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From: Mark Uaderwousil GRO i
Fo dMark Undervcoud | GRO i

Sabhject: FW Seoond Sight note Ben seeting 25 Maveh
Bader Too, 13 Out 2013 101041 +0000
Fmpartanse: Nowroal

Feows: "WALKER, Tana™ 1 GRO i
Prate: 26 Masch 2015 1753008 GMY
Fus Adwen Lyons | GRO i

Subject: RE: Second Sight note frem mevting 25 March

P Aoy,

Thanks for thig, Jaomes was very keen Mg soall reach you swiftly, He i e progess of
renspedrg ey node, which suppots his recollention. You are welcoms  call me to disnuss, b iF
you wnudd prefer o speak 1o James, please fef me know, Parlianess breshs for Becesy tonight,
and i may b slightly gy trving 1o din him dessent £o 5 tiae Tor 3 ohat wll T sosak 1o hirn
ELHTIORTOVY,

Kirgd repards

pERT S

Javost Waller

e of the B Hoa Bones Arbuothno

BER foy Plorth Dast Hassgsshive

Elosae of Coanens

bosddeay WWEA A4
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Erown Alwen Lyons [nniioialsndmong GRO H
Senty 26 March 2083 1718

T WALKEH, Janet

Subrperts FW. Second Sight pute frors sasting 2% March
Sensiivity: Confidontiad

.....

hasnks

A

Adveess Lo § Company Seveny

From:
TR O St LORINAN FOTY O ARBUTHNOT,

i 1 15
E G Ro a,,:, Aibut
D — el GRO |

Loyt V’g&k{ GRO i {"GRO_}

ROL3 1544
oo Susan Cecdann
Sl 00 shan Ly,
Sinon Baber; Tan
Hendansan; Fon
Warmingingn
Subiect: Sacoxd
Sfoht ante from
mweting 35 March
Gonsitivity:
osdidentin

Cranr Susan,

§ bases bradd sight of Tan Henderson's el B yoas Tollowing the mesting heedd sd Westminater o
2% Marh, T would be gratefil if vou would forwerd this messags o Buth ¥, Barker aned Mark B
Davies, neither of e i known o o, noy do § have thele emall addraases, but as they ware
ichicded in the nitial circaiation, © feal ey ought © be able to read my resporse.

The regmon am weitig s that sy recollsction of this messting s someedhat difforent to Bis, ]
phan b sleoudate the note my office made of the mesting in due courss, but please would vou
nede th foliowdng ousverents froms s (i red), wiich refer divsddy o Jan Henderson’s points i
shye ervsalf foe ot B vou, onpher buloey,

. There was troad support for the concept of reporting on jssues rather than individhial cases ~
rathes than "support’, T tink §would sxpress this as ‘understanding’. 8Ps willl, in the end, warg
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b bnows hoeee thede indbvishenl nonstituent’s csse conchides, and whadher It can be siated thatl thalr
constituant hag baen wrongly aooused,

. The MPs want Second Sight b report on a much wider range of issues in July than we had
planned b.e. not jush the Horlron transaction insues. A sonsequence of this is thal any report in
Juby will be an irderin not & final repoet ~ this i ot soy recsdention of wwhal was dlasasesd or
agreed @b the mesing, Although the puesibility of 8 Ry mesting wes mocted, and the possility
that the report that might be presseed ol that mesting might bBe interirn i naturs, no desire Ty
a withyy range of msoey to Dy reporisel on wan yerdioed by M,

There was browd support for the proposal 10 run a seriss of Iasts in the Muoded Offics replicating
the spacific scenanos reported by SPMRs - this was not maliy discussed, What T hwerd was that
e Moded D¥fine was sffered o Secerad JighT ax 8w I tesd provesses ard the sysian iy the
Fosh CFfice, but no opress support - or Tack of B - for s use eaes divoassed o sgrsed,

Alan Bates reported that a signaificant number of 5PMBs had not accepted the JFSA / POL
agreement and remained concarnad about possible retribution from POL. This has rasulted in
under raporting of cases and issues, {This was the first time we had been told about this) - this
is brue, §wes rather ritated thet Man Sates raised this withodl waming, svd did so pubdicly.

. MPs {and JFSAS reported continuing corcern about “heavy handed” sudit and investigations
processes and the inability within POL to differentiate betwesn genuine issyes of concern

ceported by SPMPs compared with suspecked fraud o theft, This is ceusing real hardship

1o SPMRs arud may lead w suiciies. {This was mentionsd more than onve) ~ this was the view

connting from the 88, pol 880 1 do not recslt ey st of slcides at the mweding, bud 7S48

it raise the point et POL contirues ewen by 0 mrossnse slleqations of thelt without the

prior irvestigation or the tentativensss that this investigation would suggest might be neosssary.

. Ps weare pleased W node dus personad vvolverment of Allce Perkins and Paula Verrsdls bt
weouldd ke this to be extendsd vithin POL 1o a much moere syinpathetic atttude to SPMRs with
problems. They felt internal communication processes within POL were not working well, There
was universal roncarn about the conkinuing use of comments such as "we have toial confidence
frs the Horizon system”™ which are cordrary (o the superience reporfed by 3 number of SPMRs ~ 1
ar urbasry with Bus weay this B expeessed, Thems was no sxprassion of any views fom MPe o
thir raprasenkatives about nsensl osmrmunications within the Post Gifie, nor that the peesansi

invesivarnent of stef bovond genior manegernent ougdd to by exerwied, Tha the Post Giflos
continues te slalm confidencs in MHewizon s faciually coeredt, and § emphasizad thet wdl cases
were gl fo the Posd Office whinh snddermined this confishenos, the Post Offioe’s stence was
urwlersbandabile,

in the Hght of the sues now being lovked ot by Second Sight, POL should corsider a suspension
of all current prosecutions activity untit afisr July abt isast - this was ool specificaily discusesd st

%

thur resting, but € may welf followy fror the point T make 8t B above.
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. There was widespread suppust for the view that & s ssserdiad the ipvestigation cngtinumes 1o be

supportad by POL as it was felt that thix ie the el opportunity 6 really dig into the issues and
corwerns repurted by SPMRs —ax above, 5 good pent. There ws, hoevsver, conpern thal the
srakiee was golng 20 o0 g and posting MM 8 ot

»

Tor ooy ning, the rmeeting vt ot well g coubd be axpectad. T would not go 50 far 82 o support
Tt opiraon that "exdenshey conerrt ws axprexssd almad the invsstisdion and prosscution
provesses the Post Uffice s foliowing. My impressia s thet by snad s, we ntenad e what
ws bming peessabed b us by Secort Sight, Mike Wood and Kevie Barron cerbanky did reount
sewne rodust guestioning, a8 they shoubd, bub o shape thiy s exbensive Conwern’ i stretobung
Shingy & 2, 1 think

1 shalt croidate v botefing iy dus course, bub eoultd be grateful F vout vemdd ved oy cornmaeis
slesve,

Yaung evir,

Jamas

Sifiow of e 8B Hon James Avhuthnot, P
Husaner uf oanany
Loedon WeTR (88

"."5'(.'/ 3

R AL 103 e s A T LA WAL ES 3 )

Prowwns Tan Henderson [aliteddy GRO i
Semtr 25 Mook 2013 1R35

For Busan Crickiton’ .
o “Alwenn Lyone’) Simon Baker'; Huth X Barksr', "Mark B Davded’; st GRO |

Sulbsborts Menting with MBs - 2% March 2043 Lo o2z 4
Sensithvity: Confidential
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CONFIDEWTIAL

Susag

The mectiog with MPs werd ezasonabdy well howsver theee wes robust questioning frors @ sumiber of
MPs, perticnbardy Mike Woud MF sod extensive concern sxpressed abowt POL mvestigation snd
proseeuiions procesesy. Janet Walker will be ciroulating en officinl minote of the mwenting w due course.
Whilst Shousanths were prosent threnghout, they ook no part in the mesting and did nut conunent at any
prous.

¥ atanh & copy of the Second Sight Hriefing Note thst o tobled ot the mecting,

Huadhue points frogs the meetng werg

Thexe was brond support fur the comept of reporting on issues rather than individual cases

The MPs want Second Sight w report on 3 much wider pange of isxoes i July than we had planned Lo
fust the Hortoon ransaction tssues. A soosaquence of Ty i that any report e Joby xwalh baoss bderion st o
fined report,

There aas broad suppoit for the proposal o ron ¢ seriey of tests m the Model Office replicating the
spectiic svenaring reported by SPMRs

Alan Bates reporied that a sipulicant mamber of SPMRS bod pot scoeptad the JESA 7 POL sgreoment and
rematored concerned sbowt pousaible retnbution from POL. Tlas has resaited in podes reporting of sases sod
issues. {This way the first tine we had been told aboot this)

MPs (and IFSA) reparted continuing sonvern about “heavy handed” sudit sod investgaiions prosessas
and the inubility within PUL to dilfercntiate hotwesn gennine saes of soncent reporied by SPAMRs
sumpared with nuspecied frand or theft, Thas is cassbug read basdship to SPRMRs sad may lead o savides,
{This was roeatiened more Gng o)

MPs wore pleased o sote the personal lovelvement of Allce Perkins and Fauls Yenuells but would hke
thiy to be vaiended witlio POL o & much sore sysoputhetic atitode to SEMRs with prablems. They kit
internal sonmsunicstion proceses withdn POL were st swaking well, Thore was waivessal sonmern abusat
the cantigoing e of cossments sach as “w bave toted confulenes to the Honlzos systom” widch wee
contrary @ the supertence repoged by s sorober of SPMBEs

I the gl of the favues now boing oekad st by Beomnd S, POL shoudd conmvler » sospeasion o ali
waryent peoscRitinns scivity sl after Raly o boast

There vas widespread sappet fior the vew that 11 1s essentinl the fovestigation sontinues fo e sapportod
by POL s it was Telt that Hus s the best opportunity to really dig into the issres snd eoncerny roporied by
SPNIRs.

el etroniars Janet Watkers note of the mueting 3% soon w3 ] receive 8
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PRTh bt wishss

e LE OERs POA

Faye 8 fan

Ardvancad Popenasics o London, K

FOransic rompeusy sxpert witeess eod edevtronde disclosyres spesisdist

[T R E

Fwatl. b i
@il Aohd GRO i

waprine RERELLL e ans s ior S AS R S0

sinkedin: BRllldiniadin. capdinddocansisgud

Toktier: BRI Ruitisa s funeny,

COMFLBERTIALIYY ., Thin ssall end oy attachments arw confivential and may also b

gbviiegsd. F wou ars ey the intendsd peviplent, pleass notidy me ot
irhdadvanssgiorsnsias.ian and delets the emall ang any attachments,

AW GNY o " e % - % fodk e % B R SR TR

This emmail and ahy sliachments are confidential and interded for the agdresses ordy. | you are not the named
vendpiond, you st nel use, disclose, reproduce, eapy or distribule the conterds of this sotmaunication. 1 wou have
reneivid this in eivor, please aordact the seader by reply amall and Ben delle this email frorm your wystem, Any
Wiewa of UpIraona tuprassad within s simall are solely has of the sendss, uniess otharwise specifically shatad,

FOET QFFICE LIRAITED b rogintered i Prygand and Wales i 2134540, Registered (ffice: 148 OLD STREET,
LONDOR EQIY SHG
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Frowm: Mark Underwondi | GRO i
Fo: Mark Underwoud! 4 GRO i
Subsfect: FW Beoond Sight note frons mesting £5 March
Frater Tun, 13 Opt 2015 1601 2:4F +(HEM}
Baprortumee: Nogyond

Frowm: "WALKER, Janet” 4 GRO |
Prate: 36 March 2013 17:39.28 GMT
Fex Adwore Lyons | GRO
Rubgret: BE: Sevamt Staht sote from meoting 28 March

FH A,

Thanks for this, Jares v vary keen bis sl veach vou swiftdy, He s i e poncess of
rediawding my nobe, which supports his recoliection. You s weivoms o call me o disouss, bat i
oy oo prafer o spead b Jarwes, plesse et me bnow, Parbament bresks for Resess tonight,

v B oenay b bty tioky rving 1o sl B down B s time for 2 chat weai T speak o him
EOIR TN,

Hind regsrods

lanet

Sagpet Witkay

i ard the KY Bloss oo Avhothies

BAY te Nowth Faw Havpabore

Flonese o Coovaens

Pawebons SYWLA A
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Frony Adwen Lyars Dot
Sent: 28 March 2013 1F18
Tos WALKEH, Janet
Subiect: B Second Sight nots from meetiog 2% March
Sepssibhity: Confideoting

Faey
There st sogge aonfuion o Do voaur poie of e geroboy help clanty
Thassdin

Al

Abuon Dyospe b Uasipony Seaetery

Frong
ARBLITHNOT,
Semness

'-‘i:: ':Ei"““‘iiﬂ' 5% Siﬁig

5‘»&&&. 26 March

2332 1544

Yo Suman Crichton
T T € Sbwen Lyohs;

"""""""""" ! Bireon Baker; lan
Henderson, ‘Ran
Warangton'
Bubbeok: Seomod
Gigkd mte from
mesting 25 March
Henaitivity:
Cordidordiat

Dy Susin,

¥ bave had sioht of Lan Hendergon's enssil by Tolloning the meeting fusbi of Wastminater s
25 Mok Dweould b gratefud i you would forwerd this message o Ruth %, r‘»sﬁ wer wrud Mark B
Dravies, nsither of wﬁmm i Rvow o nee, n oo 1 have thalr emall sddbseses, B as they wawrs
cducded i the inftiael croudation, § fesd they ouabd b be able to remd oy response,

Fhe reasors T ar weiting @ that oy revolisction oF the mesting s sormsediat different o bhis. §
plan o ciroadate the note my offios 'me:k» of t°w rpbivig e e courss, bot pinass veould you
nots the Tolinwing comenents From e {in red), wiinh refir shirectly b lan Maidersne’s poinds iy
the wmatl he sent fo v, copdad badow,

There was broad support for the mnre;:t of reporting on lssues rather than indbddual cases -
rather than "support’, § think 1 would swwess Yids s understansiing. PP vl I D end, e
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b know o thelr individugl constituents case conchiades, aved whather i can be stated Hhug the
constiuent has been wrongly acoussd,

. The MPs want Second Sight to report on a much wider rangs of issuss in July than we had
piarned L2, not lust the Horizon transaciion issues, A consequence of this is thal any repat in
July will be an interim not 3 final report — this is nod my recolisction of what was dhecussed or
agresd ot the meeting, Although the posaihility of & Ry moeting was roonded, and the possildity
shiat thes report Bt might be pressvidad &t thet meeting might be nbseln in nature, no desire Tor
& weicher range of desues to ke reporbed o was mentiorsd by Mg

. Thers was broad support for the proposal to run a series of teets in the Model Office replicating
the specific scenanios reported by SPMRs ~ thiy v not really divcussed, What T beard was that
P RMode! e was offered o Becond Sioht as 2 way to et procesesy wrmd the sesbem i the
Pogt Dffioe, bt r sxpress siipport - of ok of B - Tor Hu wse was disvusserd o agresd,

. Alan Bates reported that a sigrificant number of SPMRs had nat accepted the IFSA / POL
agreement and remained concerned aboul possitde retribution from POL, This has resultad in
under reporting of cases and issues. {This was the first time we had zeen told abou this) - thig
fa tro, §owos rather riteded thad Alun Babex radond thiy withoat wardng, and oid s publinke.

. MPs {and JF5AY repodad cartinuing concern about "heavy handed” audit and investigations
processes and the inabifity within POL to differentiate between genuine issues of concern
reported by SPMRs compared with suspected fraud or theft, This & causing real hardship
o SPMRs and may lesd to suicides. {This was mentionerd more than once) ~ this was the visw
e om the IFEA, nud MPe, § do red recall any mendion of suinides at the rseting, but 3558
il ot the podnt thas POL corsinues even today to prosecute allegations of theft withmad the
sy invastipation: or the tentativensss thad this veestigation weould suggess might D necassery,

. MPs were pleased to note the personal irvolvement of Afice Perking and Paula Vennslls but
woaled Hke this to be sxtendad within POL to 3 much more sympathetic attitude to SPMRs with
problems. They falt internal communication provasses within POL were not working well. Therg
was universal concem about the continuing use of comments such as “we have total confidence
in the Horizon system” which are confrary 1o the experience reported by @ number of SPMRs -1
s unhaony with the way this i expressed, There was no expvession of any visws froom PR or
thalr repressctatives shout dernel compranications within e Post Office, nos thal the personsd
iwokvaiment of staff bevonsd sanbor rmanagement pughl B ke exdended. That the Pust Offles
condnues W aisim sonfidence in Mowizon i fachusily vorrent, aved Tamphasived thay urdit casss
wers peil 3y the Post Offios which uniermingd this confidenos, the Post Offive’s sbanvs wag
wrdsrstandabide.

