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The Post Office
in numbers

Our aim is to provide customers with the
things that are important to them — from
mail to their broadband package, from car
insurance to their savings account. Whether
customers come into a branch, are on the
move or shop online, we work hard to
deliver a great experience. That's the

Post Office promise.

11,780

branches

‘ customers v181t a Post Offlce branc:hi
_each week, mcludmg a thlrd of the .
UK s small busmesses

Ne:

UK travel money provider

Annual Report and Financial Statements 2012-13
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Other highlights

e Number one Mails retailer

® [ argest deployer of contactless
enabled terminals in Europe

® Sixth largest telecoms
provider in the UK

® /54 branches offer world-

leading identity technology

of UK population is within
three miles of a branch
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Overview

Chaitmans foreword
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Fit for the future

founded on
our history

It is with great pleasure and pride that
[ write the foreword to the first Annual
Report and Financial Statements for the
Post Office as an independent business.

Alice Perkins Chairman

Highlights

e Revenues are up for a second year, and
we are on the road to reducing our
reliance on subsidy

e We are modernising branches and
providing new services to our customers

e The transition to independence has been
smooth without any loss of service

Annual Report and Financial Statements 2012-13

This Report describes the way in which the
Post Office has embarked on a remarkable

journey of transformatior.

Thanks to our Shareholder, the government, we
are investing millions of pounds into our network
over three years up to April 2015, There is

no longer a programme of Post Office branch
closures. Instead, we are modernising the network
and inc sing our opening hours. We are offering
New serv and developing new methods of
interacting with our customers, working with our
key partners in new ways, cutting costs and
increasing our reventes,

All of this puts the Post Office on the path to
securing financial sustainability for the long term.
We are reducing our dependence on the taxpayer
to the minimum and changing our culture so that
we respond proactively to changes in the world
around us, in partnership with the key people on
whom we depend for the delivery of our services,
A seriesof important changes have already
happened,and many more are in the pipeline

Moving to independence

We ceased to be a subsidiary of Royal Mail Group
Limited in April 2012 and began operating
independently, as sister companies, under Royal
Mail Holdings plc. Working closely with our
colleagues at Royal Mail Group, good progress
was made during 2012-13 in the complex process
of separating the two organisations — so much

so that the transition to date has been remarkably
smooth, withoutany loss of service or impact

on standards.

[ have completed the formation of my Board

and we are now operating Board governance in
keeping with best practice in the corporate world.
Full details of the Board members and our Board
committees can be found on pages 40 and 44
I'am delighted to have been able to appoint such
able people, with varied backgrounds, who are

all commit to supporting and challenging the
Post Office as it undergoes the changes which
must be made if we are to secure its future,
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~ Overview

The Post Office has a long
and honourable 370-year
history. We need to retain the
essence of what has made it

great and made it loved,
while at the same time
making it fit for the future.

We achieved a number of notable successes last
year. For the second year running, our revenues
are up on the previous year, despite the difficult
economic environment, and we are on the road to
reducing our reliance on the Network Subsidy
Paymentreceived from the government.

Modernisation and growth
We have made great headway in our plan to
modernise the network of branches run by

into new operating models which give much
better service to customers,resulting in higher
footfall and turnover. And we have made real
improvements to the running of our Crown
branches, where the operatingloss hasreduced
this year from £46 million to £37 million.

The Post Office has won a number of new
government contracts uncder which we are
providing some completely new servicesand
enabling central and local government to realise
significantadministrative savings. We are also
offering new financialservices, maintaining our
appeal to customers who come to us for the
reliability and transparency of our financial offers.
Our mails business, meanwhile, remains the
market leader and is increasingly innovative.

We are also on the path to creating the right
conditions for the mutualisationof the Post Office,
These require both financial sustainability anci
completely new ways of working with our key
stakeholdersacross the board. In the last year,

we have taken the first steps towards achieving
both of these goals, with our strong financial
performance on the one hand and the creation
and work of the Stakeholder Forum on the other.

Governance
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We are clear ahouf the way forward for the Post
Office, and the changes that need to take place to
build on the successes set out in this Report, We
are equally clear that there are significant
additional challenges ahead; the going is not easy.
This turnaround, like any other, requires people
throughout the organisation and their partnersto
work in new ways. We need to win new business
on commercial terms and manage our fixed costs
more effectively, while at the same time finding
the resources to operate on our own two feet and
to modernise and innovate,

Revenue up o;
previous year

Reduced Crown

I'would like to thank the Post Office Chief
Executive, Paula Vennells, her team and all the
people who work to support the Post Office
business and who have brought about the
remarkable changes we have already seen and
will see in the coming months and vears. I would
like also to thank all those stakeholders and
partners with whom we work so closely.

The Post Office has a long and honourable
370-year history. We need to retain the essence

of what has made it great and made it loved, while
at the same time making it fit for the future. It is

ir that ¢ ' that this Annual Reportand
Financial Statements shouldbe seen. It reports
on the first steps of progress into the future —

a future which blends the trust, integrity and
accessibility for which the Post Office is renowned
with the contemporary relevance, innovation
and professionalism of a financially sound
2lst-century business,
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Chief Executives review

L4 It is heartering to be able to report good progress
ranSformatlon during the 2012-13 financial year The pages that
I follow show we have started to turn the business
around — remainingat the heart of communities
while becoming increasingly commercial

@
lS e e and entrepreneurial
In a challenging economic climate, and with

articular pressureson the high street, we have
I g

grown revenue in three of our four product pillars.
or row Turnover increasedby £44 million to £1.02 billion.

Mails and Retail revenue has grown by 4.3%,

Financial Services by 6.4%, and Telecoms by

The Post Office is committed to a Strategy 7.5%, while Government Services revenue
; ; . : remained flatin the context of a very tight

Wthh WIH ngW and m@defl]lse OU_LI fiscal and competitive environment.

business and ensure customer excellence This is an encouraging performance.

It demonstrates our increasing appetite for
innovation, the power of the Post Office brand,
and the continued attractivenessto customers
of accessibility through a branch network of
11,780 outlets,

remains at our core.

Sound financial performance

It means we are able to report an increase of

£33 million to £94 million in operating profit before
exceptionalitems. Thisincludes £210 million
received fromthe governmentin 2012-13as a
subsidy to support the branch network. The Post
Office is entrustedto provide key servicesto
citizens nationwide, including the most remote as
well as the most deprived areas of the country. We
are proud as a commercial businesswith a public
purpose to fulfil this critically important task, and
are committed to maintainingour network.

The subsidy payment constituted 17% of revenue
in 2012-13 It will decline by £10 million in the

Paula Vennells Chief Executive

e coming vear, and by a further £40 million in
2014-15 Future extension of this payment will

P . depend on government spending decisions
I:I_I_ghhghts beyond 2015. To achieve our ambition of reducing

e [Ncrease in revenue with P]’OWth in three dependency on the subsidy and securing
o T - T = - ) - commercial sustainability, it is critical to continue
of our four pdeuCt plﬂars modernising and innovating, growing revenue
A s t Sfc i . and continuing to focus on our customers while
@ H'XEUOT rans ()I’?.Tla 1on programine keeping a strong control on costs
dehvermg benefits to our customers In 2010, the government agreed £1.34 billion of
My At 7o : cgital otratac funding for the Post Office up to 2015 While
° DQV(‘IOpIHg dlgf@ll ""’Uat(}gy to approximately half of this related to the network
Compiement unrivalled branch network subsidy, the remainder will support the
--- modernisation of the Post Office.

The activity undertaken in 2012-13 in pursuit of
this goal has been unprecedented in our history
A major transformation programme to modernise
the branch network began, with hundreds of
branches converting to new, more customer-
friendly formats, and we are building momentum
to convert many rnore.

Annual Report and Financial Statements 2012-13
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~ Overview

We have no illusions about
the hard work ahead, but our
determinationto deliver the
business transformationof the
decaderemains undimmed.

There is no more visible indicator of a Post Office

thatis changingfor the better than the changes
customerssee in their cities, town:s ]
The evidence is that these changes are meeting
with approval: customer satisfaction with the new
‘main’ and local branch modelsruns at 95%'",
while queue tires in the ‘local model have fallen
below a minute, and customersare benefiting
from new opening hours stretching from early
morning to late evening. Subpostmasters
switching to the new mocdels have increased their
retail businesses. Moreover, the physical network
that is so central to our business is now being
complermnented by a comprehensive digital
strategy aimed at further enhancing our service
to customers.

Challenges ahead

Naturally, a programme such as this involves
challenge. The Post Office has made significant
progress, for instance, in reducing the lossesin
the network of Crown hranches directly managed
by the business. There remains a long way to go
to reach the point where this part of the network
becomes profitable, and that is why it is so
important that we complete the transformation
of the Crown network. There will be other
challengesahead, but as our Chairman has noted
in her foreword, we are determined to complete
a transformation which underpins the future of
the Post Office and brings more benefitsto our
millions of customers,

Governance
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egina
process which is a key step in our journey towards
potential future mutualisation:that of defining the
public purpose of the Post Office. In 2013-14 we
will engage the public on this work with a view to
embedding this public purpose in our business
planning and processes.

Our ambition is to be more proactive in delivering
our public purpose. The Post Office is a long-
standing part of UK high streetsand will work
hard to support their revival, joining with others
to lead and develop solutions which help high
streets and other communities to survive and
thrive. We will step up our work in supporting
smallbusinessesby ensuring that we develop
more of the products and services they need.

The Post Office will also work more closely with bran
those seekingto close the digital skills gap. As a L
founder member of Go ON UK, the charity set up :
to make the UK the most digitally skilled nation in
the world, the business will focus on building the
online skills of our people. And we will work with
our partners to develop solutions that will help
enable the 16 million people in the UK who do not
have basic digital skills to access and enjoy the
benefits of being online.

che‘s*

Support of our people

IT'would like to say thank you to all of those who
have worked so hard for the Post Office over the
past year; especially to those colleagues working
in Post Office branchesacrossthe ler
breadth of the UK, and to the Post Of Executive
team for their outstanding commitment to the
success of our strategy.

Finally, am grateful to Alice Perkins and to the
Board for their guidance throughout the year.
They have strengthened our strategic oversight
and brought a level of focus and challenge to
decision making at the Post Office which has
helped both revitalise the company and energise
its commercial focus.

The Post Office changed significantly over the
course of 2012-13, and for the better. We have

no illusions about the hard work ahead, but

our determination to deliver the business
transformation of the decade remains undimmed.

s network
sformation
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Growingas a Growth
business while
serving the UK's .4 59

ewm ® 0l m ...................................................
communities SR
Keyobjectives " Gbjective
The Post Office’s strategy is based on being Tog f;rovi mvznuﬁ by introducing:
o . T &
commercially successful and growing as a products and servicesa Jos s il

; ; : R portfolio to offset dPCImmS{GV
business while maintaining the key role that from traditional prodiictareas

Post Office branches play in supporting
communities across the UK. We offer a range of
products in Mails and Retail, Financial Services,
Government Services and Telecoms through
our branch network, online and on the phone.

We gre
the fmanmal year,
new producls suc

Strategymodel e & Go' priority matls:
...................... buame SC ustome
e"f cially s UC‘C
................... S:Sf
CP (, 74
paymems mﬂnd ou
[ermmalc; and mtmdu
@ We won key conm acts
& @ L | ‘
L ' provision of counter s
'v' FE the Driverand Vehic
. P Agency (DVLA) and w
Post Office N on the governments Idet
people P Assurance framewo
Sy 5
l’b 014 ....................... “‘\'\'
Iting com™V.

Annual Report and Financial Statements 2012-13
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Modernisation Customer excellence

Branch conversions Customer satisfaction

technolc y to Offer mm«a regponawe
and custome{ focuaedsystem 5

During 2012413 a total Of A45C
agency branch either con
modeb wmh Ion}jer op

Customer feedback schem
place in 2,000 branches
We have improved ol
With a qu web Ke r‘ed

with financialperformar
E9millions

for fina hc.:ial servi
to build on thisin 2013

(=38

Pad paym@nf devzce

and Customer Insight
nme 201112 and

“ Brass network
transformatior
programine
Augus
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 Businessindetail

Mails and Retail is the largest
product area in the Post Office,
generating around 40% of the
business’ total turnover through
four categories of the product
portfolio- Mails, Parcels, Retail
and Lottery.

We offer an unparalleled range of Royal Mail
Group rails and parcels products and services,
from next-day guaranteed courier services to
home shopping returns and collections.

The Post Office is also one of the main Lottery
distributorsin the UK, offering Camelot’s National
Lottery products, including scratch cards and
EuroMillionsin more than 6,000 outlets.

In 2012-13 the Mails and Retail area recorded

its most successful ever year with revenue

of £409 million, representing growth of

£17 million compared to the previous year.

This was driven by extremely strong commercial

performance across the product portfolio, activity
relating to the Olympics and Paralympics and our
best ever Christmas for mails and parcels sales.

During the year, the Post Office Mails team
enhanced services with Royal Mail to maximise
opportunities frorm online shopping collection
and returns,

Growth in Mails and Parcels business

The launch of our new Drop & Go priority service
for small business customers has helped usretain
and grow our Mails business. Small businesses
and online sellers can sign up for a pre-paid card
to enable them to drop off their mail and have it
processedin their absence. The Post Office now
hasmore than 2,300 small husinessessigned

up to the service,

o New onlme retall shop Qf ers ma
solutions, LQH@CUbl@S cmd Ofﬁcﬁru

e 8% gmwth m:parcels revenue

We achieved an 8% growth in parcels revenue
through a combination of an increase in online
huying and selling and continued improvements
in frontline training and sales capability.

A new online shop was launched in July 2012
and has seen steacy growth ever since. The
shop offers an extensive range of mailing
solutions, collectibles and office supplies.

The rollout of an additional 1,850 Camelot Lottery
terminals helped the Post Office deliver a

5.2% growth in Lottery sales over the course

of 2012-13; this has been further facilitated by
strong Lottery marketing,

Looking ahead, the Post Office will continue to
develop small business propositions to increase
value and convenience for this critical customer
group. In partnership with Royal Mail, we will
maximise opportunitiesto grow the services

we provide in this sector, particularlyin the
fast-growingonline shopping market.

Annual Report and Financial Statements 2012-13
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The Financial Services business
is a fast-growing part of the Post
Office, seeking to offer customers
simple, transparent and value-for-
money products, supported by
an unrivalled branch network.

The Post Office provides a comprehensive range
of savings, insurance (including car, home and
travel) and lending products (including mortgages
and credit cards), and is the leading provider of
retail foreign currency in the UK. We also offer
over-the-counter payment services, personaland
business partner banking and cash rnachines.

The products are offered through strong
partnerships with third-party providers,in
particular Bank of Ireland (UK) plc, with whom
we have built a successful partnership since 2003,

In 2012-13, the Financial Services business
delivered £281 million inrevenue - an increase
of 6.4% on the previous year.

Strong banking partnership

A key development in 2012-13 was the
renegotiation and reconfirmation of the
arrangements with the Bank of Ireland (UK) plc.
This partnership delivered significant growth
in 2012-13, particularly in Growth Bonds, Online
Saver and Reward Saver. Together we extended
our award-winning mortgage range, offering
competitive rates that featu regularly in
Best Buy tables and customers can now access
Post Office mortgagesin branches.

We maintainedour positionas the market leader in
foreign exchange,and was voted by the publicas
Best Foreign Exchange retailer and Best Travel
Insurance Provider at the 2012 British Travel
Awards, for the sixth and seventh year respectively.
Key contracts in the bill payment market were
won and retained, ensuring that customerscan
continue to use Post Office branches to pay bills.
Contactlesspayment terminals were also installed
across 30,000 counter positions, making the Post
Office the largest deployer of contactless ena vled
terminals in Europe; these allow customers to pay
for transactions of up to £20 using contactless cards
and Near Field Communication (NFO)-enabled
mobile phones.

We also signed agreements with HSBC and First
Direct,ensuring that 95% of UK debit card holders
can access their cash in a Post Office branch.

The Financial Services business is a key focus for
the Post Office and in May 2013 the Post Office
announced it would launcha current account, the
next step in our strategy of growing our Financial
Services business.

@
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~ Business in detail continued

The Post Office offers a range

of essential front office counter
services on behalf of government
departments.

We partner with the Department for Work and
Pensions for the Post Office card account, which
allows customers to collect their state pension or
benefits in cash, either in a Post Officebranch or
from a Post Office cash machine. We also issue car
tax discs on behalf of the DVLA and capture
digital photographsfor the renewal of driving
licence photo counterparts.

The Post Office uses ground-breaking Application,
Enrolment and Identity technology to offer a
paperless process for our customers in 754

Post Office branches nationwide.

Government
Services

Nearly 90% of Government Services revernue

is still ge by the traditional motoring,
benefitsand passportservices. In 2012-13, we
grew our passport Check & Send business and
increased our revenue from capturing customers’
biometrics on behalf of the United Kingdom

Border Agency (UKBA). This helped to offset the
I I I decline in henefits payments. Revernue from the
Post Office card account declined as customer
2011-12: £164m +0% rxlll':)bf;z rs <_.‘oxjnm.1.ed to re(_lU(‘te.Revemlsf ﬁ'om
---------------------------------------------------------------------------------------- motoring, primarily the issuing of tax discsin our

branches, was broadly flat compared to 201112,

Revenue (Cmillion)

Retained key contracts

The retention in the face of strong competition

of the contract for Front Office Counter Services
provided on behalf of the Driver Vehicle Licensing
Agency (DVLA) was a key development during
2012-13. This framework contract will allow other
government departments to contract with the
Post Office without a further procurement
process. The contract is for seven years with

an option to renew for a further three years,

In addition, the Post Office also worn a place on the
Department for Work and Pensions (DWP) Identity
Assurance Framework contract now being
managed by the Cabinet Office, Government
Procurement Service.

Assurance Framework @r}t a

As well as these significant contract wins, the
Application, Enroimentand Identity business
generated more than £12 million of revenue
and now accounts for more than 9% of total
Government Services revenue. In 104 of the

754 Post Office branches with Application,
Enrolment and Identity technology, we capture
digital fingerprints, photographs and electronic
;1;31/mtur(‘s fm the UKF A, and in rho mll norwmk

(,usl,omers renewi ng thel dﬂvmg llf,em,es.

In 2013-14 the Post Office expects to complete

the rollout of new services with the DVLA and
continue to grow the passport business, while also
seeking to provide support for the government’s
Digital by Default agenda.

Annual Report and Financial Statements 2012-13
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The Telecoms business
incorporates HomePhone and
Broadband, Mobile Top-ups and
International Phonecards.

HomePhone and Broadband offers a competitive
fixed line phone and broadband service to just
under 500,000 residential customers, making s
the sixthlargestfixed line telecoms provider in
the UK.

2012-13 was a positive year for the Telecoms
business, with an 8% increase in revenue from
£120 million to £129 million. The HomePhone and
Broadbandbusiness performed particularly well,
with the revenue generated by the HomePhone
and Broadband busin rising from £112 million
to £122 million, an increase of just under 10%. This
achievementwas driven by a stable customer
hase and charnges to our service making it more
attractive to higher value customers,

Telecoms

Mobile Top-up allows customers to top-up pre-pay
mobile phones for the main UK mobile networks
at any of our branches. We saw a reductionin the
volume of mobile top-up transactionsin branches
as mobile networks look to migrate customers
from pre-pay to post-pay packages and customers
top-up less frequently. However, we still achieved
15 million transactions and maintain the largest
estate of top-up terminals in the UK.

Revenue (Emillion)

Improving our customer proposition
During the year, the Post Office signed an
agreement with Fujitsu Servicesto provide the
HomePhone and Broadband services from the
summer of 2013, This strategically important
agreement provides a platform from which to
develop and grow an agile and cost-effective
businesswhile strengtheningour existing
customer proposition. The new platform will
make it easier for customers to sign up to our
services through branches and online. The
customer experience will be enhanced with
improved online account management tools and
access to higher speed broadband services over
the TalkTalk network. The agreerment with Fujitsu
Services will also enable the development of
bespoke servicesfor the SME market.

The International Phonecard business has been
in decline for a number of years and continues to
be impacted as customers move to other low-cost
internationalcalling options such as Voice over
Internet Protocol solutions.

The Post Office will aim to grow the Telecoms
business in 2013-14, but it will be a transitiorial
year as we migrate our servicesto our new
supplier. The Post Office is also looking at
opportunitiesto enter the mobile market

during the coming financial year.
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 Branchnetwork

Modernising
the Post Office
branch netwoirk

The Post Office has an unrivalled network, with
a branch within three miles of more than 99% of
the population. No other retailer can match the
reach that puts the Post Office at the heart of
communities across the UK.

The business is committed to maintaining its
branch network, ensuring services are readily
accessible to communities across the UK. This
network, increasingly enhanced by digital and
telephone services, lies at the core of the business.
97% of Post Office branches in the network are run
in conjunction with retail partners on an agency
and franchise basis.

Underpinning our commitment to the network
is an unprecedented branch modernisation
programme — the largest investment in the
history of the Post Office — which is creating
modern, commercially sustainable branches
that are improving customer experience.

This modernisation programme involves
transforming those branches that are
operated by other businesses or independent
subpostmasters on behalf of the Post Office
and 370 Crown branches directly owned and
managed by the Post Office.

August 2012- »Mr( ‘MOI

Annual Report and Financial Statements 2012-13
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Network transformation programme

Depending on size, independent operators of Post
e able to convertto one of two
new models: a main branch or a local branch.

Main branches, of which there are now 178,
continue to offer a dedicated Post Office counter,
often open plan, in a brighter, more modern
environment. In addition, the majority of services
will continue to be available outside traditional
hours ~ for as long as the host business is opern -
from the retail counter.

Local branches, of which there are now 329, fully
integrate the Post Office with the host business,
offering services from the retail position rather
than a dedicated Post Office counter. This often
means services are available for much longer than
hefore, in many cases from early morning until
late at night, seven days a week.

With 507 new-style main and local Post Office
hranches already established, subpostmasters
and customers across the UK are benefiting from
anew, rnodern approach to offering Post Office
services. Customers are responding positively.
Independent research shows that customer
satisfaction scores at both modernised main and
local branches are consistently around 95%".

Subpostmastersare also benefiting from more
efficient ways of working and an increase in
revenue both from their Post Office activities and
their accompanying retail business,

Interestin the new models remains strong, with
subpostmasters at a further 943 branches already
signed up tobe the first to convert during 2013-14,

Subpostmasters.
Support‘ g local communiti
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Greenwich main Post Office branch,
London

“The refurbishment of br&nmes 15 e«wsent}al :

[t means our branches are improving thmr
aesthetics, such as flooring and lighting, to
r@ally com pete aud ]aok plofa551or1al Tho j f;

Qfase study

awrie

Dingwall main Post Office branch,
The Highlands

“The new open plan counters fit very wellin =~
the surroundings of my convenience store.
It helps our staff to have more comfortable
conversationswith our customers.

Q, Case study

Drumaness local Post Office branch,
County Down

“OurPo st Omce servi <,e ar@ TIOW. avaﬂable for
anextra 69 -hours every week and this has
already brought in new customers Werea
much more reathC Optlon fo every@ne now
and the Posi Ofﬁco Isafar more comvemlem '
high Stfce propodltlon L

I . VORI N L

GRO

Medway Parade local Post Office branch,
West London

‘T've been able to ox?@nd my retail c_o ,
and I've noticed new customers coming
through the door who are now able to ’aake ,
advantage of Post Office services until ],;O,BOpm;
on Sunday nights’ .

Exhibit WITNO0Q740403.

n201283we.
converted 507
branches o(hp npw
mainand local formats

Contractssigned:

A mrthu 94
subpostmasters have
alreadysignedupto
be convertedto the
new miodels in 201314

Increasein
retail sales:

Anaverageretal
increase of 10% is being
reporteddcrossinain
andlocal branches

Avemg,@ waiting
times:in br. am(‘bes ka‘m
55secondsinlocal
branches, two minutes
inmainbranches

POST ¥
OFFICE
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. ‘Bramch network contmued

Crown transformation programme QCase S'fudy
The Post Office is investing in 292 of its Crown branches. Tt
larger branchesin towns or city centres, and are directly ma
Post Office.

Crown branches are fundamental to the future of the Post Office, and real
progress has beert made towards the target of turning mmmd the current
losses to achieve break-even by March 2015. During 2012-13, the losses for
this part of the network reduced from £46 million to £37 million. The ongoing
transformation builds ori this progress and is based on increasing revenue,
improving customer experience and controlling costs.

2 are usually
agedby the

Customerswill benefit from brighter, more modern branches with improved
layouts. Many of these will give customers the option to use self-serve

Post & Go machines, private consultation areas for financial services, and the
benefit of longer opening hours. More open plan counters will be introduced,
and we will have more team members on the shop floor greeting and guiding
customers. This new approach has been frialled with notable success, across
both customer and financial measures, at a range of branches.

In six locations where we have two branches in close proximity to each

other, we are taking the opportunity of merging branches, which will create customer. HDW e S
branches with improved facilities for customers. There are two further » Retail area repositioned for CuStOD’&EI
instances where combining two branches into one new site will provide the convenience . - -
best experience for customers. For a further 70 branches, we are looking for e New 1 aﬂs zone Wlth ODG' >XU’3 PO‘ t'
retail partners to operate branches on our behalf. This approach will ensure & Go and staff on hand to

we maintain a high standard of service while putting the branch on a stronger

e Private con ulratmn room for
commercial footing for the future.

financialzs er vwes

QCasestudy

‘s very convenient off
services, haspleasant s
ecenﬂy beel refurbis hed .

