pfant and equipment other than
freehold and long leasehold property has been impaired
to the recoverable amount

Revenue

Turnover from Government, financial, mails and telephony
services campnses the value of services provided Turnover
from all other products comprises the commission recewved
excluding VAT, from the Group's principal activities in providing
access to a wide range of financial and retail services through
its network of Post Office branches across the UK and other
channels Turnover relating to line rental for telephony
services Is recognised evenly over the period to which the
charges relate and revenue from calls 15 recognised at the
time the call1s made Turnover from all other transactions

15 recognised when the transaction 1s completed All turnover
1s derived wholly from within the United Kingdom
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The Network Subsidy Payment i1s Government Grant revenue
recognised to match the related costs of making available the
network of public Post Offices that the Secretary of State for
Business, Innovation and Skills considers appropnate

Net revenue

Net revenue is calculated using revenue less the directly
attributable costs of delivering the service or product

Operating exceptional items

QOperating exceptional items are items of iIncome and
expenditure ansing from the operations of the business which,
due to the nature of the events giving nse to them, require
separate presentation on the face of the income statement

to allow a better understanding of financial performance 1n
the year, in companson to prior years

Intangible assets

Intangible assets acquired separately or generated internally
are snitially recognised at cost and are reviewed for iImpairment
An impairment loss 1s recognised 1n the income statement for
the amount by which the carrying value of the asset exceeds
its recoverable amount, which 1s the higher of an asset’s net
realisable value and its value in use

Amortisation of intangible assets with finite lives 1s charged
annually to the income statement on a straight-line basis

as follows

Software 1to 6 years

Where intangible assets are impaired to their recoverable
amount on acquisition the above range of asset lives 1s
not applied

Property, plant and equipment

Property, plant and equipment 1s recognised at cost, including
attnbutable costs th bringing the asset into working condition
for its intended use

Depreciation of tangible fixed assets 1s provided on a straight-line
basss by reference to cost and to the remaining useful econamic
hives of assets and their estimated residual values The hves
assigned to majer categones of tangible fixed assets are

Range of asset lives

Land and builldings
Freehold land
Freehold buildings

Not depreciated
Up to 50 years

Leasehold builldings The shorter of the period of
the lease, 50 years or the

estimated remaining useful life

Ptant and machinery 3 - 15 years
Maotor vehicles and trailers 2 - 12 years
Fixtures and equipment 2 - 15 years

Where property, plant and equipment 1s impaired to its
recoverable amount on acquisitron the above ranges of
asset hves are not applied This is currently the case for

plant and machinery, motor vehicles and trailers and fixtures
and equipment

Impairment reviews

Unless otherwise disclosed in these accounting policies,
assets are reviewed for impairment «f events or changes
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n circumstances indicate that the carrying value may be
impaired The Group assesses at each reporting date whether
such indications exist Where appropriate, an impairment
loss 15 recognised in the mcome statement for the amount
by which the carrying value of the asset {or cash generating
unit) exceeds its recoverable amount, which 1s the higher of
an asset’s net realisable value and its value in use

Leases

Finance leases, where substantially all the nsks and rewards
incidental to ownership of the leased item have passed to
the Group are capitalised at the inception of the lease with
a cerresponding lrability recogmsed for the fair value of the
leased tem or, if lower, at the present value of the minimum
lease payments Lease payments are apportioned between
the finance charges and reduction of the lease liability so

as to achieve a constant rate of interest on the remaining
balance of the hability

Capitalised leased assets are depreciated over the shorter
of the estimated useful life of the asset and the lease term

Leases where substantially all the nisks and rewards of
ownership of the asset are retained by the lessor, are
classified as operating leases and rentals are charged to the
income statement over the lease term The aggregate benefit
of incentives are recognised as a reduction of rental expenses
over the lease term on a straight-line basis

Investments in Joint ventures and associates
Investments in joint ventures and associates within the
Group’s financial statements are accounted for under the
equity method of accounting Under this method the
mvestment is carned in the balance sheet at cost plus
post-acquisitton changes in the Group’s share of the net
assets of the jont venture/associates less any imparment
in value The income statement reflects the Group's share
of post tax profits from the jomt venture/associates The
financial statements of the joint venture are prepared for
the same reporting penod as the Group

Inventories

Inventenes include printing and stationery, retail and lottery
products, are carried at the lower of cost and net realisable
value after adjusting for obsolete or slow-moving stock

Taxation

The charge for current income tax is based on the results for the
year as adjusted for items which are not taxed or are disallowed
It 15 calculated using tax rates tn legislation that has been
enacted or substantively enacted by the balance sheet date
Deferred income tax assets and habilities are recognised for
all taxable and deductible temporary differences and unused
tax assets and losses except

mitial recognition of goodwill

the initial recogmition of an asset or Liability in a transaction
that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable
profit and loss

taxable temporary differences associated with investments
in subsidiaries, associates and interest in joint ventures,
where the timing of the reversal of the temporary
difference can be controlled and it 1s probable that the
temporary difference will not reverse 1n the foreseeable
future, and

+ deferred tax assets are recognised only to the extent that it
is probable that taxable profit will be available against which
they can be utilised

Deferred tax assets and habilities are measured at the tax
rates that are expected to apply to the peniod when the tax
asset Is realised or the lability 15 settled, based on tax rates
that have been substantively enacted at the balance sheet
date Deferred tax balances are not discounted

Current and deferred tax is recognised in the income
statements, except to the extent that it relates to items
recognised in other comprehensive income or directly to
equity In this case, the tax is also recognised in other
comprehensive income or directly in equity, respectively
Further details on deferred tax can be found in note 8 to
the financial statements

Pensions and other post-retirernent benefits

People working for the Company were employed by Royal Mail
Group Limited and seconded to the Company until 31 March
2012 On 1 Apnil 2012 they were transferred to be directly
employed by the Company Membership of occupational
pension schemes s open to most permanent UK employees
of the Company All members of defined benefit schemes are
contracted out of the earnings-related part of the State
pension scheme

The pensian assets of the defined benefit schemes are
measured at fair value Liabilities are measured on an
actuanal basis using the projected unit credit method and
discounted at a rate equivalent to the current rate of return
on a high quality corporate bond of equivalent currency and
term The resulting defined benefit asset or hability 1s
presented separately on the face of the balance sheet Full
actuanal funding valuations are carned out at intervals not
normally exceeding three years as deterrmined by the Trustees
and, actuarial valuations are carnied out at each balance sheet
date and form the basis of the surplus or deficit disclosed

For defined benefit schemes, the amounts charged te operating
profit, as part of staff costs, are the current service costs and
any gains and losses arising from settlements, curtailments
and past service costs The net difference between the
interest costs and the expected return on plan assets 1s
recognised as net pensions interest in the income statament
Actuarial gains and losses are recognised immediately in the
statement of comprehensive mcome

Any deferred tax movement associated with the actuarial
gains and losses is also recognised in the statement of
comprehensive income

For defined contribution schemes, the Group’s contributions
are charged to operating profit, as part of staff costs, in the
period to which the contributions relate

Forﬂgn currendcies

The functional and presentational currency of the Group s
sterling (£)

Transactions in foreign currencies are recorded at the spot
exchange rate ruling at the date of the transaction Monetary
assets and habilities denominated in foreign currencies are
retransiated at the functional rate of exchange ruling at the
balance sheet date Currently hedge accounting 1s not apphed
to any monetary assets and labihities All differences are
therefore taken to the income statement

Annual Report and Financial Statements 2013/ 14

79




80

NOTES TO THE FINANCIAL STATEMENTS

Trade receivables

Trade receivables are recognised and carried at original
inveice amount less an allowance for any non-collectable
amounts An estimate for doubtful debts 1s made when
collection of the full amount 1s no longer probable Bad
debts are wnitten off when identified

Borrowing costs

Borrowing costs in relation to the working capital ioan facility
are recognised as an expense when incurred unless they are
directly attnbutable to the construction or development of a
qualfying asset, in which case they are capitalised using the
weighted average cost of borrowing for the pernod of
construction/development

Government Grants

Government Grants are shown separately in the income
statement to match the expenditure to which they relate

Provisions

Provisions are recognised when the Group has a present
obfigation (legal or constructive) as a result of a past event,

it 15 probable that an outflow of resources will be required to
settle the obhgation, and a reliable estimate can be made of
the amount of the obhgation If the effect of the time value of
money is matenal, provisions are determined by discounting
the expected future cash flows at an appropnate pre-tax rate

Ftnancial instruments

The dassification of finanaial instrurments included on the
balance sheet is set out below

Financial assets

Financial assets are classified into the following categories

at fair value through the income statement, loans and
recewvables, and available for sale as appropriate based on the
purpose for which they were required Financial habilities are
classified as either fair value through the income statement
or as financial habslities measured at amortised cost

Financial habilities - interest-bearing loans

and borrowings

All loans and borrowings are classified as financial liabilities
measured at amortised cost

Financial habilities - obligations under

finance leases

All obhgations under finance lease and hire purchase contracts
are dassified as financial liabilittes measured at amortised cost

Derivative financial instruments

The Group uses denvative financial instruments to manage
its exposure to fluctuations in foreign exchange rates Such
derivative financial instruments are stated at fair value

Hedge accounting has not been claimed for foreign exchange
denvative instruments

Fair value measurement of financial instruments
The fair value of quoted investments is determined by
reference to bid prices at the close of business on the balance
sheet date

Where there 15 no active market, fair value I1s determmed
using valuation techniques These include using recent arm’s
length market transactions, reference to the current market
value of another instrument which is substantially the same,
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and discounted cash flow analysis and pricing models
Specifically, in the absence of quoted market prices, derivatives
are valued by using quoted forward prices for the underlying
currency and discounted using quoted interest rates Hence
derivative assets and habilities are within Level 2 of the fair
value hierarchy as defined within IFRS 7

For the purposes of disclosing the fair value of investments
held at amortised cost in the balance sheet, in the absence of
quoted market prices, fair values are calculated by discounting
the future cash flows of the finanaial instrument using quoted
equivalent interest rates as at close of business on the

balance sheet date

Derecognition of financial instruments

A financial asset or liability 1s derecognised when the contract
that gives nise to 1t 1s settled, sold, cancelled or expires

Cash and cash equivalents

Cash and cash equivalents in the balance sheet comprise cash
at bank and 1n hand and short-term deposits {cash
equivalents) with an oniginal maturity date of three months
or less In addition the Group uses Money Market funds as

a readily available source of cash, and these funds are also
categorised as cash equivalents

For the purpose of the statement of cash flows, cash and cash
equivalents consist of cash and cash equivalents as defined
above, net of bank overdrafts Cash equivalents are classified
as loans and receivables financial instruments

2 Segmental reporting

In accordance with IFRS 8 ‘Operating segments’, an operating
segment is defined as a business activity whose operating
results are reviewed by the chief operating decision maker
{'CODM’) and for which discrete information is available

The Group’s CODM s the Executive Committee as defined

in the Corporate Governance section on page 56

The CODM has determined the operating segments based
in the information reviewed by them for the purposes of
allocating resources and assessing performance Operating
segments have not been aggregated in order to present
reportable segments All segmental activities are located
wholly within the United Kingdom

The CODM assesses the performance of the operating
segments based on net revenue This is calculated using
segmental revenue less the directly attnbutable costs of
delivering the service or product The net revenue measure
excludes the effect of indirect costs and the effects of
non-recurnng expenditure such as redundancy costs and
asset impairment Interest income and expenditure 15 not
allocated to segments as this type of activity 1s driven by
the central treasury function

Assets and labulities as recogmised on the Group balance
sheet are not considered to be segmental assets or liabilities
but rather are managed by the Group's central functions The
information reviewed by the CODM does not include assets
or habilities sphit by segment A description of the activities
of the business segments 15 included from page 18 of the
Business review