. In the light of the xsues now being looked at by Second Sight, POL should consider a suspension
of all current prosecutions activity until after July at least - this was nob spavifically discussan at
dhag i, DUt b ooy el Fnlfowe Sron Bhe potnd T ke at B showe,
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There was widespread supiuut for the view that € is essential the investination continues t be
supported by POL as it was felt that this is the best opportunity 1o really din into the issuss and
concarns reported by SPMR « an shove, & poad point, Thare wes, howessy, vonosn tha the
nuEter was godrg on 5o long and costing PO & it

T ey veived, e rusetin g weent s well ax could be sepech oot goose G as 0 support
I3y mainion Thad exiansive CoTOBr was expressed ai“s. 2 irw i:mz&?’sf'r et prosegubion
procseyen the Fost Gfflue in follovdng. My impression a?' %:"; il rj mi"ﬂ'ﬁ’, g ‘aaemm o owhat
wias D prasenided toous by Beongd Sighd, iv‘i. o v i monng
avrns obust guestioreng, s they she Bt b0 32.?‘55:{36 *"u:z r;:> wtm w mr car’ B stretching
hings o b, § ok

Youn ever,

Iames

From: Tan Henderson {pgito ket GRO
Sent: 26 Marcr 2085 1S

Tar Husan Crichton e
Cox Al Lyong'; “Simon Babker'? fath X Borker'; Mark B Davies') wistids GRO
Subject: Meating with WPy - 35 Marck 2012 e !
Sensitivity: Coofidentia
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TR TIAL

Saxsn

Thee swscdsag with MEs went vamonably wedl, howesar there was robasa questiomng from 3 nuher of
Py, particolorly Mide Wend MP e exttensive concers oopressed abowt POL investigation and
prosecitions prooesses. Janet Waltker will be otrevlating an official minute of the meeting in dus conrse.
Whikst Nwoosriths were present Huougbout, they took 1 part i the rsenting sud did tol commrnerd & oy
P,

i attach a enpy of the Sceond Suht Brivfing Note that was tabled 8t the yoceting.

Headbine points from the meeting weny:

There veas beoad support Tor the comept of reporting vu ssees ratber than individuad vases

Fha MPs want Becond Sight to ruport pe 8 newh wader ravge of wsoes in Saly this wee bad plansed {¢ net
past the Horbzon transaction issues, & conssgoencs of this i that aay report in July wll be an interin ot s
faad popeat,

There was bropd sspport for tie propesel 1o ra o scries of fests i the Model Offive replivating e
appesiic suenariox sepmreed by BERRK

Adan Batey repored that & vipediicant sember of BFMES bad sot aonepied the IFSA  POL sgrecinent ind
semaoed cororsed ghout possible reteibuiion Foay BFOLL This hay cesulted oounder ceporomg of ouses and
wemps. { Flis was e Toe b we had beon sold sbowt Hus)

RiP Gand IFSA roportest pontiswing coocern shot “heavy haoded” swhbs and investigativns provesses
apnd the oy wathio POL o difforersint borwoer gompee stes of conesa sposted by SFMRs
conppared with saspectad fraud or thett. This & causteg real bardship o SPMR sod may lowd 1o swoides.
CEhis was mednned newe than onee)

B wers ploased to sote the poosonst imvelvemesss of Abos Porkine aod Pesls Vomwls but weuld fike
this 1 b esicsded withn P to @ vwcdoreare sympathotic stttude o SPMRs with problems, They felt
sternal comommvation provessey witlag POL were st working weil, There st mrsversed sonuers abow
the contimang vse of commnts soeh as e have total confidencs i the Horlzos system™ aloch sre
sumienry o the experivnge poporeted by 2 nuenber of SV

b the fadd of e dssoey pow being Tooked m by Seaond Sight, POL dhosld sonsider o saspeosion of ali
carrent proaseottions activisy satil sfior Joly of feas

Fhere was widesprend suppert Ror the viexw that 146 csenntial the tavestigation condimes B be wppoetud
by PO ne 1 wvus Todt shat this ts the bost ppportusity 1o readly dig usto S aes ad conserns repanied by
SPMELs,

Drall edendute Ianet Walkers note of the meeting seomon e Ereosive #
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Sctv antest Fo

Foressis rompeting fipert wituesy wnd sleetronic dizvissure specigiist

W webits: 1 GRO ;
bicimimim i e ———————

il irid GRO ;

Weira ive RitnoSdedvincedfuranii i g

Diakedin Bbteodelinkadinosondiad faransiosu

Tedt ter: Biieddbeiiiera oo funanaisend

prst way #8130 e

23

fwilagd, I vog a0e

Lo GRO
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Pris wonad sond sy aflachanants me confidential and intended for the addrssae only, I you are ot the dae
saipiunl, vt roust mol wse, disckose, reprodues, sopy of distibige the conbents of s comrusdnation. M you bave
mcebt thiv in error, pleass comtaed thy sender by reply eroad ang hen dudety s smal frow your svddern. Any
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Frowe The Ri Hoea, Jarses Aodaibes, 88

POUSE OF SOMMONS

LOBON SWEA GAR

16 Aprit 2013

S Alan Batesy

3 B Blian
Lianshan-ryy-Rhos
Ploethy Wabse 1420 By

Do Al

Thank ypou for vour lefer of 1 April Parliarount has been in Retesy and T have ooly just
retrad b Wastninster, 50 have nut had the opportunity 1o read vonsr thoughis about the
rpenting last month,

Ty sy sorry indeed thet you ars Clearly gisoonient with how the investigations are
procepding, In my discussions with both Second Bight and the Post Dffice, T andersiond that
Fiern evidence of any Tailures inherant in Hurizon s yet W Dw found i oy case the
irventigatons have thus far undertaiken, I my lgsh dionussion with the Fost Office, the
Chpirman made it very dear o me that no such svidence bad been offared o ner, Untif U,
the Post Ifice has no rrason B admit that systemic faltires exist, | do nob balievs thyt the
Prst Office s bring afforded ary speciad or sersiive tregtment; s dmply ngadly untenabie

i shall ask the investigators again if thay have such 2videncs, but § would also be gratsful #
ook roight et ;e know whiat i1 15wy belleve hag been found that can be regardad a% such.
I should then put this b Second Nght and aak for thelr opinion,

The expiaration e Sevond Sight offered me a5t why ey offyr only thernatic
conchsinns 1o thalr eeestigations thus far rings trug o pwe the voluee and complexity of
bachgrowrd date relevardt 10 every maee i mzking analysis and eestigatiun an
enfravsiivanly tmeeconsumilrag process, What §have suggesteg & e veestigatons i st
they Lake the Do cases which are most kedy, o thelr opinion, 16 viedd a resull which doss
unearth the kind of syateraic fallures you daim, and pursus these fiest, ghving MPs a rasall,
perhans sven anly a prafimivany one, by Sarmrner, '

; 1 ; HI . .
Toiaphone] GRO | b arbahsetit  GRO T Pt e S s skt o
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Lswoudd point out that the Post Office is being haipful In cortinuing o fund these
wvestigations, their itial budge! slresdy sxosedert without demur. Mo msfler what ong's
fentings toweared 1 this by o Fact that cught 1o be acknuowieriged.
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heipful 1o me b o thelr comamsnts onowhat vou say, and 1 ent ssking tern Tor that, The
seeond, regarding the requast 1o extand the budget 1o aliow Kay o pontinus hes work 1s 4
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Justice For Subpostmasters Alliance

Jo Swinson MP Alan Bates
Minister for Postal Affairs 3 Bod Elian
Department for Business, Innovation & Skills Uanelian-yn-Rhos
i Victoria Street N Wales
LONDON LL29 8UY

SWIH 0ET

17% Aprit 2013

Dear Minister

I am writing to you on behalf of the Justice For Subpostmasters Alliance (JFSA). In the
past I have written to your predecessors Ed Davey and Norman Lamb over the issues that
have been taking place between JFSA and Post Office and their Horizon system.

1 am sure your department has encugh documentation on the issues we [JFSA) are
concerned with in order to provide you with background material. Previously a reference
number 213102 has appeared on correspondence. At the meeting I had with Norman
Lamb at the end of June last year we briefly discussed the then current proposal a group
of MPs had made for an external forensic accountancy firm, 2™ Sight, to investigate a
number of the claims that their constituents i.e. subpostmasters, had brought to their MPs’
attention. The Post Office were to be involved and they would fund the exercise, but
when I met with Mr Lamb 1 expressed JFSAs’ very real concern over the independency of
such an investigation, yet confirmed we were prepared to engage with the exercise if we
could obtain assurances that it was to be a genuine investigation. I also had given an
undertaking to Mr Lamb that I would keep him informed of the progress and refer any
concerns we had about the veracity of the work of the investigation.

It took until late December 2012 for JFSA 1o finally agree the terms with all the parties
involved, at which time we offered considerable assistance by providing information and
cases to the external investigations firm 2™ Sight. JFSA also acted as a central contact
and clearing house for cases that were raised by serving subpostmasters throughout
January and February of 2013. During this period we worked very closely with the
investigators, who were not only taking the cases we were sending to them but also were
accepting the constituents’ cases from the MPs involved.

On March 25th 2013, a 1 hour meeting was held at Portcullis House. The meeting had
been arranged for 2™ Sight to report to the MPs who attended on the methadology of
thelr investigation, and the areas they were proposing to include in the report that is due
to be completed by mid-July 2013. 1 was at that meeting and 1 was accompanied by the
JESA forensic accountancy expert who has a watching brief on the investigation work

being carried out by 2" Sight.

1 have now reached the main reason as to why [ am writing to you at this time.
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What 2™ Sight presented at the Portcullis House meeting was a very real source of
concern for both the JFSA expert and myself. We were shocked at the direction this
investigation was being held to follow despite all the evidence that had appeared since it
began. Whilst we appreciate that this investigation would never have come about without
the support of the MPs, who rightly want the cases of their constituents investigated, so
much more has come to light and there seems to be considerable reluctance to broaden
the terms of reference to incorporate this information,

While every individual's case is extremely important to that individual, it is also doubly so
in the weight that it adds to the systemic failures within Post Office and their Horizon
system. These are issues which we at JFSA have been raising for years, and having
worked closely with 2™ Sight over the last few months, we can see that they too have
independently arrived at the same conclusions through their analysis of the cases. What
has become evident is that these major systematic failures within Post Office and their
Horizon system have undoubtedty led to many miscarriages of justice. These systemic
failures are now proven facts, and are at the root of most of the subpostmaster cases.

Yet we cannot understand why 2™ Sight were so reluctant to bring the systemic failures to
the fore at the Portcullis House meeting, or why the focus of the investigation has not now
been centred upon them,

From the outset, we had voiced serious concerns that this Investigation would not be
allowed to present a true picture of what has occurred in the past or what is still
continuing today. We have always known that any investigation has to be truly
independent and able to work without hindrance or constraint, yet although we thought
we had assurances of this in the beginning, we have little faith that this is the current
position. Put simply, the way It is heading there will be no merit to any report produced,
as JFSA will not only fail to support it, but will challenge its’ findings, using evidence that
the investigation has already uncovered.

1 don't think it would be helpful to include a list of the systemic failures here at this time,
suffice it say that there are probably an initial 10-12 items that have been at the root of
many of the problems that most of the subpostmasters have been affected by. Both our
forensic accountancy expert and 1 would gladly meet with you to briefly go through these
issues if you would find it useful for us to do so.

For years JFSA has been campaigning for a totally independent inquiry to be set up by
Government to investigate the failures within Post Office and their Horizon system, the key
word being independent. This current investigation being funded by Post Office with the
investigators reporting directly to Post Office on a weekly and at times daily basis, and
where the direction of the investigators work is being channelled, will struggle to live up to
any independency claim once the report is published.

There is no doubt at all that the systemic failures identified so far have been brought to
Post Offices’ attention through their regular meetings with 2™ Sight, and this alone raises

the question as to why Post Office is continuing with their prosecutions of subpostmasters,

when it is now so much more obvious that they are standing on very shaky legal ground.

As 1 have mentioned before, these systemic failures are proven facts which are at the root no
of many of the subpostmaster cases, although from the 2™ Sight briefing document

presented at the Portcullis House meeting, they are only going to be treated as an adjunct
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to the issue of the individual cases, 1o the point where only a few of them may be
featured in their forthcoming report,

It is evident to us, that these systemic failures should become the yardstick that the
individual cases are measured against, as they are significantly easier for others to
comprehend without the requirement of an in-depth knowledge of the finer points of
Horizon. The refocusing of the investigation on the systemic failures would not only offer
a quicker and far more efficient method of addressing the whole issue but would minimise
the information required from Post Office, which has been the main cause of the slow, and
at times no, progress, 2™ Sight has made with the individual cases.

1 believe it is important that you and your department are made aware of the current
position with regard to the investigation, and if you would find it useful I am willing to
meet with you to go through the issues in more depth.

Please let me know if you require any further information.

GRO

Alan Bates
Chairman, Justice For Subpostmasters Alliance
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Interim Report into alleged problems with the Horizon system

1. Introduction and Scope

1.1. fFollowing discussions with Post Office Limited {'POL’} Senior Management in fune and July 2012,
with the Rt Hon lames Arbuthnot MP and with Alan Bates and Kay Linnell representing the Justice
for Subpostmasters Alliance (‘the iFSA’}, Second Sight Support Services Ltd {'Second Sight’) was
appointed to carry out a review into alleged problems with POL's 'Harizon' System.

1.2. The remit of the Investigation/Inquiry was later defined as:

"to consider ond to advise on whether there are any systemic issues and/or concerns with the
"Horizon" systemn, including training and support processes, giving evidence and reasons for
the conclusions reached".

1.3, It was also agreed that Second Sight's repart would:

“report on the remit and if necessary will contain recommendations and/or alternative
recommendations to Post Office Limited reloting to the issues and concerns investigoted
during the inguiry. The report and recommendations are to he the expert and reasoned
opinion af Second Sight in the light of the evidence seen during the Inguiry.”

1.4. It became necessary to ensure that references to “the Horizon System" were understood and agreed
by all stakeholders. Was Second Sight to look only far defects in the software code of Horizon? Or,
was it to take a broader view and alsc examine:

3} the surrcunding Operational Processes, both at branch level and in POL's central processing
centres;

b} the interfaces between the Horizon system and other systems that are the responsibility of
organisations other than POL such as Camelot, the Bank of ireland, the Co-Op, various
Energy Companies and the 'LINK' system for processing Credit and Debit Card payments and
withdrawals;

¢} the power supply and telecommunications equipment that connects every Horizon terminal
to POL's centralised data centres;

d) the training availabie to Sub-Postmasters (‘SPMRs’) and their staff and whether it was
commensurate with the demands of the day-to-day job at the counter;

e) the actions need to ‘balance’ at the end of each Trading Period (‘TP’} and the investigation
work needed in dealing with errors and Transaction Corrections {'TCs');

f} the level of support available to SPMRs and their staff from POL’s Helpdesk;

g) the effectiveness of POL’s audit and investigative processes, both in assisting SPMRs who
calied for help in determining the underlying root cause of shortfalls and in providing
evidence for other action by POL such as in Civil and Criminal Proceedings. |
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Interim Report into alleged problems with the Horizon system

1.5, In answering the guestion as to whether Second Sight was to anly examine the narrowly-defined
Horizon softwore, or the far more broadly-defined Horizon system, POL's own definition of ‘Horizon’
provided much of the answer.

1.6. in May 2011, POL's Information Manager defined "Horizon" as follows:

“t can advise that the name Horizon relotes to the entire application. This encompasses the

software, both hespoke and softwore pockages, the computer hardwore and
communications equipment instafled in branch and the central doto centres. It includes the

software used to control and monitor the systems. In addition, | can advise you that testing - -
and training systems are olso referred to as Horizon".

1.7. This POL definition does not include ‘gudit ond investigative processes’, but it quickly became clear
that POL’s audit and investigation methods have had a profound impact on the SPMRs involved in ~~ —— -
almost all of the cases we have examined.

1.8. Second Sight's investigation has consequently addressed matters well beyond the narrow definition
of the core softwore component of Horizon in order to ensure that we have adeguately dealt with
the totality of the concerns raised by SPMRs,

1.9. Before describing the approach adopted in this Investigation, it is necessary {0 put the scale of the
Investigation in context,

1.10. Second Sight has been asked to investigate 47 cases submitted to either the JFSA or to the office of
the Rt Hon James Arbuthnot MP. All of these submissions are highly critical of POL's Horizon system
and in many cases, the way that POL has dealt with the matters reported. [

1.11. The Horizon system involves approximately 68,000 users and processes over & million transactions
every day. The entire population of over 11,800 branches was notified about the proposed
investigation by Second Sight and this resuited in 14 additional cases being accepted for
investigation. Whilst in no way minimizing the potential importance of the cases under review, this
level of response suggests that the vast majority of SPMRs and branches are at least reasanably
happy with the Horizon system.

2. Approach adopted

2.1. Second Sight has examined cases submitted from two sources. The first selection of cases were
those submitted by SPMRs, with the endorsement of their constituency MP, through the office of
the Rt Hon James Arbuthnot MP. There were 29 such cases.

2.2. The second source of cases was through the JFSA. These cases were submitted in accordance with
an Agreement dated December 2012 between POL, Second Sight and the IFSA (see Appendix 5).
That Agreement set a cut-off date of 28th February 2013 for the submission of suitable cases to the
IFSA, or directly to Second Sight.
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2.3, in the event, over 60 SPMRs contacted the JFSA and 18 cases were considered to he suitable for
submission to Second Sight. These 18 JFSA-sourced cases were generally simpler, more recent and
better documented than the cases submitted via MPs,

2.4. Indealing with each case, Second Sight first requested copies of all the documents in POL's Case File.
The initial plan was to interview each SPMR after all the POL-sourced documentation had been
examined. This has proved to be much more difficult than was expected. Delays in producing case
documentation to Second Sight have added materially to the cost of the investigation and to the
time taken to complete it. The main problem here seems to be that POL does not maintain one
central file for each case. Rather, documents had to be gathered from multiple internal sources.

2.5. Where MP sponsored cases have been subject to either Civil Recovery or Criminal Prosecution, POL's
centralised Legal Department was able to supply many documents. However, we found that a
significant number of cases had not progressed this far and that documentation was held in many
locations within POL, including the National Business Support Centre (‘the NBSC'), the Helpdesk, the
Branch Support Team, the Security Team, the Former Agent Accounting Department, and Legal
Services,

2.6, In several instances, POl's seven-year Document Retention Policy has meant that little or no
documentation was avaitable for Second Sight to examine. The same retention palicy applies to the
underlying Horizon computer data. In a number of cases we were provided with POL created
documents by SPMRs, where POL had been unable to supply the same document, even though it
was within the 7 year retention period.