® hedcmgn ( I
to 1mpmvg cu >Lorr 3
e Extra Post & Go
machines with staff
on hand to offer help - -
e Extended opening hours
e Two internal ATM
machmes\added

customer service W’lth asmile’

Annual Report and Financial Statements 2012-13
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Technology Drop &Go
........................................................................................ S[T\a“ bT.lSiﬂ(‘,SS (,‘Usrorners can now drop O{f fh(fﬁil’
The Post Office continues to invest in mail and parcels without waiting.
technology to ensure the development Post & Go

of hlghqudlfty, reliable services that will Additional Post & Go self-service machines: enable
impf@\]@ the customer expeﬂeﬂcg customersto save time by postingmail and

parcels without the need for assistance from
abranch colleague,

There has been significant investment
in the key systems that underpin our
service to customers.

Point-of-sale system

This providesa service to 30,000 counter
positions, At peak times, the system handles
around 1,000 transactions per second.

Extending helpdesk availability

We have extended the helpdesk opening hours

to support the increase in opening hours in
branches. Branch colleagues can use the helpdesk
for longer so that they can respond to customer
queries quickly.

New financial services customer

booking service

The Post Office undertook a pilot with selected

customers to enable them to book appointments

online with in-branch financialservices
specialists. We are looking to extend this facility

to all customersin the near future.

The Post Office customer base contains
some of the most financially dependent
members of the UK population. So a key
driver for the business is providing reliable
access to cash through its cash and
valuables in transit (CViT) operation.

In 2012-13;0ur Cash Supply (‘ham
businesscollected and dehvere i
more tharn £42 billion of cash, coin,
foreign exchange, secure stock,
(stamps; postal orders et¢)and
transactionalstock (govemmem -
formsand leaﬂe‘ts) -

of customers: monies are
processed ancl bcmkeci o
theday after collection

Our CVIT operarzcm 15 {h mm
Idrgeg in theUK .
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lCustomer excellence

Putting custome
needs at heart
of our offer

For more than three centuries, the Post Office
has provided services central to the everyday
lives of people in the UK. As we move forward

s a growing business, our customers remair
at the heart of what we do and how we
measure our success.

In 2012-13, we carried out extensive research to
better understand our diverse customer base and
their needs.

Customers value the Post Office and rate our
customer service highly but they want the Post
Office to be easier to do business with and offer
them a greater choice of ways to interact with
the business

Using this feedback will help shape the ongoing
development of a multi-channel strategy for the
future that optimises (“OHVG‘HIOH(“E‘ choice and
relevance for Post Office customers

Wait times down

The Post Office made some significant progress
over the past year with the relationships we have
with our many customers. 18 million custormers
visit our branches every week, a third of small
businesses (SMEs) in the UK use our services
each week, 417 million individual customers visit
our website each year and nearly eight million
customers talk to our 34 UK and Republic of
Ireland contact centres each year.

In 2012-13, the Post Office achieved impressive
customer satisfaction rates, with 87% of customers
saying they were happy with the service they
received, a figure consistent with 2011-12"
Underlying these high ratings was a reductionin
wait times. The average wait time in 2012-13 was
three minutes, which was 12 seconds quicker than
in 2011-12 and one minute and eight seconds
quicker than in 2010-11%

Annual Report and Financial Statements 2012-13
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Our research also showed we need tore-engage
customers with the overall Post Office brand in
order to achieve future growth. We therefore

launched a brand carmpaign in October 2012
inviting customers to consider the Post Office
in a different way.

The Post Office understands the importance of
customer service during the lead-up to Christmas.
We put extra effortinto making Christinas easier
for our customers. This formed a business-wide
project during November and December which
contributed to improved sales performance and
customer perception. Christmas Makers (Post
Office management and support staff working

in branches), longer opening hours, online help,
pop-up Post Office branches and discounted
stamp arrangements were highlighted to customers
by press, outdoor and digital advertising and PR.
All of this delivered our hest ever Christmas
performance, with our core Mails product

range exceeding last year by 3.8%, with 86% of
customers saying they were satisfied with their
experience in brancht,

There was also a positive impact on walit times in
December, with an average wait time during that
busy month of three minutes and 47 seconds —
80 seconds quicker than the previous year, and
three minutes and 27 seconds quicker than 20117
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Voice of the Customer programme

Our new Voice of the Customer programme to ‘tell
us how we did today’ was piloted in 150 branches.
It uses pre-printed till receipts, cards and a Quick
Response code to invite customers to give
feedback online, via mobile or by telephone,

At the end of March 2013, we had feedback from
36,500 customer visits. This feedback helps

the Post Office address customer issues at
branch level quickly (for example, by making
plans for dealing with busy tirnes and reducing
guete times) as well as helping to develop an
overall strategy to address common themes
across our network,

Customersalso have the opportunity to praise
service where it is ‘above and beyond’ and more
than 700 individual ‘wows’ are received weekly',
Following our successful pilot, the Voice of the
Customer is now in place in more than 2,000 of
our largest branches, and will be rolled out to all
newly transformed branches in 2013-14.

QCase study

Small businesses

:a Voice of the
o1 Programme

¥ Quadrang

le Brand and

12and
rgestPost

December 2012
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 Performancereview

Working with our
peopleto build
thebusiness

Our people vision

® The Post Office will attract and develop
great people who have pride in and
a passion for delivering value for
customers and reflect the diverse
communities we serve

e [veryone will have a strong sense of
ownership for their work, demonstrating
initiative and flexibility, working well
together to adapt to the rapidly changing
needs of our markets

® We will have an environment where our
people work in partnership with all those
who contribute to the success of our business

® The Post Office will be a place where
people are valued and respected,
and are encouraged and supported
to fulfil their potential and rise to the
commercial challenge

Annual Report and Financial Statements 2012-13
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The Post Office is proud of its heritage and equally
proud of the unique role our colleagues play at
the heart of communities. The Post Office also
recognisesthe importantrole our support teams
play in delivering the businessstrategy. We strive
fo nurture our people, so they feel valued, trusted,
and committed to putting the customer first.

We also continue to place a high emphasis on

the health, safety and wellbeing of our people.

This year saw the introduction of our core values:
Care, Challenge and Commit. These three criteria
sit at the centre of everything we do, and are
intrinsic to how the Post Office interacts with
customers and colleagues. Our values underpin
our employee proposition and help to deliver the
best possible customer experience, while at the
same time giving everyone within the business
the chance fo fulfil their potential.

Q Casestudy
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I feel more valued and
understand the contribution
I make to the wider business.

The Post Office is particularly proud of the
progress made in relation to talent, diversity,
people developrnent and engagement.

Engaging with our people

We value the opinions and ideas of our colleagues.
Our employee engagement survey, which was
conducted in 2012, is managed by independent
researchcompany Ipsos MORI. The survey helps
the Post Office understand how colleagues are
feeling about the business, what is going well and
where we can improve,

Learning and development

The Post Office continues to support the
development of people right across the organisation.
Our people have undertaken a broad range of
developmentactivitiesthis year, including:

introduction of Discovery Days for new
marnagers, ensuring they have the tools to
succeed in their new roles;
supporting the development of a Post Office
procurement function, utilising internal expertise
externaltraining and professional qualifications;
introduction of the Certificate of Professional
Business Practice in the Information Services
team in partnership with Sheffield Hallam
University, sharing skills, knowledge and best
practice across the organisation; and
building the capability and commercial skills of
our managers through the development of the
Crown Leadership Excellence programme.




WITNO0740103

WITNO0740103

2 6 ‘ ‘ ‘ Exhibit WITN00740103
Performancerewew - e -
Our people mn‘rmued L \ ‘\ \ \

................................................................... Paid Work Experience programme

66

L o e S Over the last 12 months, the government and

I ve Start@d J[O feally beheve media have both highlighted the problem with

il’l myself aﬂd feel hke I have high unemploymentin inner city areas, especially

among young people. The Paid Work Experience

a fut‘l_lre hefe‘ programme aims to provide a period of paid
employment during the Christmas period for
young people and those furthest from the labour

o . market. The Post Office employed 61 individuals
Talentand diversity in the lead up to Christmas in some of the busiest
Becoming an organisation working independently  Crown branches across London and Greater
of Royal Mail Group Limited has required an Manchester. The initiative led to 39 individuals
increasein capability and expertiseacrossarange being offered further employment. Due to the
of areas. New-found corporate responsibilities success of the scheme, in 2013-14 the Post Office
have been taken on across the breadth of the intends to extend the programme within the
professional functions, Coupled with the goal of branch network.

ensuring a high-performingsustainable business,
we have putin place a robust assessment and
developmentapproach, looking at both
performance and the future potential of our
senior leaders with the overall aim of raising

the capability of our people.

Q Lase study

Raising our leaclership capability and performance
stanclards will continue to be an important focus,
which the Post Office will deliver through its
Leadership Development programme.

Atthis stage of our development, building talent
and diversity merits special attention. The

Board has therefore delegated authority to

the NominationsComrnitteeto monitor the
development of a talent management programme
for senior levels of the organisation.

We have also introduced a range of initiatives to
prormote an inclusive workforce. These include
establishinga diversity forum, recruiting young
people under 24 on the Paid Work Experience
programme, and launching our Trainee
Manager scheme.

The Post Office is also proud of the progress made

in gender equality. Our Chairman and CEO are

women. The Board has equal numbers of male

and female Directors, and women make up half of
the Fxecutive Committee. To ensure we maintain

this focus, we have pledged our support to the

government’s Think, Act, Report initiative,

which is aimed at improving gender equality

in the workplace.

Our general policy will be to recruit for talent,
using a range of tools including encouraging
open applications through our attraction
website, engaging specialistrecruitment
consultancies,and operating specific talent
attraction campaigns.

Challenges remain, but we are confident our
commitment to building a culture of inclusion
will continue to make the Post Office relevant
to its increasingly diverse customer hase.

We view our approach to diversity as an integral
part of talent management. This year we have
developedtwo programmes, taking positive
action on both fronts.

Annual Report and Financial Statements 2012-13
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Trainee Manager scheme

The scheme was designed to take positive action

fo attract young people to consider a career with
the Post Office, working with our colleagues and

customersin our Crown branches. We employed

eight individuals under the age of 24 to work in

the London area. The trainees have subsequently
undertaken a development programme including

a foundation degree, mentoring
and regular learning ses: e scheme has
already seen positiveresults, with three
progressing to other managerialroles in the
business. The trainees continue to progress and
have provided a welcome injection of new ideas
and enthusiasm.

Accelerated Development

scheme for senior leaders

We are currently piloting a high-potential
development programme for new entrants

at the senior leadership level. This focuses on
r Progression across a range
swithin the business, alongside targeted
personal development in which individuals
draw on a range of available activity including

coaching, mentoring and behaviouralworkshops.

Safety, health and wellbeing

The safety and wellbeing of our peopleis of
paramournt importance to the Post Office. This
year, we have embarked on an extensive
programme of health checks that will enable all
our employees to understand how healthy they
are and learn aboutwhat they can do toreduce
the risk of illness and irmprove their wellbeing.

The Post Office aims to fulfilits business mission
without compromising the safety of customers,
employees, suppliers,and all those affected by
our activities. We want to make healthy and safe
working a way of life.

To this end, the business ensures that:

we comply fully with the relevant legislation;
the health and safety responsibilities of

our employees are clearly defined, allocated
and understood;

we encourage and help all our people to

carry out their responsibilities under effective
health and safety managementsystems, with
safe premises, equipment and processes;
through instructionand training, we

improve our employees capability to

manage and work safely;

we supportand encourage our people to get
involved in the health and safety performance
of our business and pursue a healthy and

safe lifestyle; and

we monitor and review how well we put our
health and safety policies into practice,

DIt VITNG0 740103

becomea Bra 1 Manager;’

Looking ahead

The Post Office wants people who are capable of
delivering a turnaround strategy. Therefore, we
aim to continue building people capability; to
foster a culture of continuouslearning; to increase
our people’s understanding of our business in

a commercial context, along with our sc
purpose; to develop a proactive talent and career
management process that recognises the value

in diversity; and to continue to nurture a culture
where people are actively encouraged and valued
asrolemodels of Care, Challenge and Comunit.
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Supporting
colleagues and
communities

As a commercial business with a public
purpose, the Post Office is strongly
conscious of the need to operate
responsibly, sustainably, and with a
commitment to furthering accessibility
and inclusion.

Disability and accessibility

The Post Office strives to be one of the most
accessible organisationsin the UK, ensuring that
colleagues with disability needs are provided with
all the support they need and disabled customers
receive an excellent experience.

In 2012-13, the Post Office:

« launched the Post Office Disability Helpline to
provide solutions and specialist equipment to
employees with disability or a ssibility issues;
provided grants to agency branches to upgrade
their outlets to make them more accessible;and
« created and met a panel of accessibility experts
from disability organisationson a regular basis,
whose role is to advise on the ac bility
issues facing disabled people and our people.

Environment

The Post Office recognises its environmental
responsibilities, and is committed to minimising
its adverse environmental impact by means of a
continuous improvement process.

Annual Report and Financial Statements 2012-13

We set ourselves some challenging goals for 2012-1:

ductionin building energy use;
cle fuel;

= 5% reduction in CO; from vehi
5% reduction in water use; and
55% of all waste generated to be recycled.

Year-end performanceagainst these goals was
encouraging in that we achieved or exceeded
three out of four goals. Our performance in
reducingbuilding energy use was significantly
affected by the unusually severe weather
conditions during the winter of 2012-13,

Change control
All business projects and supplier ('(ml ractsare
reviewed for environmentalimpacts

Buildings

Alarge percentage of Post Office buildings now
have low e ner;,y lighting and low water usage
utilities, and all fixtures and fittings are obtained,
wherever posslblca, from sustainable sources

or from materials that can easily be reused
orrecycled.

Vehicles

A new concept vehicle will go on trialin the
second financialguarter of 2013-14 which will also
utilisetelemetry systems that will enableus to
improve overall fuel efficiency Our aimis that this
will hecome our flagship vehicle for the future.

Waste

Most of our buildings are now participatingin the
Dry Mixed Recycling scheme, where everything
that can be recycledis segregated into separate
bins or bags. In addition, 100% of all our
confidential waste is now shredcded, pulped,

and sent to manufacture recycled paper.

Sustainable operations

We actively look for opportunities to ensure that
all the paper we use is from sources accredited by
the Forest Stewardship Council (FSC), and include
the FSC logo on all of our point-of-sale literature.
Currently, some 90% of all the paper we buy is
from FSC-accredited mixed sources. This means
the pulp used has come from well-managed
forests, controlled sources, or recycled wood
or fibres.




Overview

Operational

review

Performance | Financial
review Governance | statements

WITNO00740103
WITNO00740103

29

Exhibit WITNQ0O740103

Charity giving

We have been major supporters of BBC Children
in Need for several years. In 2012, the branch
network played a leading role in Childrenin
Need's BearFaced initiative, Our activities helped
raise more than £1 million for Childrenin Need,
arecord amount for the Post Office,

Digitalinclusion

As a founder partner of Go ON UK, the Post Office
is committed to helping the 16 million people in
the UK who lack the skills or confidence to benefit
from new digital services.

We plan to launch the Online Centre Locator in all
of our 11,780 branches in June 2013, which for the
first time will signpost customers across the UK
to their nearest digital training location. We are
working with a number of partners to deliver this
database, which covers thousands of learning
centres across the UK.

By April 2015, 23 of the government’s key services
will be Digital by Default. To help people who
may not have access to, or know how to use,

the internet, the Post Office is working with the
government and community partners to ensure
people can go to a Post Office branch to get the
help they need to access these servicesin a safe
and trusted environment.

The Post Office is also focused on providing basic

digital skills training and support to all permanent
Post Office colleagues. We will be progressingthis
initiative during the next financial year.

Business in the Community

In 2012-13, the Post Office became a standalone
member of the Businessin the Commuriity (BITC)
scheme, working to develop both our support for
BITC and a wider community role in line with our
public purpose.

Our work with the BITC-lec high street task force is
offering the Post Office an opportunity to partner
with three of the 27 government-backed Town
Teams to help redefine and regenerate their high
streets. The Post Office is now working with the
Sydenham, Stockton-on-Tees and Brighton teams
and their local communities to help regenerate
interestand activity and ultimately provide a
long-term future for these areas so that they can
survive and thrive,

The Post Office also supports the BITC Rural
Action Group in its work to help communities in
villages and rural areas across the UK, where often
the Post Office plays an important social and
economic role in providing services to those who
otherwise may feel isolated.
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Paving the way

Profit and loss summary

2013 201 2* Variance Variance
£m £m £m %
t ] f @ @ l 1,024 980 44 45
owar S manc1a Subsidy s
Payment 10 30 167
® ® ® 1y meri 2 0 6
sustainabilit e
People costs : (259) (2.0)
P Other operating
i costs 913) (B876) @7) 42)
Share of profit
from joint
ventures and i
associates 32 31 1 32
Operating
profitbefore
exceptional N
items 94 6l 33 541

iflion. The prior year r
chude modernisation costs consist
where results are reported before all exceptions

alitems.

Revenue

The Post Office’srevenue increasedby £74 million
(6.4%)to £1,234 mllh(,m, including an increase of
£30 million in the Network Subsidy Payment

from the government. The Post Office segments
revenue into four pillars: Mails and Retail, Financial
Services, Government Servi and Telecoms. The
pillars and their performanc

Summarv results

The Post Office has delivered a sound
performancein its first year operating as an
independent business. Turnover has increased
by 4.5%, with strongresulisin three of the

four core product pillars. This has enabled

Vanomce

Variance

investment in driving future revenue growth 2013 2012 -
through building the Post Office brand and £m £m £m %
developing new and improved services. While 409 392 17 43
the scale of transformational hge required
to reach the goal of nmercial sustainability . ;2;51‘ 264 17 64
remains considerable, our performance in 2012-13
was a significantstep in the right direction : : X
164 ]M
‘ 129\ uo 9

Other a4 40 1

Turnover 1,024 980 44 45

Network

Subsidy

Paymernt 2100 180 30 167

Revenue 1,234 1160 74 64

Key Financial Performance Indicators

exceptlonahtems .
andNeMmkSubs:dy
Paymeent( Em) .

cash ﬂow (Em) ;

151
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2012
Revenue

_ ~Mailsand
. Retail

Mails and Retail

The Mails and Retail pillar includes all the services
provided for Royal Mail and Parcetforce. It also
includes Lottery and retail servicessuch as sales
of collectiblesas wellas packaging and stationery.

Mails and Retail revenue of £409 million increased
by £17 million (2012~ £392 million), Of this,
turnover in relation to Royal Mail proclucts
increased by £13 million, driven primarily by
strong parcel and premium product volumes and
the impact of the stamp price rise introduced on
30 April 2012. In addition, retail turnover increased
by £2 million due to the collectibles relating to the
Diamond Jubilee and Olympics memorabilia. The
rollout of 1,850 additional terminals contributed to
an increase of £2 million in revenue from sales of
Lottery tickets,

FinancialServices

The Financial Services pillar includes Post Office
branded personal financial services products,
cash machines and travel servicesas well as
traditional services such as bill payment and
over-the-counter banking transactions.

Financial Servicesrevenue in 2013 increased by
£17 million to £281 million (2012-£264 million).
During the year, the Post Office sold its 49.9%
share inits financial servicesassociate,
Midasgrange Ltd, to the majority Shareholder

and long-termbanking partner, Bank of Ireland
(UK) plc. This was part of a wider agreement to
restructure this establishedrelationship, aligning
the partners to build a significant long-term
financial servicesbusiness. Through this
agreement, the Post Office will offer an increasing
range of transparent and value-formoney
financial products and services, providing benefit
to customers, subpostmasters and the Post Office,

Personal Financial Servicesrevenue rose by

£24 million, driven by strong growth in savings
products(particularly Growth Bonds, Online Saver
and Reward Saver)and the introduction of new
mortgage products, Revenue from traditional
financialse including bill payment
servicesand Postal Order sales, declined.

Exhibit WITNO0Z40103

This was due to the increasing provision of
electronic alternatives to paper-based products
and the increasing use of alternative payment
methods. Revenue was impacted by the winding
down of the Department for Work and Pensions
contract for cash cheques and green giros, and the
decision by National Savings and Investments
(NS&D to provide most of their products through
their own direct channel.

Government Services

The Government Services pillar covers services
provided under contract to government
departments. This includes servicesin relation to
the work of the Department for Work and Pensions
(DWP), the Driver and Vehicle Licensing Agency
(DVLA) and the Identity and Passport Service (IPS).
Government Services revenue of £164 million
remained flat (2012-£164 million), though revenue
from the Passport Check & Send service increased
by £3 million due to higher volumes from growth in
both our market share and the overallmarket.
Conversely, revenue from identity-related services
did not grow as expected. Revenue from the
payment of benefits through the Post Office Card
Account was £4 million lower than in the previous
year as customer numbers continued to decline,

Telecoms

The Telecoms pillar includes the Post Office’s
HomePhone and Broadband services, mobile
top-up services and international phonecards.

Telecoms revenue of £129 million represented
an increase of £9 million (2012-£120 million).
Revenue from HomePhone and Broadband

rose by £10 million, primarily due to increased
customer numbers following the introduction in
May 2012 of more competitive service packages.

Revenue from our Mohile top-up business was

£1 million below the previous year, as more
customers migrated away from pre-pay and
mobile networks reduced their transaction fees.
Despite this reductionin income, the Post Office
is stilla significant provider in the top-up market,
and its share of the retail market has been
maintainedat approximately 5%.

Other

Other revenue was generated primarily from the
Cash Supply Chain business, which manages and
distributes cash for Post Offices and for third
parties It also offers warehousing services, rainly
to Royal Mail. This revenue increasec marginally
to £41 million (2012-£40 million), reflecting the
growth in cash in transit income from third parties.

Network Subsidy Payment

The Network Subsidy Payment is government
grant revenue towardsthe costs of maintaining
the Post Office network. This payment increased
by £30 million from the previous year to £210
million (2012-£180 million), a figure that will begin
to recluce with effect from 2013-14 as set outin the
current funding agreement with the government.
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nancialreview continued

Costs

Total costsrose by £42 million to £1,172 million
(2012-£1,130 million).

L

People costs

People costs of £259 million (2012-£254 million)
have increased by £5 million, reflecting historical
pay agreements and the associated costs of
bringing a number of functions in-house following
our separation frorn Royal Mail.

Other operating costs

Other operating costs have increased by

£37 million to £913 million (2012-£876 million),
driven largely by additional programmed
investment spend mainly related to future revenue
growth ambitions. This one-offinvestment spend
inchuded an increase in media spend to raise
customer awareness of Post Office services;
focused campaigns on travel-related services and
mortgages; and the development of new and
improved services, There were also increases in
the cost of sales, reflecting greater sales volumes,
and in property-related costs,

Joint venture and associate

Share of operating profit from the joint venture
(First Rate Exchange Services Holdings Limited)

and associate (Midasgrange Ltd, until its sale on

1 September 2012) was £32 million (2012-£31 million).
First Rate Exchange Services Holdings Limited
results improved, despite lower retail sales due to
market conditions. This was achieved mainly by
driving efficiencies in operating costs. Post Office
Limited’s interest in the associate cornpany,
Midasgrange Ltd, was sold during the year

and rade a loss on disposal of £30 million.

Annual Report and Financial Statements 2012-13
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Exceptional items

2013 2012
£m £m
Operating exceptionalitems: ‘
Resfructuring costs including = = =
subpostmasters’ compensation - (79) @)
Impairment of G
non-current assets (66) (36)
Government grant i 98
Subtotal of operating -
exceptional items 38
Norn-operating exceptional items:; L
Profit on disposal of property,
plantand equipment 1
Loss on sale of associate = -
Net exceptional items @7)

Restructuring costs

Restructuring costs include the costs of delivery
of major change. Network transformationresulted
in costs of £12 million for subpostmasters’
compensationand £40 million of programme costs,
Costs of £10 millionrelate to I'T transformation
which will create the IT infrastructure appropriate
for a business with ambitious growth plans.
Redundancy costs of £11 million were incurred
during the year, mainly relatingto the Crown
network. Business transformation payments of

£4 million (2012-£3 million) are payments that

are periodicallymade to staffas an incentive

in order to secure agreerment for significant
changesin working practices in order to

improve business efficiency.

Government grant

In acddition to the Network Subsidy Payment

to support the network, the Post Office also
receives government grant funding towardsits
fransformation programme. Government grant
funding of £200 million was receivedin the year.
Thisisincluded within operating exceptional
items to match the associatedcosts, £98 million of
this government grant funding has been allocated
in accordance with the designation letter, dated

2 April 2012, from the Department of Business,
Innovation and Skills, to cover £66 million capital
expenditure, £12 million network transformation
related subpostmasters’ compensation and

£20 million network transformation

prograrnme costs,

Cash flow and net debt

Following the transfer of Post Office Lirnited from
the ownership of Royal Mail Group Limited to
Royal MailHoldings plc on 1 April 2012, Post Office
Limited has operated an independent treasury
function and manages its own financial ass
(including network cash) and financial liabilities
(mainly government loans).

LS
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The treasury function derivesits authority from
the Board and providesregular reports for Board
review. It has the authority to undertake financial
transactions relating to the management of the
underlyingbusiness risks, but it does not engage
in speculative transactions and does not operate
as a profit centre. The principal financial
instruments utilised are deposits and borrowings.

The cash position of the business remains strong,
with cash and cash equivalents of £971 million
(2012-£820 million), mostly in the Post Office
branch network, and a net cash inflow during the
year of £151 million. Within working capital, both
client receivablesand client payables increased
significantly compared to the previous year,
largely due to the year-end date falling on the
Easter weekend, which increased cash flows

and delayed settlements.