Revenue from a major customer represents approximately

30% of the Group's total revenue in 2014 This revenue was
reported within the Mails & Retail segment
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2014
Directly
attributable Net
Revenue costs revenue
£m im £m
Mails & Retail 390 4) 386
Financial Services 279 (1) 278
Government Services 146 (30 116
Telecoms 124 (78) 46
Other 40 - 40
Sub total 979 m3y 866
Network Subsidy Payment 200 - 200
Total 1179 (113) 1,066
2013
Directly

attrbutable Net
Revenue costs revenue
Em im £m
Mails & Retail 409 (5} 404
Financial Services 281 n 280
Government Services 164 {30} 134
Telecoms 129 (85) a4
Other 41 - 41
Sub-total 1,024 (121) 903
Network Subsidy Payment 210 - 210
Total 1,234 (121) 1,113

A reconciliation between underlying segment net revenue and profit before taxation 15 provided below
2014 2013
im £m
Underlying segment net revenue 1,066 1,113
Indirect costs {992) {1,051)
Share of post tax profit from joint ventures and associates 33 32
Qperating profit before exceptional items 107 94
Operating exceptional items 45 (47)
Operating profit 152 47
Profit on disposal of property, plant and equpment 3 2
Loss on sale of associate - (30)
Profit before financing and taxation 155 19
Finance costs 3 [CY
Finance income 1 1
Net pensions interest 5 2
Profit before taxation 158 18
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3 Staff costs and numbers
Employment and related costs were as follows

2014 2013
People costs excluding restructuring costs £m £m
Wages and salanes 208 215
Social secunty costs 20 19
Pension costs (hote 18) 27 25
Total 255 259

Period end employees

Average employees

2014 2013 2014 2013
Total employees 7,787 7,886 7950 7,842
Total employee numbers can be categonsed as follows
2014 2013
Adrministration 1,691 1,345
Crown Offices 3,946 4,51
Supply Chain 1,553 1,585
Network and Crown transformation programmes 597 445
Total 7,787 7,886
4 Operating profit from continuing operations before exceptional items
Operating profit from continuing operations before exceptional items Is stated after charging
2014 2013
im im
Subpostmasters’ fees 448 478
Bureau de Change foreign currency exchange losses/{gains) 2 (1}
Deprectation - -
Operating lease charges ~ Land and buldings 19 20
- Vehicles and equigment 42 62
Fees payable to the group's auditors for audit and other services £000 £000
- parent company and group audit 314 33 |
— audit related assurance services 40 - l
- other non-audit services 103 103
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5 Operating exceptional items
2014 2013
im £m
Government Grant 317 a8
Royal Mail Pension Plan amendment 102 -
Restructuring
Bustiness transformation {5} (4)
Network transformation including subpostmasters compensation (191) {52}
Crown transformation ) ) M 9 -
Restructuring - severance ) {23 (1
- other ’ {31) (12)
Qther
Impatrment of intangible assets (note 9) {42) (25}
Impairment of property, plant and equipment (note 10) (73) 47
Total operating exceptional items 45 (47)

For further information in relation to the Royal Mail Pension
Plan amendment refer to note 18 Restructuring costs are
those incurred in order to iImplement the major transformation
programmes primarly the Crown and Network programmes
which are discussed further in the Financial Review on

page 42 Due to ongoing operational losses (excluding
Network Subsidy Payment) the carrying value of intangible
assets and all property plant and equipment ather than
freehold and long leasehold property has been impaired
to the recoverable amount

6 Directors’ emoluments
The Directors recewved the following emoluments

24 2013
£000 £000
Emoluments, excluding pension contributions and Long-Term Incentive Plans {LTIP}* 1000 1129 .
Contributions to pension schemes - 1
Amounts recevable under LTIP 187 218 |
1
*Figures include any cash supplements recewed in lieu of pensian .
Directors accruing pension entitlements durning the period under
2014 2013
Number Number
Defined benefit schemes - -
Defined contribution schemes - -
The highest paid Director received the following emoluments
2014 2013
£000 £000
Emoluments and LTIP, excluding pension contributions but including cash supplements
receved in lieu of pensions 544 698
Company contnbutions to pension schemes - 1
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7 Net finance costs
2014 2013
£fm £m
Interest receivable 1 1
Interest charge, unwinding discount on provisions (1) m
Interest payable on {oans (2) (3)
Total (2) (3
8 Taxation
(a) Taxation gains recognised in the year
2014 2013
im £m
Corporation tax credit for year (9} (10)
Tax under provided In previous years (1) -
Current tax (10) (10}
Deferred tax credit relating to the ongm and reversal of temporary differences (5) (21
Effect of change in tax rate 3 -
Income tax credit reported in the consolidated income statement (12) {31)
Deferred income tax of £2 million (2013 £21 mullion) has been charged to equity relating to actuanial movements in the
retirement benefit surplus This offsets the deferred tax credit of £2 million (2013 £21 million) that has been reported in
the consohdated income statement
(b) Factors affecting current tax credit on profit on ordinary activities
The tax assessed for the year differs from the standard rate of corporation tax in the UK of 23% (2013 24%) The differences
are explained below
2014 2013
£m im
Profit on ordinary activities before tax 158 18
Profit an ordinary activities multiplied by the standard rate of corporation tax
in the UK of 23% {2013 24%) 36 4
Net decrease in tax charge resulting from recognition of deferred tax assets 41 (35)
Expenditure disallowable for tax 1 1
Adjustment in respect of prior period (1} -
Losses from disposals ineligible for relief - 7
Effect of group relief surrenders to other compamies 1 -
Associates/joint venture profit after tax included in Group pre-tax profit (8) (8)
Total current tax (see above) (12) (31

(c) Deferred tax
Deferred tax assets relate to the following

Balance sheet

Income statement

2014 2013 2014 2013
£m £m Em im
Pensions tempaorary differences (21) (21) - -
Losses avallable for offset against future taxable income 2 21 2 21

, Total deferred tax asset - -
Income statement 2 21
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{d) Factors that may affect future tax charges

The Group has unrecognised deferred tax assets of £144
million (2013 £190 mulion), comprising £94 milhon {2013

£133 milhon) relating mainly to fixed asset timing differences,
£5 mullion {2013 £0 milhion) refating to timing differences

on provisions and £45 million (2013 £57 million} relating to
tax losses that are available to offset aganst future taxable
profits The Group has rolled over capital gains of £3 million
{2013 £3 milhion), no tax hability would be expected to
crystalhse should the assets intc which the gains have

9 Intangible assets

85

been rolied be sold at their residual value, as it 1s antiopated

that a capital loss would anse

Finance Act 2013 reduced the man rate of corporation tax

to 21% with effect from 1 April 2014 and to 20% with effect

from 1 Apnl 2015 Following these changes the deferred
tax balances were reduced from 23% to 20% The impact

of this change on deferred tax balances i1s included in these

financial statements

2014 2013
£m £m
Cost
At 1 Apnl 2013, 26 March 2012 208 183
Additions 42 25
Disposals ‘ 7 -
At 30 March 2014, 31 March 2013 243 208
Amortisation and impairnment !
At 1 April 2013, 26 March 2012 208 183
Disposals i {7} -
Impairment {see note 5) 42 25
At 30 March 2014, 31 March 2013 243 208

Net book value
At 30 March 2014 31 March 2013

The above intangible assets relate to software
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10 Property, plant and equipment
Land and buildings
Plant Fixtures
tong Short Motor and and
Freehold leasehold leasehold vehicles  machinery equipment Total
£m £m £m £m £m £m £m

Cost
At 1 April 2013 ) 87 18 114 2 1 719 981
Reclassification {S) - 3 - 2 -
Additions 20 - 4 7 - 41 72
Disposals (2) m {8) 5 - {23) (39)
At 30 March 2014 100 17 13 44 1 739 1,014
Depreciation
At 1 Apnl 2013 77 17 114 42 1 9 970
Impairment (see note 5) 16 - 7 7 - 43 73
Disposals (2) Q)] 8 {5) - {23) (39)
At 30 March 2014 91 16 13 44 1 739 1,004
Net book value
At 30 March 2014 9— ‘F- Ny . - . 10
At 31 March 2013 10 1 - - - - n

Depreciation rates are disclosed within accounting policies {note 1} No depreciation is provided on freehold land, which

represents £3 milhion (2013 £3 mullion) of the total cost of properties
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11 Investments in joint ventures and associates

The following entities have been included in the consolidated
financial statements using the equity method

Joint ventures

During 2013-14 and 2012-13, the Group’s only joint venture
investment was a 50% interest {1,000 £} ordinary A shares)
in First Rate Exchange Services Holdings Limited, whose
prinapal activity 15 the provision of Bureau de Change

First Rate Exchange Services Holdings Limited 15 2 company
registered in the United Kingdom

Assoclates

87

During 2012-13, the Group’s only associate investment was a
4999% interest {4,999 £0 01 ordnary A shares} in Midasgrange
Limited, whose principal activity 1s the provision of personal
financial products This investment was disposed of dunng

the year ended 31 March 2013

Jalng
venture Associate Total
im £m fm
Share of net assets
Total net investment at 1 Aprid 2013 60 - 60
Share of post tax pre dividend profit 33 - 33
Dwidend (32) - (32)
Total net investment at 30 March 2014 61 - 61
Joint venture Associate Total
£m Em £m
Share of net assets
Total net investment at 26 March 2012 67 22 89
Share of post tax pre dividend profit/{loss) 33 m 32
Investment in associate - 1" n
Disposal ’ - (32) 32)
Dwvidend . 40) - (40)
Total net investment at 31 March 2013 60 - 60 '
2014 2013
Joint Jont
venture venture
im £m
Share of assets and liabilities
Current assets 175 184
Non-current assets ) o 5 3
Share of gross assets 180 187
Current iabilities ) ’ (119) (127}
Share of net assets 61 60
Share of revenue and profit
Revenue 77 75
Profit after tax 33 33
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12 Trade and other receivables

2014 2013

im £m

Current
Trade recevables 54 32
Prepayments and accrued income 82 71
Chent receivables i 158 240
Other recelvvables 8 9
Total 302 352
Non-current
Prepayments and accrued income ’ 15 10

The Group receives and disburses cash on behalf of
Government agencies and other clients to customers through
1ts branch network Amounts owed from/to Government
agencies and other clients are disclosed separately as chent
receivables (as above) and chent payables (see note 14)

As at 30 March 2014 trade and other receivables of £17
milhion (2013 £16 million) were impaired and fully provided

for Dunng the year £2 million (2013 £2 milhon) of the
provision has been utiised and an additional £3 million
(2013 £4 milhion} has been provided for Trade and other
receivables of £18 mullion (2013 £8 million) were past due

but not impared The aging analysis of the past due amounts
are as follows

2014 2013
£m im
Provided for or not yet overdue 36 24
Past due not more than one month 10 7
Past due more than one month and not more than two months 1
Past due more than two months 6 -
Total 54 32
The fair value of trade and other receivables i1s not matenally different from the carrying value
13 Cash and cash equivalents
2019 2013
£m £im
Cash in the Post Office Limited network 708 879
Short-term bank deposits 30 6
Money market fund investments - 86
Total cash and cash equivalents 738 971

Cash and cash equivalents comprise amounts held physically
In cash, cash deposits available on demand or for three months
or less For the purposes of the consolidated statement of cash
flows, cash and cash equivalents consists of £738 million
defined above, net of a bank overdraft of £50 milbon which

15 disclosed in note 14
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Where interest 15 earned 1t 15 at a floating or short-term
fixed rate The far value of cash and cash equivalents s
not matenally different from the carrying value
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14 Trade and other payables