2.7. After examining all of the available documents and in some cases the Horizon computer data relating
to each case, Second Sight has been making contact with each SPMR in order to obtain, through
teleghone calls and face-to-face interviews, the SPMR’s version of events. Second Sight then
summarised the SPMR's assertions into one or more 'Spot Reviews'. To date, 29 Spot Reviews have
been created by Second Sight and other Spot Reviews are planned. Ten Spot Reviews have been
sent to POL and a format response received. Nineteen Spot Reviews are currently “work in progress’,

3. The concept of a Spot Review’

3.1. It became clear at an early stage in the investigation that it would not he efficient or cost effective
for Second Sight to examine all of the issues raised by SPMRs or covered in POL’s Case Files. |

3.2. Accordingly, and with the consent and approval of both the JFSA and individuat SPMRs, Second Sight
conducted a ‘fast track’ review of the available information in each case and identified the key issues
that were relevant to the remit of the Investigation. Each key issue was then dealt with as a Spot
Review. A case with multiple issues would give rise to multiple Spot Reviews, each of which would
be dealt with on an individuat basis.

3.3, It was agreed by POL, Second Sight, the IFSA and the Rt Hon lames Arbuthnot MP that any report
issued by Second Sight wouid maintain anonymity with regard to the identity of individual SPMR
cases. Accordingly, this Report does not reveal the identity of any of the cases being considered. In
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3.4,

3.5

3.6.

3.7.

all instances where POL was asked to respond to specific issues, the SPMR's identity was revealed to
POL, but only after the SPMR's permission had been obtained.

This approach to Spot Reviews was intended to be a self-contained, easy to understand procedure,
free from unexplained acronyms and backed up by SPMR supplied evidential material. Each Spot
Review was then submitted to POL for a formal response. The POL response was then discussed
with both the SPMR and the JFSA and an attempt made to reach agreement and closure between
POL and the SPMR, as to the issues dealt with in each Spot Review.

Regrettably, no such agreement and closure has been achieved to date. In the face of assertions, by
both the SPMR and by POL, supported in many cases by only partial or conflicting evidence, Second
Sight has attempted to find out what really happened. In maost of the Spot Reviews investigated, we
have been able to find additional information that has been of assistance in understanding what
actually happened.

This Interim Report covers 4 Spot Reviews where we have been able to reach a preliminary
conclusion or at least make substantial progress on the matters being reviewed.

As Spot Reviews were prepared, discussed and responded to by POL, Second Sight was able to see a
number of ‘thematic issues’ that were of concern to many of the SPMRs we have had contact with.
These frequently reported issues, some of which are described in Section 7 of this Interim Report,
will be addressed in more detail in the Final Report.

4, Involvement of the JFSA:

4.1,

At the request of the MPs representing their SPMR constituents and with agreement from POL,
Second Sight has worked closely with Mr Alan Bates of the JFSA and with the JFSA's appointed
Forensic Accountant Kay Linngll. This developed into a sound warking refationship and Second Sight
wishes to put on record its thanks to both Mr Bates and Ms Linnell for their help and professional
conduct throughout the investigation.

5. Spot Reviews and Responses from POL:

5.1.

5.2

5.3,

This interim Report deals with just 4 of the 29 Spot Reviews so far prepared by Second Sight. These 4
Spot Reviews deal with events that are typical of the matters reported to Second Sight by many of
the SPMRs we have had contact with. They also relate to matters that appeared, both at the time
they were issued t0 POL and when the selection was made for inclusion in this Interim Report, to be
particularly relevant to the remit of the investigation.

Second Sight has asked POL to deliver Spot Review responses that would prove as easy to
understand as the Spot Reviews themselves; that addressed the spirit, as well as the tetter, of the
SPMRs' complaints; and that were backed up by evidence.

whilst the Spot Review responses received from POL can be seen to be thorough, they are long and
highly technical documents. in some cases, they present counter-assertions, based on Standard
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Operating Procedures and Controls, rather than tangible evidence of what actually happened.
Accordingly, it has been necessary 1o summarise and simplify the responses received.

5.4. Qur experience over many years, shows that even apparently robust controls sometimes fzil 1o
work, or can be circumvented by a determined and skifful person. Second Sight is therefore seeking
further evidence in support of POL's responses to some of the issues covered by the Spot Reviews
dealt with in this Interim Report.

5.5, Itis of course hard for POL to prove the negative (i.e. that controls have not been circumvented) but
it is only fair to say that POL now finds itself in the same situation that has faced all of the SPMRs
who have submitted cases. They too, were unable to prove that the shortages or transactions that
they reported to POL, and in respect of which they sought POL's help, were not the result of their
own (or their empioyees’} errors ar criminal activity. in every case we have looked at, only fimited
assistance has been provided to SPMRs by POL

5.6. In the 4 Spot Reviews covered by this report, POL has only acknowledged minor failings in the
implementation of its procedures and processes, or in other relevant areas. It has agreed in
principle to a number of process improvements relating to the matters under investigation by
Second Sight, and some of these have been implemented already.

5.7. Many of the SPMRs we have dealt with remain aggrieved and dissatisfied with what they see as
POL's defensive and unsympathetic response. Whereas we had expected that some form of closure
would be reached between POL and the SPMR associated with each Spot Review, this has so far not
been achieved.

6. Did defects in Horizon cause some of the losses for which SPMRs or their staff
were blamed?

6.1. There is still much work to be done on the cases Second Sight has been asked to investigate. We
have concluded in one of the four Spot Reviews covered by this Interim Report (Spot Review SR01)}
that, although the Horizon system operated as designed, the lack of timely, accurate and complete
information presented to the SPMR was a significant factor in his failing to follow the correct
procedure.

6.2. tn that incident, shortcomings in the branch's primary and fall-back telecommunications equipment i
exposed a weakness that led to a poor counter-level experience both for the SPMR and his ‘
customer,

6.3. We also note, in Spot Review SR22, that POL made a change to its standard operating procedures for
Scratch Cards, just a few days after the SPMR was suspended. It is possible, that if this change had
been implemented earlier, many of the problems would not have occurred.

6.4. In the course of our extensive discussions with POL over the last 12 months, POL has disclosed to
Second Sight that, in 2011 and 2012, it had discovered “defects” in Horizon online that had impacted
75 branches.
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6.5. The first defect, referred to as the “Receipts and Poyments Mismotch Problem”, impacted 62
branches. 1t was discovered in September 2010 as a result of Fujitsu’s monitoring of system events
{although there were subsequent calls from branches). The aggregate of the discrepancies arising
from this system defect was £9,029, the largest shortfall being £777 and the largest surplus £7,044.
POL has informed us that all shortages were addressed at no loss to any SPMR.

6.6, The second defect, referred to as the “Local Suspense Account Problem", affected 14 branches, and
generated discrepancies totalling £4,486, including a temporary shortfall of £3,800 at one branch
and a surplus of £3,200 at another (the remaining 12 branches were all impacted by amounts of less
than £161}. o

6.7. POL was unaware of this second defect unti, a year after its first occurrence in 2011, it re-occurrad
and an unexplained shortfall was reported by an SPMR,

6.8. POL's initiat investigations in 2012 failed to reveal the system defect and, because the cause could
not be identified, the amount was written off. Fujitsu looked into the matter early in 2013 and
discovered, and then corrected, the defect.

6.9. It seems however, that the shortfalls (and surpluses) that occurred at the first occurrence (in 2011)
resulted in branches being asked to make good incorrect amounts.

6.10. POL has informed us that it has disclosed, in Witness Statements to English Courts, information
about one other subsequently-corrected defect or “bug” in the Horizon software.

7. Frequently reported issues

7.1. It has become ciear that whereas the Horizon system appears to achieve its intended purpose
almost alt of the time and operates smaoothly for most SPMRs and their staff, some combinations of
events can trigger situations where problems occur.

7.2. The following issues have been reported to us by multiple SPMRs as being of particular concern
about the Horizon system:

a) A multi-product system that is far more complex and demanding than, for example, that
found in a typical high street bank;

b} Multiple transactional interfaces ("hand-offs'} to systems outside of Horizon such as Lottery
Scratch Card and Bank of Ireland ATMs that cause repeated and possibly targe shortfalls .
that take undue amounts of time to investigate and rescive;

¢) Unreliable hardware leading to printer failures, screen misalignment (pressing one icon
sometimes results in the system selecting an incorrect icon) and failed communications o
links;

d} The complexity of end of Trading Period {'TP'} processes and the lack of a ‘suspense account’
option which would altow disputed transactions to be dealt with in a neutral manner: Ty

e} Inexperienced trainers and gaps in training coverage;
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f) The lack of some form of on-site Supervision and Quality Contral similar to that made
availabte to staff employed in POL's Crown Offices;

g} The receipt of centrally input, overnight ‘corrections' and other changes allegedly not input
by SPMRs or their staff;

h} Inadequate Helpdesk support, with responses that are ‘script-based” and sometimes cause
further or greater problems;

i} POLinvestigation and audit teams that have an asset-recovery or prosecution bias and fail to
seek the root cause of reported problems;

i} A contract between SPMRs and POL that transfers almost all of the commercial risk to the
SPMRs, but with decreasing support being provided. In its risk reward decision making, POL
benefits from any savings, while SPMRs may suffer increased risk.

7.3. We have read ail of the examples of problems reported to us by the 5PMRs we have contacted. We
can't help concluding that had POL investigated more of the "mysterious shortages" and problems
reported to it, with the thoroughness that it has investigated those reported to it by Second Sight,
POL would have been in a much better position to resolve the matters raised, and would also have
benefited from process improvements.

7.4. it may be that a significant limitation in the way that POL responds to matters reported to it are the
terms of reference for the POL Investigations Division. The standard contract between POL and
SPMRs states:

"The tnvestigation Division does NOT enquire into matters where crime is not suspected.”

7.5. This appears to suggest that POL does not provide any investigation support to SPMRs, except where
criminality is suspected. The cases we have examined show that POL does sometimes provide
limited investigative support to SPMRs reporting problems, but clearly, POL's ability to do this is
constrained, ‘

7.6. ltis also unfortunate, in our view, that when POL does investigate cases, there is often a focus on
‘asset recovery solutions’ without first establishing the underlying root cause of the problem. Thisis
also an example of a missed opportunity to be in a much better position to resolve problems and to
benefit from process improvements.

7.7. Another issue raised, by some of the SPMRs that we have had contact with, is the allegation that the
only time they were provided a copy of the full contract between POL and SPMRs, was when POL
commenced litigation or recovery actions. This is contrary to POL’s policy and procedures and
enquiries are underway to find out what has happened in the cases where this aliegation has been
made.

7.8. The 4 Spot Reviews where we have been able to reach preliminary conclusions, or at least make
substantial progress in investigating the matters raised, are attached at Appendices
1to 4.
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8. Preliminary Conclusions

8.1. This is an Interim Report and there is much work still to be done. Any conclusions reached at this
point will need to be updated in the light of new information that arises as the investigation
continues.

8.2, Qur preliminary conclusions are:

a) We have so far found no evidence of system wide {systemic) problems with the Horizon
software;

b} We are aware of 2 incidents where defects or ‘bugs’ in the Horizon software gave rise to 76
branches being affected by incorrect balances or transactions, which took some time to
identify and correct;

¢} Occasionally an unusual combination of events, such as a power or communications failure
during the processing of a transaction, can give rise a situation where timely, accurate and
complete information about the status of a transaction is not immediately available to a
SPMR;

d) When individual SPMRs experience or report problems, POL’s response can appear to be
unhelpful, unsympathetic or simply fail to solve the underlying problem. The lack of a ‘user
forum’ or similar facility, means that SPMRs have little opportunity to raise issues of concern
at an appropriate level within POL;

e} The lack of an effective ‘outreach’ investigations function within POL, results in POL failing to
identify the root cause of probiems and missing opportunities for process improvements;

f} The end of Trading Period processes can be problematic for individual SPMRs, particularly if
they are dealing with unresolved Transaction Corrections {'TCs’). The lack of a ‘suspense
account” option means that it is difficuit for disputed TCs to be dealt with in a neutral
manner.

GRO

lan R Henderson CCE, CiSA, FCA 8 July 2013

GRO

Ron Warmington CFE, FCA

Second Sight Support Services Ltd
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Spot Review SRO1 Appendix 1

1.1. The SPMR reports that there were intermittent internet connectivity probiems on 4" October 2012,
Online payments and withdrawal transactions were sometimes successful, but also failed on
occasions. It is likely that Horizon was partially operating through its back-up {mobile phone}
connection. Some card payments had to be attempted two or three times before being accepted.
At approximately 10:32 hrs, a customer tried to pay his £76.09 telephone bill with his bank debit
card, but was not successful. The customer then withdrew £80.00 cash and used this to pay the
telephone bill.

1.2, The SPMR stamped the customer’'s telephone hill as evidence of receipt of payment, returning
change of £3.91. Several weeks {ater, the customer returned from holiday to find his telephone had
been cut off due to non-payment of the bill. The SPMR’s examination of the Transaction Log
showed that all componants of the transaction had been reversed by POL. The SPMR states that he
did not initiate those reversals, nor did he receive any reversal notifications.

1.3. The SPMR raised this as an issue with POL but was told that due to cost issues the Horizon
transaction data, necessary to fully investigate the matter, could not be requested. The SPMR felt
that it was implied that he had stolen the money when he was told to make good the shortage. This
meant that 2 people had paid the telephone bill: the customer who handed cash to the SPMR, and
also the SPMR on instructions from POL to make good the shortage, after POL centrally had paid the
bill.

1.4. The SPMR was subsequently informed that he should have had a surplus of £76.09 due 10 the
reversal of the transactions.

1.5, POL's 10-page response to Second Sight asserts that the Spot Review does not demonstrate any
failing in Horizon and that the root cause of the difficulties suffered by the SPMR was his failure to
follow the on-screen and printed instructions given by Horizon. POL states that the SPMR should
have realised that some transactions had heen automatically reversed because:

a) when the transactions in question first failed to be processed (because Horizon could not get
a response from the Data Centre}, Horizon asked the SPMR whether he wished to cancel or
retry the transactions in response to which the SPMR opted to retry the transactions;

b} when the transactions failed again, the SPMR opted to cancel the transactions;

¢) Horizon then automatically disconnected and printed a "disconnect” receipt that showed the
transactions that had been automatically reversed;

d) a standard customer receipt was not produced and this should have told the SPMR that the
full transaction had not proceeded,;

e) following the disconnect, the SPMR was required to log back on and, as part of the standard
recovery process, Horizon printed a "recovery” receipt which again showed the transactions
that had been reversed and those that had been recovered.
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1.6. POL's response states that there were 4 attempts {at roughly 45 second intervals) to send the
completed basket of transactions to the Horizon Data Centre. All attempts used a mobile phene
{back-up) connection. The SPMR’s records all show these connection attempts to have faited.
However, from the Data Centre's perspective, one of the attempts did result in all of the data in the
Horizon transaction ‘basket’ being successfully transmitted to the Data Centre but, due to the
connectivity issues, the branch did not receive a confirmation of this at the time from the Data
Centre.

1.7. The cash withdrawal transaction for £80 could not bie cancelled as this had already been processed
by the Bank.

1.8. The net effect of all of this was that, whilst the customer’s telephone bill was not paid, the £80 dehit
to his bank account was correctly processed, even though this was not reported to the SPMR at the
time this transaction was entered on the Horizon terminal. The success of this part of the o
transaction was only notified to the SPMR after the customer had left the Branch. it took
approximately 5 minutes for the retry, recovery and reconnection processes to finish,

1.8, Procedurally, the SPMR was at fault here because he was not meant to allow the customer to leave
the counter until Horizon had finished its Recovery Processing.

1.10. The SPMR had stamped the customer's telephone bill as proof that it had been paid, at 10:32 hrs,
but he should not have been given it to the customer until the Horizon system had printed out all of
the Session Receipts. This did not occur until 10:36 hrs, which was after the customer had left with
his stamped telephone bill. It was therefore impossible for the SPMR to return the customer's
£76,09 or to retrieve the receipt-stamped telephone bill.

1.11. Second Sight is more sympathetic to the SPMR's position than POL appears to have been. POL's
view is that the Horizon system operated as designed. In our view, timely, accurate and complete
information was not presented to the SPMR at the time the transaction occurred. The delay in
providing this information was a significant factor in the SPMR failing to follow the correct
procedure.

1.12. At the time this problem occurred, there were muitiple telecommunications failures in the branch’s
main dats link and Horizon was using a mobile phone link to communicate transaction data over a
poor quality signal.

1.13. When operating, in that degraded mode, with a complex multi-part transaction ({involving
communications to the banking system as well as to Horizan), the Horizon system did operate in
accordance with its design.

1.14. But, not being able 1o reverse the customer's banking transaction (the £80.00 debit card
withdrawal}, Horizan relied on the SPMR being abie to give the customer ali of his money back and
either turning him away with his telephone bill unpaid or starting the whole process again.

1.15. Even if the customer had still been present when the recovery processes were completed (five
minutes after being handed his stamped telephone bill) and even if the SPMR had been able to
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immediately work out what had happened and what remedial actions were necessary, this would
not amount to an acceptable SPMR/Customer experience. it also raises questions about the
suitability of the mobile phone backup conpection and whether 8 more resilient service should be
provided.
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Spot Review SROS Appendix 2

1.1. This SPMR states that on Tuesday 19th August, 2008 he chserved an individual in the basement (or
a boiler room type area with lots of pipe work] of the Fujitsu office in Bracknell who demonstrated
an ability to pass transactions directly into the Horizon system and in so doing to aiter, in real time
or overnight, the recorded holdings of Foreign Currency in POL Branch Offices. The SPMR also
stated that this person, after altering a branch’s cash balance, then "maode light of it" saying “t'd
hetter reverse that entry now or he’ll have g shortage tonight.”