Net debt (excluding cash in the Post Office
network) decreased by £119 million year on vear,
as shown in the table below:

2013
£1n

Net debt brought forward at

-.325)

25 March 201 2
Net cash inflow before financing S 5
activities (see page 62) - 244

Deduct: increase in cash in the network
included in net cash inflow

Finance costs paid @

Total net debt carried forward at

31 March 2013 (206

Post Office Limited'sborrowing facility from

the government and the associated Framework
Agreementimposes constraints on the purposes
for which the facility can be used and the
availability of externalborrowing, Post Office
Limited’s treasury policy is to minimise the
arnount drawn down on the loan in order to
recluce the interest charge. The facility is limited
to a maximum of £1.15 billion or the amount

of security available (mainly network cash),
whichever is the lower. The maximum drawn
down under the facility during the year was
£499 million on 30 March 2012, The facility

is available at two days notice.

At 31 March 2013, the Company was financed
as follows:

Borrower: Average
Post Office Interest Facility loan
Limited rate® end Facility Utilised maturity
Purpose % date £m £ date
Network s =
cash 102006 1,150 2013

* Average interest rate of loan drawn down

Pensions

Post Office Limited is a participating 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 is the
principal employer of the Royal Mail Senior
Executives Pension Plan (RMSEPP), and Post
Office Limited is a participating employer within
RMSEPP. RMPP and RMSEPP are both defined
benefit plans.

On1April 2012 — after the granting of state aid

by the European Commission on 21 March 2012

- almost all of the pension liabilities and pension
assets of the Royal Mail Pension Plan (RMPP),
built up until 31 March 2012, were transferred

to HM Government. On this date, the RMPP was
also sectionalised, with Royal Mail Group Limited
and Post Office Limited each responsible for their
own sectionsin future. This pensions transfer
left the RMPP fully funded on an actuarialbasis
in respect of historic liabilities at this date.

The balance sheet pension position under IAS 19
moved from a deficit of £206 million at March
2012 to an asset of £97 million at March 2013.

The improvement in positionis primarily due

to the transfer to government noted above.

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 mernbership of RMDCP.

Pension cash payments for all plans

The future funding of ongoing pension
contributions into RMPP and deficit payments into
RMSEPP is being discussed with the respective
pension trustees. The payments for 2013 disclosed
in the table below were based on the arrangements
that were in place for the 2012 financial year.

2013 2002
£m £m
Regular pension contributions 24) (24)
Funding of the pension deficit - s
RMSEPP L@
Payments relating to redundancy - {;(2:)1 (©))
Net cash payments 2 (27
The regular future service contributions cash

rate for RMPP e
pensionable pay remained at 17.1% (2
The regular rate of employee contributions for
the RMPP remains unchanged at 6%.

1as a percentage of
2012-17.1%).

Events after the reporting period

In accordance with the funding agreement with
government announced on 27 October 2010,

for which state aid approval was receivedon

28 March 2012, Post Office Limited received
£415 million of funding on 2 April 2013,
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From left to right:
Tim Franklin
Alasdair Marnoch
Paula Vennells
Alice Perkins
Chris Day
Susannah Storey
Neil McCausland
ginia Holmes
Alwen Lyons
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Board

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 requiring
independent oversight, including audit, risk
and compliance, nominations of the Board,
pensions and senior remuneration.

Each committee is chaired by a
Non-Executive Director and operates
within its own agreed, documented
Terms of Reference.

Annual Report and Financial Statements 2012-13

Alice Perkins CB

Post Office Limited Chairman

(Chairman of Nominations
Sub-Committee and the Mutualisation
Sub-Committee)

Alice Perkins had a wide-ranging career in the
civilservice which included policy and
operationalroles in health, social security and
public spending in HM Treasury. She was the Civil
Service’s Group HR Director in the Cabinet Office
hetween 2001 and 2005. Before joining the Post
Office as Chairman in September 2011, Alice
served as Non-Executive Director on the boards of
Littlewoods, BAA and TNS, where she also chaired
the Remuneration Committee. Alice is an external
member of the Oxford University Council, a
husiness coach atthe JCA Group, and a member of
the faculty at Meyler Campbell, where she teaches
senior executives how to coach.

Neil McCausland
Senior Independent Director

(Chairman of Remuneration
Sub-Committee)

Neil McCausland has had a portfolio of Non-
Executiveroles over the last10 vears. He is
currently Chairman of three companies:
Snow+Rock,a retail chain selling skiing and
outdoor brands, bikes and running gear; sk:n, a
chainof skin treatmentclinics specialisingin laser
hair removal; and Create Health, a chain of

IVF clinics, Until recently, he was Chairman of
footwear company Kurt Geiger and a Governor of
Nuffield Health, which operates hospitalsand
health clubs. Neil began his career at Marks &
Spencer before becoming Managing Director

of C&A and Chief Executive of NAAFT, an

MOD agency.

Tim Franklin

Non-Executive Director

Tim Franklin joined the Board as a Non-Executive
Director on 19 September 2012. Tim was

Chief Operating Officer of the Co-operative
Banking Group until the end of 2011, having
previously served as Managing Director of the
Britannia Building Society. Prior to that, he was
Director of Customer Programmes and Loyalty
and Managing Director of Savings at Barclays.
Tim's experience extendsacross the private and
public sectors. He is also a Non-Executive Director
of HM Land Registry and was previously on the
Boards of Reclaim Fund Limited, Mutual Plus
Limited and the Link Cash Machines Network,
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erginia Holmes Paula Vennells

Non-Executive Director Chief Executive

(Chairman of Pensions Sub-Committee) Paula Vennells has worked for the Post Office

=" - since 2007 in a number of senior 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'Oréal and held Directorships in sales and
marketing with a number of major retailers,
including Dixons Stores Group and Argos. She is
currently a Non-Executive Directorand Trustee
for the Hymns Ancient and Modern group.

Virginia Holmes brings to the Board extensive
knowledge of the financial servicesindustry,
including both investment managementand
banking. Her experie ides serving as Chief
Executive of AXA Inve ent Managers in the UK
and more than a decade with the Barclays Bank
Group, where she ultimately served as Managing
Director of the Barclays Bank Trust Company.
Virginia currently serves on the boards and chairs
the investment committees of both the Alberta
Investment Management Corporation in Canada Chris Day

and the FJIIiVé?tF;](’i@S;SLI}T)@[EEiIlI’lI;laU()ﬂ :Schﬂeme in Chief Financial Officer
the UK. She also serves on the boards of Standard
Life Investments Limited and JPMorgan Chris Day joined the Post Office in August 201

Claverhouse Investment Trust ple, from the BBC, where he had been Group Financial
) Controller since 2005, Prior to that, Chris spent 14
A__lana}f_MamOCh years in FMCG with Grand Metropolitan/Diageoin
Non-Executive Director asuccession of treasury and corporate finance
-- mmm————- - - roles in the UK, and as Finance Director in the
(Chairman of Audit, Risk and Netherlands and subsequentlyin Germany/
C_E)mpli?}:)_(?e Sub-Committee) Austria. Earlier in his career, Chris worked

as a financialmanagement consultantat KPMG,

Alasdair Marnoch joined the Board of the Post ' ) N
having started his career with Beecham Group.

Office as a Non-Executive Director on 23 May 2012,
A chartered accountant, he chairs the Board's Alwen Lyons
Audit, Risk and Compliance Sub-Committee,

which reviews the statutory accounts and Company Secretary

financial controls. Alasdair has had wide Alwen Lyons joined the Post Officein 1984 as a
experience as Finance Director of a number of graduate and has worked at a senior level in
FMCG and service businesses,inciuding listed several directorates including Network, Finance
companies. Most recently, he served as CFO of the  and Marketing. She became Company Secretary
Equiniti Group, a leading provider of complex in July 2011, after leading the project to separate
administration and processing servicesto the Post Office Limited from Royal Mail Group.
public and private sectors.

Susannah Storey

Non-ExecutiveDirector

Susannah Storey is the representative of the
Department for Business, Innovation and Skills on
the Post Office Board. She hasrecently been
appointed Director of Corporate Strategy and
Change at the Department of Energy and Climate
Change. Susannahhasbeena civil servant since
2006, working at the Shareholder Executive until
2013 in a number of roles, including Head of the
Royal Mail and Postal Services team and Chief
Operating Officer. Prior to the Shareholder
Executive, Susannah worked in investment
banking at Citigroup and Schroders, specialising
in UK corporate finance.
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Comorafea govemance

A strong link remains between Royal Mail Group

The shares in Post Office Limited Limited and the Post Office: the Post Office hasa
(‘[he Post OfflCe) were transferred from strategic agreement in placeto continue to supply
T ) L . Royal Mail Group Limited products and services
Roya} Mail G roup Lﬂ’f}lted to Roya} Mail o through its network. That link is currently reinforced
HOidlngS pIC onl Aprﬂ 2012, and the Post Office in the corporate structure by a common group

holding company (Royal Mail Holdings pic) which
holds shares in both Post Office Limited and Royal
Mail Group Limitec.

has operated independently since that date.

Corporate governance principles Neither Royal Mail Holdings plc nor BIS, through
As the Post Office is not a company whose shiares its Shareholder Executive (ShEx), have any

are listed and traded on a public exchange, it is not day-to-clay involvement in the operations of the
formally required to report on its compliance with Post Office or the managemernt of its branch

the UK Corporate Governance Code (the Code). network and staff,

Nonetheless, the Board of the Post Office believes

this is an appropriate benchmark for reporting on The Board

corporate governance. Alice Perkins was appointed as Chairmanof the
During the year, the Post Office has further Boardin July 2011, marking the first step on the

road to building an independent Board for the
Post Office. Neil McCausland joined in September
2011 as the Senior Independent Director, and in the
year under review a further four Non-Executive
Directors have beenappointed, each bringing
particular skills and experience
Legal ownership structure business targets of growth, mode
customer focus and business emcwncy

established a full Board and Committee structure
and has set principles for goocd governance which
follow the provisions of the Code, so far as they can
apply to a government-owned entity which has no
private or institutional external Shareholders.

The Post Office is a wholly owned subsidiary of

Royal Mail Holdings plc. The Secretary of State The Boardisunusualin havinga female Chairman
for Business, Innovation and Skills (BIS) holds a and Chief Executive and being equally balanced
specialshare in Post Office Limited. The Special hetween men and women. The Board comprises
Shareholder’srights are set out in the Post Office two Executive Directors and six independent

Limited articles of association,

Annual Report and Financial Statements 2012-13
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Non-Executive Directors, including the Chairman.
This provides a strong level of independent
challenge to decision-makingand enablesthe
Post Office to call on a wide range of experience
and opinion. Short biographies of all nembers

of the Board appear on pages 40-41.

The Nominations Committee liaises with ShEx

in BIS to obtain the Special Shareholder’s consent
for all Directors” appointments. The Remuneration
Committee agrees the terms under which they
serve, including Non-Executive Directors fees and
any changes in the total rernuneration for each
Executive Director. The Executive Directors’
contracts provide for six months notice of
termination to be given by the Directorand 12
months notice to be given by the organisation.

Non-Executive Directors are not employees of

the Post Office, but provide servicesunder the
terms of an individual Letter of Appointment,
signed at the cornmencement of their Directorship.
All Non-Executive Directors are entirely
independent of the Post Office, having no other
connection or financial interestother thanas
customers and taxpayers.

Unexpired
Date of Term term at Committee
Director appointment of office 31 March 2013 memberships
Rolling Nominations
Alice 21 July 12-month (Chain),
Perkins 2011 contract n/a  Remuneration
Tim 19 September 3 years,
Franklin 2012 4 years 172 days ARC
Pensions (Chair),
Virginia 4 April 2 years, Nominations,
Holmes 2012 3 years 4 days  Remuneration
Remuneration
Neil 22 September 2 years, (Chain), ARC,
McCausland 2011 4 years 175 days Nominations
Alasdair 23 May 2 years,
Marnoch 2012 3 years 53 davys ARC (Chain)
Susannah 18 April 2 years, ARC,
Storey 2012 3 years 18 days Pensions

Board meetings

The Board meets at least eight times a year, with
an additional strategy away-day, and has a formal
schedule of mattersreserved to it.

The Board’s responsibilitiesinclucde setting

the Post Office’s strategic aims, putting in place the
leadership to put them into effect, supervising the
management of the business and reporting to the
Shareholder.During the year to 31 March 2013,
the Board has focused on financial performance,
network transformation,and the people and

months, the Board's primary focus was on
setting the strategic direction for the businessin
preparation for completion, during 2013-14, of the

Strategic Planand Funding Agreement with the
government for the period after March 2015,
During the year under review, the Board established
sub-committees which met regularly to undertake
more detailed reviews in specialist financial
reporting areas, as recommended by the Code
Stuch focus areas included accounting policy and
practices, risk and controls, pensions, executive
remuneration, the processes for evaluation of
performance, and the nomination and appointment
of new Directors or the removal of Directors from
the Board. The full terms of reference for the
Board sub-committees can be found on the

Post Office website.

The table on the following page showsthe
attendance of the Directors at meetings of the
Board and its principal committees during
the year.
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Alice Perkins 8/8 4/4 212 3/3

Chris Day 8/8 717 3/3

Tim Franklin® 5/5 273 212

Virginia Holmes 8/8 4/4 272 717 2/3

Neil McCausland 8/8 4/4 4/4 2/2 3/3

Alasdair Marnoch* 7717 474 373

Susannah Storey™ 8/8 3/3 6/6 273

Paula Vennells 8/8 3/3

*From date of appointment.

Board sub-committees

Audit, Risk and Compliance Committee

The Audit, Risk and Compliance Committee (ARC)
is made up of four Non-Executive Directors
chaired by Alasdair Marnoch. The ARC consi
Post Office Limited’s financialreporting, including
accounting policiesand internal financial
controls. It looks at the levels of risk which exist
within the Post Office and the steps taken to
ritigate those risks.

Oneof the ARC's primary responsibilitiesduring
the period was to review both the half-year
trading statement and the full-year financial
statements to assess the validity of assumptions
made, the accounting policies used and consider
the ways in which the Post Office should present
its financial performance.

A second major responsibility has been to
prormote the development of a risk management
framework suited to the complex nature of

the Post Office business. This will take some

fime, and is a key focusarea for the coming vear.
The development of risk managementand control
procedures and the establishmentof a full internal
audit programme are areas of high priority.

In this period, a new Head of Internal Audit was
appointed and the transition from using the Royal
Mail Group Limited’s internal audit function to
building a new internal team began.

The ARC works with both the internal audit

team and Ernst & Young, the external auditor.

The appointment and terms of engagernent

of the external auditor, including the proposed

fee structure, were consicdered and their
independence ass adl. The Audit Committee
consideredthe scope and planning of the external
financialaudit and assessedthe
of the audit process. There is no current intention
to change the existing audit relationship, but the
ARC will continue to monitor the independence
of the auditor and will, in future years, consider

Annual Report and Financial Statements 2012-13

whether the audit should be put out to
competitive tender, in line with best practice
applying to listed companies.

Remuneration Commitiee

The Remuneration Committee is made up of
three Non-Executive Directorsand is chaired

by Neil McCausland, the Senior Independent
Director. The committee is responsible for making
recommendations to the Shareholder on the
remuneration of the Executive Directors in
accordance with the articles of association.In
doing so,it also reviews the remuneration policy
and packages of the most senior leadership team,
being the roles which report directly to the Chief

levels across the businessand within external
organisations of comparable size in order to set
remuineration levels in an appropriate context,

The Chief Executive may attend meetings, at the
invitation 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 committeeis able to consult on remuneration
matters with the Human Resources and Corporate
Services Director, with other members of the
Human Resourcesteam and with external
consultants. In the year under review, advice

was primarily obtained from New Bridge Street

on market practice and benchmark development.
New Bridge Street corisultants have no other links
with the Post Office which could compromise
their independence.

No materialchanges can be made to Directors’
base salaries, benefits or incentives without the
Special Shareholdersconsent. Further details of
the schemes now in place, and a table setting out
the remuneration paid to all Directorsin the year
to 31 March 2013, are provided in the Directors’
remuneration report on page 49,

Nominations Committee

The Nominations Committee is made up of

three Non-Executive Directorsand is chaired

by Alice Perkins, the Chairman. It met for the first
time in December 2012, with Director appointments
up to that time having been mac cording

to specific criteria, following discussionswith

the Special Shareholde

The primary role of this committee is to recommencl
to the Board any changes in Board rnembership
and manage the pr¢ ; for recruiting and
replacing Directors. The Board is complete and no
immediate changes are expected. The committee
will keep under review the balance of skills,
experience and diversity available within the
Board and each of the Board sub-committees.

The Nominations Committee will also oversee the
process for Board and committee performance
evaluation, and monitor talent and diversity
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(see page 26). The Chief Executive may attend
meetings, at the invitation of the Chairman, to
discuss mattersrelatingto the talentand
diversity policies.

Pensions Commitiee

The Pensions Committee is made up of two
Non-Executive Directors and one Executive
Director and is chaired by Virginia Holmes.
With the pensions transfer in April 2012

(see page 33), government assumed the
obligations for past service liabilities of the Royal
Mail Pension Plan (RMPP) in return for a
substantialtransfer of assets. The transfer was
made possible following European Union
approval for UK Government state aid.

As part of the transfer, the pension fund was
sectionalised, with the Post Office assuming
responsibility for that part of the pension fund
which relates to Post Office employees

and pensioners.

The Board has delegated authority to the Pension
Sub-Commiittee to appoint professional advisers,
to enter into negotiations with the trusteesof the
RMPP on the forthcoming valuation of the funds,
to agree the investment strategy for the Post Office
section, and to monitor funding levels and
investment performance. The committee reports
back to the full Board so that its work can dovetail
with executive recommendations and union
negotiationson pay and benefits,

In August 2012, the committee recommended to
the Board the appointment of Aon Hewittas its
investment adviser. Working with Aon Hewitt and
with Towers Watson, its actuarialadviser, the
committee has satisfied itself as to the fair value
of assets transferred into the Post Office section
at1April 2012. The committee has agreed a
revised investment strategy with the trustees

of the RMPP, with the aim of maintaining the
long-term sustainability of the scheme and
protecting against an unmanageableincreasein
liabilities for the Post Office in the future.

Mutualisation Sub-Committee

The MutualisationSub-Committeeis chaired by
Alice Perkins and its membershipis the same as
that of the full Board. It met for the first time on

4 July 2012, the week in which the government
published the response to its conisultation
‘Building a Mutual Post Office’. The committee is
responsible for ensuring that the work to develop
proposals for the mutualisation of Post Office
Limitedis provided with strategic direction, has
the appropriatelevel of stakeholder involvement
and has adequate support.

The focus of the committee has been toconsider

the financial, culturaland business implications

of mutualisation to ensure that progress on
mutualisation supports and enables the successful
delivery of the Post Office’s transformation
programme. The committeelooks at mutual ways of
working to improve the performance of the business
and the Post Office’s progress towards mutualisation.

Performance evaluation

The Board intends to carry out an annual evaluation
of the effectivenessof the Board and of the Board
sub-committees. The initial performance
evaluation will take the form of an assessment

by the Chairman. External evaluations will be
completed every three years,

Executive Committee

Below main Board level, the Executive Committee
(ExCo)is the most senior management body and
is made up of the Chief Executive and each of her
direct reports, supported by some business unit
heads who report to mermbers of the Executive
Committee. The committee works within the
delegated authorities established by the Board.

The ExCoimplements 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
financialand other performancereports, and
addressurgent issuesthat have arisen within

the business and require senior-level resolution.
Twice yearly, it reviews the results of personal
performance assessmentsundertaken throughout
the organisation.

The Chief Executive, Chief Financial Officer and
Company Se ary attend both Board and ExCo
meetings. This facilitatesand strengthens the
communication channels betweern the senior

leadership team and the Board and its committees,

The Terms of Reference of the ExCo have been set
out in writing, and are available to download from
the Post Office website.

Risk management

The Post Office has adopted the requirements
of the FRC Guide to Corporate Governance and
established an approach to the management
of risk, tailored to meet the demands of a new
business with ambitious plans for expansion
in its chosen markets,

The Board takes ownership of risk management
through its Audit, Risk and Compliance
Committee (ARC). The business’ Risk and
Compliance Committeereports into the ARC
and is responsible for:

review and challenge of risk man merit;
approval and endorsement of policies

to mitigate risk; and

development of the risk management
framework,

This committee is chaired by the Director of

HR and Corporate Services and reports to the
Post Office ExCo. The committee comprises
members of the ExCo and other senior managers.
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During the year under review, the Post Office set
up its own Internal Audit department as partof a
‘three lines of defence’ model (see diagram below).
Internal Audit provides independentassurance
and advice on the risk management framework
and its futurestrategy and evolution, and reports
directly to the ARC.

Compliance with the business' regulatory
responsibilities in Financial Services is managed
through established joint regulatory risk
committees with the Post Office’s partner, the
Bank of Ireland (UK) plc.

Risk framework

The Post Office has set out the components of risk
rmanagement ir its risk framework. This frarnework
is described at high level in the diagrambelow.

¥

The framework utilises a ‘three lines of defence’
model to establish accountability and responsibility
for the effective operation of this framework.

- Risk management

 oversight and challeng

st line of defence is responsible for managing risk
in day-to-day business operations.

2nd line of defence comprises central functions
which oversee regulatory compliance and provide
advice on the operation of the framework.

3rd line of defence provides independent
assurance inrespect of the Post Office’s regulatory
risk rnanagement.

Therisk frameworkis supported by the Risk and
Compliance team, with dedicatedresourcesin
place to administer the tools and cornmittees

in use to manage risk.

Annual Report and Financial Statements 2012-13
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Progress

Over the past 12 months, each directorate has
gone through a process of identifying and
assessing the risks associated with achievement
of itsrespective objectives. In addition, the key
strategic programmes of the business capture
their ownrisks.

The top 12 risks from each of these sources, together
with therespectivemitigation plans, are reviewed
by the Risk and Compliance Committee to assess
the robustness of risk assessment and managemernt,

The above assessmentwill be supplementedin
the first guarter of the new financial year with a
top down assessment of the Company’s risks by
the Post Office Executive Committee.

Risk appetite

Over the next 12 months, the Post Office will be
fully developingits risk appetite statementsfor
each of the key risks, with a view to establishing
where additional risk may be taken to generate
new opportunitiesand/or where further treatment
of existing risks is required.

Business continuity

As part of the development of risk management,
the Post Office is bringing together a wide range
of business continuity arrangements throughout
the business under one central policy and
governance framework to ensure that the Post
Officeis capable of withstanding any significant
threat to its onigoing operations.



Performance
review

Operational

Overview review

Directors’ report.

Governance

WITNO00740103
WITNO00740103

Financial
statements

47

The Directors present the Group Annual Report
and Fine 1 Statements for Post Office Limited.
These financial statementsrelate to the 53 weeks
ended 31 March 2013,

Principal activities

The Group’s principal activities are the provision
of access to a wide range of mails, government,
financial, travel and retail services through its
network of Post Office branches and other
channels across the United Kingdom (UK).

Review of the business and expected
future developments

Information contained within the Chief Executive’s
review (page 6)and the Financial review (page 30)
constitutes the business review required by the
Companies Act 2006 and is incorporated into this
Directors’ report by reference,

Results and dividends

The profit after taxation for the year was

£49 million (2012-£30 million). The Directors
do not recommend the payment of a dividend
(2012-nildividend).

Pensions

Innote 19 of the financial statements,on 1 April
2012 almostall of the pension assets and liabilities
of the Royal Mail Pension Plan were transferrec

to HM Government. On this date, the Royal Mail
Pension Plan was also sectionalised, with

Royal Mail Group Limited and Post Office Limited
responsible for their own sections. All employees
were transferred to be directly employed by

Post Office Limited on the same date.

Royal Mail Group Limited is the principal
employer in the Royal Mail Senior Executive
Pension Plan and for the Royal Mail Defined
Contribution Plan. Post Office Limited became

a participating employer for both of these plans
with effect from 1 April 2012. Post Office Limited
continues to account for approximately 7% of the
Royal Mail Senior Executive Pension Plan scheme,
as it has done previously. Both defined benefit
schemes were closed to new members in 2008
and the Royal Mail Senior Executive Plan closed
on 31 December 2012. New employees are
offered membership of the Royal Mail Defined
Contribution Plan.

The consolidated balance sheet pension surplus
of £97 million (2012-£206 million deficit) has
arisenprincipally due to the transfer of penision
assetsand liabilities to HM Government.

Prior to 1 April 2012, Royal Mail Group Limited had
the legal relationship with the trustees of both
defined benefit plans and, as such, the trustees
held Royal Mail Group Limited liable for the
actuarial deficitin the scheme. All employees
were emploved by Royal Mail Group Limited and
seconded to Post Office Limited under an
agreement hetween Post Office Limited and

Royal Mail Group Limited. Post Office Limited met
the full costs of employment and was responsible
for the funding of the pension deficit attributable
to these employees. Consequently, Post Office
Limited recognised a balance sheet deficit on full
adoption of IAS 19 by Royal Mail Holdings plc
based on employee numbers over 12 years, which
represented approximately 7% of the total balance
sheet deficitat that time. The net pension interest,
deficitrecovery paymentsand actuarial gains or
losses were also allocated on this basis. The
current service cost, regular future service
contributions and curtailments were computed
separately for Royal Mail Group Limited and Post
Office Limited based on cormmon factors/rates.

Political and charitable contributions

During the year, charitable contributions of
£989,702 (2012 -£320,108) were made. No political
contributions were made in the year (2012-nil).