2014 2013

£m im

Current
Bank overdraft 50 -
Trade payables 55 49
Accruals and deferred income 133 110
Advance customer payments 37 50
Social secunty 14 10
Chent payables 437 528
Capital payables 31 18
Business transformation 10 7
Government Grant deferred income - 102
Total 767 874
Non-current
QOther payables 28 24
Of the £215 milhion {2013 £200 million) Government Grant £102 million} has been deferred into the balance sheet as
receved, £215 milhon (2013 £98 million) has been allocated disclosed above The fair value of trade and other payables
against income statement expenditure in accordance with the 1s not matenally different from the carrying value
terms and conditions of the Grant The remaineng £rul (2013
15 Finanaial habilities — interest bearing loans and borrowings

2014 2013

£m £m

Department of Business, Innovation & Skills loans drawn down - 291
The loans under the facility are short dated on a programme The facility 15 currently restricted to funding the cash and
of hquidity management and mature on average 1 day after near cash items held within the Post Office Limited network
the year end (2013 1 day) The fair value of borrowings is The facility (including drawn down loans) 1s secured by a
not matenally different from the carrying value On matunity floating charge over all assets of Post Office Limited and a
1t 15 expected that further loans will be drawn down under negative pledge over cash and near cash items The negative
this facility, which expires in 2018 The undrawn committed pledge 1s an agreement not to grant security over the assets
facility, in respect of which all conditions precedent had been or 1o set up a vehicle that has the same effect

met at the balance sheet date 15 £1,150 milhon (2013 £859
million) The average interest rate on the drawn down loans
15 109 (2013 1 0%}
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16 Provisions
Crown Canversions
project Network transformation Other Total
£m Em £Em im
At 1 Apnl 2013 7 10 9 26
Charged in operating exceptional
items (2) 93 27 118
Charged in operating costs - - 6 6
Utilisation {3) {52) (17} (72)
At 30 March 2014 2 51 25 78
Disclosed as
Current 2 48 20 70
Non-current - 3 5 8
2 51 25 78
The Crown Conversions project relates to past franchising Other provisions of £25 million (2013 £9 mullton) include
of Crown offices and onerous property lease provisions are property contracts, onerous lease obligations and personal
expected to be utibsed within four years injury claims
The Network Transformation provision relates to the major
transformation programme which s discussed further in the
Fimancial Review on page 42
17 Financial assets and liabilities
The Group's financial assets and hiabihties are shown n the table below
2014 2013
Non Non
Current current Total Current current Total
£m £m im im £m f£m
Cash and cash equivalents 738 - 738 971 - 971
Derivative assets - - - 1 - 1
Bank overdraft {50} - (50) - - -
BIS toan - - - (291) - (291}
Finance leases obligations (3) - (3) 3) (4} (7}
Total financial assets/{liabilities) 685 - 685 678 (4} 674

The Group's pnnapal financial assets and liabilities comprise
cash, money market igudity investments, loans and finance
leases The Group has various other financial instruments
such as trade receivables and trade payables, which arise
directly from operations are disclosed further tn notes 12
and 14

The Group enters into derivative transactions, which create
dernivative assets and liabilities, principally forward currency
contracts The purpose 15 to manage the currency risks
ansing from the Group's operations

The main nsks ansing from the Group's financial assets
and habthties are interest rate nsk, liquidity nisk, foreign
currency risk and credit risk The Board reviews and agrees
policies for managing each of these risks and they are
summarnised opposite

Annua! Report and Financial Statemenis 2013 /14

Interest rate risk

The Group's exposure to market nisk for changes in interest
rates relates to the Group's debt obligations and interest
beanng financial assets The BIS loans to Post Office Limited
of £ril {2013 £291 million} are at short-dated fixed interest
rates — average maturity 1 day {2013 average 1 day) On
maturity it 15 expected that further loans will be drawn down
under this faolity which expires in 2018 The total interest
heanng financial habilities of the Group of £20 mullion {2013
assets of £92 million) are at short-dated fixed or vanable
interest rates

The table below sets out the carrying amount by maturity of
the Group's financial instruments that are exposed to interest
rate risk
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Financial year ended 30 March 2014
Average Within 12 2-5  More than
effective 1 year years years 5 years Total
nterest rate £m £m £m £m im
Fixed rate
Short-term bank deposits/{overdrafts) 05 (20) - - - {20)
BIS loan 10 - - - - -
Obhgations under finance leases ns {3) - - - 3)
Total (23) - - - {23)
Floating rate
Money market fund investments o4 - - - = -
Non-interest bearing
Cash in Post Office network - 708 - - - 708
Net total financial assets 685 - - - 685
Financial year ended 31 March 2013
Average
effective Within 12 2-5 More than
interest rate 1 year years years 5 years Total
% im im £im £m im
Fixed rate
Short-term bank deposits 05 6 - - - 6
BiS ioan 10 (291) - - - {291)
Obligations under finance leases 100 (3 4) - - (7)
Total (288) 4) - - (292)
Floating rate
Money market fund investments 05 86 - - - 86
Non-interest bearing
Cash in Post Office network - 879 - - - 879
Denvative assets - 1 - - - 1
Total 880 - - - 880
Net total financial assets/{labilities) 678 (4) - - 674

Foreign currency risk

The Group 1s exposed to foreign currency nisk resulting from
balances held to operate Bureau de Change services The
Group's foreign currency nisk management objective is to
minimise the impact on the Income Statement of fluctuations
in the exchange rates The Group aims to hedge 90% of
significant forecast future currency balances (principally but
not restricted to US dollar and Euro) to match the anticipated
holding period of the currency The Group hedges its fareign
currency risk principally through external forward foreign
currency contracts with a number of providers including
First Rate Exchange Services Holdings Limited

Credit nsk

Credit risk refers to the nsk that a counterparty will default
on its contractual obligations resulting in financial loss to

the Group Financial credit risk arises from cash balances
(including bank deposits and cash and cash equivalents) held
by the Group and business credit risk arises from expaosures
to customers Business risk includes commissions receivable
and chient related settlements for amounts paid out of the
Post Office network on their behalf

The Group aims to minimise its financial credit risk through
the application of nsk management policies approved by the
Board Counterparties are mited to major banks and financial
institutions The policy restricts the exposure to any one
counterparty by setting appropriate credit limits

Business credit nsk 1s monitored centrally The mdividual
relationships and the contracts attached to them are managed
by dedicated teams and procedures are in place to monitor any
concentrations of credit nsk The level of bad debt incurred for
the Group 15 fess than 2% (2013 less than 1%) of turnover

Capital management

The Group's objectives when managing capital {defined as
the net of borrowings and amounts due under finance leases
and cash and cash equivalents excluding cash in the Post
Office Network) are to safequard its ability to continue as a
going concern and to maintamn an optimal capital structure
in order to support the business and maximise stakeholder
value In managing the Group's capital levels the Board and
the Executive Committee regularly monitor the level of debt
in the Group, the working capital requirements and the
forecast cash flows The Board and Executive Committee
plan accordingly following this review process in order to
meet the Group's capital management objectives
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Liguidity nsk

The Group's primary objective is to ensure that the Group
has sufficient funds available te meet its financial obligations
as they fall due This is achieved by aligning short-term
investments and borrowing facihities with forecast cash flows
Typical short-term investments include short-term bank
deposits with approved counterparties Borrowing facilities
are regularly reviewed to ensure continuity of funding The
unused facility for the Group of £1,150 million (2013 £859
million) expires in 2018

Sensitivity

As a result of the mix of fixed and varnable rate financial
nstruments and the currency hedge programmes in place,
the Group has no matenal exposure to risk from mterest
rate or exchange rate prices

The tables below set out the gross (undiscounted) contractual
cash flows of the Group's financial habilities For loans and
finance leases, these cash flows represent the undiscounted
total amounts payable including interest

2014
Finance

BIS loan lease Total
im im im

Amounts falling due in
One year or less - (3) {3)
More than 1 year but not more than 2 years - - -
More than 2 years but not more than 5 years - - -
More than & years - - -
Total - {3) (3)
2013

Finance

BIS loan lease Total
£m £m fm

Amounts falling due in
One year or less 291 4 295
More than 1 year but not more than 2 years - 4 4
More than 2 years but not more than 5 years - - -
More than 5 years - - -
Total 29 8 299
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18 Penstons

The disclosures in this note relating to the year ended

30 March 2014 and the comparatives for the year ended

31 March 2013 reflect the Post Office Limited sectionahsed
RMPP scheme which 1s independently operated by the Group
and the approximate 7% share of the RMSEPP scheme Royal
Mail Group Limited 1s the prinapal employer tn Royal Mail
Senior Executive Pension Plan (RMSEPP) and Post Office
Limited became a participating employer with effect from

1 April 2012

Durmng the year there was a consultation exercise with
members of the defined benefit Royal Mail Pension Plan on
proposed changes to the terms These changes were agreed
15 October 2013 and effective from 1 Apnil 2014 The key
change was to the definition of pensionable pay which broadly

o3

will increase in line with RPI {capped at 5%) in future
regardless of actual pay growth The changes have resulted
In 2 one-off exceptional gain of £102 million

IAS 19R has been applied retrospectively from 26 March
2012 Expected returns on plan assets of defined benefit
plans are not recognised in profit or loss Interest on net
defined benefit surplus i1s recogmsed in profit or loss,
calculated using the discount rate used to measure the
net pension surplus The impact of transition to 1AS 19R
retrospectively 1s not material to the Group, and therefore
no restatement has been required

The disclosures in this note show how the value of the assets
and habilities have been calculated at the balance sheet date

The Group participates in pension schemes as detaited below

Name

Ehgibility

Royal Mail Pension Plan (RMPP}
Royal Mail Senior Executive Pension Plan {RMSEPP)
Royal Mail Defined Contribution Plan (RMDCP)

Defined benefit
Defined henefit
Defined contribution

UK employees
UK senior executives
UK employees

Defined Contribution

The charge in the income statement for the defined
contribution schemes and the Group contributions to these
schemes was £2 milhon {2013 £1 million} durning the year

A new defined contribution plan (RMDCP) was faunched in
Apni 2009 New recruits josming from 31 March 2008 are
able to begin paying contributions to the new plan after
they have worked for the Group for a year

Defined Benefit

Both RMPP and RMSEPP are funded by the payment of
contributions to separate trustee administered funds The
latest full actuanal funding valuation of RMPP was carried
out as at 1 Apnl 2012 using the projected umt method For
RMPP, this valuation was conctuded at £135 mullion surplus
The latest full actuanal funding valuation of RMSEPP was
carried out as at 31 March 2012 using the projected unit
method For 100% of the RMSEPP plan, the valuation was
concluded at £83 million deficit RMPP includes sections
A, B and C each with different terms and conditions

Section A is for members (or beneficianies of members}
who joined before 1 December 1971,

+ Section B 1s for members (or beneficianes of members)
who joined after 1 December 1971 and before 1 April
1987 or to members of Section A who chose to receve
Section B benefits,

Section C 1s for members {or beneficianes of members)
who joined after 1 Apnl 1987 and before 1 Apnl 2008

A series of changes to RMPP and RMSEPP began to take
effect on 1 Apnil 2008 The changes encompassed

the Plans closed to new members from 31 March 2008,
all pensions and benefits earned before 1 Apnil 2008
are still inked to final salary at the time of retirement,
from 1 Apnl 2008, defined benefits building up for
employee members of the Plan are earned on a career
salary basss,

.

.