1.2. The SPMR further states that the person did this by generating an outgoing remittance for a branch s
{known as a ‘Rem Qut’}). The SPMR explained that what he observed was contrary to POL's repeated '
reassurances that any form of ‘remote occess’ to Horizon transactions at branch level was possible,

1.3. Of potential significance is the alleged comment that “he’ll have o shortage tonight.” This couid s
mean that the alieged transactions were not directly input to Horizon but to some other system that
was linked to Horizon by way of overnight batch processing, or in some other way.

1.4. To put this allegation in context, over two years later, in a 7th December 2010 letter to Alan Bates T
{Chairman of the IFSA}, signed by Mr. Edward Davey, MP (the then Minister for Employment
Relations, Consumer and Postal Affairs), Mr, Davey gave the following assurance:

"I recognise that the core of the IFSA's cancerns relates to the Horizon system to which you TN
attribute the financiol discrepancies and shortoges which have led to a number of
subpostmaosters having their contracts terminated and subsequent court action, However

POL continues to express full confidence in the integrity ond robustness of the Horizon systern

and also categoricaily states that there is no remote access to the system or to ony individua!

branch terminals which would ellow the accounting records to be manipulated in any way.”

POL's response states that:

a) In August 2008, the basement of Fujitsu's building did contain a Horizon test environment
with accass to four test versions of Horizon;

b} itis this test environment that is believed to have been witnessed by the SPMR; r

¢} This test environment was not physicaily connected to the live Horizon system so it was not
physically possible for the alleged transactions to have occurred. It Is possible that
someone showed the SPMR some form of adjustment to the test environment that was
misunderstood.

1.5. Simply stated, POL has rejected this allegation, stating that none of its staff who were present at the
alleged 19" August 2008 meeting, had any access to live data. A

1.6. POL has suggested that its employee may indeed have used the phrase "this is the live system"
because, in addition to the test version of the then un-released new version of Horizon {"HNG-X’)
being accessible from there, so was a test version of the then-current and live (oid) Horizon system.
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1.7. it is unfortunate that, due to the length of time that has elapsed since the alleged visit, neither POL
nor Fujitsu were able to identify any individual who met with the SPMR on the date of his alleged
visit to Bracknell,

1.8. However, on 1 July 2013, the SPMR managed to find an email proving that the meeting took place
and identifying one of the POL employees involved. Further urgent enquiries about this matter are
continuing.

1.9. In view of this conflict of evidence, Second Sight requested and was provided with the email records
of 7 POL employees believed 1o have been working in the Fujitsu office at Bracknell at the relevant
time.

1.10. Unfortunately, due to a change in email systems, emails from 2008 have not yet been provided to
us, but we have reviewed the relevant email records for 2011, This review has shown:

a) A number of different teams of POL employees were working in the Fujitsu office in Bracknell
in 2011 and possibly earlier. These teams were located on the Ground Floor and the 2™ and
4" Figors of the Fujitsu office.

b} An email sent to a number of POL empioyees in April 2011, including a member of the
Testing team in Bracknell, included the following comment:

“Although it is rarely done it is possible te journal from branch cash accounts.
There are possible P&BA concerns about how this would be perceived and how
disputes would be resolved.”

1.11. “P&BA" refers to ‘Product and Branch Accounting', which is a team within POL that is responsible for
the back-office accounting system.

1.12. POL has told Second Sight that the comment noted above describes a method of altering cash
balances in the back-office accounting system, not Horizon, We note however that any changes to
Branch Cash Account balances in this way would be subsequently processed in Horizon using the
Transaction Correction {*TC") process. This would be notified to SPMRs and requires their consent in
order for the TC to be processed. The TC process typically runs on an overnight hasis and is
necessary to ensure that the back-office accounting system remains synchronised with the Horizon
system.

1.13. Second Sight notes that this method of ultimately adjusting branch cash accounts in Horizon is ,
similar, but not identical to, what was described by the SPMR, albeit in an indirect rather than a '
direct way. We have subsequently been told that none of the POL empioyees working in Bracknell
in 2008 had access to the back-office accounting system.

1.14. We are left with a conflict of evidence on this issue and our enquiries are continuing, particularly in
the light of the new infarmation confirming that the meeting on 19" August 2008 did in fact accur.
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Spot Review SR21 Appendix 3

1.1. This SPMR reports a situation where, on 4™ Nov 2008, the Horizon system appears to have
generated a series of transactions, reversing four Positive Stock Adjustments {'SAPs’) that she had
entered at 09:04 hrs that morning. The SAPs related to 15,576 stamps left over from the previous
Christmas.

1.2. The aggregate value of the four SAPs input by the SPMR was £5,577.93. Subsequently, 9 separate
Negative Stock Adjustments {transaction reference: 'SAN') appear t¢ have been generated
automatically by Horizon, Those nine entries total £6,892.23 which equate to 16,834 stamps. All
nine entries were timed at 12:22 hrs and show the SPMR’s Identification Code {i.e. as though she
had entered them).

1.3. The 5PMR, however, denies executing any of these SAN adjustments. She states that she was
unaware of their existence until long after the Audit of her Branch. She has no idea whether they
had any impact on the shortfall attributed to her.

1.4, We have found no evidence that POL investigated this combined set of transactions or, if they were
investigated, that the findings were ever discussed with the SPMR.

1.5, A POL Auditor on 6th January 2010, after becoming aware of the large guantity of excass stamps
held by this Branch, asked the SPMR: o

"Why didn’t you declare your stamps ?"

1.6. The SPMR states that she told the POL Auditor that she did declare the stamps using the SAP ey
procedure. It is not clear whether the eventual £9,616.66 shortfall, for which POL held the SPMR
accountable, included the impact of those stamps.

1.7. The SPMR is adamant that she raised this issue with the POL Auditor but states that she was never
provided with any answers. Neither the problem with the stamps, nor the SPMR's assertions about
intermittent problems with the PIN Pad, raised both at the time of the Audit and in subsequent
interviews, seem to have been adequately addressed by POL's investigators,

1.8. POL's 3-page response to this Spot Review states that;

a} Horizon does not generate automatic stock adjustments. The function simply does not exist
within Horizon; .

B} The stock adjustments questioned in this Spot Review were all recorded against the SPMR's
user D which demonstrates that those transactions were manually conducted in the
branch; [

¢} Even if there were erroneous stock adjustments, these adjustments could not cause the
SPMR to suffer a shortfall due to the "double entry” balancing process inherent in Horizon,

1.9, POL's response does suggest a possible explanation as to what happened here, stating:

Page 14
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“The appearance of positive and negative stock odjustments for stamps made by SPMRs on
the same day reflects o comman non-conformonce issue in the manner by which SPMRs
inputted dota. It led to significant branch conformance instructions in 2009 to encourage
branches to record their rationale for why they were using the stock adjustment function.”

and continuing:

"Adjustments of the type shown ot this branch are indicative of o situation where bronches
prefer to self alf varieties of Ist class stamps via the some icon (i.e. whether the stamps are
standard 1st class or special issue commemorative 1st closs). Post Office requires sales vig
the correct icons to praperly drive sales, remuneration ond billing dato. However, branches
found it easier to serve customers by odjusting stock out of “Specials” into "Standard”
categories and then muaking sales from those Standard icons. (t is however impossible for
Post Office and Fujitsu to say for certain why the SPMR mode stock adjustments in this
particular branch.”

1.10. Once again, we are dealing with a conflict of evidence where the SPMR states that she did not enter
the stock adjustments and POL states that the Horizon system could not have entered them either.
POL has, at Second Sight's request, produced the underlying Horizon detailed transaction data and it
will be examined to try to establish what really did happen.

1.11. In any event, POL did not arrive at agreement with the SPMR as to what had happened. This failure
to arrive at closure has left this SPMR with the powerful and {asting conviction that her "mysterious
£9,616.66 shortfall" was wholly or partially accounted for by those transactions that she says she did
not enter, even though the system says, on the basis of her User 1D, that she did.

1.12. Further contact with this SPMR indicates that she remains confused as to what really happened 50 it
is possibie that the £9,616.66 shortfall was the result of mistakes made by her or by her staff.
Further investigative work is therefore needed and, as yet, Second Sight cannot reach a firm
conciusion on this case.
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Spot Review SR22 Appendix 4

1.1. This SPMR reports a situation where the Camelot and Horizon records for 'Remitted In' (or
‘Remmed-in’) Camelot Scratch Cards ('Instants') were out of synchronisation and were incorrectly
shown in Horizon. The SPMR claims that the material differences between the two systems resulted
in substantial losses being incurred and that POL failed to fully investigate and/or to communicate
its findings in respect of those differences.

1.2. As an example of this, the SPMR reports, that on 17th February 2010, the Horizon print-out of
‘Remmed-in' cards shows £1,280 worth of cards {8 full packs) whereas a POL-produced Excel
spreadsheet shows that, on that date, £2,080 worth of cards {13 full packs) were Remmed in. The
difference here is £800, which was a shortfall that the SPMR had to make good.

1.3. it is clear that this SPMR experienced numerous problems with Scratch Cards and a review of TCs
issued to the branch shows that, between 3rd November 2008 and 29th September 2010 (the
pericd during which unexplained losses were occurring at the branch) 36 of the 47 TCs issued to this
branch related to Scratch Cards. Also, 13 of those 36 T{s were for amounts exactly divisible by £160
{i.e. the value of a fult pack of Scrateh Cards).

1.4, Those 13 TCs comprised 4 Debit TCs totalling £2,560 and 8 Credit TCs (which serve to reduce the
branch's stock vatue) totalling £7,840.

1.5. Together therefore, the 13 TCs produced a net deficiency of £5,280. In pure monetary terms this
was approximately 36% of the total shortfall of £14,842 that POL claimed, in the ensuing criminal
prosecution, had been stolen by the SPMR.

------
i

1.6. POL seems to have heen aware, well before February 2010, of errors made by many SPMRs in
dealing with Scratch Cards. For example, an article in the 17-23 January 2008 Issue of ‘Branch Focus'
had warned SPMRs that:

“in the fost three months there have been over 1,100 Transaction Correction notices issued
to branches to o value of £744,000",

1.7. We have established that during the relevant period, all packs of Scratch Cards should have been
activated on the Camelot terminal before being Remmed-in to Horizon. The SPMR asserts that she
was instructed not to do that by POL.

1.8. it also transpires that a change to standard operating procedures for Scratch Cards took place a
week after this particular SPMR was suspended in September 2010. From this point, SPMRs were no
longer required to remit packs of Scratch Cards into Horizon.

1.9. It foliows, that after September 2010 it was impossible to have packs of Scratch Cards recorded in
Horizon whilst awaiting activation. it is also clear that a balance should be struck before the start of
trading on a Thursday morning, rather than at 17:30 hrs on 2 Wednesday evening, as had been the
standard practice of this SPMR.
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1.10. In its response to this Spot Review, POL says that it cannot find any evidence that there is a problem
with the Horizon system with regard to Remmed-in Scratch Cards.

1.11. POL also states that, during the period being examined in this Spot Review, if SPMRs had correctly
Remmed-in Scratch Cards to the Horizon system, the final figures recorded in the Horizon system at
the end of each day would match the final figure in the Camelot system for the activation of Scratch
Cards.,

1.12. POLU's investigation has established that, on 17th February 2010, there were 2 remittance sessions
refating to Scratch Cards at this branch. It follows, says POL, that two receipts would have been
automatically preduced by the Horizon system. The discrepancy in the figures on that day resulted
from the SPMR presenting only one of the two receipts. The SPMR, however, disputes POL's
assertion, stating that not only did she not make that second entry in Horizon but that she can't
recollect ever Remming-in two Scratch Card entries within a S minute period.

1.13. POL has also told us that:

“Further to the discovery of large Scratch Cord losses at Post Office branches (for example
£147,000 in aggregate losses were discovered foliowing the audft of 20 branches in and
aground Moy 2009), a process change waos rolled out during January and February 2012, This
process change was designed to significantly reduce loss/waste associated with Scratch
Cards".

1.14. The SPMR was charged with Theft and False Accounting but the Theft charge was dropped on the
basis that the SPMR pleaded guilty to False Accounting. The SPMR was convicted on the False
Accounting charge and an order made to repay the £14,842, plus costs of £1,000 and 120 hrs of
Community Service. The total of £15,842 was repaid before the court-assigned deadline.

1.15. The key issue here, that seems to have been the root cause of this branch's freguent
Camelot/Horizon problems, was the difference between the opening hours of the shop and its Post
Office Counter. The shap was open from 06:30 hrs until 21:30 hrs from Monday to Saturday and
from 08:00 hrs until 21:30 hrs on Sundays, whereas its Post Office counter was only open from 09:00
to 17:30 on Monday to Friday and from 09:00 to 12:30 on Saturdays.

1,16. The difference in opening times, particularly on Wednesdays when balancing {incorrectly) took
place, and at the end of each Trading Period, meant that the shop was selling Scratch Cards both
hefore, and then long after, its Post Office counter (and therefore the Horizon system) was able to
record them.

1.17. it was perhaps inevitable, in ‘open-all-hours’' outlets like this one, that the Horizon and Camelot
systems would be ‘out of sync’ a great deal of the time. it took some time for POL to recognise that
its standard operating procedure was presenting a real challenge to this type of retail outlet,

1.18. Second Sight notes that the February 2012 system change eliminated the possibitity of
synchronisation errors between the two systems. This was after a number of interim process
improvements.
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1.19. The fact that the synchronisation process between the two systems is now far better than it was in
2010 seems to give some support to the SPMR's assertion that the then-existing process was

deficient and that her consequent errors were a material factor in the confusion that ultimately led
to her conviction for False Accounting.

1.20. Further investigative work is needed to get to the bottom of this complex matter,
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APPENDIX 5

RN X 0

Introduction -~ The Purpose of this Dacument

This is a paper which has baen issued by the agreement of Post Office Limited and
the Justice for Subpostmasters Alliance (JFSA).

Past Office Limited is concerned to hear about and determined to thoroughly and
aven-handediy Investigate cases where there have been persistent assertions that
the Horlzon system (Horizon) may pe the source of unresolved shortages in Post
Offices.

Post: Dffice Limited cares about its agents, the thousands of subpostmasters and .
subpostmistresses (SPMRs) operating branches across the land for the benefit of the
community. Post Office Limited is committed to the highest standards of corporate
governance, openness, probity and accountability. It is happy to be sensibly
challenged and believes this to be a good thing.

Post Office Limited also acknowiedges that there may be a concern that some SPMRs
might not express thelr concerns because they feel that speaking up would be
delrimental to el position, that they may also fear that they will be berassed or .
victimised If they speak out, and thal In these circumstances they may prefer to i
ignore thelr concerns than tuv report them, .

Post Office Limited would like_to take this opgortunily to emphasise that these fears E
are_unfounded, Although SPMRs are not employees of Post Office Limited, post Office !
Limlted takes seriously any such allegations,

Thercfore Post Office Limited, waorking with JFSA, s setting out In this document a
process where you can raise concems regarding Horzon, and feel comfortabie about
doing so. Any inveastigation of any concerns which you may ralse will not influence ,
ar be influenced by any disciplinary or network transformation actions that already
affect you.

This process also applies to alt Post Office Limited employeas, contractors and
agency staff working with Horizon for Post Qffice Limited.

In summary this dogument aims {o:

- reassure you that you should have no fears about ralsing any conceriis over
Horizan, including over victimisation and reprisals;

- provide you with a process for raising any such concerns,

- demonstrate to you that your concerns will be taken sertously and that you
will get a response to your concerns; and

- give you optlons If you are still not setisfled,



However Post Office Limited-takes deliberate fraud, dishonesty and lliegal conduct
against it very seriously, and has a duty to protect Post Office money and take action
i it has reasonable suspitions regarding the same. So you should only raise your
concerns through this protess in good falth, and not frivelously, maliclously or for
personal galn,

How to volce your congerns

There are two stéps you can take to voice your concerns. You can efther contacl
1FSA in the first instance (see {A) below), or you tan go directly lo Second Sight
Support Services Limited (Second Sight), an Independent third party which |s already
undertaking a review of several Horizon cases In consultation with the Right
tionnurable James Arbuthnol MP {see (B) helow),

{A) Initial Stens you can take with JFSA

1. You can discuss any concerns with JFSA and/or its advisers (contact detalis at
jfsa.org.uk). IFSA undertakes to treat these discussions as configential, It is
then your decision as Lo whether or not you wish to pursue your Concerns
through the Inquiry Route set out in Section & helaw,

2. If you decide to discuss your concerns with JFSA, you should malke sure you
gather all your evidence together Including all relevant documents, transaction
references, helpline references, copies of correspondence, contact detalls and an
outiine of your concemns and any subseguent discussions with Post Office Limited.,
You should retain all original documents at this time although they may he
required later,

3, You should provide IFSA with photocopies or PDF copies of ali relevant documents,
which will be examined by JFSA and/or JFSA's advisers.

4. At this time JFSA undertales that it will keap all information strictly confidentiat
and neither Post Office Lirnlted nor Second Sight will be made aware of any
discussions with or submissions to JFSA, JFSA undertakes not to reveal any
detaiis about you, your FAD code or branch location to Post Qffice Limited untit
JFSA agrees with you that your concarns will be raised as payt of the Inquiry.

{B) The Inauirty Routs -~ an Qverview
1. The Inquiry wiil be carrleo out by Second Sight within a “no blare" framework.

2. If you are a Horlzon user {whelher as a Post Office Limited employee, contractor
or a former or exlsting subpostmaster), you can submit your experiences of and
concerns with Horizon for consideration under the Inquiry through IFSA or by
contacking  Second  Sight at  Tythe Farm, Maugersbury, Cheltenharn,
Gloucestershire GL54 1HR. You must do this by 28 February 2013.