Research and development
Research and development expenditure during
the year amounted to nil (2012-niD,

Policy on the payment of suppliers

The Post Office policy is to useits purchasing
power fairly. Payment terms are agreed in
advance It is policy to abide by the agreed terms.
The business has sought to comply with the
Department for Business, Innovation and Skills
(BIS) Better Practice Code. The number of days’
purchases in creditors at the balance sheet date
was 24 days (2012-33 days).

Land and buildings

The net book value of land and buildings, based
on a historic cost accounting policy and excluding
fit-out, is £11 million (2012-£11 million). In the
opinion of the Directors, the aggregate value of the
Post Office’sland and buildings at the year end
exceeded their net book value by £73 rillion
(2012-£45 miltion).

Directors and their interests

The following served as Directors of Post Office
Limited during the year ended 31 March 2013 and
remain in post as at the date of approval of these
financial statements.

A Perkins CB

NW McCausland

V A Holmes (appointed 4 April 2012)

S J Storey (appointed 18 April 2012)

A Marnoch (appointed 23 May 2012)

T A Franklin (appeinted 19 September 2012)

P A Vennells®

C M Day*

X

cutive Directors
No Director has a beneficial interest in the
share capital of Post Office Limited. All the
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Non-Executive Directors are considered to he
independent having no financial connection
with Post Office Limited other than by virtue
of the fees paid for their services as a Director.
The emoluments of Directors are set out in the
Directors remuneration report opposite,

Insurance and qualifying third-party
indemnity provisions for Directors

Post Office Limited maintains Directors and
officers’ liability insurance for the benefitof all
Directors and officers of Post Office Limited.

A partial qualifying third-party indemnity
provision (as defined in section 234 of the
Companies Act 2006) was and remainsin force
for the benefit of all the Directors of Post Office
Limited and former Directors who held office
during the year. The indemnity is granted under
article 129 of the articles of associationof Royal
Mail Holdings plc, the ultimate parent company.
The indemnity is partial in that it does not

allow Post Office Limited to cover the costs of
anunsuccessfuldefence of a third-party claim.

People

Our goal isto ensure that all employees are
engaged and involved in the business and are
aligned 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, professionalising key
roles, recognising the importance of diversity and
achieving greater employeeinvolvemernit in
decision-making.

Training and development programmes have
been put in place to support our ambition to create
a high-performance customer-oriented sales
culture, This ambition is further supported by
arange of bonus schemes which are based on

the achievement of business targets.
Underpinning all of this is a need for dignity at
work, where everybody feels valued and is treated
fairly and equally, with everyone playing a full
part in helping the business to achieve its goals.
Regular employee engagement surveys are
conducted to allow employees an opportunity

to express their views and opinions on important
issues. This two-way communication ericourages
all employees to contribute to making business
improvements,

Corporate responsibility

Post Office Limited is committed to carrying out
its activities i “ially responsible manner in
respect of the environment, employees,
customersand local communities. Further
information can be found on page 28.
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Disabled employees

The Post Office’s policy is to give full consideration
to applications for employment from disabled
people. Employees who become disabled while
employed receive full support through the
provision of fraining and special equipment

to facilitate continued employment where
practicable. The business provides training,

career developmentand promotionto disabled
employees wherever appropriafe.

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
£415 million of funding on 2 April 2013,

On 21 June 2013, Post Office Limited launched

a consultation with members of the Royal Mail
PensionPlan, on a proposal to change the terrms
of the plan, which will conclude on 25 Augtist
2013. Post Office Limited will consider the
feedbackbefore making its final decisionand
communicatingit to colleagues.

Going concern

After analysis of the financialresources available
and cash flow projections for Post Office Limited,
the Directors have concluded it is appropriate

to prepare the financial statementson a going
concernbasis. Further details are providedin
accordance with the fundamental accounting
concept in note 1 of the financial statements.

Auditinformation

The Directors confirm that, so far as they are
aware, there is no relevant audit information
of which the auditoris unaware, and each
Director has taken all reasonable steps to
make themnselves aware of any relevant audit
information and to establish that the auditor
is aware of that information.

Auditor

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

By order of the Board.

Alwen Lyons
Secretary, Post Office Limited

(company number 2154540)
148 Old Street, London EC1V SHQ
16 July 2013
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Neil McCausland
Chair, Rg__m_uneration Committee

I welcome this opportunity to cutline our progress
on executive remunerationduring the year.
Remuneration is a highly sensitive issue in the
challenging economic environmentin which

we operate. As a publicly owned business, funded
by the taxpayer, with a commercial and public
purpose, we recognise the need for transparency
and accountability on Directors remuneration
and the need to establish a responsible approach
to remuneration.

Once the Post Office Board appointment process
was complete in September 2012, a Remuneration
Committee was set up to take responsibility for
executive remuneration. The members of the
committee are independent Non-Executive
Directors (NEDs), and no individual participates
in discussions about their own remuneration.

We have used the recommended governance
principles and proposed legislative changes on the
disclosure of executive remuneration to prepare
this report and to aid the development of the
remuneration strategy.

The committee recommends the strategy and
policy for Executive Directors’ remuneration

to the Post Office Board for its approval, taking
into account their potential impact across the
organisation. Prior written consent of the

Special Shareholder is required in respect of any
variation or amendment to the remuneration

of the Executive Directors. During this first year,

I have held regular dialogues with officials
and ministers in the Department for Business,
Innovation and Skills to build working
relationships and a common understanding
of the issues.

—

The Post Office has begun the journey to turn
around the business to become a sustainable
organisation characterised by a strong performance
culture and active stakeholder participation and
engagement. We are planning for the future of the

husiness, so the longer-term remuneration policy
becomes very important, We have deliberately

2 no changes to the remuneration policy for
the Executive Directors during this first year, as
we build a track record of solid achievements
againstchallengingtargets.

The framework for the Executive Directors’
remuneration was inherited from Royal Mail
Group. An extensive remuneration benchmarking
e indertaken during the year, and data
from similar-sized organisationsin three distinct
sectors was considered. The organisations used
for the benchmarkingactivity came from the
mutual, government-owned and PLC sectors.

The results of the benchmarkingshowed that the
levels of Post Office executive reward for both
fixed and total remuneration are substantially
below the market median. The Remuneration
Committee, mindful of the government’s
constraints on executive pay, agreed that while it
would not recommend any changes, the relative
market position of the Executive D tors would
he kept under review. Any recornmended future
change in remuneration for Executive Directors
would be subject to Special Shareholder approval.

The Chief Executive, Paula Vennells, and the
Chief Financial Officer, Chris Day, were appointed
to their roles prior to 1 April 2012, the date at which
the Post Office began operating independently
from Royal Mail Group. While the responsibilities
of the Chief Executive and Chief Financial Officer
have increased significantly, their remuneration
framework remains unchanged.,

For the financial year ended 31 March 2013,

the committee was satisfied that there had been
aclear link between the performance of the
businessand payments under the two incentive
plans, the Short Term Incentive Plan (STIP) and
the Long Term Incentive Plan (ILTIP). Details of
STIP and LTIP targe 1dl the resulis achieved
are showrn on pag

The remuneration policy willremain largely
unaltered for 2013-14, and the Remuneration
Committeeisin discussion with the Special
Shareholder on the future remuneration
framework for executive Directors, The Post Office
is undergoing a fundamental transformationand
we anticipate that each year progressively more
demanding te will be set for the STIP and
LTIP in order to achieve our goal of financial
sustainability.

The Remuneration Comrittee is comfortable that
the current policy provides a strong link between
reward and performance and I commend this

report to our stakeholders.




WITNO00740103
WITNO00740103

— Exhibit WITNO0O740103

Theremuneration report

This report has been prepared in accordance

with the provisions of the Cornpanies Act 2006

to the extent that they are applicable for an
unlisted company. The committee has also, where
practicable, adopted early the proposed legislative
requirements for disclosure of Directors’ pay being
put forward for UK listed companies.

Accordingly, the remuneration report has been
splitinto two sections: a policy report and an
implementation report. The policy report sets

out the policy for the remuneration of Directors
and its link to the businessstrategy. The
implementationreport sets out how this policy
was applied during the year under review and the
remuneration received by Directors. Both sections
of the report (pages 49-55) have heen approved by
the Remuneration Cornmittee and the Board.

Neil McCausland
Chair, Remuneration Committee,
Post Office Limited

16 July 2013

Annual Report and Financial Statements 2012-13

Policy report

The committee is responsible for setting the
remuneration packages for the Chief Execufive and
Chief Financial Officer and determining the overall
remuneration policy for the Chief Executive’s
directreports and the Company Secretary.

The committee’s intention is that the remuneration
policy should align with the businessstrategy

and risk profile so that individualsare motivated
to deliver the Post Office’s objectivesand protect
its brand value, The Post Office remuneration
strategy is based on the following:

« attracting and retaining the right people
within an agreed policy to lead and deliver
the strategic plan;

using incentives appropriately to reward
the achievernent of the turnaround strategy
and promote the long-term viability of

the organisation;

reinforcing an emerging culture of co-ownership
and partnership;and

providing a transparentapproach to the
disclosure of pay.

Remuneration policy summary

The table oppositedescribes the current
remuneration policy and the breakdown of the
packages for the Executive Directors, which
comprise fixed pay (base salary, benefitsand cash
in lieu of pension contributions) and pay atrisk
(STIP and LTIP).

The remuneration framework for the Executive
Directors requires consent from the Special
Shareholder each year. The Board is recommending
that the framework remains the same for 2013-14
as it was in 2012-13, with the exception of the STIP
design for the Chief Financial Officer.
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Remuneration policy table

Element Link to strategy Operation Performance Maximum values

period

Base Determinecd by reference to Directors’ salaries are reviewed The currentsalariesfor

salary the skills and responsibilities annually in July of each year. the Executive Directors
of the individual are:

Consideration is given to pay Chief Executive

and employment conditions £250,000
elsewherein the Post Office Chief Financial Officer
when determining base salary £215000

increases, and to market clata

on comparable roles.

Benefits Participationin life and The value of the benefits The total value of the
health assurarnce schemes, package is monitored by the henefits package for
company car and private Remuneration Committee 2012-13 was £9,779,
medical schernes are and benchmarked against
part of Post Office-wide comparator organisations.
henefit programmes.

Pension Pension provision is provided A salary contributionin lieu 25% of salary

by the Post Office and is
available to all employees

to help them meet their
retirement needs and provide
a competitive rermmuneration
package. Executive Directors
receive a salary supplement
in lieu of pension

scheme membership

of pension is paid as a cash
supplementto the Chief
Executive and Chief
Financial Officer.

Short Term The STIP drives and rewards

Incentive performanceagainsta setof
Plan key financialand operational
(STIP) targets taken from the

anced scorecard, set each
year according to the current
priorities for the business.
STIP awards are also linked to
the achievement of personal
performarice objectives,

The metrics and target ranges One year
are agreedannually with the

Board and the Special

Shareholderas partofthe

annual business and budget

planning cycle.

The STIP metrics are a mixture
of financial (45%), customer
(20%), modernisation (25%) and
employeeengagement (10%)
measures which link directly
to the overall strategy.

80% of the STIP award is based
on the balanced scorecard and
20% is based on individual
performance objectives, which
are agreed with the Board and
will require approval by the
Spe Shareholder

The maximum STIP
opportunity for the Chief
Executive is 80% of
salary (with 48% of salary
being payable for
on-target performance).
The STIP arrangements
for the Chief Financial
Officer are currently
under review with the
intentionof aligning
them with the

Chief Executive’'s STIP
framework. The Special
Shareholder’s consent
will be required for any
changes.

Long Term The LTIP is designed to reward

Incentive and retain key executives
Plan 1 senior managers
(LTIP) and to incentivise the

achievementof longer-term
performarce goals.

The payout of the award is
based on the achievement
of strategic targets linked
fo the longer-term
development growth of
asustainable business.

Three financial
VEars

Performance measuresfor the
LTIP are drawn from the Post
Office Strategic Plan agreed
with the Special Shareholder.
The intention is to award

an LTIP, subject to Special
Shareholder agreement.

The proposed awards follow
a three-year cycle. Awards
for 2013 will be hased on
access criteria and a profit
measure target,

70% of salary for the
Chief Executive and 35%
of salary for the Chief
Financial Officeris
pavableat target
performance.

Up to 98% of salary for
the Chief Executive and
up to 49% of salary for the
Chief Financial Officeris
payable at maximum

performance.
@
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Performance scenarios 2013-2014

The chartsbelow show the quantum and
composition of the currentremuneration

policy for the Executive Directors under three
performance scenarios. These are scenarios
showing potentialremunerationassuming there
is 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).

Performance scenarlos 201

£800k

£700k
£600k
£500k

£400k 322279

£300k
£200k
£100K -

~On:Target -

£0  Minimum®
. Paula Vennell:
“Chief i

-Executive

For the Chief Financial Officer, the above values
are indicative, as the proposed changesto the
Chief Financial Officer's STIP are still subject to
the agreement of the Special Shareholder.

Statement of pay considerations elsewhere
in the Post Office

The committee takes into account the pay and
employment conditions of employeese
in the Post Office when setting the mmunomr ion
policy for the Executive Directors. For example,
when determining salary increases for the
Executive Directors, consideration is given

to the policy and budget applied elsewhere

to other employees,

The balanced scorecard used for the STIP
for Executive Directors is also used to assess
performance in the S
providing alignment between performance
reward for all employees at manager level
and above,

Annual Report and Financial Statements 2012-13
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Contracts and loss of office payment policy

Each of the Executive Directors has a signed
a confract with the Post Office,

Key tprmi of the rontrdct

Notice per]od 1 mom h@ m bc\ gjlve‘n
by the Post Office
and six months by
the Director.

Salaryand bemefits
including health cover,
acompany car or car
allowance, life and
health insurance and
cash allowancein lieu
of pension equivalent
to 25% of base salary

Remuneration-related
provisions

Clawback provision

Executive Directors have clawback clausesin
their contracts, as well as the STIP and LTIP
ml()% Wbi(‘h provide for thereturnof any over-

of an execut lW,’,Th(E. pxovm(ms arein lan
with market best prac

Non-Executive Directors

The fees paid to the Chairmanare approved
by the Special Shareholder. Fees for the Non-
Executive Directorsare determined by the
Executive Directorsand are submitted to the
Special Shareholder for approval, taking into
account time commitment and responsibilities.

The fees paid to the Chairmanand Non-Executive
Directors are not pensionable and they receive
no other benefits.

Non-Executive Directors’ letters of appointment
are described in the Corporate governarnce
statement on page 43.

Statement of consideration of
Shareholder'sviews

The Chairman of the Committee communicates
regularly with the Shareholder Executive on
hehalf of the Special Shareholder on all matters
concerning executive remuneration, and the
Special Shareholderapprovesall aspectsof the
framework for Executive Director remuneration.
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Implementation report
Remuneration for each Director (audited)

Actual Cashin
Annualised salary/fees lieuof
Name salary/fees 2012-2013 Benefits pension STIP LTIP Total
Non-Executive Directors
Tim Franklin TTTe35000  £18667 . - £18667
Virginia Holmes TTTe35000  £34708 . . - £34708
Alasdair Marnoch 45000  €38589 - . - £38589
Neil McCausland TTTE50000  £50000 . - £50,000
Alice Perkins TTE100000 £100000 - . - £100.000
Susannah Storeyt! o - o - - - £0
Executive Directors”™’ T e o N
Paula Vennells TTE250000 £250000 £62500 £157.936 £217508 £697723
Chris Day TTE215.000 £215.000 £53750 £129053 £407582
- £706.964 116250 £286989 £217508 £1.347269

' Susannah Storey was arn empioyee of the Shareholder Executive of the Department for Business, Innovation and Skills. In March 2013 she moved to the
Department of En s and Climate Change. She receives no Director's fee.

¥ The salaries for Paula Vennells and Chris Day remain unchanged. There is no planned increase for the review in July 2013

Chief Executive

The STIP payable to the Chief Executive is based
ontheba ed scorecard (80%) and personal
performance (20%). The balanced scorecard
element paid out55.5% of salary, out of a maximum
of 64% of salary. For the personal element, following
areview of the achievements of the personal

Pay atrisk paid to Executive Directors
in 2012-13 (audited)

a) Short Term Incentive Plan 201213
The STIP is based on the Post Office halanced
scorecard for 2012-13. 3ix measures from the
scorecard were identified for use in the STIP.

Theserelate to financial performance (50%), the
customer experience (25%) and achievement of
specific objectives related to the modernisation
programme (25%). Financial performance was
assessed through the use of stretching revenue
and operating profit targets. Strong growth in the
businessduring the year deliveredrevenue,
excluding Network Subsidy Payvment, of

£1.02 billion, which was betweer and
stretch performance. This growth in revenue,
coupled with cost control, meant that operating
profit of £94.2 million was in excess of the stretch
hurdle. Significantimprovements were made in
our interaction with customers, with reductions
in queue times and call centre targets being
achieved. Overall, performance exceeded the
on-targetlevel across all the six measures, and
wasin excess of the stretch hurdle for two measures,

objectivesby the Chairman, the Remuneration
Committ udged that the ChiefExe
had achieved 80% of her individual obj
leading to a bonus for this element of 7.7% o
salary. Taking account of both the financialand
personal elements, the total 5TIP awarded to the
Chief Executive for 2012-13 was 63% of salary.

hief Financial Officer

The STIP payable to the Chief Financial Officer
for 2012-13 wa d on the balanced scorecar
with a multiplier applied based on personal

performance within the plan year. His bonus basecd
onthe halancﬂd scorecard was 40% of salary.
The multiplier that was applied resulted in an
incr by a factor of 1.5, Taking account of both
financial and personal elements, the total STIP
awarded to the Chief Financial Officer for 2012-13
was 60% of salary.

As shown in the policy section above, the intention
isto harmonise the STIP design for the Chief
Financial Officer with that of the Chief Executive
and remove the multiplier. These changes will

be subject to Special Shareholder approval.
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b) Long Term Incentive Plan

awards 2010-2013

The LTIP award to pay out this year is based on the three-year performance period ended 31 March 2013. The award value for the
Chief Executive was 70% of salary, with a maximum stretch value of 1.4 times the target award (98% of salary). No award was made
to the Chief Financial Officer because he had not commenced employment with the Post Office on the award date. The primary
performance condition for the 2010 award was operating profit (sliding scale of targets).

Operating profit for the year ended 31 March 2013 (£94 2 million) was between the target and stretch level. The resulting payout
under the 2010 LTIP was 87% of salary for the Chief Executive, Other Post Office employees also participatedin this scheme,
receiving awards of between 25% and 43% of salary.

Outstanding Long Term Incentive awards
Under the remuneration policy, LTIP awards are granted annually. The Chief Executive Officer and Chief Financial Officer have the
followingoutstanding awards:

-------------------- Targetaward Streichaward T Performance period
Paula Vennells, Chief Executive Officer
Three years to
20011 LTIP £175,000 £245.000 31 March 2014
Three years to
2012 LTIP £175,000 £245,000 31 March 2015
Chris Day, Chief Financial Officer
Three yearsto
2001 LTIP £50167*% £70234 31 March 2014
Three years to
2012 LTTP £75.250 £105350 31 March 2015

*LTIP award prorated because Chief Financial Officer commerniced empioyment 1 August 2011

Both the 2011 and 2012 LTIP awards are subject to challenging financial and strategic performance conditions based on business
profitability and the maintenance of the network in line with the Shareholder’s objectives.

Annual Report and Financial Statements 2012-13
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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 accrued benefits under the Royal Mail Senior Executives Pension Plan (an HMRC-approved defined benefit
occupational pension scheme) until5 April 2012, when she left the scheme

Accrued benefit at Transfer value of

25 March 201 2 or date Accrued benefit at Increasein accrued increase before

of appointmentto the 31 March 2013 or date benefits during the inflation less Director’s

Board if later of leaving if earlier period (net of inflation) contributions

HAge at year end: 54 pa pa pa pa

Paula Vennells £14.721 £15.225 £180 £3.340
Transfer valueat

25 March 201 2 or at Movements in the

date of appointment to Transfer valueat  Transfersin, received Member’s contributions period less Director’s

Board if later 3% March 2013 during the period in the period conftributions

Paula Vennells £283759 £314926 - £204 £30963

Relative importanceof the spend on pay (audited)
Total people costs at Post Office Limited (excluding exceptional items) for the year ended 31 March 2013 were £259 million, of
which £1.35 millionrelated to Directors pay. This compares to total revenue excluding Network Subsidary Paymernt of £1.02 billion.

Outside Directorships

Subjectto Board approval, the Executive Directors are permitted to take on non-executive positions with other companies and are
allowed to retain the fees received in respect of such positions. Paula Vennells is a Director of Hymns Ancient and Modern and
received a fee of £6,000 in respect of the year ended 31 March 2013,
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The Directors are responsible for preparing the Annual Report
and Financial Statementsin accordance with applicable law
and regulations.

Company law requires the Directors to prepare financial
statements for each financial year that give a true and fair view
of the financial position of the Group and of the Company and
the financial performanceand cash flows of the Group and of
the Company for that period. Under that law the Directors have
cted to prepare the Group consolidated financial statements
ordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union and have elected to
prepare the Company financial statementsin accordance with
United Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards and applicable law).
In preparing those financial statements, the Directors are
required to:

select suitable accounting policies and apply them
consistently;

present information, including accounting policies, in a
manner that provides relevant, reliable, comparable and
understandableinformation;

provide additional disclosures when cormpliance with the
specific requirementsin IFRS is insufficientto enable usersto
understand the impact of particular transactions, other events
and conditions on the Group's financial position and financial
performance;

state that applicable accounting standards have been
followed, subject to any material departures disclosed and
explainedin the financial statements;and

prepare the financial statements on the going concern basis
unlessitis inappropriate to presume that the Company will
continue in business.

Annual Report and Financial Statements 2012-13

The Directors are respornsible 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 enisure that the Group consolidated financial
statements comply with the Companies Act 2006 and Article 4
of the IAS Regulation and the Company financial statements
comply with the Companies 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 irregularities.

The Directors confirm that to the best of their knowledge:

« the Group consolidated financial statements, prepared

in accordance with IFRS as adopted by the EU and in
accordance with the provisionsof 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, give a true and fair view of the assets, liabilities,
financial position and profit of the Company; and

the managementreport contained in this report includes a fair
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 risks and
uncertainties they face.
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We have audited the consolidated financial statements of

Post Office Limited for the 53-week period ended 31 March

2013 which comprise the Consolidatedincome statement,

the Consolidated statement of comprehensive income, the
Consolidated statement of cash flows, the Consolidated balance
sheet “onsolidatedstatement of changes in equity and

the related notes1to 25. The financialreporting framework

that has been applied in their preparation is applicable law and
International Financial Reporting Standards (IFRSs) as adopted
by the European Union.

This report is made solely to the Company’s members, as a
body, in accordance with Chapter 3 of Part 16 of the Companies

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, 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 58, the Directors are responsible
for the preparation of the group financial statementsand

for being satisfied that they give a true and fair view. Our
responsibilityis to audit and express an opinion on the group
financial statementsin accordance with applicable law and
International Standards on Auditing (UK and Ireland). Those
standardsrequire us to comply with the Auditing Practices
Board's Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtainingevidence about the amounts and
disclosuresin the financial statements sufficientto give
reasonableassurance that the financial statementsare free
from material misstatement, whether caused by fraud or error.
This includes an assessment of: whether the accounting
policies are appropriate to the group’s circumstancesand
have been consistently applied and adequately disclosed;
the reasonableness of significant accounting estimates made
by the Directors; and the overall presentation of the financial
statements.In addition, we read all the financialand non-
financialinformationin the annual reportto identify material
inconsistencieswith the audited financial statements.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 fair view of the state of the group’s affairs

as at 31 March 2013 and of its profit for the 53-week period
then ended;

have been properly prepared in accordancewith IFRSs as
adopted by the European Unior; and

havebeen prepared in accordance with the requirements of
the Companies Act 2006,

Opinion on other matters prescribed by the
Companies Act 2006

In our opinion the information given in the Directors’ Report for
the financial year for which the group financial statementsare
prepared is consistent with the group financial statements.

Matters on which we are required fo report
by exception

We have nothing toreport in respectof the following matters
where the Companies Act 2006 requires us to report to you if,
in our opiniorn:

« certain disclosures of Directors’ remuneration specified by
law are not made; or

« we have not received all the informationand explanations
we require for our audit.

Other matter

We have reported separately on the parent company financial
statementsof Post Office Limited for the 53-week period ended
31 March 2013.

Angus Grant (Senior statutory auditor)

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

16 July 2013

Notes:

1. The maintenance and integrity of the Post Office Limited's website is the
nsibility of the Directo ! ork carried out by the auditors does

onside nd, accordingly ditors

msibilit : 25 have occurred to the

financial staternents since they were initially presented on the website.