.

employees can continue to take their pension on reaching
60 but the normal retirement age increased to 65 for
benefits earned from 1 Apnl 2010,

from 1 Apnl 2010 1t 1s possible to draw pension earned
before the change to normal retrement age at 55, and
continue working while still contributing to the Pension Plan
until the maximum level of benefits has been reached, and

+ RMSEPP was closed to future accruals on 31 December 2012

Payment of £21 million (2013 £23 million) was made by the
Group durning the year in respect of regular future service
contnbutions, nearly all relating to RMPP The regular future
service contributions for RMPP, expressed as a percentage
of pensionable pay, has remamed at 17 1% (2013 17 1%),
effective from Apnil 2010 Thus rate is not expected to change
materially during 2014-15 For RMSEPP, these contributions
have remained at 35 9% (2013 35 9%) until its closure

The Group pays 7% of the total deficit payment required
to fund the deficit in RMSEPP and a payment of £1 million
{2013 £2 mullion) was made by the Group during the year
No RMPP defiat payments were made during 2012-13 or
2013-14 For RMSEPP, deficit recovery payments will be £1
million per annum, from 1 Apnl 2010 to 31 January 2024

A current hability of £n1l (2013 £nul) has been recognised

for payments to the pension schemes relating to redundancy
During the year, payments of £1 milion {2013 £2 mullion)
relating to redundancy were made

The weighted average duration of the RMPP fund 15 28 years,
and for the RMSEPP fund 1s 20 years Over the next financial
reporting penod to 29 March 2015 it 1s expected that employer
contributions to the plans will be £21 million and £1 million
for RMPP and RMSEPP respectively

The following disclosures relate to the gains/losses and
surplus/defiat in the scheme recognised for RMPP and
RMSEPP defined benefit plans in the financial statements
of the Group
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a) Major long-term assumptions

The size of the RMPP pension surplus, which is large in the  ~
context of the Group and its finances, 15 matenally sensitive to

the assumptions adopted Small changes in these assumptions
could have a significant impact on the surplus and overall
income statement charge The major long-term assumptions
in relation to both RMPP and RMSEPP were

At 30 At 31

March 2014 March 2013

%pa %P3

Rate of increase in salanes 32 43
Rate of pension increases — RMPP sections A/B 23 23
Rate of pension increases - RMPP section C 32 32
Rate of pensions increases - RMSEPP members transferred from Section A or B of RMPP 24 33
Rate of pension increases - RMSEPP all other members i 33 32
Rate of increase for deferred pensions - RMSEPP members transferred from Section A or B of RMPP 24 33
Rate of increase for deferred pensions 23 23
Discount rate 45 48
Inflation assumption (RPI) - RMPP 33 "3 3
Inflation assumption (CPl) - RMPP 23 23
Inflation assumption (RPI) - RMSEPP 34 33
Inflation assumption (CPI) - RMSEPP 24 23

In June 2010, Government announced that it was intending
to change the inflabion measure used to deternune statutory
mimmum indexation in deferment and In pavment from RPI
to CPIfrom Apnil 2011 Where relevant, the inflation
assumption has changed from RPI to CPI

The ultimate cost of the RMPP plan to the company will
depend upon future events rather than the assumptions
made The assumptions made may not be borne out in
practice and as such the cost of the plan may be higher
{or lower) than disclosed

In common with other defined benefit schemes, the main
nisk in relation to the arrangements is the value of the
assets does not keep pace with the increase in the value
of the liabthties This can anse for many reasons, but the
most significant nisks are as foliows

Investment risk
If the assets of the arrangements fall short of expectations,
this will lead to a decrease in the funded status

Asset volatility

The arrangements hold return seeking assets (including
equittes and property} which are expected to outperform
corporate bonds in the long term but give exposure to
volatility and risk in the short term RMPP does, however,
invest in hability driven investment (LD1) assets which
mitigates the impact of interest rate and inflation volatility
on the funded status
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Inflation nisk

Higher inflation rates than expected will act to increase the
plan habihities as benefits will increase to a higher level than
assumed The arrangements have a maximum pension
increase (generally 5% per annum) wntten into the rules
which imits the increase for many benefits, so hmiting the
impact of high inflation This includes pensionable pay in
RMPP, which was amended with effect from 1 Apnil 2014

In addition, the arrangement holds assets that increase in
value as price inflation expectations rise, so mitigating the
impact of nsing inflation expectations These assets include
LD1 assets in respect of RMPP

Changes in bond yrelds

A decrease in corporate bond yields will increase the plan
habihties, although this will be partially offset by an increase
in the value of the bond holdings and, to some extent, the
LD assets

Pensioner longevity
tf members live longer than expected, the liabilities would
increase because pensions would be paid for a longer time

Liabilities accrued in the Royal Mail Pension Plan to 31 March
2012 were transferred to the Royal Mail Statutory Pension
Scheme These liabilities are no longer an obligation of the
company and consequently the transfer resulted in a
significant removal of pension risk from the company
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The following table shows the potential impact on the RMPP assets and pension surplus of changes in key assumptions
2034 2013
fm £m
Changes in RPt and CPI inflation of +0 1% pa (3} {4}
Changes n discount rate of +0 1% pa 3 4
Changes in real salary growth of +01% pa {1} {6)
Changes in CPl assumptions of +0 1% pa 1)) (1)
An additional 1 year life expectancy (3) (4)

The sensitivity analysis has been prepared using projected
benefit cash flows as at the latest full actuanal valuation of
the plan The same method was applied as at the previous
reporting date The accuracy of this method 1s imited by
the extent to which the profiles of the plan cash flows have
changed since those valuations although any change is
not expected to be matenal in the context of the above

sensitivity analysis

Mortality

The mortality assumptions for the RMPP sectionalised
scheme are based on the latest self administered pension
scheme (SAPS) mortality tables with appropnate scaling
factors {106% for male pensioners and 101% for female
pensioners} For future improvements the assumptions
allow for ‘medium cohort projections with a 1 25% floor

These are detailed below

2014 2013
Average expected hfe expectancy from age 60
For a current 60-year-old male RMPP member ’ 26 years 26 years
For a current 60-year-old female RMPP member 29years 29 years
For a current 40-year-old male RMPP member 29 years 29 years
For a current 40-year-old female RMPP member 32years 32 years

b) Plans’ assets
The assets in the plans for the Group were

Market value

Market value

2014 2013
im £m

Sectionalised RMPP
UK equities 1 2
Overseas equities 18 27
Government bonds i - 2
Corporate bonds i ’ 118 134
Property 5 .
Cash and cash equivalents o 38 69
Other assets* 80 9
Fair value of RMPP assets 260 243
Present value of RMPP liabifities i (30} ) (144)
Surplus in plan before asset ceiling adjustment 170 99
Less effect of asset cetling (23) 3
Surplus in plan after asset celling adjustment 147 96

*Other assets include a diverse range of managed funds which include investment in real estate, worldwide equities and emerging debt
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Market value Market value |

2004 2013
£m £m

Share of RMSEFPP
UK equities 1 4
Overseas equities 9 6
Government bonds - .
Corporate bonds 13 12
Property 2 1
Other assets 1 2
Fair value of share in plan assets for RMSEPP 26 25
Present value of share in plan habilities for RMSEPP (24) (24)
Surplius in plan for the share of RMSEPP before asset celling adjustment 2 1
Less effect of asset celling U] -
Surplus in plan for share of RMSEPP after asset ceiling adjustment 1 1
A retirement benefit surplus of £148 million 1s disclosed on the There 15 no element of the above present value of habilities
balance sheet, representing the surplus in plans of £170 million that arises from plans that are wholly unfunded

and £2 million for RMPP and RMSEPP respectively, and net
of tax of £24 million at a rate of 35% on the element of the
surplus which 1s recoverable through a refund from the plans

The major categories of RMPP plan assets as a percentage
of total plan assets are as follows

2014 2013
% %
Secunties with quoted price in an active market
UK equities - 1
Overseas equities 7 N
Government bonds - 1
Corporate bonds 45 55
Property 2 =
Cash and cash equivalents 15 28
Other assets 31 4
Total quoted securities 100 100

<) Movement in plans’ assets and liabilities
Changes in the fair value of the plans’ assets are analysed as follows

Sectionalised RMPP 2014 Sectionalised RMPP 2013

£m im
Assets

Assets in sectionalised RMPP at beginning of period 243 2,108
Transfer of pension assets to Government N (1,953)
Contnbutions paid 22‘ 25
Employee contributions paid 8- 8
Finance income 12 1
Actuanial (losses)/gans (24) 46
Benefits paid to members i o m {2)
Assets in sectionalised RMPP at end of peniod 260 243
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Share of RMSEPP 2014 Share of RMSEPP 2013
£m £&m
Assets
ghare of assets in RMSEPP at beglr;nmg of penod ’ i i 25‘ 21
Contnbutions paid 1- 2
Movement in contnbutions accrued - -
Employee contributions paid - -
Finance u“ncom~e o 1' ’ 1
Actuarial gatns - 1
Benefits paid to members 1) -
Share of assets in RMSEPP at end of penod 26 25

Changes in the present value of the defined benefit pension obligations are analysed as follows

Sectionalised RMPP 2014 Sectionalised RMPP 2013

im £m

Liabilities
Liabthties in sectionahised RMPP at beginning of penod (144). (2,313)
Royal Mail Pension Plan amendment 102 -
Transfer of pension habihties to Government - 2,239
Current service cost (25)‘ (24)
Curtallment costs® “ (l)- (2)
Finance cost ~ (7). (&)
Employee contributions (8)_ (8)
Actuarial loss 8) 29
Benefits paid 1 2
Liabilities in sectionalised RMPP at end of period (90) (144)
Share of RMSEPP 2014 Share of RMSEPP 2013
£m fm

Liabilities
Share of trabtlities in RMSEPP plans at beginning of period (24). (22)
Current service cost - -
Curtailment costs* - -
Finance cost m 1
Employee contnbu‘tx;:ns ’ ’ i i - -
Actuanal gan/{loss) . 1)
Benefits paid 1 o
Share of liabilities in RMSEPP at end of penod (24) {24)

“The curtallment costs in the income statement are recognlised on a consistent basis with the associated compensation tosts Estimates of both are included
for example in any redundancy provisions raised The curtaliment costs sbove represent the costs associated with those people paid compensation tn respect
of redundancy during the accounting pened Such payments may occur In an accounting period subsequent to the recognition of costs in the income statement
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An analysis of the separate components of the amounts recogmsed i the performance statements of the Group 15 as follows

Sectionalised RMPP 2014

Sectionalised RMPP 2013

£m £m
Analysis of amounts recognised in the income statement
Analysis of amounts charged to operating profit before exceptional items ’ ’
Current service cost 25- 24
Total charge to operating profit before exceptional items
Analysis of amounts {credited)/charged to operating exceptional items ’ .
Royal Mail Pension Plan amendment (102 -
Loss due to curtailments 1 2
Total (credit)/charge to aperating profit {76) 26
Analysis of amounts charged/(credited) to net pensions interest i
Interest on plan habilities 7 9
Interest income on plan assets (12) (1)
Net pensions credit to financing {S) {2)
Net (credit)/charge to the income statement before deduction for tax (81) 24
Analysis of amounts recogmised in the statement of changes in equity
Transfer of pension habilities to Government - 2,239
Transfer of pension assets to Governmant - {1,953)
Gain on transfer to Government - 286
Total gamns recognised in the statement of changes in equity - 286
Analysis of amounts recogmised i the statement of comprehensive income
Actual return on plan assets (12)— 57
Less expected interest income on plan assets 12) amn
Less taxation on surplus recoverable through plan refunds 20) (3}
Actuanal {losses)/gains on assets (all experience adjustments) {a4) 43
Expenence adjustments on liabilities - {20)
Effects of changes in actuanal assumptions on habilities (8) [©)]
Actuanal losses on liabihties 8 (29)
Total actuaral (losses)/gans recognised in the statement of comprehensive
income {52} 14
19 Called up share capital
2014 2013
£ £
Authorised
Ordinary shares of £1 each | 51,000 51,000
Total 51,000 51.000
Allotted and issued
Ordinary shares of £1 each 50,003 50,003
Total 50,003 50,003
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20 Commitments

Capital commutments contracted for but not provided in the
financial statements amount to £68 million {2013 £48 million)