3. Except In a case where deliberate fraud, dishonesty or Biegal or unlawfud conduct
Is suspected, no information voluniarily submitted for the Inguiry in gond fath
will be used for any purpose other than the Inquiry. However, Second Sight may
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pass that information to Post Office Limited to enable Post Gffice Limited 1o
respond 1o a0y issues or questions arising oul of the Ingulry,

(C) The Inquicy - the Detall

Details of the Remilt, Conduct and Cutput of the Inguiry are set out in the Appendix
to 11 documert.

Takine matlers furthey

If for any reason you are ot sabisfied with the findings and wish to talke matters
furthar, you are of course frae tp pursue cther avenues which JFSA can help you
with.

Equatly, if Post Office Limited has good resson (o suspect that there may indeed
have been fraud, dishonesty or ather itiegal or unlawful conduct, 1t may decide to
pursue such matters in the ovil or orlrminal cowrts, ;

Dated:

Issued by and on behalf of Post Office Limited

soes | GRO |

Insued by‘g G Ro
N )

i
Signed 1

Issued by and on DEdRIL of Second Siaht Support Services Lirsited
1




POLO00090358
POL00090358

APPENDIX ?

i
The Second Sight Inguiry ~ tha Detajl

The Remit of the Inguiry

The remit of the Inquiry will be to consider and to advise on whether there are any
systemic Issues and/or concerns with thie "Marizon® system, Including training and
support prowessas, ghving evidence and reascns for the condusions reached.

The Inquiry is not asked to investigate or comment on general improvemeants which
might be made to Horizon, or on any individual concern raised (see below) save to
the extent that it concludes that such investigation or comment is necessary to
atdress the remit,

The foquiry is not @ mediation or arbitration. IU is not intended to resolve or affect
any dispuie there may be between any individual Horizon user and Post Office
Limited.

The Conduct of the Inquiry

1. Sulunission of concerns

As highlighted, you can ralse concerns directly with Second Sight. However, you
must do 50 by 28 February 2013,

By submitting a concern you Wil have agreed that it may be taken forward [nto the
Inguiry process, and that as a consequence Post Office Limited may become aware
of the content of the concern. '

When submitting a copcern, you should seek to ensure that you nclude all of the i
refevant facts of your experience of Horlzon. You should Include & written summary '

of the concern, all relevant documents, contact detalls, transaction references, :
helpline references, copies of correspondence, an oulling description of the error

Inctdent and any subsequent discussions with Post Office Limited, S

Second Stght will decide whether it will investigate an individual concern in detail as
part of the Inguiry, having regard to the remit. Second Sight may consult JFSA in

connaction with this decision. The Inguty will not consider any concern which
becomes the subiject of a chvil or criminal courl case.

2. No Blame Fraciework
if: .
- your concern is submitted in good falth;

- you honestly and reascrably believe at the time of submission that the facts it
contains are substantially true and compiete, so far as you know; -
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- the concern is not submitted with the intention of Mmaking persenal gain {for the
avoidance of doubl this does not Include the SPMR believing or hoping that
SPMRs generally ray benefit from the outcome of the Inquiry); and

- the concern does not reveal conduct which is or which is likety to amount to fraud
or any other cnminal offence, or which may give rise to a civil ¢claim

and subject to there being no overriding public Interest to the contrary, Post Office
timited will not subject you to any detriment either as a result of having submitted a
cohcern, or as a result of Post Office Limited hecoming aware of any information
contaynad within a concern, For the avoidance of doubt, Information already kaown
to Post Office Limited at the time that the concern is submitted may continue to be
used by Post Office Limited for any purpose.

3. Establighment anpd conduct of Inguiry

Post Office Limited will pay Second Sight to conduct the Inguiry within a total budget
agreed between Post Office Limited and Second Sight. Second Sight will be
contractually obliged te complete the Inguiry within the agreed total budget, and
both Post Office Limited and JFSA will co-operate with Second Sight to facllitate this.
If the agreed total budget is or is likely to be reached before a report has been
published, Post Cffice Limited and JFSA will meet to discuss options.

All information recelved hy Second Sight from whatever source i connaction with
the Inquiry will be held confidentially and witt only be used for the purposes of the
Inquiry.

JFSA can provide Second Sight with anonymised copies of any or all concerns to
enable Second Sight to conduct the Inquiry. Second Sight may provide any such
anonymised documents to Post Office Limited so that it cen provide input and
assistance to the Inquiry,

Posl. Office Limited may provide Second Sight with its own comments on any or all
concerns, and on Horizon generally,

In order te carry out the Inquiry, Second Sight will he entitied to reguest information
related to a concern from Post Office Limited, and If Post Office Limited holds that
information, Post Office Limited will provide it Lo Second Sight.

Post Qffice Limiled will provide Second Sight with such hardware, software and
technical Information and adininistrative suppoit as Second Sight may reasonably
require to carry out the Inqulry.

Second Sight wiil determine the process it will follow for the Inquiry using its
judgment, afrer censuitation with Post Office Lirnited and 1FSA.

The Dutput of the Inquiry

Second Sight witl consult with IFSA, Post Office Limited, and/ar any other party as It
considers necessary before producing any report. No party may intreduce 2ny wholly
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new issue or concern at thls stage, and the parties will each keep the consultations
with Second Sight and their contents confidentiat.

Second Stght will consider and take into account any comments recelved from JFSA,
Past Office Limited and/or any other consulted party, and may conduct further
Investigations If necessary in {ight of the comments {having regard te the agreed
total budget), Second Sight wilf then produce the report by a date agreed between
Post Offtce Limited and Second Sight.

The report will report on the remit and If necessary wili contain recommandations ; .
and/or alternative recommendations to Post Office Limited relaling to the issues and :
concerns investigated during the Inquiry. The report and recommendations are to be
the expert and reasoned apinion of Second Sight in the light of the evidence seen
during the Inquiry. §

The report may be published. Unth it is published, JFSA (and its advisers), Post Office
Limited, and any other party consulted by Second Sight will keep the report and
evidence confidential,

Second Sight will grepare the report 0 that so far as is reasonably possible, It may
be published without redaction of personal data and/or information that is !
confldential or commercially sensitlve for Post Office Limmited ar any Horizon user, !
bearlng in mind the primary need to ensure that the repert is reasoned and evidence | -
based. |

|
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Post Office statement on findings of interim
report into Horizon computer system

The Post Office nday issued the follawing stalement in cesponse (o the pubhcabon of an intenm repoit mto alleged problems

with Ihe Monzon computer system, which 1S used 10 record ransachons In #s branch hetwark

The Post Office today issued the following statement in respanse to the publication of an nterim report Nlo alleged prablems

with the Horizon compuler system, which 15 used to record transactions in its branch network

The rapor is being pubshed by an external irm, Second Sight, who were commissioned by the Post Othce last year. It
confiems thal no syslerm wide probiems have beasr found in relation 1o the Honzen safiware, but suggests that the Post Office

shoutd examing its support &nd iraining processes for sub-postrmasters
Post Othee chiel executive Paula Vennells said

‘We commissioned this independent review lo address concerns thal have been raised abaut the Honzon syslem and we

welcome the broag thrust of the mienm indisgs.

‘The Post Office 1s commutted o supporiing s people and impraving lhe way we do so The intenim review makes clear that the
Honzon computer system and Hs supportng processes function effectively across our network As the review notes, |t s used
by arcund 68,000 people in mare than 11,500 branches, successiuly processing mosm than stx milhon transachions every day

The review uncerings sur cause for confidence i the overal! syslerm

"It does however raise queshons aboul the tramng and support we have offered {o some sub-postmasters and we are

deterrmned to address (hess jssues

“The people who work in the post office network 11 commumnibies scross the county are the feblood of our business and we take

our responsibities to them very senously

"We therefore ragret very much i any sub-postmaster feels that our slangands of suppert of traing have ot met thew needs,

and we are grateful fo James Arbuthnot MP and the Justice for Sub-gostmasters Alkance (JFSA} lor rarsing these issues with us.

“in many of these cases | am confident Ihal sleps have already been taken which have improved support and lrairing but we
are always open lo feedback and insights Irafm sub-pasimasters So we wilt make fusther mprovements i this area and take

better account of individuat requirements and circumstances going forward.”

The Post Office 15 proposing to respond lo the Second Sight repart with three new inillatves aimed at adaressing the 1ssues

raisad, improving fulure processes and examining polenhal structural changes 10 support sub-postmasters:
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1 The creation of a working parly to wark collaboratively to camplete the review of cases started by Second Sight tast year. This
woult examene ihe themes identified by Second Sight and consider all cases brought forward by the JFSA and MPs, together

with any new themes which emerge from these cases The SFSA have been invited 1o join this working party

2 A review chared by an independent figure 1o determine how an independent salely net might be introduced to adjudicate n

disputes cases it the future Again the JFSA and other stakeholders will be invited 10 1ake part in s process.

3 A new Branch User Forum to provige 8 way for sub-postmasters and olhers (o raise 1ssues and ingsights around business
processes, training and suppor, directly feeding nto the orgarisalion’s thinking at the highest level A key task for this forum walt

be o review SUPPOIt processes and traning 10 énsure they meet the stancards expected ol the Post Olhice

Ms Vennells added "We have an obhgation lo protect public money, including inveshgaling suspected wrongdoing. However,
we hope the action we are already laking and these additonal proposals to work collaboratreety with the JFSA and sub-
postmasters gemonstrale aur commitrnent to impraving the way we support all those who work in our unrivalled branch

network .-

View Harizen intenm report

Contact - Ruth Barker
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Poat Difion ~ Morizon Syatem

1.38 pm

The Parfiamentary Under-Secrstary of State for Business, Irmwvation and Skills {Jo
[winson it Yesturday syveting, oo RRers resort o alisged probibes with the Post fflce’s
Hosizon cormnpuler sestem was published, The repl was cormrnigsioned by Pogt Gffice Lol
from external forensit acoountants, Second Sight. The Horlzon system records all
ransuchions suoduied at every post offion teuntsy acrass the coundry, The Uovarnrment
ventonerie He pablivation of the ntarhy repord and i Post Office’s »atermant bre meporse.
Altrasigh Post (ffice L4 i 1009 caned] by the Government, 1he opmpany opeeates gt arm'a
jengih me an dlependent compwrcial Business, Tha Coverranenl 3o rot play any rale in
appogtionel ratters. I bsoimpnrtant to oote thal the esuss o Bw reguset bave ne iimpadt on
fovest Mhall, wihich B an entlrely separats business, TU s abso nportant b b cdea that,
contrary to misleading reedia reports, the review sxplicitly confiims that

e have o far found no evidenns of systern-wite probiems with he Horiron soffwane”,

The very smail number of sub-postmasters who have experiancesd Issues with the Horiaon
systam are & minute propartion of the ens of thousands of prople wha hawe been
sunvessfully using the systern atress the petwark of 11,500 bramches oh a dally basts sie
1995, (g of 68,000 users, onby 47 caser have bean dul foresrd In the review,

T weant to erophasisn that the inberin report makes 1o summent on the safely o stharadas of
a0y corraction of o sub-postmasier for frawd, thaltl o false accounting. Bgually, ween ¥ had,
Hhe Goernment cannad intaomne 10 the legsl process ho review U appual past cunvittions,
Thess maiters can properiy be dendl with only by the relevant judiclyd authorities, The intetm
seport published vesterdsy aoalysad R mases, [ Rund that thave wag suupe for the Post
Dffioe to Improve sapects of 3 sunport and raining e sub-postmesters, and i hes airesly
faken weps by db s, The Pogt Gifies has further propeaid 2 b of meagures 1o bulid on
some of the points masde in The Secorst Sight report on support snd tradndng for sib-
postrasiaes, [ welnoras those inffiatives ag, | undersians, doss my dght hon. Friend the
Mambey for Snrth East Hampshae (4 &rbuthoell, whe has playved & ey suppariing rale i
erdifylng cases for exammation in e raview,

Then Post Dffice staternent ssues yextwrday welcarned the tyoad thrust of the report’s
findirngs ang putined three nitlatives 1o deal with the baues rased. First, 1wl set up a
wotkirsg party o complets the review of casss startes by Seoond Sight, and wall consider ol
A7 pases wought ferward by the dustice for Subpostimasters allance~the IFSA gl PP
The IF5A bas beat vited 1o ken the working party. Secondly, a0 wlepandant figure wil
civalr a review to determineg bow best tn sdiudicate tisputed coses in futurs, The JF54 and
abfues stekebodieos will alse be inviled to ke part in this provess. Finally, o naw brandh user
foargrn will provide o ohannst for sub- pastripslors ared othaes I ralve Brpes &l e Mghest
jerverd o BISERSs procesess, doxivdng and wupport, The conpeny will take forward the
proposais 4s an urgent prinrty. 1 commend this staternent to e Houss,

& July 3013 ¢ Column 159

194 pw

Ian Murray (Edinburgh South) [Lab): § thand the Ministar fur the advanoeg cepy of Uw
statemand and for soing o the House,

i is a disberbing affalr. At & time when subvpostimastiers’ income i beaing squesred, the
fast thing they aeed s 1 Jase cordidence in the systam they use 1o uparate thel businanses.
Tre paopke in the post office network wre ths Bableod of aur comwnunities and nwust be
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supportad 0 evary way Dosaibie, A recent Nationyl Federation of SubPostmantan survey
found traal opacading onsdy ware riging winlle deesonal drawdngs wers Talling, and thal ene i
Four suby-postmastaes feke oo sabacy rom thelr Dusiresess, Most sok-postrassiars eain iitile
o e mopme from alitse Hoancial or Guverament services, the Dw areas thal Minlsters
jentify as havlng raal growth polential Ry ot offices. The NFSP remacwed B3 suppost By the
Pustal Services SH on the Dasts of the apjert fathure of the Goverrrnent te delver the “ront
ol Foy Gowaninent” services they pramisest o the pravious steofion. That B what makes
featay's reveiatins ot ihe Horlran syatem aff the awra worrying.,

T wadonne the steps teken by Post Office Lid to mvesdigate e onecerns madead by e Jaetion
for Sulpostrmaciers Atfizoce and e right hon, Meoder for Korg: Tas Haopshice {My
ArmaEnet. s webnits has g nese-dry-cane analyshy of seb-postrmasteny s il rething
weary, bub for whorn ahieged dafects i U syvalers Bl raguitas b problats with tash
reeonciiation and Hreessing Reyments, Prass reports this morning say that the Pogt Office
has adeeitiend bo suftware defedds iy the Horlzon systern, but the Bost (8fce press raivase
woshd Bove wg ik it this B a8 omre training probiant,

Seoed Bight, dw independent eompaey armginyed Dy the Post Qe t westigate these
lsaues, sald that whiie there was 5o fundamantal probdem vath te Horkzon systam, there
were huge i syslem that resclled in 1 identitving defects resilting iy 2 shartfall of up o
£50U0 #5076 branches, The Bosh Gffice bes recegnised, howewsr, thal dhe report rigisss
guastions about the toning ard supemt bading offered e sorae set-postronsiers, This sabies
wizter guestions i the coment smtwork transformation programave. Trainlug conosas bave
bean coppistently ralsed by Qppagitlon Members, the Select Commities o Business,
Innovation sl Skl are Consorses Folures, fuad e racee e Locals rantdel could seaadl in
fewer fully-tradned stalf In ouwr past offices.

IF post office services are maraly being administered from the front countar of & bevesagent
G ehoR, onn vl Guarantae et e servans Wil be folly Draired o ensore that the Bsues with
fhey Modizon systeo 4D neb ariss i the Ralore® The Misisier did auf adifress thal guestion in
ey slatermant, and the Nationas! Federatiag of SobPostiviasiers bas raibsed e issue Ume and
again, I responded today by weloaring the Mot Office statamerntt, bub adsn sab
We ars ancouraged 1 see that Poad Offfcs Lid (R} concades that there iy soaps for
fropeovernant i 108 fraining and support programmss—issues whith the NFEP hag raises
repestndly with POLY

This 2 aff a4t o thme wheny Crowe Post Offfosontadf are i eiostriad sotinn, the translwrmation
prscramne 1% sUiugabing 1o be deibeared, SOb-DOMTERSIens Femines are drogpEng, tere i a
dispute with Royal Mad op the sagregation of mall sayments, the futurs of the intar-
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Husiness agresmsnt 3 uncivar due to Royal Mall privatisation, ang Post Office saaior
managament have awarded themaehas borges of mre than £15 mifien,

What processes will Be pul i place o comnpemsate sub-postimasters and former sube
postronsters vhie have besn disabrantaged, finad, fost then businesses, homes or syen
fatted, pe o resclt of Ge problems wWith the Hurlzon systern? The Ministar said that the ioturts
report makey no coiranent about any convictons, criminal or otherwise, but wili thase senais
issues be deait with? When digd the Goverrmant know about this mvesticetien and tha

proplerns withy Hogzen? How will shie ensure et o alel® are sdegupiedy trained in the
transfer W 2 Lovads mndal? £an she confirm or dany resent repails that there e ongoing
otk to change the voaluntary Looals netwark mudel to g compisory madel, due to the siow
take-up of the trensformation?
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Jo Swinsore § ank the hon, Gentlernan for his wite rangiog ramarks ang questions, He i
fight 1o say that | s impontent for peapde 1o have configenas i the post offion retwork. In
ety of fows, 1 uodpestery that the rornit of Qopasitinn 5 10 ask guastions and Lo b
chafterging, bt | i imporband that wa do not bl the Post Office don, Mambers on both
sdges of the Hbuse recogrise the vital cobe that post offices play in owr compunities, that they
are doing an excellent Job and that there can be a bright future for the Rust Office. Thig
Csovaranend have stopied the dechine: i e raimbers I e post office retwerk under the
presigsis Goveyrsrmol, The bun, Senteman will D avssre that the Post Office hes won 10 o
of L0 Gowarreniant confracts recently, We wiant mare Ingome for Post Offfce L1 e come
throigh Governerent servioes, I has a quod renurd of wirging condyacts.