N

. Legislation in the United Kingdom governing the preparation and
¢} mination of financial statements may differ from legisiationin
other jurisdictions.
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_Consolidated income statement

for the 53 weeks ended 31 March 2013 and the 52 weeks ended 25 March 2012

2013 2012
Notes £m £m

Revenue S ‘1;234 1,160
People costs excluding restructuring costs 3 (259 (254)
Otheroperating costs T @ @e
{:}-1:;;?-(-3%;)-(;‘;T-F«:;\-{;}-(-)g];-f;(-);)-;\(-'ﬂ nt ventures and associates ] ] -]“ -"‘-‘-‘“-3-5- ""““3-]“
Operating profit before exceptional items* 4 oq 61
(—)_p_(:r_gﬁng OX(reml-(;;\;H if(?ms“ - :_ _‘-‘_:.k“‘u(‘tl-’;; ------- (—i-é;

- government grant Lo 98

- rezst_r—l.-w-‘:-‘(-{mng costs e e (’7_53)- o (f;)-

“other 68 (6
Operating profit Ly 23
Profiton disposexl_(;t_(_)mptférl'-y-, plant and equipment —— 2 - 1
I_,(-):;%-<-;H sale of e.xsg(;;.i-am - 11 = (30) -
Profit before financing and taxation - \ ‘19‘ 24
I;-l-r;;;;l-ce"(‘(ﬁfs Tt 7 e ) - (%;
Finance income - - 7 _-,‘f = - 1“
Net 1’)(-3?(@101‘1&; Il’lf(?}-‘f;}F T -_-—---—1-'5- “ : 2‘-" 2"
Profit before taxation LB 20
Taxation credit o - 8 ""T =31 - 1(_‘)_
Profit for the financial year from continuing operations L 49 30

1ts for the >ported operating profit after modernisation costs but before
d.In the income statement above t prior year resuit has been presented to exchade
resuits are reported before all exceptional items.

Annual Report and Financial Statements 2012-13
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_ Consolidated statement of comprehensive Income

for the 53 weeks ended 31 March 2013 and the 52 weeks ended 25 March 2012

- 2013 2012

Notes £m £m

49 30

190 T1a 108

Taxation on items taken directly fo equity - - 8 - 1) - .
Total comprehensive income for the year 42 138

POST ¥
OFFICE
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Consolidated statement of cash flows

Share of profit from joint ventures and associates 11 62 G1)
Pensionoperating costs T s 20
Workir-lzg capital r'n_<;\-/;fm(mrf;:- -------------- ; 63 - 24_~-
(Increase)/decrease in tracde and other receivables e 38) 13
sein trade and other payables - o 199 - i ‘ZK—
Increase in inventories o T “;-‘.:-‘-‘-75 “"“"E]—;
Increase/(decrease) in non-exceptional provisions e 4 - (;;
Pension operating costs paid 26) @27)
Cash roreipff;/(’pag-/;w_lzmls)m-r-eﬁpwzr of operating exceptional items: T ""_‘-‘-1-373‘; -------- (- 5?3
Government grant : 200
_-P_{-(T};T.YL,I(;TLI ring costs e e B2) - @27)
" Other TR Sas Y
Net cash inflow from operating activities : - 257 25
Income: tax recovered : o1 12
Cash flows from investing activities S
Investment in as;s;;)—(r—i;n@ - - f"""‘c'ﬁi ———————————
13;\-71—(-1;{“(]?3 ref:exivg&-ﬁ;orr’l joint ventures and associates 11 “-—;‘ 40 - 38
— ORI - i 1_ ____________
Prme\@(i:-f;;)-r*_l‘;jl-@-&gx—(;{_);;-w plantand equipment T 8 2 - é-
Proceeds from dis;{;(-);al ofa s_;;ociare - o 2 o -
Purchase of non—c—&r—'»;-}m assets T “-"“(-5.5 ------- (—3—::/
Net cash (outflow)/inflow from investing activities e 7
Net cash inflow before financing activities 244 44
Cash flows from financing activities
"""""""" @ @
"""""" @ ®
(Repayment)/proceedsfrombank borrowings T -“"‘"‘-(-éé; _________ >
Net cash (outflow) from financing activities o (92) 5)
Net increase in cash and cash equivalents 152 39
Effect of exc m_r:;;(:—r:s_’ms on (_;e‘ash and cash equivalents T ) - <]—5
El:i?s—h-:wnd cash 9(11:1;;7;{16‘?11’5 atthe beginning of the year T 1 _.';- o 820 - 782
Cash and cash eqguivalents at the end of the year 13 97 820

Annual Report and Financial Statements 2012-13
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_ Consolidated balance sheet
at 31 March 2013, 25 March 2012 and 28 March 2011

Trade and other receivables

Total non-current assets

Current assets

971 820 782
cial assets a .
Total current assets : 1,332 1052 1,028
Total assets . 1510 1152 1136
""""" 14 - T@ra . 683 679
15 e ars
22 @ @
Provisions T 1 -(T} ----------------------------------
Total current liabilities (964) ©58)
Non-currentliabilities =
"""" 22 @ Te o
Otherpayables T T 1 4 “_‘“""" _“““_ZP-J ___________
"""" 16 e aa  @e
=ment benefit obligation T T T “""@-(‘355 —————— (;i-ég
Total non-currentliabilities S 3h) (228) 356)
Net assets/(liabilities) . 288 40 178)
Equity
Other Reserves 2 47 47
Total equity/(deficit) - 288 @0 178)

The financial statements on pages 60 to SO were approved by the Board of Directors on 16 July 2013 and signed on its behalf by:

P A Vennells CM Day
Chief Executive Chief Financial Officer

POST ¥
OFFICE
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Financialstatements. . . .

Consolidated statement of changes in equity

At 26 March 201 2
Profit for the year

Actuarial gain on defined benefit schemes

Taxation of items taken directly to equity 3 ; - (21)
At 31 March 2013 con 468 288

Opening other reservesof £47 million comprised £2 million relating to First Rate Exchange Servi Holdings Limited, the joint
venture entity, and £45 million that was recognised on the formation of Midasgrange Limited, the associate entity. In September
2012 the Group disposediof its interest in the associate and therefore £45 million included in other reservesrelating to Midasgrange
Limited was transferred to retained earnings.

""""""""""""""""" - T T share T Ofer | Total
premium reserves O(]UHV

Notes £m m £

465 47 178)

30 30

Actuarial gain on defined benefit pension schemes 19 - 108 - 108
At 25 March 201 2 465 B52) 47 40

Annual Report and Financial Statements 2012-13
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Exhibit WITNOO740103

1. Accounting policies

Financial year

The financial year ends on the last Sunday in March and for this
reason these financial statementsare made up to the 53 weeks
ended 31 March 2013 (2012 - 52 weeks ended 25 March 2012).

Basis of preparation

The financial statements on pages 60 to 90 have been prepared
inaccordance with International Financial Reporting Standards
(IFRSs), as adopted by the European Union and with those parts
of the Companies Act 2006 applicable to companiesreporting
under IFRS. Unless otherwise stated in the accounting policies
below, the financial statementshave been prepared under the
historic cost accounting convention,

For all periods up to and including the year ended 25 March
2012, Post Office Limited (the Company) prepared its financial
statements in accordance with United Kingdom Genera
Accepted Accounting Practice These financial statements for
the year ended 31 March 2013 are the first the Group (comprising
the Company and its subsidiary undertaking) has prepared in
accordancewith IFRS as adopted by the European Union.

Accordingly the Group has prepared financial statements
which comply with IFRS as adopted by the European Union
applicable for periods ending on or after 31 March 2013, together
with comparative period data as at and for the year ended

25 March 2012, In preparing these financial statements, the
Group’sopening statementof financial position was prepared
as at 28 March 2011, the Group's date of transition to IFRS as
adopted by the European Union.

The Company is incorporated and domiciled in the United
Kingdom. The Group consolidated financial staternentsare
presentedin Sterling and all values are rounded to the nearest
£m except where otherwise indicated.

Basis of consolidation

The consolidated financial statements comprise the financial
statementsof the Company and its subsidiary undertaking.
Subsidiaries are consolidated from the date of acquisition,
heing the date on which the Group obtains control, and
continue to be consolidated until the date when such control
ceases. The financial statements of the subsidiaries are prepared
for the same reporting period as the parent company, Using
consistent accounting policies. All intra-group balances,
fransactions, unrealised gains and lossesresulting from
intra-group transactionsare eliminated in full.

Changes in accounting policy and disclosures

The changes to accounting policies and disclosureswhich have
been necessary as part of the transition to reporting under IFRS
as adopted by the European Union have had no effect on the
income statement or ret asset position,

Accounting standards issued but not yet applied

The following new and revised accounting standardsare
relevant to the Group and are in issue but were not effective
(and in some instances have not yet been adopted by the
European Unior) at the balance sheet date:

Annual improvementsto IFRS 2009-2011 Cycle

IFRS 7 (amended) Offsetting Financial Assets and
Financial Liabilities

IFRS 9 Financial Instruments: Classification

and Measurement

IFRS 10 Consolidated Financial Statements

IFRS 11 Joint Arrangements

IFRS 12 Disclosures of Interests in Other Entities
IFRS 13 Fair Value Measurement

IAS 1 (amended) Presentation of ltems of Other
Comprehensive Income

IAS 19 (revised) Employee Benefits

IAS 27 Separate Financial Statements

IAS 28 Investments in Associatesand Joint Ventures
IAS 32 amended) Offsetting Financial Assetsand Liabilities

.

B

The Directors do not expect that the adoption of the standards
listed above will have a materialimpact on the financial
statements of the Groupin future periods.

Fundamental accounting concept - going concern
The Group has net assets at 31 March 2013 and has operated

at a profitbefore exceptional items during 2012-13 for the fifth
year running.

A funding agreement with government was annournced on

27 October 2010 which provided for:

Funding of £410 million for 2012-13

Funding of £415 million 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
£1.15 billion up to 31 March 2016

State Aid approval for the funding for 2012-13 to 2014-15 was
received on 28 March 2012 and it was also recognised that the
working capital facility was no longer deemed State Aid. £410
million was received on 2 April 2012,

This investment will take the form of a government grant and
enable the Groupto 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
acrossthe United Kingdom. Customers are beginning to benefit
from a much better retail experience including extended
opening hours. This programme is designed to make the

Post Office network more self-sustainingand, over time, less
dependant on direct subsidy. This programme will not involve
branch closures.

The Directors are satisfied with the progress made towards
modernisation during 2012-13 and that the plans in place and
the substantial investment secured will enable the Group to
continue to moderniseand to secureits future, However, they
note that the scale of change required remains significant so
not withoutrisk.



66

WITNO00740103
WITNO00740103

~ Financialstatements

Notes to the consolidated financial statements continued

03

Exhibit WITN007401

1. Accounting policies continued

After careful consideration of the plans for the coming years,
the Directors continue to believe that Post Office Limited will
be able to meet its liabilities as they fall due for the foreseeable
future. Accordingly, on that basis, the Directors consider that
itis appropriate that these financial statements have been
prepared on a going concern basis,

Critical accounting estimates and judgements

in applying accounting policies

The Group makes certain estimatesand assumptionsregarding
the future. Estimates and assumptions are continually evaluated
based on historical experience and other factors. In the future,
actual experien 1ay differ from these estimates and
assumptions. In addition the Group has to make judgements

in applying its accounting policies which affect the amounts
recognisedin the accounts. The most significant areas where
judgementsand estimatesare made are discussedbelow:

Pension assumptions

The costs, assets and liabilities of the pensions operated by

the Group are determined using methods relying on actuarial
estimates and assumptions, These pension figures are
particularly sensitive to changes in assumptions for discount
rates, mortality and inflation rates. The Group exercisesits
judgement in determining the assumptions to be adopted,

after discussion with its Actuary. Details of the key assumptions
are setoutinnote 19,

Pension liabilities 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 applied in determining that for these purposes a
high-quality corporate bond constitutes AA rated or equivalent
status bonds.

The pension deficit transfer to HM Government on 1 April 2012

{ “tly through equity, as in managementsjudgement
this transaction was undertaken with HM Governmentin its
capacity as the owner of Royal Mail Holdings plc, the Company’s
parentcompany, rather than inits capacity as governrment.
Provisions
The Group has recognised provisionswhere a present tegal or
constructiveobligation exists as a result of a past event, whereit
is probable that an outflow of resourceswill be requiredto settle
the obligation and a reliable estimate of the amount can be made.
Provisionsare detailedin note 16. Due to the nature of provisions
the futureamountsettled 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-current asset achreporting date,
Due to ongoing operational losses (excluding the Network
Subsidy Payment) the carrying value of intangible assets and
all property plant and equipment other than freehold and long
leasehold property has been impaired to the recoverable amount,

Revenue

Turnover from government, financial, mails and telecoms
services comprisesthe value of services provided. Turnover
from all other products comprises the commission received
excluding VAT, from the Group’s principal activitiesin providing
accessto a widerange of financial and retail services through
its network of Post Office branches across the UK and other
channels. Turnover relating to line rental for telecoms services
isrecognised evenly over the period to which the charges relate

Annual Report and Financial Statements 2012-13

and revenue from calls is recognised at the tirme the call is
made. Turnover from all other transactionsis recognised
when the transactionis completed. All turnover is derived
wholly from within the United Kingdom.

The Network Subsidy Payment is 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 appropriate.

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

Operating exceptionalitems

Operating exceptionalitems are items of income and
expenditure arising from the operations of the business which,
due to the nature of the events giving rise to them, require
separate presentation on the face of the income statement to
allow a better understanding of financial performance in the
year, in comparison to prior years.

Intangible assets

Intangible assets acquired separately or generated internally
are initially recognised at cost and are reviewed for impairment.
An impairmentlossis recognisedin the incorme st
the amount by which the carrying value of the asset

its recoverable amount, which is the higher of an asset'snet
realisable value and its value in use.

Arnortisation of intangible assets with finite lives is charged
annually to the income statement on a straight-line basis
as follows,

Software

Where intangible assets are impaired to their recoverable amournt
on acquisition the above range of asset lives is not applied.

1to 6 years

1

Property, plant and equipment

Property, plant and equipment is recognised at cost, including
attributable costs in bringing the asset into working condition
for its intended use.

Depreciation of tangible fixed assets is provided on a straight-
line basis by reference to cost and to the remaining useful
economic lives 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:

Notdepreciated

Freeholdland

Freehold buildings

UptoB50vyears

Leaseholdbuildings The shorter of the
lease, 50 years or th
remaining usefullife

3-15 years

eriod of the
estimated

Plantand machinery

Motor vehiclesand trailers 2 -12 years

Fixtures and equipment 2 -15 years

Where property, plant and equipment is impaired to its
recoverable amount on acquisition the above ranges of
asset lives are not applied. This is currently the case for plant
and machinery, motor vehicles and trailers and fixtures
and equipment.
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Impairment reviews

Unlessotherwise disclosedin these accounting policies,
assetsare reviewed for impairmentif events or changes

in circumstancesindicate that the carrying value may be
impaired. The Group assesses at each reporting date whether
ations exist. Where appropriate, an impairment
cnisedin the income statement for the amount by
which the carrying value of the asset (or cash generating unit)
exceedsits recoverableamount, which is the higher of an
asset’s net realisable value and its value in use,

Leases

Finance leases, where substantiallyall the risks and rewarcls
incidental to ownership of the leased item have passed to

the Group are capitalised at the inception of the lease with

a corresponding liability recognised for the fair value of the
leased item or, if lower, at the present value of the minimum lease
payments. Lease payments are apportioned between the finanice
charges and reduction of the lease liability so as to achieve a
constantrate of interest on the remaining balance of the liability.

Capitalised leased assets are depreciated over the shorter
of the estimated usefullife of the asset and the lease term.

Leaseswhere substantially all the risks and rewards of
ownership of the asset are retained by the lessor, are classified
as operating leasesand rentalsare charged to the income
statementover 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
Investmentsin joint venturesand associateswithin the

Group’s financial statementsare accounted for under the

equity method of accounting. Under this method the investrment
is carriedin the balance sheet at cost plus post-acquisition changes
in the Group’s share of the net assets of the joint venture/associates
lessany impairmentin value The income statementreflects the
Group's share of post-tax profits from the joint venture/associates,

Inventories

Inventories include printing and stationery, retail and Lottery
products, is 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 is calculated using tax rates in legislation that has been
enacted or substantively enacted by the balance sheet date.

Deferredincome tax assets and liabilities are recognised for all
taxable and deductible temporary differences and unused tax
assets and losses except:

« initial recognition of goodwill;

« the initial recognition of an asset or liability in @ transaction that
isnot a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit and loss;

« taxabletemporary differences associated with investments

in subsidiaries,associatesand interestin joint ventures,

where the timing of the reversal of the temporary difference
canbe controlled and it is probable that the temporary
difference willnot reverse in the foreseeable future; and
deferredtax assets are recognised only to the extent that it

is probable that taxable profit will be available against which

they canbe utilised.

.

Deferredtax assets and liabilitiesare measured at the tax rates
that are expected to apply to the period when the tax assetis
realised or the liability is «;ctti«ﬁd based on tax rates that have
heen substantively enacted at the balance sheet date, Deferred
tax balances are not discmmted,

Current and deferred tax isrecognised in the income statements,
exceptto 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 postretirement benefits
People working for the C
Group Limited and seconded to the Company un
2012.0n1 April 2012 they were transferred to be directly
employed by the Company. Membership of oc ional pension
schemesis open to most permanent UK employees of the
Company. All members of defined benefit schemes are contracted
out of the earnings-relatedpart of the State pension scheme.

“ompany were employed by Royal Mail
il 31 March

The pension assets of the defined benefit schemes are measured at
fair value. Liabilities are measured on an actuarial basis using the
projected unit credit method and discounted at a rate equivalent

to the cur rate of return on a high-quality corporate bond of
equivalent currency and term. The resulting defined benefit asset
or liability is presented separately on the face of the balance sheet.
Full actuarial funding valuations are carried out at intervals not
normally exceeding three years as determined by the Trustees and
actuarial valuations are carried out at each balance sheet date and
form the basis of the surplus or 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 arising from settlements, curtailmentsand past
service costs. The net difference between the interest costs and
the expectedreturnon plan assetsis recognisecdas net pensions
interestin the income statement. Actuarial gains and losses are
recognisedimmediately in the statement of comprehensive
income. Any deferred tax movement associatedwith the
actuarialgainsand lossesis alsorecognised in the statement

of comprehensive income.

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

Foreign currencies

The functional and presentational currency of the Group

is sterling (£).

Transactionsin foreign currenciesare recordedat the spot
exchange rate ruling at the date of the transaction. Monetary
assetsand liabilities denominated in foreign currencies are
retranslated at the functional rate of exchange ruling at the
alance sheet date, Currently hedge accountingis not applied to
any monetary assetsand liabilities. All differences are therefore
taken to the income staterment.

Trade receivables

Tradereceivables are recognised and carried at original
invoice amount less an allowance for any non-collectable
amounts. An estimate for doubtful debts is macde when
collection of the full amount is no longer probable,

Bad debits are written off when identified.



68

WITNO00740103
WITNO00740103

_ Financial statements

 Notes to the consolidated financial statements continued

Exhibit WITN00740103

1. Accounting policies continued

Borrowing costs

Borrowing costs in relation to the working capital loan facility
are recognisedas 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.

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
obligation (legal or constructive) as a result of a past event,

it is probable that an outflow of resourceswill be required to
settle the obligation, and a reliable estimate can be made of
the amount of the obligation. If the effect of the time value of
money is material, provisionsare determinedby discounting
the expected future cash flows at an appropriate pre-tax rate,

Financial instruments

The classification of financial instrumentsincluded on the
balance sheet is set out below:

Financialassets

Financial assets are classifiedinto the following categories:at
fair value through the income statement, loans and receivables,
and available for sale as appropriate basect on the purpose for
which they were required. Financial liabilities are classified as
either fair value through the income statement or as financial
liabilities measured at amortised cost.

Financial liabilities - interest-bearing loans
andborrowings

Allloans and borrowings are classified as financial liabilities
measuredat amortised cost.

Financial liabilities - obligations under finance leases
All obligations under finance lease and hire purchase contracts
are classified as financialliabilities measured at amortised cost,
Derivative financial instruments

The Group uses derivative financialinstruments to rnanage

its exposure to fluctuationsin foreign exchange rates. Such
derivative financialinstrumentsare stated at fair value.

Hedge accounting has not been claimed for foreign exchange
derivative instruments.

Fair value measurement of financial instruments

The fair value of quoted investiments is determined by reference
to bid prices at the close of business on the balance sheet date.

Where there is no active market, fair value is determined using
valuation technigues. These include using recentarm’s length
market transactions; referenceto the current market value of
another instrument which is substantially the same; and
discounted cash flow analysisand 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 liabilities are within Level 2 of the fair value hierarchy as
defined within IFRS 7.
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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 financialinstrument using cquoted
equivalent interestrates as at close of business on the balance
sheel date,

Derecognition of financial instruments

A financial asset or liability is derecognised when the contract
that gives rise to it is settled, sold, cancelled or expires.

Cash and cash equivalents

Cash and cash equivalentsin the balance sheet comprise cash
at bank and in hand and short-term deposits (cash equivalents)
with an original maturity date of three rmonths 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
asloans and receivablesfinancialinstruments.

2. Segmentalreporting

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 is the Executive Comrnittee as defined

in the Corporate Governance section on page 45.

The CODM has determined the operating segments hased

on 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 performarnice of the operating segments
based on netrevenue. This is calculated using segmental
revenue less the directly attributable costs of delivering the
service or product. The net revenue measure excludesthe
effect of indirect costs and the effects of non-recurring
expenditure such as redundancy costs and asset impairment.
Interest income and expenditure is not allocated to segments as
this type of activity is driven by the central treasury function.

Assetsand liabilitiesas recognisedon the Group balancesheet
are not considered to be segmental assets or liabilitiesbut rather
are managed by the Group’s central functions. The information
reviewed by the CODM does not include assets or liahilities
split by segment. A description of the activities of the business
segmentsis included from page 12 of the Operationalreview,

Revenue from a major customer represents approximately 27%
of the Group’s total revenue in 2013, This revenue was reported
within the Mails & Retail segment.
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"""""""""" T T a3
Directly
attributable Net
Revenue costs revenue
£m £ £m
Mails & Retail - a09 B) 404
Thooem W zEo
Tl @ 1m
T TN @ W
- 41 S 41
1024  @z21) > 903
------ Tiiitme U T Noys
Total 1234 a2) 1113
Revenue
£m
392
T e
o 164
20 T Toe a4
o 40
980
Network Subsidy Payment o 180
Total 1160 114 1,046

Areconciliation between underlying segment net revenue and profit before taxationis provided below:

Underlying segment net revenue St ,1 13 1,046
Indirect ;;;:r;_ = a ,05'-1_; (1,016)
Share (’)f;j.(;;;;.d){ profit from joint ventures and associates = 3-5- 31
Operating profit before exceptional items % 61
Operanrw-kf;-;—,\;:-m)ri(nwa1 iterns o _-f_ ; (4:';3 38)
Operating profit 3 47 23
5?5?&-?36}}?"'.;511 of property, plant and equipment - - S 25\ -1“
l?)%“ on ;;;l_@ of associate \" ; (3_65

Profit before financing and taxation . :1 9 24
f-‘m:-mce;' " o = 4) - (7)
Finance Tz—w;.o—r—u - ‘_f- 1

Net penss-k-)-m_s-i-x’xt,erest f-‘ Gt 2
Profit before taxation 18 20
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Notes to the consolidated financial statements continued

3.5taff costs and numbers
Employment and related costs were as follows:

————— 2002 2012
Em £m
215 213
""" 1917
Pension costs (note 1 9) vy - 25-
Total S 259 254
"“'Period end employees Average employees
2013 2002 2013 2012
Total employees 7886 7798 7,842 7734
Total employee numbers can be categorised as follows:
-------------------------------------------- 2003 2012
1,345 1,290
————— a511 4833
----- 1585 1581
Network and Crown transformation programmes --‘-~":445‘ - 9‘5_
Total -..7,886- 7798
4. Operating profit from continuing operations before exceptional items
Operating profit from continuing operations before exceptional items is stated after charging:
________________________________ 2013 2012
£m £1mi
478 483
e em = - ]_-
..... seiem- }.-
""" 20 25
“Vehiclesand equipment T 62 - 62
Fees payable to the group’s auditors for audit and other services: o L‘émd £000
ent company and group audit 331 195
- other non-audit services T 103 o 108
5. Operating exceptionalitemns
"""""""""""""""""""""""""" T s T 202
£m £m
98
"""" @ e
=
"-_ an o 1
______________ a2 - N
G i
Impairment of property, plant and equipment (note1 0) "j"; (41) - a9
Total operating exceptional items “7) 38)

Due to ongoing operational losses (excluding Network Subsidy Payment) the carrying value of intangible assets and all property
plant and equipment other than freehold and long leasehold property has been impaired to the recoverable amount.
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6. Directors’ emoluments

The Directorsreceived the following emoluments:

2013 2012
£000 £000
Emoluments, excluding pension contributions and LTIP but including cash supplements received
in lieu of pension 1129 904
1 58
218 -
2013 2012
Number Number
0 2
Defined contribution schemes SN e -
The highest paid Director received the following emoluments:
2013 2012
£000 £000
Emoluments and LTIP, excluding pension contributionsbut including cash supplements received S
in lieu of pension ..698 463
Comparny contributionsto pension schemes ‘ i 47
Transfer value of accrued pension benefits : 315 284

7. Net finance costs

Interestreceivable ‘\ S 1
Interest _(;g-t"?( unwinding discount on provisions o “‘i - Eﬁ - El_;
Interest g;,ly-;;k;lw onloans “; SR E?:i - ®)
Total = e ®)
8. Taxation
(a) Taxation gains recognised in the year
""""""" T a3 2012
£m £m
Corporation tax credit for year 3 a0 an
Tax Lln(i;e;_{;f-o-vidm iri previous years T T = ‘-:- - -‘L"
Current tax L ao [€30)
[-\::f:-r-r:d-‘r"a:(-(-rwh% relatingto the origin and reversal of temporary differences - f‘- (ifi - o
Income tax credit reported in the consolidated income statement a3 oo

Deferredtax of £21 million has been charged to equity relating to actuarialmovementsin the retirementbenefit surplus.
This offsets the deferred tax credit of £21 million that has been reported in the consolidated income statement,
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8. Taxation continued

(b) Factorsaffecting 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 24% (2012 26%). The differences are
explained below:

2013 2012

£m £m
Profiton ordinary activities before tax 18 20
Profiton ordinary activities multiplied by the standard rate of corporation tax in the UK of 24% (201 2-26%) = 4 5
JCIZ}GS??EQEE 1_[_1:1";-%1_5;3:0_};; }rmg_{rz)m recognition of deferred tax assets - 15)
Expenditure (135;:11-16233%19 fortax 2“
Adjustment in rPs‘;}J-e:(-F;){ ior por;);i ----- o 1“
Lossesfrom disposalsineligible for retiet 7 e
Effect of group re*l-iéi-;l-rrenders YO—(_)}}::(—;Y-;OITI panies e o 55_
ﬁ»-\;:;(xriafes/]omt venture profit after tax included in Group pre-tax profit @ o (é)-
Total current tax (see above) @D @O
(c) Deferred tax
Deferred tax assetsrelate to the following:
------------ - “E;alance sheet o Incom;-s-tatemen;_
L2013 2002 2013 2012
£ £m £m £m
Pensions temporary differences ‘ ; @1 ) - i -
Lossesavailable for offset against future taxable income . 21 -2 B
Total deferred tax asset S “ S
Income staterment S - o,

(d) Factors that may affect future tax charges

The Group has unrecogniseddeferredtax assets of £190 million (2012-£337 million), comprising £133 million (2012-£157 million)
relating mainly to fixed asset timing differences, £57 million (2012-£128 million) relating to tax losses that are available to offset
against future taxable profits and £0 million (2012-£52 million) relating to the retirernent benefit obligation. The Group has rolled
over capital gains of £3 million (2012-£3 million); no tax liability would be expected to crystallise should the assets into which the
gains have beenrolled be sold at their residual value, as it is anticipated that & capital loss would arise,

]

Finance Act 2012 reduced the main rate of corporation tax to 23% with effect from 1 April 2013. The effect of this change on deferred
tax balancesis included in these financial statementsand is detailed above. In the 2012 Autumn Statement, the Chancellor of the
Exchequer announced that the main rate of corporation tax will be 21% for H‘m year commencing ! April 2014 and in the March 2013
Budget he announced that the rate will be further reduced to 20% with effect from 1 April 2015. In accordance with accounting
standards the effect of these rate reductions on deferred tax balances has not been reflected in these accounts due to the relevant
legislation not having been substantively enacted at the balance sheet date. A reduction to 20% would, based on losses and
temporary differencesat 31 March 2013, reduce the Group’s unrecognised deferred tax assets by £25 million

Under the Postal Services Act 2011, trading losses which arose due to pension contributions and which are unused at 31 March 2013
will be extinguished. The estimated gross value of the losses extinguished is £175 million. The unrecognised losses carried
forward disclosed ahove are stated net of this amount.