The Group 1s commutted to the following minimum lease
payments under non-cancellable operating leases

Land and buildings

IT equipment

2014 2013 2014 2013
£m im im im
Within one year 20 16 - 15
Between one and five years 45 42 - -
Beyond five years 31 38 - -
Total 96 96 - 15
21 Finance lease habilities
2014 2013
Prasent Prasent
value value
of minimum of mintmum
Mimmum lease Mimenum lease
payments payments payments payments
£m £m £m £m
Within one year 3 3 4 3
Between one and five years - - 4 4
Total mimimum lease payments 3 3 8 7
Less amounts representing finance charges = - ity o
Present value of mimimum lease payments 3 3 7 7
Of which
Current 3 3
Non-current - - 4

The aggregate finance charges allocated for the penod in
respect of finance leases was £470,680 (2013 £738,859)
The fair value of finance lease liabilities 1s not materially
different from the carrying value

22 Related party disclosures

Joint venture
The following company 15 a joint venture of the Group

The Group has finance lease contracts for equipment

The leases have no terms for renewal, purchase options or
escalation clauses and there are no restrictions concerning
dividends, borrowings or additional leases The leases have
an average term of six years

Company Country of incorporation % Holding Principal activities

First Rate Exchange Services

Holdings Limited United Kingdom 50 Bureau de Change
Associates

The following company was an associate of Post Office Limited during the prior year The Group's interest was disposed of in
September 2012

Company Country of incorporation % Holding Principal activities
Midasgrange Linited United Kingdom 50 Financial services

All shareholdings are equity shares
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Related party transactions

During the year the Group entered into transactions with
the following related parties The transactions were in the
ordinary course of business The transactions entered into

and the balances outstanding at the financia! year end were
as follows

Salesfrecharges to
related party

Purchasesfrecharges

Amounts owed to
retated party including
outstanding loans

Amounts owed from
related party including

from related party outstanding loans

2014 2013 2004 2013 2014 2013 2014 2013
£m £m im £m £m £m £m Em
Raoyal Mail plc 356 Eral 40 37 29 - 50 4
Romec Limited - 10 8 - - 8 2
Midasgrange Limited - 35 - 1 - - - -
First Rate Exchange Services
Holdings Limited 27 27 125 125 5 7 6 1"
The sales to and purchases from related parties are made Separately

at normal market prices Balances outstanding at the year
end are unsecured, interest free and settlement 1s made
by cash Royal Mait plcis an associate of Postal Services
Holding Company Limited Midasgrange Limited was an
associate of the Group until September 2012 and First Rate
Exchange Services Holdings Limited is a joint venture of
the Group

The Group trades with numerous Government bodies on an
arm’s length basis Transactions with these entities are not
disclosed owing to the significant volume of transactions that
are conducted

the Group has certain loan facihities with Government
{note 15),

the Group has received a Government Grant of £215
million, £215 million of which was recognised through
the income statement, and

the Group has received the Network Subsidy Payment
from Government (note 1)

Key management comprises Executive and Non-Executive
Directors of the Post Office Limited Board and the members
of the Executive Commuttee at 30 March 2014 The aggregate
remuneration of the key management personnel of the Post
Office Group 1s set out below

2014 2013

£000 £000
Short-term employee benefits 3,582 3,568
Post-employment benefits 59 19
Other long-term benefits 439 651
Total 4,080 4,338

23 Post balance sheet events

In accordance with the funding agreement with Government
announced on 27 October 2010, for which State Aid approval
24 Immediate and ultimate parent company

At 30 March 2014, the Directors regarded Postal Services
Holding Company Limited as the immediate and ultimate
parent company The largest group to consohdate the results
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INDEPENDENT AUDITOR'S REPORT FO THE MEMBERS OF POST OFFICE LIMITED

We have audited the parent company financial statements
of Post Office Ltd for the 52-week period ended 30 March
2014 which comprise the Statement of Comprehensive
Income, Statement of Changes in Equity, Balance Sheet and
the related notes 1 to 22 The financial reporting framework
that has been apphed in ther preparation s apphcable law
and United Kingdom Accounting Standards (Umited Kingdom
Generally Accepted Accaunting Practice) including Financial
Reporting Standard 101 ‘Reduced Disclosure Framework’

This report 1s made solely to the company's members, as

a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Qur audit work has been undertaken
so that we might state to the company's members those
matters we are required to state to them in an auditor’s
report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume respensibility
to anyone other than the company and the company’s
members as a body, for our audit work, for this report,

or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities
Statement set out on page 70, the directors are responsible
for the preparation of the parent company financal statements
and for being satisfied that they give a true and fair view Qur
responsibility 15 to audit and express an opinion on the parent
company financial statements in accordance with applhicable
law and International Standards on Auditing {UK and Ireland)
Those standards require us to comply with the Auditing
Practices Board's Ethical Standards for Auditors

Scope of the audit of the finanaial statements

An audit involves obtaining evidence about the amounts

and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free
from matenal misstatement, whether caused by fraud or
error This includes an assessment of whether the accounting
policies are appropriate to the parent company’s circumstances
and have been consistently apphed and adeguately disclosed,
the reasonableness of sigruficant accounting estimates made
by the dwectors, and the overall presentation of the financial
statements In addition, we read all the financal and non-
financial information in the annual report to identfy matenal
inconsistencies with the audited financial statements and to
identify any information that 1s apparently matenally incorrect
based on, or matenally inconsistent with, the knowledge
acquired by us in the course of performing the audit Iif we
become aware of any apparent matenal misstatements or
inconsistencies we constder the implications for our report
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Opinion on financial statements
In our opinton the parent company financial statements

- give a true and fair view of the state of the company’s
affaws as at 30 March 2014,

- have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice, and

~ have been prepared in accordance with the requirements
of the Companies Act 2006

Opinion on other matter prescnbed by the
Companies Act 2006

In our opinion the information given 1n the Strategic Report
and the Directors’ Report for the financaial year for which the
financial statements are prepared 1s consistent with the
parent company finanaal statements

Matters on which we are required to report
by exception

We have nothing to report in respect of the following matters
where the Companies Act 2006 requires us to report to you
if, 1N our opimion

- adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have
not been received from branches not visited by us, or

« the parent company financial statements are not in
agreement with the accounting records and returns, or

- certain disclosures of directors’ remuneration specified
by faw are not made, or

- we have not received ali the information and explanations
we require for our audit

Other matter

We have reportéd separately on the group financial
statements of Post Office Ltd for the 52-week period
ended 30 March 2014

B—r& ‘-1&/‘“-'(

Angus Grant (Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
London

25 June 2014
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Company statement of comprehensive income at 30 March 2014
2014 2013
Notes im £m
Profit for the financial year 169 74
Other comprehensive income
Remeasurements on defined benefit surplus 13 (52) 14
Income tax effect {2) {21)
Total comprehensive income for the year 115 67

There are no other comprehensive income items that will be reclassified to the profit and loss in subsequent penods
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Company balance sheet at 30 March 2014
2014 2013 2012
Notes im £m im
Intangible assets 2 - -
Tangible assets 3 0 n 1
Investment in subsidianes 4 - - T
Investments in joint ventures and associates S 1 1 5
Retirement benefit surplus 13 148 97 -
Total non-current assets 159 109 16
Current assets
Stocks 6 8 6
Debtors - receivable within one year 302 352 226
Debtors - receivable In more than one year 15 10 -
Financial assets — investments 7 30 92 62
Financial assets - dernvatives - 1 -
Cash at bank and in hand 8 708 879 758
1,061 1342 1,052
Current habilittes
Creditors - amounts falling due within one year 9 {770) 877) (587)
Financial habilities - interest bearning loans and borrowings 10 - (291) (377)
Net current assets 291 174 88
Total assets less current habilities 450 283 104
Creditors - amounts failing due after more than one year 1" {28) (28) [£:3]
Prowvisions for habilities 12 (78) (26) {14}
Retirement benefit obligation 13 - - (206)
Net assets/(hiabilities} 344 229 (124)
Capital and reserves
Called up share capital 14 - - -
Share premium 465 465 465
Profit and loss account (121} (236} (589)
Shareholder's surplus/{deficit) 344 229 (124)

The financial statements on pages 103 1o 119 were approved by the Board of Directors on 25 June 2014 and signed on its

GRO

behalf by G R 0

P A Vennells
Chief Executive
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Company statement of changes i equity at 30 March 2014
Share Retained Total
premism earnings equity
Notes £m im £m
At 1 Apnl 2013 465 (236) 229
Profit for the year , - 169 169
Remeasurements on defined benefit surplus 13 - {52) {52}
Income tax effect - {2) (2)
At 30 March 2014 465 (121 344 .
|
Share Retained Total
premium earnings equity
Notes £m £m im
At 26 March 2012 465 (589) (124) '
Profit for the year - 74 74
Remeasurements on defined benefit surplus 13 - 14 14 I
Transfer of pension defiat to Government 286 286
Income tax effect - (21 (20
At 31 March 2013 465 {236} 229
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NOTES TO THE FINANCIAL STATEMENTS

1 Accounting Policies

The accounting policies which follow set out those which apply
in prepanng the financial statements for the year ended 30
March 2014

Financial year

The financial year ends on the last Sunday in March and
accordingly, these financial statements are made up to the
52 weeks ended 30 March 2014 (2013 53 weeks ended

31 March 2013}

Authorisation of inanoal statements and
statement of compliance with FRS 101

The parent company financial statements of Post Office Limited
{the 'Company’) for the year ended 30 March 2014 were
authorised for issue by the Board of Cirectors on 25 June

2014 and the balance sheet was signed on the Board's behalf
by P A Vennells and C M Day Post Office Limited 1s a hmited
company incorporated and domiciled in England and Wales

These financial statements were prepared in accordance

with Financial Reporting Standard 101 Reduced Disclosure
Framework (FRS 101} and in accordance with the applicable
accounting standards These financial statements are prepared
under the historical cost convention

As permitted by Section 408 of the Companies Act 2006

Post Office Limited has not presented its own profit and loss
account The result dealt with in the accounts of the company
amounted to £169 million profit (2013 £74 million profit)

The results of Post Office Limited are included in the
consoldated finanaal statements of Postal Services
Holding Company Group which will be available from
Companies House

Basis of preparation

The Company has transitioned tc FRS 101 from previously
extant UK Generally Accepted Accounting Practice for all
penods presented The Company has adopted FRS 101 early
which 15 permitted under the Standard Transition tables
showing all matenal adjustments are disclosed in note 22

The Company has taken advantage of the following disclosure
exemptions under FRS 101

(a) the requirements of IFRS 7 Financial Instruments
Disclosures

(b) the requirements of paragraphs 91-99 of {FRS 13 Fair
Value Measurement

(¢} the requirement in paragraph 38 of IAS 1 ‘Presentation of
financial Statements’ to present comparative information
in respect of
1 paragraph 73(e) of IAS 16 Property, Plant and Equipment
it paragraph 118{e) of IAS 38 Intangible Assets

(d} the requirements of paragraphs 10{d), 10(f), 39(c) and
134-136 of 1AS 1 ‘Presentation of Financial Statements’

(e} the reguirements of I1AS 7 Statement of Cash Flows

{f) the requirements of paragraphs 30 and 31 of IAS 8 ‘Accounting
Policies, Changes in Accounting Estimates and Errors'

-

the requirements of paragraph 17 of IAS 24 ‘Related
Party Disclosures’

(g

(h;

R

the requirements of IAS 24 ‘Related Party Disclosures’ te
disclose related party transactions entered into between
two or mare members of a group, provided that any
subsidiary which 1s a party to the transaction 1s wholly
owned by such a member
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In making an assessment of the Company’s ability to continue
as a going concern, the Directors have considered the gaing
concern assessments made in relation to the Group {see note
1 on page 77) and are of the view that it 1s appropriate that
these finanaal statements have been prepared on a going
concern basis