Tree bon, Gerdiemar merdiorsd the Dugs i tisopestam thal bpwn baen reparied in dhe metie,
1 b Inpartand o the Motse to Bave clarby on this, becsuse there 2re Deg separals issues,
The Post Office tseil daentifisd Bsues on Dy ovcasions? through # routlie syslams chagk and
% & ramalt of & query foor 2 sub-postmaster, That iad to g sonal imber of transastions
g qustied soross 6 tyanches. Post (ce was proactive i dentifdeg st reclifing
trosee probbenye so that o sub-pestmaster was @i of pacheld. Trd 3 @ sedarate matier from
e osues considered i tee reptl, and wiich weere raleed by the PSS and Second Sight. Bo
syatarm-wide suftivare saues wers found. Thers wers issues relatbing to the derface for
dusiing with roultifds coraputer systams, The training or offer, ang the heipling that sab-
postrosstera can call o they have » probfem, wers dentfiad s areas for inproversant,

The hon, Gerdiernan asked specific guestions o compensation, Thers s po pew svidente of
furthey grotlerns. Whers the fost Offfox has hantified defects, suls-pastimmsters have aresdy
rensdvent cornpansalion to nghl wnderpayiment, On convictions, s up to Indivighals 1o 5o
hrongh the usual judicist provesaes if they are converned about the safely of & conmvigtion,
ared that can be done through the Tourt of Appead, Clasrky, I any avidente wers 1o oaime 1o
Hoht that has an inpact on the safety of convictions—1 stress that that hay not happenad as
2 yegutt of this inbertin report-Fost (e Linh wold Bave & duty B ook Bather o thass
GAURS ¥6 & prosscating sty B ansure Bt oonviniibns ramals sabs,
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The redort wes cormviasianed by Fost Offige L1, I the Govarnment were aware of i and
thare have been maetings with Mg in the House at various polnds in the past ooudle of yems,
O thve transfiae 1o the Locals model, | oonfirre that proper traiping will be in place. Dsstorosr
satiefacting i the branches that hove alresdy gone taough netward trensformstion is
sigrificantiy Righer, and the expariencs that customears haves & important, We arg iooling o
arguire et pelwark franslormation continues ang s successhul, Dk arvy gdiscussion oft ity
fature vellt e dore in corduncting with the Natlore! Federation of Subfosiasters o engure
et wax e alwpad with 3 plan frowdbich wverylindy has suntidence,

My 3amies Arbuthnot {(Morth East Hampshive} {Tond: | thandk my o, Friesd Dne maliog
this valusile daberaent to the Housa. Does she acoepd that the Peal Offive, which has sctesd
Mohly comvnersialdy By convrdesionieg this indepuadeat review, bas 3 suefikt of intsrest~ar,
eathr, @ vonfilct of duby--in Both looking after Ks sokepestroasters sl proteciing poldic
ey, and that the review ras shov that it fas Tallen too far on the asset renovery sk of
thal vonflict? Dovs she agree Ut § 19 essential that the work that needs 1o be done s nd
ardy releperstent, Bul sese Lo be dupengerd of the Poest Difius? Does she alen agres thad
soeven ke postmacters would never bave Been proeecotad, sord of Slenipline had v rew
provesures nove in place o propnsad been i offest sarkar, and thiat we miest joak after them
and try 1o provide ther with redress, perhops through the Crimina Cones Review
Commmission?
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o Bwinson: T sinogrely thank sy ngnd bon. Friers rot ordy for bis goestion arul corarments,
bt For s work a00ing a3 3 oollecting polrd for some of the coneerns, Dapovtantiy, 1 ansuret
that cases couid be ivokerd ab anonymoushy and confidentislly, meaning that ntbedy fad 1o
faar bripging e forward. Thal has plavad an essential cole iy this provass,

fost Office L1491 the guardian of large amaunts of public morey, sod i is mportant that it is
properly fooked after, Tt that doas nnt mart it carnot #lag support sul-postroasters
aneuring Hat thade syahems work propedty and ensiirg that there is reconciliation and tha
things taily up. In faeh, T wouid argue that those ars compismentary tities, Because ensuring
that sub postrosstan e well supportad helns e Poxt Dfive with Js robe Indlouking after
public maoney.

I B irnprtant that wiy further work {8 not obly depende, but sean In be hdepandet,
ars clesrly the rele of Sacord Soht b that Is snportant, 2% s the rala of the FSA, § wauld
ook 9o as far a5 oy cight hon, Friend, however) thng IS na seitaine 0 auggest that any
reawictions would havve bewn differant hag these protesses and Walning sysinims been in
pace, sarticoiarly ghvere that In mnst of the prosecutions deall with iy the rapoit~not alf 4%
caszes in i report resuited I & prosscution--the suly-postimaster peaded guilty in the frat
place, it is RCUK o sevonud gress what somabody e enterad & gty Dlea.

Bikos Waoed { Batbey sraf Sperd (Lab) 1 thank the Ministar for her statement, She drasses
the naed o ivdependence i the cordinvgy process o ebing ol the ouistanding qearian
and waues, and no doubt she i3
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pindful that when the Fogt Office taibs about Horzon, it doas rot just mean e softwars in
the oot avstam i imerss te ey issues, ncuding the intsTace belvesen thal system
and aiber systaamg; Uaining staff fow b use i, anst oo on, Glven that abe hay mada a
comyitment oo the naed For independance, Wil she assurs the House Batif we wre fu move
o 8 warking pacty to oontinue the pranses, Second Slgld, widoh nee dong sueh good sk up
Yo oy, vl be et of B89

3o Swinsors 1 ehall happily give The Bon, Gentleroar thal assurance, The corginasd ingut of
Secend Jght i ingredibly npaetant, given i familiargy with the tase s far and the fat
that it erdovs the confidence of many of those invoived, 1t s 2lsy important (o ressgnise,
Rowvesver, that to date e system ray namstied pore than 4% biltion tansactiony and that
thare have bear lesues WD only 3 Oy, tiny number of tham, &s the report et foundd, the
vast majnrity of sub-postmasters i ranches wers 21 2ast reasonably happy with the
Horizon systeary, §osuspect that Members wadd say that, whers 1T systeras sre comsrnesg,
“raasanabdy hapoy” & prokably 26 Quod a5 we ave going 1o gel. Generadily, #ig wnrking well,
bt we naed to enstre that the further woerk on cages whsre there sre utstanding gueriss is
inteperaiant.

Mr Jonsthan Dsnogly {Huntingdon) {fon): Cleariy, 1t has pow besn asceriaingd that the
Haorigan systern bas prabiermns, évan i, as Ihe WMinister says, ey ars not systegndn, Doss she
nrt fenl that that s onacceptabla, however, given the delavs from Pogt Offise Ladhin working
aul what want wrongy® This matver nag mesncared on & years, rasaitiog o ssricus
yepuiationsl damace risks to sub-postimasters, WH she ghe us har views on smsthe that i
aucephabiis?

Jo Bwringmone 13 to the Posl fftes’s crendt that 1 bag comprdssioned this independent
ravelegy, which has basn transparent amnd sccountable, a8 my dght hon, Friend the Masmbar for
Morth Bast Masnpshire (8 Sobuthonl) aiso sald, 1 is easy for organisations bo say there ig nint
a problem and o Uy 1o sweeg these tings under the carpet, but fost Offlce 104 sedided o
e npen atout § and o ensure that the rapaet was pudsished, in fact, s rewahatiy bo al
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pranches contained an article sncoursging anyone who had difficuities or quaries they warded
i raies Te ensure they were pst inta Y Secoret Sight revisw,

The Post Office bas taken significant steps to ansurs that there is branaparanoy and
accountability and thal peopbe’s connerng are taken forward, Chrarly, sormdtimes these iseues
fake time, and of courss thers are lexcons o be femrnad, Improveinants will be male ¢
ssare thal when gexies are ralsed, ey can be pvestigated morg thoroughly, e again 1
Bighight the contexts we are deasiing with o systers that procesass Difilans of transactiona, so
£ # is very complicated and i canned b axpected thal nothing will ever go wrong, wiet s
npoetant s bow the organizatins rexpoads whee things de goosrorsg.

My iavan Jones { Morth Durbamd {Lab s Being » dMinmtar ailows the el Lady et only o
#5K gueslions bt o right weongs, To dismics cases such g that affecting a constduent of
i, Me Torn Broven, as mbinusge dess not change the fact that be bas el his eeithand,
His weife has Sed, Hs narpe bas Deen drageed Sheoegh the focal covrainity arud ha ix stilling
Awatting
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an otdoume from the Post Gfflen, He was arrested by the potice, but they did not take the
case torwand; e Post DNBce did. s quod parme I ey bideg quastioned, be s had 1o el
e B arut s st waiting for the Fosl Offics 1o prosuce ths svidence. T @ sary, it the
Mivdnters Ataternst bas done none of the things sk could have done (o oot right some of
Phess wWirengs.

3o Swinson: 1 appredate the situstion that the hon, Gentlaiman's cohstituent fruls himeall
inwit is irpportant that be & speaking up oy ive-and | understand that this has hag »
masslve impact on thuse involved. When 1 referrad to “minustula”, 1 meant the reavher of
transactions guerind ot of the overall purnber of 45 blttion. 1 do oot know the datalls of the
ingividual casy, g0 1 hope he will appraciale thal ¥ ia therefure gifficolt for me o womment,
Whiat s agortant s hat we nave an mdependent procedure te gt the answers thad paople
such ap s constivuent g looking for, snd seeryans ivoleed must have corfidence iy that
srovedure. | know that there have bagn muastings of MEs and that the 524 I8 invvohend;
aptting those answers is Imporiant, Dot 1 aise nporant b sres whal e rapart shwes,
e rather Ban to suggest thal i contains things it it does not,

Mr Bobin Walker {Worcester) (Con): 1 walcome the Minister's statement, particularly the
eomwsbment from the Post Offlow to Improve aspects of €5 suppart and trsdning foe sub-
postoasters. § racentiy visilad 5X Johws post offine in Worcester, whinh i an enthushisti
warty adoptar of the network tracmformasting prograrmme. Wi sha foin me in celelyating the
fact that the Govermment are frvcesting in the post office network, rather than running a
Closure programine, 33 Ihe ksl Sovernment shid?

I Swelrson: | very mouh welcome oy hon, Friend's coraments, He is guite nighi that the
Ciemeersnerd are vasiing £1.34 Billing b the post office nedwnri, 200 1 brusy T speaking
o Mermnbres an hoth Mdes of the Mouse el whege Umee new madels are opmo arsl working,
Py have hast g really posithée reacting Taoun consirmees, The Pogt 9ffice bas & biright future,
A part of et s about ersring thal whaere iBaoes arise, they as properly investipetad.
That s what this indegendent process has bean doing, and Ut is why we ars dikcussing B
boakay.

Mr Mike Weir {Angus) {SMP I The sumbey of sub-postimasters sffacted might be smetl, bt
nong the tess it nas ed 1o terrible consequenues for mary of tham., One reason many peaple
pheaded gullty, pait back mongy or had meney teken off them by the Post Ofice at swirce
gt havve Been B datber's nsdstenne thet e was absoiubely nathing wronyg with the
systaey I bas now been proved thet there 5 Guubl aboud gt heast part of the syslem, so s B
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nob imparative that all these cases be deslt with apesdily and that justice he done for theas
stilepostyaasiers?

Ji Bwinson: The hoee Seothyray i right Ut i s pperathee thet thase cases e booked &t
spasdily, aifhough I think he would also agres that that needs 1o be doos comprehensieely,
and clearty wieh forenalc accourdancy wink i3 going on, things can taks thme. We need o be
chirar aboust wiiat Ehe rapuiet gave about the Horzon
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system. 1 dig pot Tl evidenne of systemic fatfuras; that is not o say thers has never Bean
# g By the syiters, but T def anyone 0 find an 1T ot that eg emvee haed s Dug. What
s amporiant i that when bugs ars found, they are dealt with and the problams are rectifted,
what hag nob been found, however, IS any sysleris fronlem fpading 1 the fasuss faced by
su-postroasters, sithuugh there have baen Bsuss with the supnort and walvng provied
afnngeide Horlzon,

Jonadban Lord (Woking) (Dond: Lve many collesguss, § have 3 constitusnt, Mrs Ssema
Micra, whose Bxoand faodly #e i b roiny afler eifferig remdationsd damage snd reoniving a
sushodiad sertence, | aee from the Miniabar's statement tat ar independent fgure will chalr a
redien T determing Fuw Dest {0 adiudivete diapetad cagses, Bul will shie aswigg e that the
working perty seb up to compdete the review of survent cusse will aive by chadred by an
ndependent Soasre? Tha i important.

Jo Swinson: Yau, bam happy b ghe my hon, Prand an assutance thirl the working party
will e ndepengent. As T havsoalrendy cordiomest 1o the Bouse, the continnig acobearnent of
Secand Sight, wich 4 indegergdent of e prosess, & orucksl 8 part of that waerling graup,

My Russelt Brown {Dumfriss and Galloway) {Lab) The Minister has said that ihe
reforri S wenriivey weed, W shie share with the House the nombers of sub-post ndfices that
ave tamperarily closed or have had o move to an atternativg, temporasy service deibvary
TR

Zo Swinson: §wil cartainiy sosure that thal informatiar is serd fo ths han, Gardieorman in
writhg, A e, ang §hope the Houss, will apireciats, thase numbees changs rapiary by
thelr wary niaturs. To enstrs acouracy, Dwtl erte o R ang place 3 copy it the Uirary,
What is important s that we have & comumdbrent o maibtaln the hatwork of post offlces at
14,200, We arg ersuring hat we iveast iy tha rwtwark, rather than erabarking oo dowre
oroarsores, whbch, 88 § Kooy fregw my comstiluerey and elsewdhiers, unfmbanstely had a
rgative Bupant o3 e post oo neteork up gl doet the onantny,

Asvirew Bridgesn {North Wast Lelcesterahira} {Con): Having bean iveotved in this ssue
Tor sovew troe aod baving nidatly bean iald {yy fost Office representadives that s Mol
software system was parfect and could not be inflifralad, [ are pleased Wt e Poxt Office is
spegppoating with the ndepaderd neestigation, whoss Interkn report gioatey that the
systarn & clearky not pevfent. { urge my hon, Friend to ensure that Secong Sight continues
weiths it nvastigations, Doy she accapt that if the syatem was perfect, the modifications
would nat be readed ard mwnve-r sorng-~of the isturio comdctions may wad b ounsafe?

Jo Bwinsors | osriainly agree with my hon, Frisnd thal oo syalens i3 perfect: parbaps 1

bt of 2 hostege to ferune for gavone 10 proacialin 3 syalemrs as parfect, | woniid ool agres with
the second part of iy gueation-—-that that therefors msans that those soowittions ae
aiwicushy unsale. The evidance s ol thars in indey's repret, Wl i svidinge ermerges b
suginst thal, tare e lagal chgnnals that Can by followad te ensure that those insps are
taken U
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Huw Irranca-Denvies {Ogmeors) (Lab): I sepms 0 me that bed grouss of sub-postirnasters
fait putside the remit of togey's statemant. The A7 past cases brought forward by the Justice
fuy Subpostmasters Aliance will e lakan Torward by the wlependent working party, bt
what about somebody--T have one 300l case oy pateh —whe For vy geod ressoens does
not feature o those 47 cases? Can thal be jooked at agatn? Secondly, what shout Bve cases?
The statement refers to “disphuted cases i fuiure”, but § have bwo v oases I my
ronstitosacy that do bob fail within anything that bas been desoribed today,

e Swinson: Cleardy the provedures that the Fogt Gffice is pulting in placs o improve s
tratedrng aed supoort w8, 1 hope, assist thoss caase that ara Bue at the mormend. o the ba
Ganbieman'a frsy point, § corn Cortainiy give s sssuranes thad 1€ there are oty oases Ut
need fo come foread, we would st want to deoy those peopde the opportunity for that io
Bappen,

David Mowat (Warrington South) (Con): Por the purposes of Carity, tan the Minkstar
£ oonfive that alt the lsswies we are talking about today are hushpss, provess and Iraining-
yelated, amvd nob software-related? Is tat vt we are saving?

o Swinsore fey. The report mentions a coupde of bugs I the Horfzon system, which the
Post Dfice proactivaly Taund sl rectiBied, bt bagicaliy whab it bas found tu be tacking in
Horizon s not the software, bl the asppord and other ssues arcund the softvears.,

Cathy Jamieson {Kilmesrnock and Loudoun] {Lab/Co~op) The Mintstar has gheen saome

full answers to the guestions posed, but she was unhabin (o ghve 4 direct answer 1o one of the

suestions put by aw howr, Friend the Mamber for BEdinburgh Suuth (ian Maoray) from the

Fropt Bench. Let me give ey ancther epportunity 1o copfirm whether U Gewmorneet and
Poat Offfce Lid are considering changing the Looads prograrwne from g voluniary te s
cornpulenry basis, A slmple ya8 of no answes would be sdeguate,

o Swhinson: [ anoabeays keen i Be concias, § think 1 did angwer tha guestion sarbier, §
poirdent i that the ransformation prageamie i an byperiant sant of the Post OfiKes
future, We s niakiog sure that we ol at buse i will be dudiverad with the new strategy for
. the Poat Office thint ealt pubiished, and we are working closely with a#f the stakebalidars to
P apsure we can do b What B imparbard B that whabever the fulure eustar iooks ke, there
wil e a chodes for sub-postmasters, rather than foroing them doven @ particdar roata,