(e) Tax effect of exceptionalitems

There is a tax credit on exceptional items of £nil (2012-£niD). This is calculated on a ‘with and without’ basis assuming that losses
are surrenderedfirstly to joint ventures and secondarily to companies in the Royal Mail Holdings Group.
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9. Intangible assets

------------------------ 2003 ERER 2011
Cost £m £m fLm
At26 March 201 2,28 March 201 1,29 March 201 O 183 166 55
Additions Bl 1712
Disposals T T
At31 March 2013, 25 March 201 2, 27 March 2011 208 183 166
Amortisation and impairment e :
At26 March 201 2, 28 March 2011, 29 March 201 0 183 ies 155
Impairment (seenote5) B 17 11
At 31 March 201 3, 25 March 201 2, 27 March 2011 . 208 183 166
Net ook value L
At31 March 2013, 25 March 201 2, 27 March 2011 B e
The above intangible assets relate to software.
10. Property, plant and equipment
"""" o T landandbutidings
Plant Fixtures
Long Short Motor and and
Freehold  leasehold leasehold vehicles machinery equipment Total
£m £m £m £m £m £1m £m
Cost
At 28 March 2011 78 17 113 34 1 696 939
T T . 1 T 13 1 18
T T T )
Transfers from Roval Mail Group Limited - —l“ - T 1 T T . 2
At 25 March 2012 7090 7 o114 o34 1709 054
Reclassification e s )
Additions T . 9 e 1 9 e 22 41
Dispogal; ----- gy e e gy (1-5 s
At 31 March 2013 gy o1 114420 1 999 ggp
Depreciation
At 28 March 201 1 67 16 113 34 1 696 927
Depreciation T -}-- T T ’x“
Impairment (see note 5) - -5— - T 1 T n“““}‘;}- ““““'i—?_)_
Disposals - 3) - o “-“-“E{; T “4)
At 25 March 201 2 .69 96 114 34 . 909 0 gg3
Depreciation Lo s S e e
1:71-1 irment (see note 5) . 9 g — =g - - 22 a
Disposals Ly B e e
At31 March 2013 7 7 e a2 1 719 970
Net book value
At31 March 2013 e Ty
At25 March 201 2 10 1 - - 11
At28 March 2011 11 1 - - - 12

Depreciation rates are disclosed within accounting policies (note 1). No depreciation is provided on freehold land, which represents
£3 million (2012-£3 million) of the total cost of properties

During the year the legal ownership of a number of properties were transferred from Royal Mail Group Limited to Post Office Limited
sl

for no consideration.
POST Y
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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 2012-13 and 2011-12, the Group’s only joint venture investment was a 50% interest (1,000 £1 ordinary A shares) in First Rate

o

Ixchange ServicesHoldings Limited, whose principal activity is the provision of Bureau de Change. First Rate Exchange Services
Holdings Limited is a company registered in the United Kingdom.

Associates

During 201112, the Group’'s only associate investment was a 49.99% interest (4,999 £0.01 ordinary A shares) in Midasgrange Limited,
whose principal activity is the provision of personal financial products. This investment was disposed of during the year ended

31 March 2013, At the date of disposal the carrying value of the Group’sinvestment was £32 million. Proceeds of £2 million were
received giving a loss on disposal of £30 million which has been recognisedin the consolidatedincome statement.

Joint
venture  Associate Total
£m £m £1m

Share of net agsets

22 - 89

Total net investment at 26 March 201 2
Share of post-tax pre dividend profit/(loss) a. 32
T n
B2 @2
i
- 60
re Associate T'otal
£m £m £m
nent at 28 March 2011 T 23 96
Share of posr-lax_}‘;;(:_d_i_v_l.(l_(;nd profit/(loss) “"“"ﬁ'»‘-é_ _“n_"z}-g _____--.3_]“
Dividend T @s) - 38)
Total netinvestment at 25 March 201 2 67 22 89
"""""""""""""" 2003 T o T T oo
Joint Joint
venture Total venture Associate Total Associate I'otal
Share of assets and liabilities: £m £m £m £m £m £m £m
Current assets 484 184 180 38 218 25 176
Non-current assets TR et e 3 5 ) ““““‘x-é --------- 2- T /j --------- 1 7 ""“"‘L-C;-
Share of gross assets 187 0 187 183 56 239 153 42 195
Current liabilities ““"\"‘k‘f{ﬂ 27-; S j(l‘Z?)‘ ------ (TI-F—); (3-/;)_ - aso (-5;(-))_ ------- (—]-a; ------- (_‘;515
Share of net assets . 60 60 67 22 89 73 23 96
Share of revenue and profit: . :
Revenue T Uws UUgs Ty g9 T h2a 74 39 113
Profit/(loss)after tax T Gy 2w s 20 @ - 25
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12. Trade and other receivables

- 2013 2012 2011
£m £m £m
"""""""""""""""""" 32
Prepaymentsand accrued m(:o-z;‘le - i 71 °
Client receivables T w0
Otherreceivables 9
Total o 352
Non-current: o

Prepayments and accruedincome

S

The Groupreceives and disburses cash on behalf of government agencies and other clients to customers through its branch
network. Arnounts owed from/to government agencies and other clients are disclosed separately as client receivables(as above)

and client payables (see note 14),

Asat 31 March 2013 trade and other receivables of £7 million (2012-£5
the year £2 million (2012-£4 million) of the provision has been utilised and an ac
providec for. Trade and other receivables of £8 million (2012-£7 million) were pas
the past due amounts are as follows:

million) were impaired and fully provided for. During
rional £4 million (2012-£2 million) has been
stdue but notimpaired. The ageing analysis of

—————— - 2013 2012

£ Lm

Provided for or not vet overdue - 24 32
Past dt,,u%-r;(‘);;lore than one month T : -9- - —?}_
Past <'_iuc>-r;]-<';z’-e; than one month and not more than two months - - 1 h -.’5-

Past due more than two months ) = 1

Total 32 39

The fair value of trade and other receivablesis not materially different from the carrying value.

13. Cash and cash equivalents

2013
£m

879

6

Money market fund investments

86

Total cash and cash equivalents

971

Cash and cash equivalents comprise amounts held physically in cash, cash deposits available on demand or within three months
or less. Where interest is earned it is at a floating or short-term fixed rate. The fair value of cash and cash eguivalents is ot

materially differentfrom the carrying value.
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“““ s aoe TR
£m £m £m

Government grant deferred income

Total

Non-current:

Other payables ‘ 124“ ) 5

Of the £200 million government grant received £98 million has been allocated against income statement expenditurein
accordance with the terms and conditions of the grant. The remaining £102 million has been deferred into the balance sheet as
disclosedabove, The fair value of trade and other payables is not materially different from the carrying value,

15. Financial liabilities - interest bearing loans and borrowings

2013 2012
£1m £m

Department of Business, Innovation & Skills loans drawn down 201 377 375

The loans under the facility are short dated on a programme of liquidity management and rmature on average 1 day after the year
end (2012 1 day). The fair value of borrowings is not materially different from the carrying value. On maturity it is expected that
further loans will be drawn down under this facility, which expiresin 2016. The undrawn committed facility, in respect of which
all conditions precedent had been met at the balance sheet date is £859 miillion (2012-£773 million). The average interest rate on

@0/

the drawn down loansis 1.0% (2012 0.8%).
The facility is currently restricted to funding the cash and near cash items held within the Post Office Limited network.,

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office Limited and a negative
pledge over cash and near cash items. The negative pledgeis an agreement not to grant security over the assets or to set up
a vehicle that has the same effect.
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16. Provisions
——————————— Crown T T - -
Conversions Network
project transformation Other Total
£ £m £m £m
At 26 March 201 2 -
Charged-l;)_(—).r)_urmmgexr:é-:prionahtm’ns s g 22
Charged in operating costs L e e e
(2harged_i;y—gi_n—un(:mg(‘:ossts ‘ i - e :- g
UHHSHU(.)-I’-I_—-_ e 3) = s o oan
At 31 March 2013 L s g B
Disclosed as:
Current

Non-current

Other provi
injury clain

sions of £9 million (2012-£5 millior) include property contracts, amounts from onerous lease obligations and personal

15.

Amounts charged in financing costs relate to the unwinding of discounted long-term provisions.

The Crown Conversions project relates to past franchising of Crown offices and onerous property lease provisions are expected
tobe utilised within 5 years.

17 Financial assets and liabilities

The Group’sfinancial assets and liabilities are shown in the table below:

2013 2012 2011
Non-
Current current Total Current : X Total Current Total
£m £m £m £m £m fm £m £m
Cash and cash equivalents - ‘ : ‘9'711 : ‘ = ! 971: 820
L
Loy - @O @377)
Finance leases obligations = . (3. .. @) (D) 4)
Total financial assets/ . -
(liabilities) 678 @ 674 439 ®) 433 403 (E)) 394

The Group’s principal financial assets and liabilities comprise cash, money market liguidity investments, loans and finance leases.
The Group has various other financial instruments such as trade receivables and trade payables, which arise directly from
operations and are disclosed further in notes12 and 14.

The Group enters into derivative transactions, which create derivative assets and liabilities, principally forward currency
contracts. The purpose is to manage the currency risks arising from the Group’s operations.

The mainrisks arising from the Group’s financial assets and liabilities are interest rate risk, liquidity risk, foreign currency risk
and creditrisk. The Board reviews and agrees policies for managing each of these risks and they are summarisedbelow:
Interest rate risk

The Group'sexposureto market risk for changes in interestrates relates to the Group’s debt obligations and interestbearing
financialassets. The BIS loans to Post Office Limited of £291 million (2012-£377 million) are at short-dated fixed interestrates -
average maturity 1 day (2012 average 1 day). On maturity it is expected that further loans will be drawn down under this facility
which expires in 2016, The total interest bearing financialassets of the Group of £92 million (2012-£62 million) are at short-dated
fixed or variable interestrates.
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The table below sets out the carrying amount by maturity of the Group's financial instrumerits that are exposed to interest rate risk,

Financial year ended 31 March 2013

Average
effective
interest Within 1-2 2-5  Morethan
rate 1 year years years 5 years Total
% £m £m £m £m £m
Fixed rate - = -
Short-term bank deposits T - = = = 6
BIS loan - - : - e
Obligations under finance leases - k 5(4) = == @)
Floating rate S = S
Money market fund investments 86 = = - = 86
Non-interestbearing : . :
Cash in Post Office network - 879 - = 879
Derivative assets e 1 - —— i1
Net total financial assets/(liabilities) 678 @ - - 674
Financial year ended 31 March 2012
<> Within
interes 1 year fotat
% £m £m
Fixed rate
Shorttermbank deposits O-,";- “1_5_3_ - T """“113—
BiSloan T o8 @I ST T e
Obligations under finance leases 9-,(_3- 4) - 235 ““““ZI;)_ —————————————————— Z]‘(_)g
Floating rate
Money market fund investments T O-,é- 43 - T ““““4-5-
Non-interestbearing
(-Z;ssh in Post Office network T T -"-":7-5-é- T e """77-5-5
Net total financial assets/(liabilities) 439 3 (3) 433

Foreign currency risk

The Group is exposed to foreign currency risk resulting from balances held to operate Bureau de Change services. The Group’s
foreign currency risk 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 forecs
anc Euro) to match the anticipated holding period of

—t

external forward foreign currency contracts with First Rate Exchange Services Holdings Limited.

Credit risk

st future currency balances (principally, but not restricted to, US dollar
currency. The Group hedges its foreign currency risk principally through

Creditrisk refersto the risk that a counterparty will default on its contractual obligationsresulting in financialloss to the Group.

Financial credit risk arises from cash balances (including bank de

positsand cash and cash equivalents) held by the Group and

business credit risk arises from exposures to customers. Business risk includes commissions receivable and client-related

settlements for armounts paid out of the Post Office network on their behalf,

The Group aims to minimise its financial credit risk through the application of risk management policiesapproved by the Board.
Counterpartiesare limited to major banks and financialinstitutions. The policy restricts the exposure to any one counterparty

by setting appropriate credit limits.

Business credit risk is monitored centrally. The individual relationships and the contracts attached to them are managedby
dedicated teams and procedures are in place to monitor any concentrations of credit risk. The level of bad debt incurred for the

Groupislesstharn 1% (2012 less than 1%) of turnover.
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Capital management

The Group’sobjectives 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 safeguard its ability to continue as a going concern and to
maintainan optimal capital structurein order to support the businessand 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
requirementsand the forecast cash flows. The Board and Executive Committee plan accordingly following this review process
inorder to meet the Group's capital management objectives,

Liguidity risk

The Group's primary objectiveis to ensure that the Group has sufficient funds available to meet its financial obligations as they
fall due. This is achieved by aligning short-terminvestments and borrowing facilities with forecast cash flows. Typical short-term
investments include money market funds and short-term bank deposits with approved counterparties. Borrowing facilities are
regularly reviewed to ensure continuity of funding. The unused facility for the Group of £859 million (2012-£773 million) expires
in2016.

Sensitivity

Asaresult of the mix of fixed and variable rate financial instruments and the currency hedge programmes in place, the Group
has no material exposure to risk from interest rate or exchange rate prices.

The tables below set out the gross (undiscounted) contractual cash flows of the Group’s financial liabilities, For loans and finance
s, these cash flowsrepresent the undiscounted total amounts payableincluding interest,

2013

Finance
BIS loan lease Total
Amounts falling due in: £m £im £m
One year or less 2o 4 : 295
More than5 years s e
Total 2, .8 299

BIS loan
Amounts falling due in: £m

One year or less
More thant

but not more than 2 years

sbhut not more thans years

377 12 389
2011
Finance
BIS foan lease Total
Amounts falling due in: £ T £m

One year or less 375
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18. Hedging programmes
Details of the Group’sderivative financial instruments, used to manage the risks identified above are as follows:

203

Assets

Fair value of derivative financial instruments: £m
Currency hedges sl
Total Iy

Currency hedges

The Group mitigatesits foreign currency risk exposure principally through external foreign currency forward contracts with
First Rate Exchange Services Holdings Limited. At the year end the gain on unmatured currency hedges was £1 million and taken
to the income statement as hedge ac,(.,m.m('mg is ot claimed. The hedges mature in April 2013

Derivative values

Atany pointin time, the derivativesabove are either 'in the money’ which means the hedged rates are better than the current
market rates or ‘out of the money’ which means that the hedged rates are worse than the current market rates. The resulting gains
and losses as at the balance sheet date are recognisedin the income statement. An associatedfinancial asset or liability is created
in the balance sheet (as detailed above.) The financialasset or liability reduces to zero as the derivative approaches maturity.

The Group’s hedging transactions are settled net,

19. Pensions

On1April 2012, almost all of the pensiona and liabilities of the Royal Mail Pension Plan (RMPP) we nsferredto

HM Government. On this date the RMPP was also sectionalised with Royal Mail Group Limited and Post Office Limited responsible
for their own sections. All Post Office Limited employees were transferred to be directly employed by Post Office Limited on the
same date.

Royal Mail Group Limited is the principal employer in the Royal Mail Senior Executive Pension Plan (RMSEPP) and Post Office
Limited becarme a participating employer with effect from1 April 2012, Post Office Limited continues to account for approximately
7% of the RMSEPP scheme as it has done previously.

Prior to 1 April 2012, Royal Mail Group Limited had the legal relationship with the Trusteesof both RMPP and RMSEPP and, as
such, the Trusteesheld Royal Mail Group Limited liable for the actuarial deficitin the scheme. All employeeswere employed by
Royal Mail Group Limited and seconded to Post Office Limited under an agreement between Post Office Limited and Royal Mail
Group Limited. Post Office Limited met the full costs of employment and was responsible for the funding of the pension deficit
attributable to these employees. Consequently, Post Office Limited recognised a balance sheet deficit on full adoption of IAS 19 by
Royal Mail Holdings plc, based on employee numbers over 12 years which represented approximately 7% of the total balance sheet
deficit at that time. The net pensions interest, deficit recovery payments and actuarial gains or losses were also allocated on this
basis. The current service cost, regular future service contributions and curtailments were computed separately for Royal Mail
Group Limited and Post Office Limited based on common factors/rates,

The disclosuresin this note relating to the year ended 31 March 2013 reflect the Post Office Limited sectionalised RMPP scheme
which isindependently operated by the Group and the approximate 7% share of the RMSEPP scheme. The comparative figures
for the year ended 25 March 2012 and the opening position at 28 March 2011 represent approximately 7% of the previous combined
RMPP and RMSEPP plans.

The disclosuresin this note show how the value of the assets and liabilities have been calculated at the balance sheet date,

The Group participatesin pension schemes as detailed below.

Name Eligibility

Royal Mail Pension Plan (RMPP) UK omp!oy@os Defined benefit
Royal Mail Senior Executive Pension Plan (RMSEPP)  UKsenior executives Defined benefit
Royal Mail Defined Contribution Plan (RMDCP) UK employees - Defined contribution

Defined contribution

The charge in the income statement for the defined contribution schemesand the Group contributions to these schemes was

£1 million (2012-£1 million) during the year. A new defined contribution plan (RMDCP) was launchedin April 2009. New recruits
joining from 31 March 2008 are able to begin paying contributions to the new plan after they have worked for the Group for a year.

Annual Report and Financial Statements 2012-13
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Defined benefit

Both RMPP and RMSEPP are funded by the payment of contributionsto separate trustee administered funds. The latest full
actuarialfunding valuation of both schemes was carried out as at 31 March 2009 using the projected unit method. For RMPP this
valuation was concluded at £10.3 billion deficit. For RMSEPP, the valuation was concluded at £100 million deficit. RMPP includes
Sections A, B and C each with different terms and conditions:

« Section A is for members (or beneficiaries of members) who joined before 1 December 1971;

« Section Bis for members (or beneficiaries of members) who joined after 1 December 1971 and before 1 April 1987 or to members
of Section A who chose to receive Section B benefits;

Section C is for members (or beneficiaries of members) who joined after 1 April 1987 and before 1 April 2008.

A series of changes to RMPP and RMSEPP began to take effect on 1 April 2008,
The changes encompass:

- the plans closed to new members from 31 March 2008;

« all pensions and benefitsearned before 1 April 2008 are still linked to final salary at the time of retirernent;

« from1 April 2008, defined benefits building up for employee members of the plan are earned on a career salary basis;

employees can continue to take their pension on reaching 60 but the normal retirement age increased to 65 for henefits earned
from 1 April 2010;

from 1 April 2010 it is possible to draw pension earned before the change to normal retirement 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 accrual on 31 December 2012,

Payment of £23 million (2012-£23 million) was made by the Group 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% (2012 171%), effective from April 2010. This rate is not expected to change materially during
2013-14. For RMSEPP, these contributions have remained at 35.9% (2012 35.9%) until its closure,

The Group pays 7% of the total deficit payment recuired to fund the deficitin RMSEPP and a payment of £2 million (2012 less than
£1 million) was made by the Group during the year. Following the State Aid clearance granted on 21 March 2012 and the subsequent
transfer of the historical pension deficitto HM Governmenton 1 April 2012, no RMPP deficit payment was made during 2011-12 or
2012-13 For RMSEPP, deficitrecovery payments will be £1 million per annum, from 1 April 2010 to 31 January 2024,

A current liability of £nil (2012-£nil) has been recognised for payments to the pension schemesrelating to redundancy. During the
year, payments of £2 million (2012-£3 million) relating to redundancy were macle.

The following disclosuresrelate to the gains/losses and surplus/deficitin the scheme recognised for RMPP and RMSEPP defined
benefit plans in the financial statements of the Group:

a) Major long-term assumptions
The size of the RMPP pension surplus, which is large in the context of the Group and its finances,is materially sensitive to the

assumptions acdlopted. Small changes in these assumptions could have a significant impact on the surplus and overall income
statement charge. The major long-term assumptions were:

At31 March AtZ5 March AtZ28 March
2013 J :

Rate of increasein salaries

Rate of pension increases - RMPP Sections A/B

Rate of pension increases - RMPP Section C

Rate of pension increases - RMSEPP members transferred from Section A or B of RMPP

Rate of pension increases - RMSEPP all other members

Rate of increase for deferred pensions - RMSEPP members transferred from k
Section A or Bof RMPP

Rate of ir

~ase for deferred pensions

Inflation assumption (RPD

Inflation assumption (CPD

Expected average rate of return on assets

In June 2010, the government announced that it was intending to change the inflation measure used to determine statutory
minimum indexation in deferment and in payment from RPI to CPI from April 2011, Where relevant, the inflationassumption
has changed from RPIto CPL

@
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19. Pensions continued

The above assumptions relate to both defined benefit plans with the exception of the expected average rate of return on assets
which was computed for the combined assets of the plans. The expected average rate of return on assets was a weighted average
of the long-term expected rate of return of each principal asset class (see Section b). The expected average rate of return was
computedat each balance sheet date based on the market values and long-termrate of return of each principal asset class as at
that date. The change in IAS 19 that will be implemented with effect from 1 April 2013 means that the expected average rate of
return on assetsis no longer required.

The following table shows the potential impact on the RMPP assets and pension surplus of changes in key assumptions:

2013

£m
Changes in RPland CPlinflation of +01 % pa S (4):
Changes in discount rate of +01% p;;“ —‘-"; S 4
Changesinrealsalary growth of +O1 % pa - . ®
Changes in CPl assumptions of +01% pa -“ L)
An additionall year life expectancy - ‘~"i @)

Comparative informationin relation to the potential impact of changes in key assumptions has not been included as this would
represent Post Office Limited’s share of the combined RMPP scheme and the above 31 March 2013 information is in relation to the
sectionalised RMPP scheme and therefore comparison would not be meaningful,

Mortality

The mortality assumptions for the RMPP sectionalised scheme are based on the latest self administered pension scheme (SAPS)
mortality tables with appropriate 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:

Average expected life expectancy from age 60: 2013 2012 2011
For a current 60 year old male RMPP rmember 26 v,‘re‘ar‘s 26 years 26 years
Fora current 60 y;:)- r— (—)E(j female RMPP member 29 ");éé-\;'; 29 years —_5 9 years
Foracurrent 40 y;:a_r-ad male RMPP member 29 yéar; 29 years “2_(}) years

For a current 40 year old fernale RMPP member : 32 ye‘ars“ 32 years 32 years

b) Plans assets and expected rates of return
The assets in the plansand the expectedrates of return for the Group were:

Long-term
expected
Market rate of
value return
2013 2013
Sectionalised RMPP £Em % pa
‘ _n/a
n/a.
‘ - nfa
Other assets o9l
Fair value of RMPP assets 243
Present value of RMPP liabilities a4
Surplusin plzm before IFRIC14 adjustment - o9
Less IFRIC 14 adjustment e
Surplus in plan after IFRIC 14 adjustment . og
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Long-term

expected

Market rate of

value return

2013 2m3

Share of RMSEPP £m % pa

Equities 146 nfa

Bonds - 193 S f‘n/a;

Property e n/a

Other assets 3 nA
Fair value of plan assets for RMSEPP : 361
Present value of plan liabilities for RMSEPP (347)
Surpius in plan for RMSEPP 14
Surplus in plan for the POL share (at approximately 7%) of RMSEPP S 1

Aretirementbenefit surplus of £97 million is disclosed on the balance sheet, representing the surplusin plans of £99 million and
£1 million for RMPP and RMSEPP respectively, net of tax of £3 million at a rate of 35% on the element of the surplus whichis
recoverable through a refund from the plans.