Critical accounting estimates and judgements
in applying accounting policies

The Company makes certain estimates and assumptions
regarding the future Estimates and assumptions are
continually evaluated based on histonical expenence and other
factors In the future, actual expertence may differ from these
estimates and assumptions In addition the Company has to
make judgements in applying its accounting policies which
affect the amounts recognised in the accounts The most
significant areas where judgements and estimates are made
are discussed below

Pension assumptions

The costs, assets and labilittes of the pensions operated
by the Company are determined using methods relying on
actuarnal estimates and assumptions These pension figures
are particularly sensitive to changes in assumptions for
discount rates, mortality and inflation rates The Group
exercises its judgement in determining the assumptions

to be adopted, after discussion with its Actuary Details

of the key assumptions are set out 1n note 13 of the
Company financial statements

Pension labilities are measured on an actuarial basis using

the projected unit credit method and discounted at a rate
equivalent to the current rate of return on a high quality
corporate bond of equivalent currency and term Judgement
has been apphed in determining that for these purposes a
high quality corporate bond constitutes AA rated or equivalent
status bonds

The prior year pension defiat transfer to HM Government
on 1 Apnl 2012 was taken directly through equity, as in
management’s jJudgement this transaction was undertaken
with HM Government In its capacity as the owner of Royal
Mail Holdings ple, the Company’s former parent company,
rather than in its capacity as Government

Provisions

The Company has recognised provisions where a present legal
or constructve obligation exists as a result of a past event,
where it 15 probable that an outflow of resources will be
required to settle the obligation and a reliable estimate of the
amount can be made Provistons are detailed in note 12 Due
to the nature of provisions the future amount settled may be
different from the amount that has been provided

Impairment of non-current assets

The Company assesses whether there are any indicators of
impairment for all non-currents assets at each reporting date

Due to ongoing operational losses (excluding the Network Subsidy
Payment) the carnying value of intangible assets and all property
plant and equipment other than freehold and long leasehold
property has been impatred to the recoverable amount

Intangible fixed assets

Intangible assets acquired separately or generated internally
are imibally recognised at cost and are reviewed for
impairment An imparrment loss 15 recognised in the profit
and loss account for the amount by which the carrying value
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of the asset exceeds its recoverable amount, which is the
higher of an asset’s net realisable value and its value in use

Amortisation of intangible assets with finite lives is charged
annually to the profit and loss account on a straight-hine basis
as follows

Seftware 1to 6 years

Where intangible fixed assets are impaired to therr
recoverable amount on acquisition the above range of asset
lives 1s not applied

Tangible fixed assets

Tangible fixed assets are recognised at cost, including
attributable costs in bringing the asset into working condition
for its intended use

Depreciation of tangible fixed assets 15 provided on a straight-
{ine basis by reference to net book value and to the remaining
useful economic hives of assets and their estimated residual
values The lives assigned to major categories of tangible fixed
assets are

Range of asset lives

Land and buildings
Freehold land
Freehold buildings

Not depreciated
Up to 50 years

The shorter of the perniod of
the lease, 50 years or the
estimated remaining useful life

Leaseheld bulldings

Plant and machinery 3 - 15 years
Motor vehicles and trailers 2 - 12 years
Fixtures and equipment 2 - 15 years

Where tangible fixed assets are impaired to their recoverable
amounts on acquisition the above ranges of asset lives are
not applied Thisis currently the case for plant and machinery,
motor vehicles and trailers and fixtures and equipment

Impairment reviews

Unless otherwise disclosed in these accounting pohaes, fixed
assets are reviewed for imparment if events or changes in
arcumstances indicate that the carrying value may be impaired
The Company assesses at each reporting date whether such
indications exist Where appropniate, an impairment loss 15
recognised in the profit and loss account for the amount by
which the carrying value of the asset {or cash generating unit}
exceeds its recoverable amount, which 15 the hugher of an
asset’s net realisable value and its value in use

Leases

Finance leases, where substantially all the risks and rewards
incidental to ownership of the leased item have passed to the
Company are capitalised at the inception of the lease with

a corresponding lhiability recogrused for the fair value of the
leased item or, if lower, at the present value of the mimimum
lease payments Lease payments are apportioned between
the finance charges and reduction of the lease hability so

as to achieve a constant rate of interest on the remaining
balance of the liability

Capitalised leased assets are depreciated over the shorter
of the estimated useful iife of the asset and the lease term

Leases where substantially all the nsks and rewards of

ownerstip of the asset are retained by the lessor, are
classified as operating leases and rentals are charged to the
profit and loss account over the lease term The aggreqate
benefit of iIncentives are recognised as a reduction of rental
expenses over the lease term on a straight-line basis

Investments in joint ventures and associates
Investments in joint ventures and associates within the
Company's financial staternents are stated at cost less
any accumulated impairment lasses

Investments in subsidiarnies

Investments in subsidianies within the Company's financial
statements are stated at cost less any accumulated impairment
losses The carrying value relates salely to the Company's
investment in Post Office Management Services Limited,

a 100% subsidiary of the Company and is less than £1m

Stocks

Stocks, which include printing and stationery, retail and lottery
products, are carned at the lower of cost and net realisable
value after adjusting for obsolete or slow-moving stock

Deferred tax

Deferred tax 1s generally provided in full on timing differences
at the balance sheet date, at rates expected to apply when
the tax hability {or asset) crystallises based on substantively
enacted tax rates and law Timing differences arise from the
inclusion of items of iIncome and expenditure in taxation
computations in periods different from those in which they
are included in the financial statements

Deferred tax 1s not recognised in the following instances

on gains on disposal of fixed assets where, on the basis of
available evidence, 1t 1s more likely than not that the taxable
gain will be rolled over into replacement assets and charged
to tax only when there is a commitment to dispose of those
replacement assets,

on unremitted earnings of subsidianes and associates
where there 1s no commitment to remit those earnings, and
deferred tax assets are recognised only to the extent that
the Directors consider that it 1s more hikely than not that
there will be suitable taxable profits from which the future
reversal of the underlying timing differences can be deducted

Deferred tax assets and habilities are not discounted
Deferred tax is charged or credited directly to reserves
if 1t relates to items that are crecited or charged directly
to reserves Otherwise it is recognised in the profit and
loss account

Pensions and other post-retrement benefits

People working for the Company were employed by Royal Mail
Group Limited and seconded to the Company until 31 March
2012 On 1 Apnl 2012 they were transferred to be directly
employed by the Company Membership of occupational
pension schemes 1s open to most permanent UK employees

of the Company All members of defined benefit schemes

are contracted out of the earnings-related part of the State
pension scheme

The pension plans’ assets of the defined benefit schemes

are measured at far value Liabilittes are measured on an
actuanal basis ustng the projected unit credit method and
discounted at a rate equivalent to the current rate of return
on a high quality corporate bond of equivalent currency and
term The resulting defined benefit asset or hiability 15 presented
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separately on the face of the balance sheet, net of any
associated deferred tax balance Full actuanal valuations are
carried out at intervals not normally exceeding three years

as determined by the Trustees and, with appropnate updates
and accounting adjustments at each balance sheet date, form
the basis of the deficit disclosed

For defined benefit schemes, the amounts charged to
operating profit, as part of staff costs, are the current service
costs and any gains and losses ansing from settlements,
curtailments and past service costs

The net difference between the interest costs and the
expected return on plan assets 1s recognised as net pensions
interest in the profit and loss account Actuarial gains and
losses are recogmised immediately in the statement of
comprehensive income Any deferred tax movement
associated with the actuanal gains and losses 1s also
recognised in the statement of comprehensive Income

For defined contnibution schemes, the Company's contributions
are charged to operating profit, as part of staff costs, in the
perod to which the contributions relate

Fo reign currencies

The functional and presentational currency of the Company
ts sterling (£)

Transactions in foreign currences are recorded at the rate

ruling at the date of the transaction (or at the contracted rate

if the transaction is covered by a forward foreign currency
contract) Monetary assets and habilittes denominated in foreign
currencies are retranslated at the rate of exchange ruling at the
balance sheet date {or the appropniate forward contract rate)

All differences are taken to the profit and loss account

Debtors

Debtors are recognised and carried at onginal invoice amount
less an allowance for any non-collectable amounts An estimate
for doubtful debts 1s made when collection of the full amount
15 no langer probable Bad debts are written off when identified

Financial assets - investments {current assets)

Financial assets — investments in the balance sheet comprise
short-term deposits and money market funds All financial
assets — mvestments are classified as loans and recevables

and are measured at amortised cost using the effective
interest rate method Gains and losses are recogmised in the
profit and loss account when the investments are derecognised
or impaired, as well as through the amortisation process
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Financial habilities — interest-bearing loans

and borrowings

Al loans and borrowings are classified as financial habilities
measured at amortised cost Borrowing costs are recognmised
as an expense when incurred

Financial habilities - obligations under finance
lease and hire purchase contracts

All obligations under finance lease and hire purchase contracts
are classified as financial habilities measured at amortised cost

Borrowing costs

Borrowing costs are recogrused as an expense when incurred
unless they are directly attributable to the construction or
development of a qualifying asset, in which case they are
capitalised using the weighted average cost of borrowing

for the period of construction/development

Fair value measurement of financial instruments
The fair value of quoted investments 1s determined by
reference to tnd prices at the close of business on the balance
sheet date Where there is no active market, fair value 1s
determined using valuation technmiques These include using
recent arm’s length market transactions, reference to the
current market value of another instrument which 1s
substantially the same, and discounted cash flow analysis

and pricing models

For the purposes of disclosing the fair value of investments
held at amortised cost in the balance sheet, in the absence of
quoted market prices, far values are calculated by discounting
the future cash flows of the financial instrument using quoted
equivalent interest rates as at close of business on the
balance sheet date

Derecogrution of financial instruments

A financial asset or hability 1s derecogmised when the contract
that gives rise to 1t 1s settled, sold, cancelled or expires

Government Grants

Government Grants of a revenue nature are recognised
to match costs in relation to the performance of certain
specified actwities

Auditor’s remuneration
The remuneration pad to auditors is disclosed in the Group
financial statements {note 4)

Director’s emolurments

The emoluments paid to Directors are disclosed in the Group
financial statements {note 6)
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2 Intangible assets
2014
£m
Cost
At 1 Apni! 2013 208
Additions ’ 42
D;sposals 4. o ‘ (7}
At 30 March 2014 243
Amortisation and impairment
At 1 Apnl 2013 208
Disposals {7)
Impairment 42
At 30 March 2014 243
Net book value
At 30 March 2014 and 1 Apnl 2013 o i -
The above intangible assets retate 10 software
3 Tangible fixed assets
Land and buildings '
Plant Fixtyres
Long Short Motor and and
Freehold leasehold teasehold vehicles  machinery  equipment Total
im £m £m £m fm £m £m
Cost
“At t April 2013 87 18 114 42 1 ne 981
Reclassification {5) - 3 - - 2 -
Additions 20 - 4 7 - 41 72
Disposals (2) {1} (8) (5} - {23} (39)
At 30 March 2014 100 17 13 44 1 739 1,014
Depreciation
At 1 April 2013 77 7 14 42 1 79 970
impairment {see note 5 in the Group
Finanoal Statements) 16 - 7 7 - 43 73
Disposals (2) 1) (8) {5) - (23) (39}
At 30 March 2014 91 16 "3 44 1 739 1,004
Net book value
At 30 March 2014 9 1 - - - - 10
At 1 Apnl 2013 10 1 - - - - "
Depreciation rates are disclosed within accounting policies 4 Investment in subsidiaries

{note 1) No depreciation s provided on freehold land, which
represents £3 million (2013 £3 mithon) of the total cost
of properties