My Philip Hollobone (Ketbaring) (Cond: Belng & sub-postmaster 16 & vary warthy
profession, ab the heart of many local communities and helping highly winerabls peaple,
with vespuch, I think the Minister dismisses too Hghtly the devastating impact that the
Hortzon systen has had on @ small pumber of people. The very izast that Post Uffice L
shadind e Jodhyg i setting up & leged fund to review exch case, Because many with have
plesded ity to falae accounting, glven the stuation with the systern ampl the wgal adéice
they recsived at the time,

3o Swinsors T sinchulely reonanize that the impact on ingividuats has been intensive and
eonsigeralsr, ant I think I have masle that point to other Members whe have raisad thix
faste, Unnatituency MPg ars absoluiely
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rapracenting thelr constituents in taking forwarg these propasals, bot T think theng is #
dlstinction to be drawn hefore asauming that corvictinns are theeslore unsafe, UG fmportant
that we deaw that distinstion and that we are caraful about whal we say, particularly when it
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acires o hagal proceadings Hist bave taken plave outside this Houge~and vighlly
independently of thin Mouse--and whars peopie bave srdered & partioalsr ples,

iF indbelguada are conoamed ahiout the quaity of the eyl adving they recsived ot the tawe,
tware are ey for theay to cnlisage sl such ax the Lagad Sevelces Comandssion, 1
evigence comes b Hght that materiaily affects the canvictinn, that wotdd aise need 1o be
lnoked st wy Post Oifics Lt s the pruseouting suthordty, as | have szl However, that s sl
whare v are yar, W will of sourse mamis opss srndes? aboud Tt as the review [recess
cordinees. So Far, only four of the 47 casss nave Deer luoked ab i delall, Therefore, we awall
o aee whiat more will come out of the review,

Davidd Simpeon (Upper Bann} {BURY | thenk the Pirdater for ey stotumerd. She wilf have
neand & numiber of Mernbers sutting information bhafors the Mouse sbaut the dves that have
by rudnent, Troustioe tag Deeery gl arel that needs @ e optrectad, Wil st o us ths
wyach detads of the traieng that Post Office L1 infandy W carry out’

Jo Swhnsort Training s carried Gl a5 3 matter of Tourss whet tey postmasters joi the
pebyenri, THat san vary Debiegen @ #Hile over Deo weeks o tiree wasks, The Post Qffle s
v eneuring that i sty naw sub-poastmasters after sne moanth, and agsin sftey three
gwethe for the sew wal and Main aperating madely, to dual with any teathing issues o
further auedhes thal hsvr spisen from thedy working b process for 8 B wseke,

Irpovernents o the helplnes are abso inpockard, se that i does what i savs on the tn and s
actuaify helpfd fo paopls whs sall . One thing that has mprovsd the heipline @ making #
avatiabie for extendedt howurs, As other Mambars rave mentioned, sulepestinasters wnrk vy
hard for long bours, so assistancy neuds o Do avaliable 10 tham when thay happen 1o be
deing thedr reconsiiiatioe st the st of the day, That v not dkely 1o be within ol hows, 5o
the sendon nesds 10 be avallable after Drarsdes have tlosad, Thows s jodd sow of the
iiptavernents it the Pest Office has teen reabing,

My Peter Bone { Wallingborough) {Conds | thank the Mintster T 2oming 1o e House ang
making foday's shatemend. Bhe is an excabiend Minigter, I o s noeasion she nas gt i
wiersy, trstend, 1 thind she gol the maod of the Mouse wrnng, The Mouse Is concermed abou
& wary sl nuanber of Dengle wirg hatve fiad Vel Bony suined, 1Y Bong gond sevingg, Ok,

they can appeal,™ o thad they san dG this o el We need pooactive sion from the

Govermment, 1 soggest thet she tadl to e Alturney Germral 1o ses whether be oan ook ingn
those canes and ravinw them,

Jo Swinsoen 1 thank my beon, Friersd for thet guestion and for tes Rind words, § 200t thay
this 1@ g serioyy iswse for tha inabdduals eolysd, sod i i abschitaly natural that their
constitusnny MRS are putting thelr cases, However, wa have to be tareful about going from
the onlerstansaldn sywinpathy for ingividualy bow dBCO posithey 10 a0 assumplion thal et
tHasy BRURS AlY

o July 2043 : Column 207

tharelfarn unsale ang ibe reault of probles D 2 way 1hal i oot borne o by the svidanne i
the report. That Is why B3 impotsnt 0 have & oontinang independent revisg procesy in
whizh peopis can have confldence, bt 5 alsn mportant 10 go by the evidence foungd In the
repnrt,

John Woodoork (Barvow ared Furness) (Lab/Co-op) For dow bong are my songtibusng
arl many abbers gulng fo haee Mls aopating cieud fanging ovar them? Hag the Miaister put

A

# diroe Beydd on b rweid stage of e osdan?
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Jo Swebrerons The raview b ulepnadent of the Govarmrsent amd of the Post Biflee, oo )
wontid not be appropriate for me or for the Post Oifice to put an srbitrary dme Bl on it That
said, 1 abschulely onderstand the hng, Gentlernards podnd that thee i i need b speest and
for the prompt resciution of thexe fssung, but that has to e belarnes against ensusing that
they are iooked ot in & comprahensive way, The independent working groun, which wili
inchuds representation from the Justice for Subpostmasters alance, will nadp to ensure that
that bappans swiftly acet withaud cenprornising the dotadds that reed o ey gons inio,

i Shannon {Strangford} {DUR) iuse-

Mr Bpeaker: The hon Member for Strangford (i Shannon) has boabhest up, as is bis
CONmMOT: Woctice, o te el minabe, T ehould not et Mo e feal exthadded,

i Shannon: | have bobbed up 81 the fght time.

¥ thark the Ministwr Tor her staderpent, The Horizon systern bas besn blamead by some sub-
pnstmastars who bave bern actuead of false sceounting, Dogs ta Minlsker agrae that reu
tape rakes 1 GEBal o vun rurst sub-pogt offices, espectally those in isoiated foostinna?
What steps o sbe tabing to raciors condidence i the gestem, sepexially in radation o rursd
psl e

e Bwinsoey The ban, Gentleman s pafe dghd 1o radse the Bsye of rueal sub-postmasiarg,
The comununications systams depend on communications technalogy, which van be more of
an ssus i nargl areas, Many post offiops have 2 raain ghome Bog ang aled a Reck-up syslam,
perhapy ueig o mobile talephons, Fuoat sreas often have difffcoities vaith broadbarss
connertivity, which s why the Governmant am moving abasd with plans o ensure that rurad
brosdband s much better spread aut, The support o rural past offines s Cartainly
sigabtinant, ang we rpmognise thad there ang may branches that need subskly from the
Savernment o oantirssr. Thet i wity the Goveimraedt ars jentived £1.33 llon into e post
affing natwined, Wes aisg renngnise thigt there odd be 2 cordiBuing rees! M snsirg that rural
post offices are supporied i providing thetr axcelient sarvices, They might b the et
raraining shop i @ village, o the anly post office sendng 8 fegey, Tar-Tarsg wres,

B Buly 2043 « Ondumn 208
Fobrnty of Qeslar
235 p

M Irranca-Davies {Qgemre) (habh O 2 polnt of order, My Speaker. 1 walooms the
Minister’s statement, and ik 1 onserstood--1 might have been oy baanng--thal she
made an offer 1o ook beyond the 47 cases rabaed by the Justive fne Subpusiasasters Alfianve,
§ was nob clear, however, 10 whorn oy further Cases shoold b rafarres]. Perbaps, while ths
Mintgler s sUH in the Chaober, you can guitis us on how we might gat thet clariBoation,

My Speaker: The fature of the hon, Gerdieman 1o hear what was seid doss not, i sell,
constifute » et of arder. Houwewer, a4 the Binhiter i st herg ang ooRks bappy U tome
hack o the Disgatch Box to darify the matier, he might be redaasesdt from bis ignoranas
before very g,

Jo Swinsors: { am sufe that the hon, Peraber for Ogmors (Muw bvsnos-Davies) woauld bave
Bt the ingenuily fo enswre thab any such cases recatved atlention in any avant, bt for the
persdit of the House, I should point cut that one avenue for Hghlighting any Burther tases
wotid B (o bring tham to the atieation of the Justice i Subpastmasiers Alllance, witdch will
b past of the independent working group. 1 hesitate to auggest, although 1 s mrotably safe
i dodng so, thiat ey vight bar, Priend the Member for North Fast Haanpebdre {Mr Aarbathnoet;
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vl also be happy to continue in By mie ay 2 recipient Tor ary such cases, He seams to ba
noding. So thase are twn options for the hon, Memiber for Gumare,

Mr Spesker: 1 rust that the ban, Gertlersan Ix row satisfied, He dues not e o suggest
rhat W5 e Is somanow defective, | fent sure that It is nob. He might simply not bave bean
paying full altenticn; 1 do not know,

pir Christopher Chope {Tlwistchuroh) {Con) rose—

M Spaaiters A Rirthue polnt of orster, U s poind of order davl

Mr Chope: On g point of ordiee, Mr Speaker. Ts i within your powsr 1o reguire the
Geeapraraest e provide Uime i the propes sorupbiny oF Governmers roessurae Dufore tiey s
supient tu g wote? Coramand paper 8671, to which the Homs Ssoretary referrad in hsy
statedreal, oomprises 155 pages of prelty Inpaneliralis prose, with hardly arey explanation,
Thee oniviread peper haw nonsbierabde poifoy ropicatinns, but there are mary % and buis
amiorgy the contenta, § canpol see bow the Hougs can raasanaliy e expectad 0 raach 3
substantive sontitision onn whether sigring uR 1o the document 8 iIn the national interest
unless we are given & lol more time for e sorutiny, not onty by the House buf by tha Ssiect
Doraenittees, which are appuinted specifically to do the fob of soruting,

Mr Spaaker: The short answer is that 1 do nod have the power toowhich the han, Gentleman
vefers, 1 much appreciate his belief that the Thair ought 1o be invested with greatsr powers,
and T o not for ane roment dissent from et progosition. The resifty i that he and

B Juby 2013  Column 309

whhars wiil have 1 uae thelr best sndeavours in tha saming days—~It {5 titerslly 3 matis of
days—io ensure et thay ars furnitshed with adequste materisd, and understamting tharest,
o erable e fo pariicipate o thelr ssbiciactinn in the debate thal the Goverravmnt nave
aspparantiy now schesulend, T onn opengie ardy within my powers, biut T koew st the bon,
Sentieman ia @ persiatant, ndefatipabds and skitful Bember, anid ¥ ey suve that be will maks
tha very best Bt of this, not ooy or Bls Dwny Bt with athers,
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Post Office Media

Post Office announces independent mediation
scheme for subpostmasters

Frvss Heloase  Aug 26, 2813 23:68 BSY
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ation sohomus, & working group hees

haen oregted o i

o g mediation sechemie.

& pow Branen Liser Foom s alse being osisd sy e st
sosivastens and oihHars i raite cohosms &n é'émz-;.;tﬂs around DUSIESS Jronessss,

s Hurang el he highsst
i review SUSPO RrOCesses and traming i
P"‘v‘e Oiffion

frainvg and support, divesily feeding i ;urggzrz-és;‘s

fved & Ry ash for this ftien will

arygiire feey mset i

Themediabon process will be e boilt o subpontmasters

P

Hrough the Seoend Siaht raview, angd sl any who feel * wy B i dispube with the

oF #01 asscciated sauny which requires resaiution, The schame will

i

gt fodbon

subposlmastor Chaly

sentaiives s
star wishig o takes part w the

The sohwemrn o bl

o

R GEGLD SOMIEIBIn

Post Oiffion, DA AEVY SUHE

o Bigid weitioh wall rovigw aach

i st suhen an ":';ﬁhuatm thiaiggh 3B

y, Fyoaae DMfne

Abasist the Post Office
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indtial Domplatet Review wnd Mediation Scheme (W e Rusen a3 the Scheme}

Ao wall Be wware, Pod Office has been undertsking an independent review into the Hongan systermn and gssocisied

fasuins.

Post Uffice 4o ddetermined to ensure thet Horzon and any sssocated mromesmes aee D, effackyve and ralisbie. snd thal
Subpostmagters G have wwdidere r the pestam

i come stances, however, Subpostmasters allege that Fast fcs and Hongon have not met these standards. To
wdddreus thense conseras, Post Office apposter medepandent foransic accountants, Secondd Sight. to investigats this
stiation,

{n collaborstinn with the Justice for Submostmasters Slilance (IFSAL and a group of MFs bsd by the R Hon Jamss
Arputhnat 1P, Past (ffice established an Inguiry inte Mordzone Decond Sight vas appointed to leed this Ingury end
hag been woekrgg with a mumbier of Subposhrasters for over 17 months, & copy of Decond Saght's wderion report i
aniiable st ipdSeay roniatics caubfnustwifice-watement-horion

Fost Office now wighes to offer 2 Scheme to Subpestmastars oo that indaaduat Submostirasters have an opportumty
o thadr concayns divgetiy with Post (ifice, in partiersip with Subpostmasiens, the 58 Secnnd Sight and
interanted My, aff ciies can then work towerds resalving those congerns.

Pleane find enclosed 3 pach of doturmimis describing how the Scheme will work, We would be grateful if you could
frrward this letter and the snciosed pech fo any Subpostmasiers whe you belisve may be interested i this Srhers.

i 3 Subpestimaster wishes to take part in the Schame hefshre shaule
N Carefully read the wionmation snclosed wath this isther,
® Complets e seturn an Appiivation Frvm wiich can be found a3t ww

F S

& Subpostrasier ot obiged o subrd
tine Thew gt vighta will rerman in

a/har rase through the Scheme and they may leave the Schere at any
myve, wimthey oy ved they shoose to anptay the Seheme.

.

A Subpastrmsster’s Application must be recersed by Second Sight by Mondey 18 Movember 2003 # they vash to he
ieaived m the Schems.

Tiuy tebtar has besn went 3o 8 nurnbes of mierested parties, B i therefure possinle that 3 Subsostmaster may be
notifted of this Scheme mare an ance. but the Subpostmanter should anly make mne Sppestinn.

Youes frithiudly

GRO

Arspeta Yer Den Bagerd

s poset g 0o,k




POL00090358

#1341 -
Motadals [

Fiimame ] 4 26 Latter fo Subpostrnasters. about the Sebsors FiMal) pdf QR?QINM_}




POL00090358
POL0009035

Seisrce Dae

4 g
segd, fromy 10aing U0 agyane,

g e

WL 003 sk TEEAR 35 18 WIAREE s QUGN £y J ANG00ad Sie00E ey SHeanist B cugrane, ov whather i
D ¢ Fear s oy SUGGESE I ws

sty oird wenRe pey

Fynrn o

g 4 by
00 Boyppisionys




POLO00090358

TEE e ot g IR e JE CRETHSR

...........................................




POL00090358
POL00090358

o fick Wallis Biog 9/9/201&

: ey Lt

AR EREER R H S




POL00090358
... POLO00%0358

#3361
Metadata

{Prlenmme | sicvosol Word Bogvmaettdaoe T ORIGING, |

-------------




POL00090358
POL00090358

Sir Anthony Hooper appointed as independent
chair of working group overseeing initial
mediation scheme for Subpostmasters

Eyews Hedopse 00 29, 2033 0 GMT

Seiveg then

HeRs B L0n s emaeid Iy aobse subposing

Hoen's phzon oopmpubsr sestam and B sURnoiting |

pendant Dhaly, Sy Anthony will provids éeada-mhi;n and suriing U ensrs

i wanems fully auluswes ds obpotives in providing & femuny By e resaiution of

A5 fowrner Loard Juy

:of Apbd

Aoy Beard many orinvingl aoge s, deaic

corngebie Wauee of nw and fact He ales pregded i the Divigona! O
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e

i i mechiation sohamae,

dikn & way for sub-

sranoh Uiser Fonur s giso

£

doothars o

CEG R
gy at b
sivigny suppart procesess and Hamig

fedd of the Poat O

’&

maad forsesrsl DY uae

a0 e lotal numbey

gowdif e onan hodl o sgbpostmasters whn raised sonnsrns

\hi Faviges s alzo any who Tead they have & Am;:z;’f» with the
SO R ST

i will

chaired by peutral mediator,

w

e WWorking Group compnsieg represantatives
bing 1o ake pant

i througly Senond Blght which wilf |
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B Hon James Arbuthnot ME
House of Commons
LORDON

WA UAA

24 Movermber 2043

{,13("}\..«- ‘--j&-%w@--‘i ,

Wher we spake in Edinburgh, we agreed o arrange a date to dicenss the progress belng
made on the commitments the Pest (ffice made following the publivation of the Second
Suihi Report. Alwen will be m touch with Javet o find a sutable date in the first part of
Jarmary,

F shouddd ke us to be able to update you both on the improvements we are makmg to the
way we engane with subpostmasters, take their feedback and support them whew things
go wrony, avd on tue mediation scheme.

(n the latier, we received 144 applivations by the Gme the soneme dused on 18
Movernbrr, The Worlang Group. chaived by Sir Anthony Hooper, has sgresd 8 process 1o
alw a praper investigation of applications sceapted s thad it con make an sdormed and
vidance based darision on whnther & case shoedd proceed to madiation. Under this
process, # may ke longer than fivsh ervdsaged hefore the first cases reach the
rnediation stage whinh s why | ibink £ would be sensdide for us to roest i the Hew Year
rather than sariier Ip the meantimme, f there s anytiing you nieed (6 know, pleass do not
hestate (o It me know,

{ ook forward to seeing vou and bepe that in the yasantime, vou will have a gooed
Chrstmas,

St saelen

GRO

s, st el e, v
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M Mick Wallis

BEC Broadeasting House
Partband Pace

LONTION

WA TAR

By post and arnad rckwatlid” " gRO T

5 December 2044

Uirar My Wallis,

Information regarding Farmer Pust Office Agents

frefer o vour et to Bush Barker dated 5 Decwyebey 2014, in which yors aseert:

T the cozex we e fogking #o, the f'm?'mﬂ diwea 5 @ compiety alvence of @y
evrferer of defibrrate wenmgefeng o plene pront of rrsiral actidly. Some have

ramms i f*swfﬁ?"m &y arg inmesat of 3y cne o negipence. Sone 3o fave dlear
giddence sl mexpieaiie syrors made by Hovgon.”