Market
value
d 2011
Combined plans £ £m
Equities
Bonds
Property

Other assets

Fair value of plans’assets for the combined plans

(32186)
“4,501)
(316)

Present value of plans’ liabilities for the combined plans

(2,922)
(206)

Deficitin schemes for the combined plans

Deficit in schernes for share (at approximately 7%) of combined plans

There is no element of the above present value of liabilities that arises from plans that are wholly unfunded.
¢) Movement in plans assets and liabilities

Changesin the fair value of the plans’assets are analysed as follows:

Sectionalised

RMPP 2013

Assets £m
Assets in sectionalised RMPP at beginning of period 2 08
Transfer of pension assets to government o (1,953)

Contributions paid =T
Employee <.:>-ﬁmm,| tions paid "“_"""-“7-‘_’f--t"é\-

Finance income (expected rate of returr) T Siigy

Actuarialgains @dditional increasesin market values) L 4.

Benefits paid to members : @

Assets in sectionalised RMPP at end of period toas
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19. Pensions continued

Share of

RMSEPP 2013
Assets £m
Share of assets in RMSEPP at beginning of period S 21
Contributionspaid S 2
I\-/I_(;;;rrmnt incontributionsacerued T k L=
Employee contributionspaid T
Financeincome ((—;)-{-}’.)-(;(-jti(iéd rate of return) "““ ‘ ‘1—‘-
Actuarial gains (additionalinc !'6?215«;@;_1;1 market values) -.-_-_i- 1
Igér}efil‘,s paid to members T _-_-ff =
Share of assetsin RMSEPP at end of period S 25
""""""""""""""""""""""""""""""""""" 2011
Assetscombined plans £m
Share of assets in combined plans at beginning of period 1,923 1,797

itions accrued

Benefits paid to members

Share of assets in combined plans at end of period

Changesin the present value of the defined benefit pension obligations are analysed as follows:

Sectionalised

RMPP 2013

Liabilities £m
Liabilities in sectionalised RMPP at beginning of period : @313
Transfer of pension liabilities to government T : : _2,23‘9\
Current service cost i_--_! : (24)-
Curtailment costs* — @)
Finance cost ““" - (9)
Employee contributions )
Actuarial loss (recognised in staternent of comprehensive income) e (29)
Igl\nelitts paid iy 2
Liabilities in sectionalised KMPP at end of period L (144)
------------ - -“"-shate o}—
RMSEPP 2013

Liabilities £m
Share of liabilities in RMSEPP plans at beginning of period = er)
Current service cost - e
Curtailment costs* e
Financecost T W
Employee contributions e i
Actuarial loss (recognised in staternent of comprehensive income) e ‘(1 )
I;;:noﬁ[s paid - e
Share of liabilities in RMSEPP at end of period oy
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Liabilities combined plans

Share of liabilities in combined plans at beginning of period

1t the costs associated with thot
n accounting period subseq

people paid
uentto the recognition

mple, in any redundanc TOV
ation in respect of redundancy durin
in the income statement

compe
of costs

) History of experience gains and losses
The cumulative amount of actuarial gains and lossesrecognised since transition to IFRS as adopted by the European Union on
28 March 2011 is a gain of £122 million as recognised in the consolidated statement of comprehernsiveincome,

Sectionalised Share of
RMPP RMSEPP share of combined plans
2013 2013 2012 2011 2009
£m £m fm £m Lm
243 25 2168 1.944 1811 1407

Present value of liabilities T dan 22600 (2375)  (1.882)
Surplus/(deficit) in schemes . 99 G (206) (316) (564) 475)
stment on assets g 131 3

1ent on liabilities e

2013 2013 1
189 55 61 17 273)
ence adjustment on liabilities as a : e
heme liabilities a3z ; 2. 01
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Notes to the consolidated financial statements continued

19. Pensions continued

e) Recognised charges
An analysis of the separate components of the amounts recognised in the performance statements of the Group is as follows:

______ 2013
sectionalised
RMPP
£m
Analysis of amounts recognised in the income statement
Analysis of amounts charged to operating profit before exceptional items: -
Current service cost o - 24
Analysis of amounts charged to operating exceptionalitems: T
f?m dueto curtailments(within provision - note 16) o L
Total charge to operating profit = S ooe
Analysis of amounts charged/(credited) to net pensions interest: L
Interest on plan liabilities T 9 ;
Expected return on plan assets - (‘1‘1)
Net pensions credit to financing e
Net charge to the income statement before deduction for tax 24
Analysis of amounts recognised in the staternent of changes in equity o ‘
Transfer of pension liabilities to government _";_:" 2,239
‘ansr’('—zr of pension assets to government : (1,953)
Gain on transfer to government - 286
Total gains recognised in the statement of changes in equity o 2286
Analysis of amounts recognised in the statement of comprehensiveincome :
Actual return on planassets ) 57 k
Less: expectedreturn ori plan assets - S ‘(1‘1-)-
Less: taxation on surplus r@coverabl-c:F§11<)t.1 gh 'p-lem refunds _*-;“-f 3
Actuarial gains on assets (all experience adjustments) 43
Experience adjustments on liabilities L 20
Bffectsof changesin actuarial ?ASSLm:lDE-i(‘)-I;;:)-ﬂ liabilities “““"; (9)
Actuariallosses on liabilities L g)
Total actuarial gains recognised in the statement of comprehensiveincome g4
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2013 share
of RMSEPP
£m

Analysis of amounts recognised in the income statement

Analysis of amounts charged to operating profit before exceptionalitems:

Current service cost

Analysis of amounts charged to operating exceptionalitems:

Loss due to curtailments (within provision for organisational review - note 1 6)

Total charge to operating profit

Analysis of amounts charged/(credited) to net pensions interest:

I-z;t-e-r-e-s-t-@n planliabiliies e 16
li;pe(‘nﬂd returnon planassets et : -; \.ﬁ-qf-(-l-i;)-
Net pensions interest SheH2)

Share of net pensions interest (at approximately 7%)

Net charge to the income statement before deduction for tax

Analysis of amounts recognised in the statement of comprehensive income in the Royal Mail Holdings Group
financial statements

Actual return on plan assets

Less: expected return on plan assets

Actuarial gains on assets (all experience adjustments) 20
Experience adjustments on liabilities : 5
Effects of changes in actuarial assumptions on liabilities T _““““""““"T(EI;)—
Actuarial losses on liabilities a8)
Total actuarial gains recognised in the statement of comprehensive income in the Royal Mail Holdings Group s
financial statements 2

Share of actuarial gains/(losses) recognised in the statement of comprehensive income (at approximately 7%)

POST ¥
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Notes to the consolidated financial statements continued

-------------------------------- coz 20
Combined plans £m £m
Analysis of amountsrecognised in the income statement

"""""""" 23 25
[oss due to curtailments (within provision for organisationalreview - mote 16y o 2“
Total charge to operating profit 23 27
Analysis of amounts charged/(credited) to net pensions interest:
Infereston plans liabilities for the combined plans 1749 1881
Expectedreturn (;r;_y;I-a-nfs' assets féx};;ﬂ-;})m bined plans ""51 775) - 1,71 /—15
Net pensions interest for the combined plans (26) 167
Share of net pensions interest (at approximately 7%) ) 12
Net charge to the income statement before deduction for tax 21 39
Analysis of amounts recognised in the statement of comprehensive income in the Royal Mail Holdings
Group financial statements
Actualreturnon ;;l-a-r-‘,;'-a ssets for the (.?O-l’_}‘l-]')iﬂﬁd plans T “““:;4:& ------ 2- -l-ézl-
Less.expected f{»??-t;;r_l-(;ﬁ plans’ as;;}—t;-for the combined plans 1775 - 1,714
Actuarial gains on assets for the combined plans (all experience adjustments) 1.869 470
Experience adjustments on liabilities for the combined plans ) &)
Effects of (:he;ingegi_r-w_z;(:i,t,,\zarial_;;;;r;;p;tmns on liabilities for the combined plans ( _3-2—6; ————— 2— —9.6-;—
Actuarial (losses)/gainson liabilities for the combined plans (325) 2,954
Total actuarial gains recognised in the statement of comprehensive income in the Royal Mail Holdings
Group financial statements 1,544 3424
Share of actuarial gains recognised in the statement of comprehensive income (at approximately 7%) 108 240
20. Called up share capital
""""""""""""""""" 2003 2012 2001

£ { ¢

Authorised :
(-)-r;ﬁ-n-my shares (;f- f-ﬁ-{-ﬂa(:h ------------ - 51,000 -“?‘3-1 000 -"5‘] ,OO(-)-
Total 51 000 51,000 51,000
Allotted and issued L
Ordinary shares of £1 each 50003 50003 50003
Total 50,003 50003 50003
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21. Commitments
Capital commitments contracted for but not provided in the financial statementsamount to £48 million (2012-£15 million).

The Group is committed to the following minirum lease payments under non-cancellable operating leases:

Land and buildings IT equipment
2013 2012 2011 2013 2012 2011
£m £m £m £m £m £m
16
42
Beyond 5 years il
Total S 06
22.Finance lease liabilities
2013 2012 2011
Present
value
of value of
minimum rminimuim minimum
Minimum lease Minimum le Minimum leas
payments  payments payments payments payments payments
£m £m £m £m £m £m
Withinl year S g 4 4 4 4
4 g 8 12 9
Beyond 5 vears S
Total minimum lease payments g g 12 10 16 13
Less amountsrepresenting finance charges ) s @) - 3) -
Present valuie of minimum lease payments g g 10 10 13 13
3 3 4 4 4 4
Non-current g g 6 6 9 9

The aggregate finance charges allocated for the period in respect of finance leases was £738,859 (2012-£1,011,232). The fair value of
finance lease liabilitiesis not materially differentfrom the carrying value.

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.
23.Related party disclosures

Joint venture
The following Company is a joint venture of the Group:

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 year. The Group’s interest was disposedof in
September 2012.

Company Country of incorporation % Holding Principal activities
Midasgrange Limited United Kingdom 50 Financialservices

All shareholdings are equity shares,
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23. Related party disclosures continued

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 transactionsentered info and the balances outstanding af the financial year end were as follows:

Amounts owed from Amounts owed to
Sales/recharges Purchases/recharges related party including related party including
to related party from related party outstanding loans outstanding loans
2013 2012 2011 2013 2012 2011 2013 2012 2011 2013 2012 2011
£m £ £m £m Lm £mi £m £m Lm £m £m £m
Royal Mail Group Limited 371 359 346 37 33 35 e - - f:,: -4 8 1
Camelot Group plc : 10 0= - - - g
Romec Limited e - -8 8 8 - = k
Midasgrange Limited 35 41 30 1 3 -
First Rate Exchange S Sae -
Services Holdings Limited == 27 31 30 125 128 132 o7

The sales to, and purchases from, related parties are macde at normal market prices. Balances outstandingat the year end are
unsecured, interest free and settlermnentis made by cash. Royal Mail Group Limited is a subsidiary company of the (Aoug)sparont
company, Royal Mail Holdings plc. Camelot Group plc was an associate within the Royal Mail Holdings Group but was disposed
of in 2010-11. Romec Limited is a subsidiary of Royal Mail Group 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.

Separately:

« the Group has certain loan facilities with government (note 15);

« almostall of the pension assetsand liabilities of the Royal Mail Pension Plan were transferred to government (riote 19);

« the Group hasreceiveda government grant of £200 million, £98 million of which was recognisecd through the income statement
(note 5) and £102 million of which is deferred income within trade and other payables (note 14); 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 Committee at 31 March 2013, The aggregate remuneration of the key management personnel of the Post Office Group
is set out helow:

2013 2012

£000 £000

3568 3077

119 232

""" est -

Termination benefits T e o
Total 4338 3309

24.Postbalance 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 £415 million of funding on 2 April 2013.

On 21 June 2013, Post Office Limited launched a consultation with members of the Royal Mail Pension Plan, on a proposal to
change the terms of the plan, which will conclude on 25 August 2013, Post Office Limited will consider the feedbackbefore making
its final decision and communicating it to colleagues,

25. Immediate and ultimate parent company

At 31 March 2013, the Directorsregarded Royal Mail Holdings plc as the immediate and ultimate parent company. The largest
group to consolidate the results of the Company is Royal Mail Holdings ple, a company registeredin the United Kingdom.
Royal Mail Holdings plc financial statements can be obtained from the company website, www.royalmailgroup.com.
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We have audited the
Post Office Limited for the ¢

parent Fompdryfmanrmlstdt@m(‘nt of
3-week period ended 31 March 2013
which comprise the Company balance sheet, the Company
statement of total recognised gains and losses, the Company
reconciliation of movements in Shareholder’s funds and the
related notes1to 18. The financialreporting framework that has
been applied in the]r preparationis applicable law and United
Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice).

This reportis made solely to the Company’s members, as a
body, in accordance with Chapter 3 of Part 16 of the Companies
Act 2006. Our audit work has been undertaken so that we might
state to the Company’s members those matters we are required
to stateto 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, 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 58, the Directors are responsible for
the preparation of the parent company financial statements
and for being satisfied that they give a true and fair view, Our
responsibility is to audit and express an opinion on the parent
company financial statementsin accordance with applicable
law and International Standards on Auditing (UK and Ireland).
Those standardsrequire us to comply with the Auditing
Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and
disclosuresin the financial statementssufficientto give
reasonableassurance that the financialstatementsare free
from material misstatement, whether caused by fraud or error.
This includes an assessmentof: whether the accounting
policies are appropriate to the parent company’s circumstances
and have been consistently applied and adequately disclosed;
the reasonableness of significant accounting estirates macle by
the Directors; and the overall presentation of the financial
statements.In addition, we read all the financialand non-
financialinformation in the annual report to identify material
inconsistencieswith the audited financial statements. 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 parent company financial statements;

give a true and fair view of the state of the Company’s affairs
as at 3t March 2013;

« 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.

Annual Report and Financial Statements 2012-13

Opinion on other matters prescribed by the
Companies Act 2006

In our opinion the information given in the Directors Report
for the financial period for which the financial statements
are prepared is consistent with the parent company
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
if in our opinion:

- adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have not
beern received from branches not visited by us; or

the parent company financial statermentsare not in
agreement with the accounting records and returns; or
certain 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 consolidated financial
statements of Post Office Limited for the 53-week period ended
31 March 2013,

Angus Grant (Senior statutory auditor)

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

16 July 2013

Notes:

1. The maintenance and integrity of the Post Office Limited’s website is the
responsibility of the Directors; the work ied out by the anditors does
not involve consideration of theser and, accordingly, the auditors
accept no responsibility for any chang :

financial statements ney were i

1Kingdom governing the preparation and

jal statements may differ from legislation in

tionin the U
ination of fina
other jurisdictions.
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_ Balance sheet of the Company
at 31 March 2013 and 25 March 2012

""""""""" T a3 T 2012
Notes £im £m
o - = -
3
T 4
'''''''''''''''''''''''''' 5
""" 13
Debtors - receivable after more than one year - 6 10
Total non-current assets 122 16
Current assets S
S 6
6 352 226
7 5 e 62
T 8 879 758
1332 1,052
Current liabilities L
(—,‘;(-3;1-1;(-);5-;“;;:;6:1-1&5Iamngd\mvvithmon(-z year - 9 (87-';5 587)
F-I-l_lr-l;]-<_1-e)-l-l;r:1:);af‘l—(*—% interestbearingloans and borrowings - 10 - (25;1-; 377)
Net current assets 164 88
Total assets less current liabilities . 286 104
Creditors -amounts falling due after more thari one year - 11 ; (Z-é;‘“ @
12 @6 14)
Retirement benefit obligation h - 3 . i = (206)
Net assets/(liabilities) s 232 124)
Capital and reserves
T 14 1
T 15 . 465 465
Profitand loss account T 15 = : (23-?—55 (589)
Shareholder’s surplus/(deficit) S 2320 124)
The financial statements on pages 93 to 110 were approved by the Board of Directors on 16 July 2013 and signed on its behalf by:
PAVemnells "~ CMpay
Chief Executive Chief Financial Officer
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OFFICE



WITNO0740103

WITNO00740103
94 ”
Exhibit WITN00740103
= Fmancmlstatements e L - L
. f total d 1
. ola emem @) tota recogmse gams and osses
for the 53 weeks ended 31 March 2013 and the 52 weeks ended 25 March 2012
""""""""""""""""""""""" 2013 202
Notes £m £m
Profit for the financial year 15 76 37
/\c ruarial gains on defined benefit pension schemes 13 4 17 108
Eaxanor on items taken directly to equity ey -
Total recognised gains for the financial year 90 145

There is no staternent of historical cost profits and losses as the financial statements are produced under the historic cost
accounting convention.

Annual Report and Financial Statements 2012-13
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'Reconciliation of movements in Shareholder's funds
for the year ended 31 March 2013 and 25 March 2012

| Governance

- 2013 2012

Notes £1m £m

Opening Shareholder’sdeficit 15 aza (269)
I.;)-t—a‘l;:(.f;;ﬁ;;;i:dln% for the fi-;yemc?jal year T S 70 145
I“rc:t;l_%_f;;_(;;};(;s;:;(;r_:dDfmi to government - 13 = Zé{i_ - .
Closing Shareholder’s surplus/(deficit) 232 az4)
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1. Accounting policies
The following ounting policiesapply throughout Post Office
Limited (the Company):

Financial year

The financial year ends on the last Sunday in March and
accordingly, these financial statementsare made up to
the 53 weeks ended 31 March 2013 (2012 52 weeks ended
25 March 2012).

Basis of preparation

The financial statements on pages 93 to 110 have been prepared
in accordance with applicable UK Accounting Standardsand
law, including the requirementsof the Companies Act 2006.
Unless otherwise stated in the accounting policies below, the
financial statementshave been prepared under the historic
cost accounting 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 £76 million profit (2012-£37 million profit).

No cash flow statement has been presented as the Company

is part of the Post Office Limited Group which has presented

a consolidated cash flow statement within its Group
financialstatements,

The Company has taken advantage of the exemption conferred
by FRS 29 not to disclose financialinstrument information as
the Company is part of the Post Office Limited Group which has
presented such disclosures in its Group financial statements.

In making an assessmentof the Company’sability to continue
as a going concern, the Directors have considered the going
ments made in relation to the Group (see note 1
on page 65) and are of the view that it is appropriate that
these financial statements have been prepared on a going
concernbasis,

Changes in accounting policy

The accounting policies are consistent with those of the
previous year.

Intangible fixed assets

Intangible assets acquired separately or generated internally
are initially r gnisedat cost and are reviewed for immpairment.
Animpairmentloss is recognised in the profit and loss account
for the amount by which the carrying value of the asset
exceedsits 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 income statement on a straight-line hasis
as follows,

Software 1to 6 years

Where intangible fixed assets are impaired to their n"c(‘)vembl@
amount on acquisition the above range of asset lives is
ot applied.

Tangible fixed assets
Tangible fixed assets are recognisedat cost, including

attributable costs in bringing the asset info working condition
for its intended use.

Annual Report and Financial Statements 2012-13

Depreciation of tangible fixed assets is provided on a straight-line
basis by reference to cost and to the remaining useful economic
lives 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:

Freeholdland Not depreciated

J ‘reehold buildings

l easeholdbuildings

Upto50years

shorter of the period of the
[y

50 years or the estimatec
remainingusefullife

Plantand machinery 3 -15vyears

Motor vehicles and trailers 2 -12 years

Fixturesand equipment 2 -15 years

Where tangible fixed assets are impaired to their recoverable
amourits on acquisition the above ranges of asset lives are not
applied. This is currently the case for plant and machinery,
motor vehicles and trailers and fixtures and equipment,

Impairment reviews

Unlessotherwisedisclosedin these accounting policies, fixed
assets are reviewed for impairment if events or changesin
circumstarices indicate that the carrying value may be impaired.
The Company asses it each reporting date whether such
indications exist. Where appropriate an impairment loss is
recognised in the profit and loss account for the amount by
which the carrying value of the asset (or cash generating unit)
exceedsits recoverable amount, which is the higher 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 liability recognised for the fair value of the
leased item or, if lower, at the present value of the minimum
lease payments. Lease paymentsare apportioned between the
finance charges and reduction of the lease liability so as to
achieve a constantrate of interest on the remaining balance

of the liability.

Capitalised leased assets are depreciated over the shorter of the
estimated usefullife of the asset and the lease term.

Leaseswhere substantially all the risks and rewards of
ownership of the asset are retained by the lessor, are classified
as operatingleases and rentalsare charged to the profit and loss
accountover 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 venitures and associates within the
Company's financial statementsare stated at cost less any
accumulated impairment losses.

Investments in subsidiaries

Investmentsin subsidiarieswithin the Company's financial
statements are stated at cost less any accumulated impairment
losses. The carrying value relates solely to the Company’s
investmentin Post Office Management Services Limited, a 100%
subsidiary of the Company and is less than £1 mitlion.
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Stocks

Stocks, which 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.

Deferred tax

Deferredtax is generally provided in full on timing differences
at the balance sheet date, at rates expected to apply when

the tax liability (or asset) crystallises based on substantively
enactedtax rates and law. Timing differencesarise from the
inclusion of items of income and expenditure in taxation
computationsin periods different from those in which they
areincluded in the financial statements.

Deferredtax is not recognisedin the following instances:

ort gains on disposal of fixed assets where, on the basis of
available evidence, it is more likely than not that the taxable
gain will be rollectover into replacementassets and charged
to tax only when there is a commitment to dispose of those
replacementassets;

on unremitted earnings of subsidiariesand associates where
there is no commitment to remit those earnings; and
deferredtax assetsare recognised only to the extent that the
Directors consider that it is more likely than not that there will
be suitable taxable profits from which the future reversal of
the underlying timing differencescan be deducted.

.

Deferred tax assets and liabilities are not discounted. Deferred
tax is charged or credited directly to reserves if it relates to
items that are creditect or charged directly to reserves.
Otherwiseit is recognisedin the profit and loss account.

Pensions and other postretirement benefits

People working for the Company were employed by Royal Mail
Group Limited and seconded to the Company until 31 March 2012
On1April 2012 they were transferred to be directly employed
by the Company. Membership of occuipational pension schemes
is open to most permanent UK employees of the Company.

All members of defined benefit schemes are contracted out

of the earnings-relatedpart of the State pension scheme.

The pension plans’ assets of the defined benefit schemes are
measuredat fair value. Liabilities are measuredon an actuarial
basis using the projected unit credit method and discounted at
arate equivalent to the current rate of return on a high-quality
corporate bond of equivalent currency and term. The resulting
defined benefit asset or liability is presented separately on the
face of the balance sheet, net of any associated deferred tax

balance. Full actuarial valuations are carried out at intervals not

normally exceeding three years as determined by the Trustees
and, with appropriate updates and accounting adjustments

at each balance sheet date, form the basis of the surplus or
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 lossesarising from settlements, curtailmentsand
past service costs,

The net difference between the interest costs and the expected
return on plan assets is recognised as net pensions interest

in the profit and loss account. Actuarial gains and lossesare
recognised immediately in the statement of total recognised
gains and losses (STRGL). Any deferred tax movement associated
with the actuarial gains and lossesis also recognised in the STRGL.

For defined contribution schemes, the Company's contributions
are charged to operating profit, as part of staff costs, in the
period to which the contributionsrelate.

Foreign currencies

The functional and presentationalcurrency of the Company
is sterling (£).

Transactionsin foreign currenciesare recorded at the rate
ruling at the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies are retranslated
at the rate of exchangeruling at the balance sheet date.

All differences are taken to the profit and loss account,

Debtors

Debtors are recognised and carried at original invoice amount
less an allowance for any non-collectable amounts. An estimate
for doubtful debts is made when collection of the full amount

is no longer probable, Bad debits 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 - investments are classifiedas loans and receivables and
are measuredat amortised cost using the effective interestrate
method. Gains and losses are recognised in the profit and loss
account when the investmerntsare derecognised or impaired,
as well as through the amortisation process.

Financial liabilities - interest-bearing loans

and borrowings

Allloans and borrowings are classified as financialliabilities
measured at amortised cost.

Financial liabilities - obligations under

finance leases

All obligationsunder finance leases are classified as financial
liabilities measuredat amortised cost.