The carrying value of £100 relates solely to the Company’s
ivestment in Post Office Management Services Limited, a
100% subsidiary of the Company
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5 Investments in joint ventures
2014 2013
£m im
Investment in joint ventures 1 1
Joint ventures First Rate Exchange Services Holdings Limited 1s a company
During 2013-14 and 2012-13, the Company’s only joint registered in the United Kingdom
venture investment was a 50% interest {1,000 £1 ordinary A
1a
A shares) in First Rate Exchange Services Holdings Limited ssociates
with a carrying value of £0 6 million {2013 £0 6 million), Details of assoaiates are disclosed in the Consohdated
whaose principal activity 1s the provision of Bureau de Change Group financial statements {note 11)
6 Debtors
204 2013
£m im
Receivable within one year
Trade debtors 54 32
Prepayments and accrued income 82 71
Chent debtors 158 240
Other recevables 8 9
Total 302 352
Receivable after more than one year
Prepayments and accrued income 15 10
7 Current financial assets — investments
2014 2013
£m £im
Money market funds - 86
Short-term deposits - bank 30 6
Total 30 92
8 Cash at bank and in hand
2014 2013
£m im
Cash in the Post Office Limited network 708 879
9 Creditors — amounts falling due within one year
2014 2013
im £m
Bank overdraft 50 -
Trade creditors and accruals 188 159
Advance customer payments 37 50
Social secunty 14 10
Client creditors 437 528
Obligations under finance leases 3 3
Capital gredutors 31 18
Business transformation payments 10 7
Government Grant - 102
Total 770 877
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10 Fimanaal habthities - interest bearing loans and borrowings
2014 2013
£m £m
Department of Business, Innovation & Skills loans drawn down . 291
Total facility 1,150 1,150

The loans under the facility are short dated on a programme
of iquidity management and mature on average 1 day after
the year end (2013 1 day) On matunity it 1s expected that
further loans will be drawn down under this facility, which
expires in 2018 The undrawn committed facility, in respect

of which all conditions precedent had been met at the balance
sheet date 1s £1,150 mullion (2013 £859 million) The average
interest rate on the drawn down loans s 10% (2013 1 0%)

The facility 1s currently restricted to funding the cash and

near cash items held within the Post Office Limited network

The facility {including drawn down loans) s secured by a
floating charge over all assets of Post Office Limited and a

negative pledge over cash and near cash items The negative
pledge 1s an agreement not to grant security over the assets
or to set up a vehicle that has the same effect

11 Creditors - amounts falling due after more than one year

2014 2013

£m £m

Obligations under finance leases - 4

Other payables 28 24

Total 28 28
12 Prowisions for lhabilities

Crowan Conversions Network

Project Transformation Other Total

£m £m im im

At 1 Apnl 2013 7 10 9 26

Charged in operating

exceptional items {2) 923 27 18

Charged in operating costs - - 6 6

Utilisation 3 (52) (7 (72)

At 30 March 2014 2 51 25 78

The Crown Conversions project relates to past franchising
of Crown offices and onerous property tease provisions are
expected to be utihsed within four years

The Network Transformation provision relates to the major
transformation programme which s discussed further in the
Financial Review on page 42

Other provisions of £25 million {2013 £9 million} inciude

property contracts, onerous lease obhgations and personal

injury claims
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13 Pensions

The disclosures in this note relating to the year ended

30 March 2014 and the comparatives for the year ended

31 March 2013 reflect the Post Office Limited sectionahsed
RMPP scheme which i1s independently operated by the
Company and the approximate 7% share of the RMSEPP
scheme Royal Mail Group Limited is the principal employer
in Royal Mail Sentor Executive Pension Plan (RMSEPP) and
Post Office Limited became a participating employer with
effect from 1 April 2012

Durning the year there was a consultation exercise with
members of the defined benefit Royal Mail Pension Plan

on proposed changes to the terms These changes were
agreed on 15 October 2013 and effective from 1 Apnl 2014
The key change was to the definition of pensionable pay which
broadly will increase in line with RPI (capped at 5%) in future
regardless of actual pay growth The changes have resulted

in a one-off exceptional gain of £102 million

The disclosures in this note show how the value of the assets
and liabilities have been calculated at the balance sheet date

The Company participates in pension schemes as detalled
below

Name

Ehgiblity

Royal Mail Pension Plan (RMPP)
Royal Mail Semior Executive Pension Plan (RMSEPP)
Royal Mait Defined Contnbutron Plan (RMDCP)

Defined benefit
Defined benefit
Defined contribution

UK employees
UK semior executives
UK employees

Defined Contribution
The charge in the profit and loss account for the defined

contribution schemes and the Company contnbutions to these

schemes was £2 million (2013 £1 milhon) during the year

A new defined contribution plan (RMDCP) was launched in
April 2003 New recruits joiming from 31 March 2008 are
able to begin paying contributions to the new plan after
they have worked for the Company for a year

Defined Benefit

Both RMPP and RMSEPP are funded by the payment of
contributions to separate trustee administered funds The
latest full actuarial funding valuation of RMPP was carried
out as at 1 Apnl 2012 using the projected unit method For
RMPP, this valuation was concluded at £135 midlion surplus
The latest full actuanal funding valuation of RMSEPP was
carried out as at 31 March 2012 using the projected umt
method For 100% of the RMSEPP plan, the valuation was
concluded at £83 million deficit RMPP includes sections
A, B and C each with different terms and conditions

+ Section A i1s for members (or beneficiaries of members)
who joined before 1 December 1971,

Section B s for members {or beneficiaries of members)
who joined after 1 December 1971 and before 1 Apnl
1987 or to members of Section A who chose to receive
Section B benefts,

Section Cis for members (or beneficiartes of members)
who jomned after 1 Apnl 1987 and before 1 Apnl 2008

A senes of changes to RMPP and RMSEPP began to take
effect on 1 April 2008 The changes encompassed

.

the Plans closed to new members from 31 March 2008,
all pensions and benefits earned before 1 Apnl 2008
are stll inked to final salary at the tme of retirement,
from 1 April 2008, defined benefits building up for
employee members of the Plan are earned on a career
salary basis,

-
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employees can continue to take their pension on reaching
60 but the normal retirement age increased to 65 for
benefits earned from 1 Apnil 2010,

from 1 Apnl 2010 1t 1s possible to draw pension earned
before the change to normal retirement age at 55, and
continue working while stdl contributing to the Pension Plan
unttl the maximum level of benefits has been reached, and

- RMSEPP was closed to future accruals on 31 December 2012

Payment of £21 million (2013 £23 million) was made by the
Company during the year in respect of regular future service
contributions, nearly all relating to RMPP The regular future
service contributions for RMPP, expressed as a percentage
of pensionable pay, has remained at 171% (2013 171%),
effective from April 2010 This rate 1s not expected to change
matenally during 2014-15 For RMSEPP, these contributions
have remained at 35 9% (2013 35 9%) until its closure

The Company pays 7% of the total defiat payment required
to fund the defiat in RMSEPP and a payment of £1 million
{2013 £2 million) was made by the Company during the year
No RMPP deficit payments were made dunng 2012-13 or
2013-14 For RMSEPP, deficit recovery payments will be £1
million per annum, from 1 Apnil 2010 to 31 January 2024

A current hability of £mil (2013 £mil) has been recognised for
payments to the pension schemes relating to redundancy
During the year, payments of £1 million (2013 £2 mullion)
relating to redundancy were made

The weighted average duration of the RMPP fund 15 28 years,
and for the RMSEPP fund 15 20 years Over the next financial
reporting penod to 29 March 2015 it 1s expected that
employer contributions to the plans will be £21 million

and £1 million for RMPP and RMSEPP respectively

The following disclosures relate to the gains/losses and
surplus/defiait in the scheme recognised for RMPP and
RMSEPP defined benefit plans in the financial statements
of the Company
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a) Major long-term assumptions

The size of the RMPP pension surplus, which s large in
the context of the Company and its finances, 1s materally

sensitive to the assumptions adopted Small changes in these
assumptions could have a significant impact on the surplus
and overall profit and loss charge The major long-term
assumptions in relation to both RMPP and RMSEPP were

AL 30 March At 31 March

2014 2003

% pa % pa
Rate of increase m salaries 32 43
Rate of pension m—(reases - RMPP sections A/B ’ ’ “ 23 23
Rate of pension increases — RMPP section C i ~ 32 32
Ruate of pensions increases - RMSEPP members transferred from Section A or B of RMPP i 24 33
Rate of pension increases — RMSEPP all other members i v 33 32
Rate of increase for deferred pensions - RMSE—F’P members transferred from Sectlonn A or B of RMPP ) 24 33
Rate of increase for deferred pensions ’ 23 ) 23
Discount rate ’ 45 48
Inflation assumption {RP1) ~ RMPP i ’ 33 i3
tnflation assumption {CP1) - RMPP 23 23
Inflation assumption (RP1) - RMSEPP 34 33
Inflation assumption (CPI) - RMSEPP 24 23

In June 2010, Government announced that 1t was intending
to change the inflaticn measure used to determine statutory
minimum indexation in deferment and in payment from RPI
to CPI from Apnil 2011 Where relevant, the inflation
assumption has changed from RPI to CPI

The ultimate cost of the RMPP plan to the Company will
depend upon future events rather than the assumptions
made The assumptions made may not be borne out in
practice and as such the cost of the plan may be higher
{or lower} than disclosed

In common with other defined benefit schemes, the main risk
n relation to the arrangements 15 the value of the assets does
not keep pace with the increase in the value of the habilities
This can anise for many reasons, but the most sigmificant risks
are as follows

Investment risk
If the assets of the arrangements fall short of expectations,
this will lead to a decrease in the funded status

Asset volatility

The arrangements hold return seeking assets {including
equities and property) which are expected to outperform
carporate bonds in the long term but give exposure to
volatility and nisk in the short term RMPP does, however,
invest in liability drniven investment (LDI) assets which
mitigates the impact of interest rate and inflatron volatility
on the funded status

inflation risk

Higher inflation rates than expected will act to increase the
plan habilities as benefits will increase to a higher level than
assumed The arrangements have a maximum pension
increase {generally 5% per annum) written into the rules
which limits the increase for many benefits, so imiting the
impact of high inflation This includes pensionable pay n
RMPP, which was amended with effect from 1 Apnil 2014

In addition, the arrangement holds assets that increase in
value as price inflation expectations rise, so mitigating the
impact of nsing inflation expectations These assets include
LDl assets in respect of RMPP

Changes in bond yields

A decrease in corporate bond yields will increase the plan
liabilities, although this will be partially offset by an increase
in the value of the bond holdings and, to some extent, the
LDl assets

Pensioner longevity
If members hive longer than expected, the liabilities would
increase because pensions would be paid for a longer time

Liabilities accrued in the Royal Mail Pension Pian to 31 March
2012 were transferred to the Royal Mail Statutory Pension
Scheme These habihties are no longer an obligation of the
Company and consequently the transfer resulted in a
significant removal of pension nsk from the Company

The following table shows the potential impact on the RMPP
assets and pension surplus of changes in key assumptions