Borrowing costs

Borrowing costsin relation to the working capital loan facility
are recognisedas an expense when incurredunless 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 is determined by
reference to bid prices at the close of business on the balance
sheet date. Where there is no active market, fair value is
determined using valuation technigues. These include using
recent arm’s length market transactions; referenceto the
current market value of another instrument which is
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, fair 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.
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Notes o the Company financial statements contimued

1. Accounting policies continued

Derecognition of financial instruments

A financial asset or liability is derecognised when the contract that gives rise to it is settled, sold, cancelled or expires,

Government grants

Government grants of a revenue nature are recognised to match costs in relationto the performance of certain specified activities.
Auditor's remuneration

The rermnuneration paid to auditorsis disclosed in the Group financial statements (note 4),

Directors’ emoluments

The emoluments paid to Directorsare disclosed in the Group financial statements (note 6)

2. Intangible assets

2013 2012
Cost £m £m
At26 March 201 2 and 28 March 201 1 183 166
Additions s T
Disposals T

At 31 March 2013 and 25 March 201 2 208 183

Amortisation and impairment

Impairment

At 31 March 2013 and 25 March 201 2

Net book value TS
At31 March 2013 and 25 March 2012 e
The above intangible assets relate to software,
3. Tangible fixed assets
"""""""""" - T T T Landandbuildings T
Plant Fixtures
Long Short Motor and and
Freehold leasehold leasehold vehicles machinery equipment Total
£m £m £m £m £m £m £m

Cost
At 26 March 201 2 e e 709 os4
Reclassification - e T s -
Additions e L e e e ““‘:T‘ o ‘f“Z?_\t"‘- A
Disposals S ST a :— a2 .‘#- - aa
At31 March 2013 87 18 114 2 919 om
Depreciation Ll e s e s
At 26 March 201 2 e g i om0 e B3
Depreciation e - - k _-’-::F o= Laas
Impairment - - 9 . 1 —‘i" 22 L 41
Disposals (J) = S o (112) a4
At31 March 2013 77 12 114 @21 719 g0
Net book value
At31 March 2013 = 10 -1—_ St -‘_‘ i : ‘;‘“;- 11
At26 March 201 2 10 1 - - - - 11

Depreciationrates are disclosed within accounting policies (note 1). No depreciation is provided on freehold land, which represents
£3 million (2012-£3 million) of the total cost of properties.

During the year the legal ownership of a number of properties were transferred from Royal Mail Group Limited to Post Office
Limited for no consideratiorn.

Annual Report and Financial Statements 2012-13
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4. Investment in subsidiaries
The carrying value of £1 relates solely to the Company's investment in Post Office Management Services Limited, a100%
subsidiary of the Comparny.

5. Investmentsin joint ventures and associates

2013 2012
£m Lm
Investment in joint ventures and associates S 5

Joint ventures

During 2012-13 and 2011-12, the Company's only joint venture investment was a 50% interest (1,000 £1 ordinary A shares) in First Rate
Exchange Services Holdings Limited with a carrying value of £0.6 million (2012-£0.6 million), whose principal activity is the
provision of Bureau de Change. First Rate Exchange Services Holdings Limited is a company registered in the United Kingdom.

Associates

During 2011-12, the Company’s only associate investment was a 49.99% interest (4,999 £0.01 ordinary A shares) in Midasgrange
Limited with a carrying value of £4.6 million, whose principalactivity is the provision of personal financial products.

This investment was disposed of during the year ended 31 March 2013,

6.Debtors
""""""" T YY)
Receivable within one year: £im £m
Trade debtors . bl 3
Prepaymentsand accrued income TER 7-1" .’?3“—
Client debtors. B 240 138
Other rsf}Z;e_é;\;e_A-bles - = ~-§)- i
Total o352 226
Receivableafter more than one year: S :
Prepayﬂ';;{r;—and accruedincome = 1_(.)‘ -
7. Current financial assets - investments
""""""" a3 2z
£m £m
Money market funds L 8e 43
Sl‘»<'>rt-r@r-r;1‘f3;;posit‘s bank ;" :: ‘ ‘6‘ 19
Total 02 62

8.Cash at bank and in hand

2012
£m

758

Cash in the Post Office Limited network

9. Creditors - amounts falling due within one year

2013
£m
153
R 5.(_).
TR TV
T TR
-5 : -4;,;- -
S ye o
7 3
Government grant “7-‘:: =16£j?“ o
Total 1877 587
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2013 2012

£m £

Department of Business, Innovation & Skills loans drawn down o201 377
Total facility . 1150 1150

The loans under the facility are short dated on a programme of liquidity management and mature on average 1 day after the
year end (2012 1 day). On maturity it is expected that further loans will be drawn down under this facility, which expires in 2016,
The undrawn committed facility, in respect of which all conditions precedent had been met at the balance sheet dateis

£859 million (2012-£773 million). The average interestrate on the drawn downloans is 1.0% (2012 0.8%).

The facility is currently restricted to funding the cash and near cash items held within the Post Office Limited network.

The facility (including drawn down loans) is secured by a floating charge over all 4
over cash and near cash items. The negative pledge is an agreement not to grant ¢
has the same effect.

ssets of Post Office Limited and a negative pledge
curity over the assets or to set up a vehicle that

11. Creditors - amounts falling due after more than one year

2013 2012
£m £m
4 6
24 2
Total 28 8
12. Provisions for liabilities
___________________________________________________ Crown
Conversions Network
project transformation Other Total

fam £m £m £m
At 26 March 2012 e B e
Charged in operating exceptional items s 2 22
Charged in operating costs o s - - 6
Charged in financing costs : ‘ 1 : - ~ ; 1
Utilisation L ey S an
At31 March 2013 L g e o

Other provisions of £9 million (2012-£5 million) include property contracts, amournts from onerous lease obligations and personal
injury claims.
Amounts charged in financing costs relate to the unwinding of discounted long-term provisions.

The Crown Conversions project relates to past franchising of Crown offices and onerous property lease provisions are expected
tobe utilised within 5 years.

13. Pensions

On1April 2012, almost all of the pension assets and liabilities of the Royal Mail Pension Plan (RMPP) were transferred to

HM Government. On this date the RMPP was also sectionalisedwith Royal Mail Group Limited and Post Office Limited responsible

for their own sections. All Post Office Limited employees were transferred to be directly employed by Post Office Limited on the

same date.

Royal Mail Group Limited is the principal employer in the Royal Mail Senior Executive Pension Plan (RMSEPP) and Post Office

i mmod became a participating employer with effect from1 April 2012, Post Office Limited continues to account for approximately
% of the RMSEPP scheme as it has done previously.

Prior to 1 April 2012, Royal Mail Group Limited had the legal relationship with the Trusteesof both RMPP and RMSEPP and, as such,
the Trusteesheld Royal Mail Group Limited liable for the actuarial deficitin the scheme. All employees were employed by Royal
Mail Group Limited and seconded to Post Office Limited under an agreement between Post Office Limited and Royal Mail Group
Limitecl. Post Office Limited met the full costs of employment and was responsible for the funding of the pension deficit
attributable to these employees. Consequently, Post Office Limited recognised a balance sheet deficit on full adoption of FRS17
based on employee numbers over 12 years which represented approximately 7% of the total balance sheet deficit at that time.

The net pensions interest, deficitrecovery payments and actuarial gains or losses were also allocated on this basis. The current
service cost, regular future service contributions and curtailments were computed separately for Royal Mail Group Limited and
Post Office Limited based on common factors/rates.

Annual Report and Financial Statements 2012-13
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The disclosuresin this note relating to the year ended 31 March 2013 reflect the Post Office Limited sectionalised RMPP scheme
which is independently operated by Post Office Limited and the approximate 7% share of the RMSEPP scheme. The comparative
figsures for the year ended 25 March 2012 and the opening position at 28 March 2011 represent approximately 7% of the previous
combined RMFPP and RMSEPP plans,

The disclosuresin this note show how the value of the assets and liabilities have heen calculated at the balance sheet date.

The Company participatesin pensionschemesas detailed below.

Name Eligibility

Royal Mail Pension Plan (RMPP) UK employees Defined benefit
Royal Mail Senior Executive Pension Plan (RMSEPP) l_J-Pg;—@—mor executives Defined benefit
Royal Mz;ﬂ-f)-e-ﬁ ned Contribution Plan (RMDCP) fﬁ? -e-r-nplo yees Defined contribution

Defined contribution

The charge in the profit and loss account for the defined contribution schemesand the Company contributions to these schemes
was £1 million (2012-£1 million) during the year. A new defined contribution plan (RMDCP) was launchedin April 2009. New
recruitsjoining 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 payvment of contributions to separate trustee administered funds. The latest full actuarial
funding valuation of both schemeswas carried out as at 31 March 2009 using the projected unit method. For RMPP, this valuation
was conclucded at £10.3 billion deficit. For RMSEPP, the valuation was concluded at £100 million deficit, RMPP includes Sections A, B
and C each with different terms and conditions:

« Section A is for members (or beneficiaries of members) who joined before 1 December 1971;

- Section Bis for members (or beneficiaries of members) who joined after 1 December 1971 and before 1 April 1987 or to members of
n A who chose to receive Section B benefits; and

Section C is for members (or beneficiaries of members) who joined after 1 April 1987 and before 1 April 2008,

A series of changes to RMPP and RMSEPP began to take effect on1 April 2008.
The changes encompass:

« the plans closed to new members from 31 March 2008;

« all pensions and benefitsearned beforel April 2008 are still linked to final salary at the time of retirement;

« from1 April 2008, defined benefits building up for employee members of the plan are earned on a career salary basis;

- employees can continue to take their pension onreaching 60 but the normal retirement age increased to 65 for benefitsearned
from 1 April 2010;

« from1 April 2010 it is possibleto draw pension earned before the change to normal retitement 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 accrual on 31 December 2012,

Payment of £23 million (2012-£23 million) was macde by the Company during the year inrespectof regular future service
contributions, nearly all relating to RMPP. The regular future service contributionsfor RMPP, expressed as a percentage of
pensionable pay, has remained at 171% (2012 17.1%), effective from April 2010. This rate is not expected to change materially

during 2013-14. For RMSEPP, these conftributionshave remained at 35.9% (2012 35.9%) until its closure.

The Company pays 7% of the total deficit payment required to fund the deficit in RMSEPP and a payment of £2 million (2012 less
than £1 million) was made by the Company during the vear. Following the State Aid clearance granted on 21 March 2012 and the
subsequenttransfer of the historical pension deficit to HM Governmenton 1 April 2012, no RMPP deficit payment was made during
2011-12 or 2012-13. For RMSEPP, deficit recovery payments will be £1 million per annum, from 1 April 2010 to 31 January 2024.

A current liability of £nil (2012-£nil) has been recognised for payments to the pension schemesrelating to redundancy During the
yvear, payments of £2 million (2012-£3 millior) relating to redundancy were macde.,

The following disclosuresrelate to the gains/losses and surplus/deficitin the schemerecognised for RMPP and RMSEPP defined
benefit plans in the financial statements of the Company:
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13. Pensions continued

a) Major long-term assumptions

The size of the RMPP pension surplus, which is large in the context of the Company and its finances,is materially 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 umptions were:

At31 March At 25 March 7/
2013 2012

% pa % pa
43 43 45
»VRMPP Sections A/B e 23 28
RMPP Section ¢ = 33 35

} att, of pension incre RMSEPP members transferred from

Section A or Bof RMPP

all other members

Rate of increase for deferred pensions - RMSEPP members transferred from
Section A or B of RMPP

Expected average rate of return on assets

In June 2010, the government announced that it was intending to change the inflation measure used to determine statutory
minimum indexation in deferment and in payment from RPI to CPI from April 2011. Where relevant, the inflation assumption has
changed from RPI to CPL

The above assumptions relate to both defined benefit plans with the exception of the expected average rate of return on assets
which was computed for the combined assets of the plans. The expected average rate of return on assets was a weighted avi
of the long-term expected rate of return of each principal asset class (see Section B). The expected average rate of return was
computedat each balance sheet date based on the market values and long-term rate of return of each principal asset class as
at that date,

The following table shows the potential impact on the RMPP assetsand pension surplus of changes in key assumptions:

2013

£m

Changes in RPIand CPlinflation of +O1% pa @
Changes in discountrateof +01% pz; _____ = g
("Ihz—mg@s-i_r; realsalary growth of %(}]—54: pa = (G;
Changes in CPI assumptions of +01% pa 1)
An additionall year life expectancy e @

Comparative information in relation to the potential impact of changes in key assumptions has not been included as this would
represent Post Office Limited’s share of the combined RMPP scheme and the above 31 March 2013 information is in relation to the
sectionalised RMPP scheme and therefore comparison would not he meaningful.

Mortality

The mortality assumptions for the RMPP sectionali scheme are based on the latest self administered pension scheme (SAPS)
mortality tables with appropriate scaling factors (106% for male pensioners and 101% for female pensioners). For future improvements
the assumptionsallow for ‘mediurm cohort’ projections with a 1.25% floor. These are detailed below:

Average expected life expectancy from age 6(0: 2013 2012 2011
For a current 60 year old male RMPP member ~26years 26years 26years
Fora current 60 vear old female RMPP member 29 ‘years‘

ale RMPP member 29 years ZS?\,eurs 29 years

32 years 32 vears 32 years

Annual Report and Financial Statements 2012-13
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b) Plans assets and expected rates of return
The assetsin the plansand the expectedrates of return for the Company were:

—————— - - Long-term
expected
Market rate of
value return
2013 2013
Sectionalised RMPP £m % pa
Equities k 29 72
Bonds 205 43
Property . ‘ ;‘ 67
Other assets e 9 . 72
Fair value of RMPP assets 243
Present value of RMPP liabilities : (1‘445
Surplusin plan 99
T ong term
expected
Market rate of
value return
2013 2013
Share of RMSEPP £m % pa
Equities o 146 69
193 39
19 67
S e e e |
361
Present value of plan liabilities for RMSEPP - (347)
Surplus in plan for RMSEPP S g
Surplus in plan for the POL share (at approximately 7%) of RMSEPP s

The expectedreturn on assets makes allowances for the agreed investment strategies of the arrangements.

Under United Kingdom Generally Accepted Accounting Practice the Company has recogniseda deferred tax liability through
the statement of total recognised gains and lossesof £23 million as the entire asset recorded on the balance sheet hasbeen
deemed recoverable through reductionsin future contributions, This is offset by the recognition through the profit and loss
account of a deferred tax asset of £23 million inrespectof tax losses.

Long-t
exyp
Market rate of
value return
2011
Combined plans £rm
Equities 3,385 4,268
Bonds 25610 21,409

Other assets

27685

(32186)

Fair value of plans’ assets for the combined plans

Present value of plans’liabilities for the combined plans

Deficitin schernes for the combined plans (2,922) 4,501)
Deficit in schermes for share (at approximately 7%) of combined plans (206) (316)

There is no element of the above present value of liabilities that arises from plans that are wholly unfunded.
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Notes to the Company financial statements continied

13. Pensions continued

c) Movement in plans’ assets and liabilities

Changesin the fair value of the plans’ assets are analysed as follows:

Sectionalised

RMPP 2013

Assets £m
Assets in sectionalised RMPP at beginning of period - 2,1 08
Transfer of pension assets to government : 1,953)
Contributions paid : 25
Employee contributions paid -8
Finance income (expectedrate of returmn) 11
Actuarial gains (additional increases in market values) 46
Benefits paid to members @
Assets in sectionalised RMPP at end of period 243

Share of

RMSEPP 2013

Assets £m

Contributions paid

Moverment in contributions accrued

Employee contributions paid =
I-I-T-l(-i;'l-(-f-‘;l-l?-(;l-n-(: E(:;};(:(-fnd rate of returrn) TR 1
Actuarial gains (additional increases in market values) ’_--%- 1
Benefits paid to members = -
Share of assets in RMSEPP at end of period 25
------------------------------------------- 20z a0
Assets combined pians £m £m
Share of assets in combined plans at beginning of period 1,923 1,797
Contributions paid ) 26 46
""""" lent in contributions accrued O R
Employee contributions paid TR T
rate of retum) - 124 ) 120
Emcre;}as&s inmarket values) T 131 - 33
Benefits paid to members T &2) - (86)
Share of assets in combined plans at end of period 2129 1,923
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Changes in the present value of the defined benefit pension obligations are analysed as follows:

Sectionalised

RMPP 2013

Liabilities £m
Liabilitiesin sectionalisedRMPP at beginning of period 102,313)

Transfer of pension liabilities to government

Current service cost

Curtailment costs® o
Employee contributions
Actuarialloss T
Benefits paid o
Liabilities in sectionalised RMPP at end of period
T Share of
RMSEPP 2013
Liabilities £m
Share of liabilities in RMSEPP plans at beginning of period (22)
Currentservicecost T s
Curtailment costs™ T =
Finance cost :
Employee contributions T e
ialloss T (-1-).
Benefits paid TR T
Share of liabilities in RMSEPP at end of period (24)
T 202 2001
ilities combined plans £m
Share of liabilities in combined plans at beginning of period (2,239) (2,361)
Current ;‘;1—\-/;(—0 cost - (25- 5)

Finance cost

Employee

Benefits paid

Share of liabilities in combined plans at end of period

I

] rovisions raised.
lancy during the accountin
of costs in the profit and loss account

inciuded, for exa lan

compensationin

ed onacor
1e curtailment ¢

g period. Such pay

tent b ith the associated cor
overepresent the ¢
ents may occur in an account

g period suhsec

eopie paid

juentto the recognition
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13. Pensions continued

d) History of experience gains and losses

The cumulative amount of actuarial gains and lossesrecognised since transition to FRS 17 at 29 March 2004 in the statement

of total recognised gains and lossesis £49 million gain (2012 a gain of £32 million). The Directors are unable to determine how
much of the pension scheme de bgnised in ition to FRS 17 is attributable to actuarial gains and losses since inception of
the pension schemes. Consequently, the Directors are unable to determine the cumulative amount of actuarial gains and losses
that would have yrecognised in the statement of total recognised gains and lossesbetweern inception of the pension schemes
and transition to FRS17.

- o Sectionalised Share of Tttt e T
RMPP RMSEPP 7% share of combined plans
2013 2013 2012 2011 2010 2009
£m £m £m £m Lm £m
Fair value of assets zag o tooe 2168 1944 1.811 1407
Present value of liabilities . @ (2,374) 2.260) (2,375) 1.882)
Surplus/(cdeficit) in schemes e g (206) (316) (564) “75)
Experience adjustment on assets e f o 131 33 313 (384)
Experience adjustment on liabilities o = - 1) 47 1)
T 2013 2013
% %
Experience adjustment on assets as a % of scheme assets ) 55 61 17 174 (273)
Experience adjustment on liabilities as a
% of scheme liabilities 1.4 00 o18} ZX0)] O1
Deficit in the scheme as a % of scheme liabilities - - 8.8 141 3.9 253
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e) Recognised charges

An analysis of the separate components of the amounts recognised in the performance statements of the Company is as follows:

2013
sectionalised
RMPP
£m
Analysis of amounts recognised in the profit and loss account
Analysis of amounts charged to operating profit before exceptionalitems:
Currentservicecost T 24
Analysis of amounts charged to operating exceptionalitems:
Loss due to curtailments (within provision - note 1 2) 2
Total charge to operating profit 26
Analysis of amounts charged/(credited) to net pensions interest: -
Interest on plan Labilities T 9
Expected return on plan assets - o (1?)9
Net pensions credit to financing @
Net charge to the profit and loss account before deduction for tax 24
Analysis of amounts recognised in the reconciliation of movements in Shareholder’s funds G =
Transfer of pension liabilities to government T 2,239
Transter of pension assets to government T - (1,953)
Gain on transfer to government 2 86
Total gains recognised in the reconciliation of movements in Shareholder’s funds .. 286
Analysis of amounts recognised in the statement of total recognised gains and losses
I, 57
Less expected return on plan assets T at)
Actuarial gains on assets (all experience adjustments) 46
Experience adjustments on liabilities 20
""" )
Actuarial losses on liabilities 29)
Total actuarial gains recognised in the statement of total recognised gains and losses 17

POST ¥
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Notes to the Company financial statements continued

13. Penisions continued

201 3 share

of RMSEPP

£m

Analysis of amounts recognised in the profit and loss account
Analysis of amounts charged to operating profit before exceptional items:
Current service cost - S S E
Analysis of amounts charged to operating exceptionalitems: ;“
Loss due to curtailments (within provision -note12) : :-
Total charge to operating profit SRR 1
Analysis of amounts charged/(credited) to net pensions interest: ;
}-r;terest on plan liabilities - e 18
Expectedreturnon planassets T a8
Net pensionsinterest T ()
Share of net pensions interest (at approximately 7%) ; e
Net charge to the profit and loss account before deduction for tax SR -
Analysis of amounts recognised in the statement of comprehensive income in the Royal Mail Holdings Group
financial statements
Actualreturn on plan assets E S e
Less:expectedreturn on plan assets o B aaae)
Actuarial gains on assets (all experience adjustments) e 20
Experience adjustments on liabilities SR
Effects of changes in actuarial assump t-tgng on liabilities - o 23)
Actuarial losses on liabilities a8
Total actuarial gains recognised in the statement of comprehensive income in the Royal Mail Holdings Group -
financial statements cin 2

Share of actuarial gains/(losses) recognised in the statement of total recognised gains and losses S L
(at approximately 7%) i

Annual Report and Financial Statements 2012-13



WITNO0740103
WITNO00740103
| | | | |
Operational | Performance | Financial 109

Overview review ‘ review | Governance statements .
. ! o Exhibit WITNOO740403

Combined plans £m £m

Analysis of amounts recognised in the profit and loss account

Lossdue to curtailments (within provision - note 1 2) - 2
Total charge to operating profit 23 27
Analysis of amounts charged/(credited) to net pensions interest:

Interest (-)1_‘1_17—31_5;715‘ liabilities for the combined plans [ }- _7_4_ E) ______ 1 _E%-F:J“
lep(-z(‘r@;i-r_c’:{l;rn on plans assets for the combined plans - ¢ //_; 1,714)
Net pensions interest for the combined plans 26) 167
Share of net pensions interest (at approximately 7%) ) 12
Net charge to the profit and loss account before deduction for tax 21 39

Analysis of amounts recognised in the statement of comprehensive income in the Royal Mail Holdings
Group financial statements

Less: expected return on plans assets for the combined plans

Actuarial gains on assetsfor the combined plans (all experience adjustments)

Experienceadjustments on liabilitiesfor the combined plans

Effectsof changes in actuarialassumptionson liabilitiesfor the combined plans 320 2,962

Actuarial (losses)/gainson liabilities for the combined plans (325) 2,954

Total actuarial gains recognised in the statement of comprehensive income in the Royal Mail Holdings
Group financial statements 1,544 3424

Share of actuarial gains recognised in the statement of total recognised gains and losses
(at approximately 7%) 108 240

14. Called up share capital

2013 2012
£ ¢
Authorised e
Ordmary—:;_h_z;r_@s of £1 each “:“ 51,000 ! 000
Total - 51,000 51000
Allotted and issued =
(—)-)‘:4[—1;;(_\,-7;;;&-;mofm each o N 50,0(;3-: N 50,003
Total ©80003. 50003
15.Reserves
------------------------ - Share - Retain;c_l- 2013
premiurm earnings Total
£m £m £m
465  (589)  (124)
S e e
L
""""" TR ey 6y
Transter of pension deficit to government T G T— 286 286
At31 March 2013 o465 - (233) . 232
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Notes to the Company financial statementscontinued

16. Related party disclosures
Details of transactions with related parties are disclosedin the Group financial statements (note 23).

17.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 £415 million of funding on 2 April 2013.

On 21 June 2013, Post Office Limited launched a consultation with members of the Royal Mail Pension Plarn, on a proposal to
change the terms of the plan, which will conclude on 25 August 2013. Post Office Limited will consider the feedback before making
its final decisionand communicating it to colleagues,

18. Immediate and ultimate parent company

At 31 March 2013, the Directorsregarded Royal Mail Holdings plc as the immediate and ultimate parent company. The largest
group to consolidate the results of the Company is Royal Mail Holdings plc, a company registeredin the United Kingdom.
Royal Mail Holdings plc financial statements can be obtained from the company website, www.royalmailgroup.com.
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Registered Office
Post Office Limited
148 Old Street
LONDON

ECIV 9HO

Auditor

Ernst & Young LLP

1 More London Place
LONDON

SE12AF

Actuary

Towers Watson Limited
Watson House

Lonclon Road

REIGATE

Surrey

RH2 9PQ

Solicitor
Linklaters LLP
One Silk Street
LONDON
EC2Y 8HQ

Thank you

The Post Office is a unique part of our society and is grateful to
all those stakeholderswho work so harc to support our work as
a commercial business with a public purpose. In particular, we
would like to thank:

« the three government ministers with whom we worked
with during 201213 - Edward Davey, Norman Lamb and
JoSwinson - and all those at the ShareholderExecutive
at the Department for Business, Industry and Skills;

.

the National Federation of Subpostmasters, in particular
George Thomson (General Se ryyand Mervyn Jones
(Commercial Director), and its Executive Committee;

Communicationand Managers’ Association (CMA) sector of
Unite, in particular Brian Scott (Assistant National Secretary);
Communication Workers Union (CWU), in particular

Andy Furey (Assistant Secretary)and Dave Ward

(Deputy General Secretary).

Our colleagues at Royal Mail Group Limited, in particular
Chairman Donald Brydon and Chief Executive Moya Greene;
« Allthe members of the Stakeholder Forum who are working
to help us define the public purpose of the Post Office;

The consumer, business organisationsand public interest
groups with whom we work, including Consumer Futures,
Age UK and Citizens Aclvice; and

Allthe business partners and suppliers with whom we work,
including Bank of Ireland (UK) plc, Fujitsu, government
departments and agencies and many others,

But mostof all, we'd like to thank our subpostmasters, their
teams and all our colleagues who work for the Post Office -
those directly serving communities across the UK and those
who support this great business,



WITNO0740103
WITNO00740103

Exhibit WITNO0740103




Designed and producedby MerchantCantos, www.merchantcantos.com.

Printed by Linney Group Limitec

The Post Offic
sourced from r
Council). Re
bleaching proces
adherence to the
IPPC (Integrated Pollution Prex

Annual Report ha
ponsibly marne > with the FSC (Fore

in ismad ng an ECF (Elemental Ct
and is manufacti vironmental manag

ntion and Control) reguiation.

FSC

WTBCORY

WITNO00740103
WITNO00740103

Exhibit WITN00740103

FSCP CO08108 |




WITNO0740103
WITNO00740103

Exhibit WITN00740103

ed in Eng
Office, Post Offi

Post Office Limited is
Ti