2014 2013

im £m

Changes in RPl and CPlinflation of +0 1% pa (3) @)
Changes in dnsccru;t}ate of +0 1%;;a o i i i o . 3 T4
(Ehanges in real salary growih of +0 1% pa" o o - m 6)
‘Changes n CPl assumptions of +01% pa 0TI W W
An additional 1 year qu;z expectancy ’ ‘ ) i ) 3} o 4)
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The sensitivity analysis has been prepared using projected Mortality
benefit cash flows as at the latest full actuanal valuation of The mortality assumptions for the RMPP sectionalised
the plan The same method was applied as at the previous scheme are based on the latest self administered pension
reporting date The accuracy of this method is limited by scheme (SAPS) mortality tables with appropniate scaling
the extent to which the profiles of the plan cash flows have factors (106% for male pensioners and 101% for female
changed since those valuations although any change is pensioners) For future improvements the assumptions
not expected to be matenal in the context of the above allow for ‘medium cohort’ projections with a 1 25% floor
sensitivity analysis These are detatled below
2014 2013
Average expected life expectancy from age 60
For a current 60-year-old male RMPP member 26 years 26 years
For a current 60-year-old female RMPP member 29 years 29 years
For a current 40-year-old male RMFP member 29 years 29 years
For a current 40-year-old female RMPP member 32 years  32years
b) Plans’ assets
The assets in the plans for the Company were
Market value Market value
2014 2013
£m im
Sectionalised RMPP
UK equities 1 2
Overseas equities 18 27
Government bonds - 2
Corporate bands 18 134
Property 5 -
Cash and cash equivalents 38 69
Other assets* a0 9
Fair value of RMPP assets 260 243
Present value of RMPP habilities {90) (144)
Surplus in plan before asset celling adjustment 170 99
Less effect of asset celling (23} (3)
Surplus in plan after asset celling adjustment 147 96

*Other assets include a diverse range of managed funds which include investment in real estate worldwide equities and emerging debt

Market value

Market value

2014 2013
im £m
Share of RMSEPP
UK equities 1
Overseas equities 9
Government bonds - =
Corporate bonds 13 12
Property 2 1
Other assets 1 2
Fair value of share in plan assets for RMSEPP 26 25
Present value of share in plan habilities for RMSEPP (24) (24)
Surplus in plan for the share of RMSEPP before asset celling adjustment 2 1
Less effect of asset celling 1) -

Surplus in plan for share of RMSEPP after asset ceiling adjustment
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A retrement beneft surplus of £148 million s disclosed on the There 1s no element of the above present value of habilities
balance sheet, representing the surplus in plans of £170 million that arises from plans that are wholly unfunded
and £2 million for RMPP and RMSEPP respectively, and net of The major categones of RMPP assets as a percentage
tax of £24 million at a rate of 35% on the element of the of total plan assets are as follows
surplus which is recoverable through a refund from the plans
2014 2013
% %
Secunties with quoted price in an active market
UK equities - 1
Overseas equities i ) } 7 11
Government bonds - 1
Corporate bonds ‘ 45 55
Property 2 -
Cash and cash equivalents 15 28
Other assets 31 4
Total quoted secunties 100 100

¢) Movement in plans’ assets and liabilities
Changes in the fair value of the plans’ assets are analysed as follows

Sectionalised RMPP 2014 Sectionalised RMPP 2013

£m £m |
Assets w
Assets in sectionalised RMPP at beginning of penod 243 2,108
Transfer of pension assets to Government - (1,853)
Contributions pad 2 25
Employee contributions paid 8 8
Finance income 12 1k
Actuanal (lossygain {24) 46
Benefits paid to members (1)A (2)
Assets in sectionalised RMPP at end of penod 260 243
Share of RMSEPP 2014 Share of RMSEPP 2013
£m £m
Assets A
Share of assets in RMSEPP at beginning of penod 25 21
Contributions paid ) i l. 2
Movement in c;)ntnbutlons accrued - -
Employee contributions paid . .
Finance income l‘ 1
Actuanal gains : -: 1
Beneﬁtsﬂpald to members ‘ o T ~ ) (U} R
Share of assets in RMSEPP at end of perniod 26 25
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Changes in the present value of the defined benefit pension obligations are analysed as follows

Sectionalised RMPP 2014

Sectionabsed RMPP 2013

£m £m

Liabilities
Liabilities in sectionalised RMPP at beginning of perniod (144). ’ {2,313}
Royal Mail Pension Plan amendment IOZY -
Transfer of pension labilities to Government . 2,239
Current service cost (25} (24)
Curtailment costs* m (2)
Finance cost (3’)- (9)
Employee contributions (8 (8)
Actuarial loss (8} 29)
Benefits paid 1 2
Liabilities in sectionalised RMPP at end of period (90) (144)
Share of RMSEPP 2014 Share of RMSEPP 2013
£m £m

Liabilities
Share of liabilities in RMSEPP plans at beginning of perniod (24) {22)
Current service cost - -
Curtailment costs* - -
Finance cost th n
Employee contnbutions - .
Actuarial loss - m
Benefits paid 1 -
Share of habibities 1n RMSEPP at end of penod (24) (24)

*The curtailment costs in the profit and loss accaunt are recognised on a conststent basis with the assouated compensation costs Estimates of both are
included for example In any redundancy provislons raised The curtailment costs above represent the costs assoclated with those people paid compensation
in respect of redundancy during the accounting period Such payments may occur in an accounting period subsequent to the recognition of costs in the profit

and loss account
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An analysis of the separate components of the amounts recogrised in the performance statements of the Company is as follows

2014 sectionalised RMPP

2013 sectionalised RMPP

£m im
Analysis of amounts recognised in the profit and loss account
Analysis of amounts charged to operating profit before exceptional items A
Current service cost 25 24
Total charge to operating profit before exceptional items
Analysis of amounts charged to operating exceptional items
Royal Mail Pension Plan amendment (102) -
Loss due to curtailments 1 2
Total (credit)/charge to operating profit (76) 26
Analysis of amounts charged/(credited) to net pensions interest
Interest on plan habilities 7 9
Interest tncome on plan assets {12 (1)
Net pensions credit to financing {5} {2)
Net (credit)/charge to the profit and loss account before deduction for tax 81 24
Analysis of amounts recognised in the statement of changes in equity
Transfer of pension habilities to Government - 2,239
Transfer of pension assets to Government - {1,953)
Gain on transfer to Government - 286
Total gams recognised i the statement of changes in equity - 286
Analysis of amounts recognised in the statement of comprehensive income
Actual return on plan assets (12) 57
Less expected interest income on plan assets (12) n
Less taxatton on surplus recoverable through plan refunds (20) (3)
Actuarnial (losses)/gains on assets (all expenence adjustments) (44) 43
Experience adjustments on ltabilities - (20)
Effects of changes in actuarial assumptions on liabilities {8) )
Actuanal losses on liabilities {8) (29)
Total actuanal {losses)/gains recognised in the statement of
comprehensive imcome 52) 14
14 Share Capital
2014 2013
% %
Authonsed
Ordinary shares of £1 each 51,000 51,000
Total 51,000 51,000
Allotted and 1ssued
Ordinary shares of £1 each 50,003 50,003
Total 50,003 50,003
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15 Commitments
Capital commitments contracted for but not provided in the
financial statements amount to £68 million (2013 £48 million)

Details of the Company commitments under non-canceliable
operating leases are disclosed in the Group finanaial
statements (note 20)

16 Finance lease habihities

Details of the Company’s finance lease Labiities are disclosed
in the Group financial statements (note 21)

17 Related party disclosures

Details of transactions with related parties are disclosed
i the Group financial statements {note 22)

18 Operating exceptional items

Details of operating exceptional items are disclosed in the
Group financial statements {note 5)

19 Taxation

Details of the taxation gains recognised In the year are
disclosed in the Group financial statements {note 8a)

20 Post balance sheet events

In accordance with the funding agreement with Government
announced on 27 October 2010, for which State Aid approval
was received on 28 March 2012, Post Office Limited received
£330 million of funding on 1 Apnil 2014

21 Immediate and ultimate parent company

At 30 March 2014, the Directors regarded Postal Services
Holding Company Limited as the immediate and ultimate
parent company The largest group to consolidate the results
of the Company 1s Postal Services Holding Company Limited,
a company registered in the United Kingdom Postal Services
Holding Company Limited financial statements can be
obtained from Comparies House
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22 Transition to FRS 101

For all periods up to and including the year ended

31 March 2013, the Company prepared ts financial
statements in accordance with the previously extant
Umited Kingdom generally accepted accounting practice
{UK GAAP) These financial statements, for the year ended
30 March 2014 are the first the Company has prepared

in accordance with FRS 101

Accordingly, the Company has prepared individual financial
statements which comply with FRS 101 applicable for peniods
beginming on or after 26 March 2012 and the significant
accounting policies meeting those requirements are described
in the relevant notes

In prepanng these financial statements, the Company has
started from an opening balance sheet as at 26 March 2012,

the Company’s date of transition to FRS 101, and made those
changes in accounting policies and other restatements required
for the first-time adoption of FRS 101 As such, this note
explains the principal adjustments made by the Company in
restating 1ts previously published UK GAAP financial statements
for the year ended 31 March 2013 No restatements are
required in relation to the Company balance sheet for the

year ended 25 March 2012

On transitron to FRS 101, the Company has applied the
requirements of paragraphs 6-33 of IFRS 1 ‘First time
adoption of International Financial Reporting Standards’

IFRS 1 allows first-time adopters certain exemptions from
the general requirements to apply IFRSs as effective for
March 2074 year ends retrospectively The Company has
taken advantage of the following exemptions

Cumulative actuarial gans and losses on pensions and other
post employment benefits are recognised in full in equity on
the date of transition to IFRS This i1s the same treatment as
under UK GAAP
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FRSIO1
remeasurements/ IFRS
UK GAAP reclassifications total
Notes £m £m im
Reconailiation of equity as at 31 March 2013
Intangible assets - - =
Tangible assets 11 - 1
Investment in subsidianes - - -
Investments in joint ventures and associates 1 - 1
Retirement benefit surplus 1 100 {3) 97
Debtors - receivable after more than one year 2 10 {10) -
Total non-current assets 122 (13) 109
Current assets
Stocks_ ) ) 8 - 8
Debtors - receivable within one year 352 - 352
Debtors - receivable after more than one year - 10 10
Financial assets - investments 92 - 92
Financial assets — derivatives “l - 1
Cash at bank and in hand B79 - 879
1,332 10 1.342
Current liabilities ’
Creditors - amounts falling due within one year (877) - (877)
Financial habilities - interest bearing loans and borrowings {291) - {291)
Net current assets 164 10 174
Total assets less current habilities 286 3) 283
Creditors - amounts falling due after more than one year (28) - (28)
Provisions for liabilities (26) - (26)
Net assets 232 (3) 229
Capital and reserves
Called up share capital - - -
Share premium 465 - 465
Profit and loss account (233) {3) (236)
Shareholder's surplus 232 {3) 229

1 Under IFRS the retirement benefit surplus as at 31 March
2013 was assessed under IFRIC 14 which requires the
maximum asset to be recognised using appropnate recovery
methods An element of the defined benefit surplus on the
balance sheet was recoverable through a reduction in future
pension contributions which created a separate deferred tax
hability The remainder was recoverable through a refund
from the pension scheme which was subject to a tax deduction
at 35% which was shown net against the pension surplus
Under UK GAAP no retirement benefit surplus 1s recognised
based on refunds, and the surplus as at 31 March 2013

was recoverable fully through a reduction in future pension
contnibutions and therefore created a larger deferred

tax hability

The impact of transition to FRS 101 has been to decrease the
retirement benefit surplus as at 31 March 2013 by £3 milhion
n order to recognise the tax deduction on the element of
the surplus recoverable through a refund from the pension
scheme This also had the effect of reducing the actuanal
gain recogrused through reserves from £17 mullion under

UK GAAP, to £14 million under FRS 101

The effect of the transition on reported profit of the Company
for the year ended 31 March 2013 15 as follows

£m
Profit for the year ended 31 March 2013
under UK GAAP 76
Deferred tax asset (2)
Profit for the year ended 31 March 2013
under IFRS 74

The corresponding movement in the deferred tax hability

1s taken through the Company statement of comprehensive
income, and therefore has no overall effect on equity

2 The use of FRS 101 requires preparation of a balance
sheet in accordance with ‘The Large and Medium-sized
Compamies and Groups (Accounts and Reports) Regulations
2008’ which requires presentation of debtors falling due
after more than one year within current assets
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