Foat Offines statutory disciosurg duddes i oriminal procesdings reguire Us 10 A55e56 any
material which mught undermme 8 prosecution oF assist a defendant hoth o ragpeet of
a individual agent and i genevall Please therefore provide 1o ws a copy of the
pvidenics Lo which you veisr go thal we may comsfder e eaent §f ard o which i
engages thass dities,

Flagas pass this lstar on 1 vour el athdsoery i wous reguive asaisianes in respanding
tnok forvard to youy prompt reply.

Fagrs s

GRO

Rudric Williros
Solictor, Fost (fire Limited

sewedemsinifine.cnai

epiteend e 158 D Sireat Lositon, B0V R

3
(223
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FINAL NOTE OF MEETING BETWEEN POST OFFICE AND RT HON JAMES ARBUTHNQOT MP
28/01/14
930 -1030

Attending : James Arbuthnot (JA}, Alice Perkins (AP}, Paula Vennells {PVv), Janet Walker, and David
Qliver

Alice opened the meeting setting out that there were two themes that she wished to cover:

= The current and future running of the Post Office
s The mediation scheme itself

for the current running of the Post Office there had already been a number of significant changes
and there were more in the pipeline. This was very important as it effected large numbers of people
and acted as a preventative measure to ensure that we did not face a similar situation {as that the
Scheme was dealing with) again.

For the mediation scheme it was moving forward more slowly than we had hoped in part that was
due to it receiving more than twice the number of applications and in part as Post Office were
investigating the cases extremely rigorously and using the first wave of cases to ensure that we got
the process right and that this was an area of particular concern to the Working Group chair Sir
Anthony Hooper.

JA thanked AP for her comments and observed that he had received feedback on AH that he was a
really good man doing a really good job. PV commented that she was glad of that fact and that AH
was also being tough and challenging to Post Office and that she reaily valued that.

JA then moved the meeting on to an area of importance to both him and other MPs, A questioned
how they wiil be kept in touch with the scheme’s progress. A set out the need to reinstate the
meeting which had previously been due to take place in October between Post Office and MPs. JA
explained that he was beginning to get calls to bring this meeting forward particularly, as he was
aware from Second Sight, all of the MP cases had been moved into the Scherne and MPs had not
been updated on them for quite a while.

AP responded that the communications with MPs were a very good thing but that we needed to also
ensure that the mediation scheme was allowed to progress. JA suggested that the meeting could be
held before the first cases had exited mediation and could update MPs on both the progress and the
process that was underway. It was agreed that this was a good idea, PV talked JA through the
timescales with the first cases not due to reach mediation until March. PV also suggested that the
meeting with MPs would also provide a good opportunity to talk them through the Business
Improvement Programme and the steps that have been taken with the existing cases for example
325 cases had been reviewed for disclosure, 21 further disclosures had been made and to date no
appeals had been received.
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JA commented that he was very impressed with the general approach that Post Office were taking.
PV commented that Post Office were taking the issue very seriously and that was why they had
comeitied 22 investigators, funded professional advisors for the applicants and funded the
provision of an independent mediator.

There was a discussion of who else should attend the briefing with JA suggesting that JFSA and
Second Sight should attend, Post Office undertook to consider this and canfirm to JA’s office,

ACTION Post Office and James Arbuthnot’s office to arrange a meeting with MPs and Post Office.

ACTION Post Office to consider additional attendees particularly JFSA, Second Sight and Anthony
Hooper and come back to JA’s office early W/C 3 February.

The handling of the meeting was discussed including the need to avoid skewing of any particular
case through lobbying. JA commented that he thought that MPs would wish 1o raise compensation
for specific cases particularly those where Post Office had dropped a prosecution at short notice. In
particular JA cited the case of Kevan Jones' constituent where Kevan had reparted that Post Office
had first lost the case file and then dropped the case. PV commented that she had not heard of this
issue but would look into it. PV stressed that JA should always feel free to raise issues of that sort
directly with her.

ACTION Post Office to talk to Janet re the letter inviting MPs to the meeting and agree the “ground
rules” to go in the letter.

ACTION Post Office to arrange a pre meet with JA around ahead of the MPs meeting
ACTION PV to look into the Kevan jones case

Discussion then moved to Second Sight and their work. JA commented that he thought that both
JFSA and Secand Sight were attempting to deal with issues without raising them to PV, Second Sight
though had raised some concerns with JA. In particular they had raised a concern about the
turnover of staff on the programme. PV disagreed on this issue pointing out that Angela VDB and a
team supporting her had been a member of the programme since the outset and that Belinda Crowe
had been working on this for several months.

1A then raised the issue of Second Sight’s empioyment and the draft Post office letter of
engagement. JA raised that he did not understand why Post Office were drafting a letter of
engagement when he had a letter from jo Swinson (N8 letter to Alan Bates dated XXXXXX) that
made clear Post Office did not amploy Second Sight. PV clarified that the letter made clear that
although Second Sight were not employed by Post Office they were engaged by Post Office in the
same way that any independent professional service might be and were accountable to the Working
Group. 1A accepted this and it was also confirmed that JA did not engage Second Sight.

PV then talked through the process that Post Office was going through to investigate the cases and
the reports that Second Sight would be providing on each case. PV explained that as Second Sight
were now reviewing every case, their previous wark for MPs and on Horizon had been subsumed
within their work on the Scheme which now needed to be their sofe focus. JA raised the issue of a
final report, which PV thought could be provided at the end of the mediation as there was a need to
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avoid prejudging the mediation process. JA guestioned whether this repert could not be published
earlier and suggested that Second Sight could produce a report for the end of February. PV
explained that that would not be possitile and that Second Sight needed to keep matters internal
while the mediation was ongoing but that there could be a report at the end. AP made the paint
that it was not heipful to provide a running commentary and that there was a need now to focus on
delivering the Scheme. JA accepted these points.

Returning to the engagement letter JA commented that Secori Sight were particularly exercised by
the clause limiting their ability to speak to MPs about the Scheme,

AP said that Post Office should have had a letter of engagement in place with Second Sight from the
start and that this was now putting that issue right. JA agreed that there should have been a letter
in place. PV suggested that if Second Sight's nervousness was that Post Office was trying to restrict
thern from raising issues she could assure JA that that the engagement letter was not designed to
restrict in any way Second Sight’s ability to investigate issues with Horizon that were raised by
applications te the Scheme; she would consider with advice from Chris Aujard whether she could
write a letter to Second Sight providing assurance that they could atways raise issues directly with
her and that they could continue to update JA on the progress of the Scheme and continue to raise
matters directly with James Arbuthnot in the same way as they had previously. JA commented that
he felt this would help, he then also raised the clauses restricting the areas that Second Sight coutd
provide comments on. In particular JA raised the restriction on commenting on Criminal
Convictions, Post Office’s prosecution policy and the legal liability that Post Office might have
towards any particular Subpostmaster.

PV commented that the priority had to be getting the cases through the Scheme and that Second
Sight needed to focus exclusively on that. PV also commented that Second Sight would not be
advising Post Office on Criminal Cases or their Prosecution Policy as they were forensic accountants
and not lawyers. PV reiterated that the only work that Second Sight were currently engaged by Post
Office to deliver was the work on the Scheme. AP pointed out that in terms of any spend by Post
Office they are a publicly funded organisation and the Post Office Board would wish to consider
whether any further work by Second Sight was good value for money given the amount of money
being spent on the scheme and the need to be able to assure external parties such as the NAQO that
goad value for money was being obtained. PV offered that if a meeting with her woutd be helpfut
then she was happy to do that. JA thought that would be helpful, particularly as Second Sight were
concerned that PV was not being briefed on issues.

ACTION Post Office to arrange a meeting between PV and Second Sight.

Discussion then moved to the Business Improvement Programme. PV talked JA through the changes
to the Post Office suspension policy and the change that had had on performance. JA commented
that this was a dramatic change. PV commented that the policy was more sensible and sensitive and
that it was coupled with increased training and support to Subpostmasters. PV also talked through
the changes to the termination policy including the new category of suspended termination. PV
explained that the business improvement programme had nine different workstreams and was run
as a separate programme from the mediation reporting into the network director.

PP ——— S ————
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PV then raised Post office’s prosecution policy. First she clarified with JA that Post Office was not a
prosecuting authority and had not been so since 1985, Since 1985 Past Office had heen taking
forward private prosecutions on the same basis as any company or individual in England and Wales
can. The Post Office Board had not yet taken a view on what the final policy should be but they
were considering how (including looking at how retailers and banks prosecute} what the policy
should be moving forward particularly as Post Office expected the numbers prosecuted to decrease
in a similar way to the decrease in suspensions, JA commented that this would be a difficuit
dilemma for Post Office to balance supporting their agents and protecting public money.

PV then updated JA on the work being done to develop the successor to the mediation scheme.
This work was currently at a very early stage but was important to Post Office for the future.

At the end of the meeting there was 2 short discussion of the length of Anthony Hooper's contract.
PV reassured JA that there was no intention to change the Chair of the Working Group and that the
contract length was just a function of the original expectation for the timetable to complete the
scheme,

David Oliver

07/02/2014
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et

From ABBLTHMUOT, lames [James.adsghidog
Sents 17 Rebrgary 2004 10242
Subjects AE: Fost Offee - proposed mesting

Dear Colleagues,

&s proenised, the mesting 1o update you on progress of the Post Office mediation scheme will now
take place on Monday 24 March, at 5.45pm, In Room T in Portoudlis Houss, § ettach an agenda
whtich vee wilf follow to give us the most use oul of the hour availabis. T hope vou will be able to
attend and would be grateful if you would let me krvnw, IF you can’t, you arg weicome to semd &
rgpresentative from veur office, but again, | should be grateful if you would fet me know.

1 weould like to mention 2 couple of matters in advence of the mesting. The medialion schame iz
running, and we must take care both to respect the privacy of individuat applicants and to avoid
skewing the mediation provess. Individuat casex vl net be up for discussion, but I am sure that i
anyy colieagus wanted to seek & separate mesting with Post Office to discuss an ingdividhuat cass,
Post Office woukd be happy to arrangs this separately,

I hope this is helpful, and ook forwand 1o sesing you on Monday 24 March,

YIRS BV,
Jaroms
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Pasila Wenneils
et Bracutive
Post (Milge

148 Qled Slrest

London ECIV O

E P
' g :;,.p;“ _JE P

v A . RV .-
8§ ey

Thank vou for vour sty of 14 May. I approciste alt of what you sy 1 aithough condintes e
ne worriad zbout the timg it s taking for the case reviews 1o appear, particlarly as | know
what cage reviews are only tie Beglnning of the rediation process, T e rathar aken sback
by the fact that only ong rvdew has bean cvpletad this far, This does not mean that |
view the process with scepticlam. It dess, Bowever, mean that you and I are going to have
o work hard o ensure hat the more restive mambers of our group are regsaured

i gt tha process.

Yo this end, © wondor if vou right give some thought to whad T osight convey to MiPs
rigarding the propused Huly mseting? 1 want 0 send them some news. Might you ler me
v your Thoughds o dhisY 1 can cartaindy repoet that only one case review has besn
Snlghrdd, angd thet the report we aif beffeverd Second Sight ware preparing B late Mardh has
vet b anpear, but T would e oo offer them something by way of an axgianation as to why
things are g solong, Might you draft something for me to consider dircaisting? Lwaodd
he st grateful if you could help in this matter,

You raise the matier of Alan Bates writing to the Minister, The Minister has dong guite the
rrect thing by teiling him that she has no eperstions! jurisdiction oy the Warking Gooup,

e by letting beth vou and Sir Anthony know thet Be bad been i toued with her,

Alan 15 a thoroughly good man, and must ba fadng somea rathar hefly pressare from
insibvidialy o have thedr Ceves resobred swiftly, 50 T am inglingd o forglve hir bt the
cuestion remeing why did e not feel b could approach either Sir Anthony ov you directly
with g concens? Do yas know why thig might be? 1 wonder ahether i might be worth the
three of g ~ o, Mg, e AR - mgeting 1o dear the air?

1 R wiither to B sRpressing my v concerms about his taking the taok he bas and
stading that Dwould not wiart to ase the Working Sroup and s process phaosd n any
senparcly, but often ¢ face-te-face meeting is & much better way of sortdng things aut,

GRO

Latme know what vou think,
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[REECIR S ]
EOIV 5+
For the atlentinn of Mrs 5 Bedlin
friminat Lase Review Conurdesion
5 St Phdips Plare
Buningiam
ERRCI A
Date &% e 2004
Soar Mre Parlin
Horizon Compater System
trdar o vaur rn:v .aisd 16 May 8074 and cortirm that ow predecsssor, Susan Crichion et the
i wainess ab the and shay 20003 1 anciogise for thie fact that vau have pot ressdved an updats on the

prngress of the ravisee b '»zmiutws iy POL ang bope Lo rechfy that with the informetion spt oulb Dedo,

§eonfirm that Breian Atian G0 completed bis revisw of PULS strategy and process e revievanyg
pantécirrent prosenutions giver the Bodings of the Second Sight ivtarim report fo which Susan Crickts
yeforyvad ey letler to o dated 26 dudy 2032,

A% ot wousld supaet, Mr Aimar's review wias toreugh, isaring to 3 detattedd raport, and {om pleased to
confirn that overall, fis view was that the review (carried e on behalf of POL by ap external firm of
eriminat speoadist solcilarsd was Rodamentally sound, and he did not dedent any qysternic or significant
Rl in the roview process, of i the auidence asisdng from £ He did however Hghlight that bessuse POL
hay 4 contimiing tuty of disclesurs, bith POL andd the sxternal fivm of soliitovso with vast sxperisnce of
rosnapng arel prending thees cases, vt rewsn prepared 1 keep under roview, and riconaider, past
LA reviews and disdinons desbions,

T gion v some detal, the process Inveived resiswing aff cases {both Crown Court and Magistratas
Cenrt) gaing hack to 1 Janoary 2000 {this being the sarlinst dote on which Hevizon Osline was migrated
irdss 2t post offior branches snd 15 2 sl date which Me Sliman O considered o be legical, prapartisrate
and prmchcable i lght of e known drourmstaneesh Bssentiadly the scherae wunlyed POUS solicitors
idertifying seery rase within the shove mentioned ravdew period iy which the primary or main wigerne
mpainat the defendant was based pa Morzan daa, and ing *udac alsp those vages involving suggestad
probtams with Haosizun tainhyg or support, This was dene by 3 rigarous sft redew grocess. Once
putentially affected case was dentifiad, seniny Ir -hpuse proseculars @ the asternal firm of solicitors carned
ot 2 sl case revieaw to determvine the sssentlal question "Had POL been possessedd of the material
snetained within the Secomt Sight Interin revor during te corrency if any particular prossoution
shouddlendd POL have baen regsiived o disctose some or all of that materis! to the deferen?” In casesin
which convictions had besn shtabed, this adss mesnt Considaring materiat for disclosure, which raght cast
dould on the safpte of the comvittion,

e st e dfice e ak
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The process ivobvad POLs external solicitors carmsing out a sift of 308 case files, & second sift of 349
cases, a full review of 5% cases {in which distloaurs was sdvised in 26 tases), and the discontinuanes of &
SR%ES,

{ean contirm that since the peblication of the Seeand Sight interirn raport on & July 20512, and despite
PFOL's thorough review, POL has, to dade, not ravedvail any apptication for perrmission 1o appeal to the Dowt
of Appeal,

| sppreciate that the above is 3 shoet precis of a very extensive pracedure aral shodl you have any furthay
cugstionsfregire any further darificatien, please o niot hesitate o condack me.

GRO

Yours singerely

Chrediiard f
Far ard on behalt of
Post Offoe Lt
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1A% CGld Strest
The 2t Han James Arbuthnot MP
Mouse of Daromons
LOKDON
""" SWA AA
12 dune 2C14
PRIVATE AND CONFIDENTIAL
Oear James
Tharhk you for your lelter of 20 Mav. | appraciate that as we approsch the summer recess MPs
wondd fike an update op the progress of the Mediation Scheme and agree that it would be halpful
Jar you 1o serd ong. However, | wouhl ke to consult with the Chair of the Working Groug, who

has been abroad for & period of time, shout what should go into such an update. | do not think the
correspoendence bebwean the two of us, which 5 conlidential, would be sutaiie 1o release for this
parpose, but subject to S Anthony's views | am sure we can work with vour office to develop an
appropriate update i

On the matter of Alan Bates’ letter, this wos dlscussed in detall at the Working Group and
afteveravds thie Thair wrole 1o the Minister correcling some of the inaccuracies, JFSA havs
continued 1o De an acive participant in the Working Group anid on that Basis | do ngd think that a
wipar the ai discussion is naedad at this point ~ but we will of course keep this helphd affer in
ming as the scheme prograsses.

fwiti be in fouch agaln ence | have discussed the proposed update with Sir Snthony,

GRO |

Mauia Vennells
Chisf Executive
worws. postnifive.couk

Revpsiarpd Urties 148 {od Soaeer, Lonwdas BV SHD
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London
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ity 2154

ey Sarass

Further 1o vy abier of Jone 12 siowd providing MPs with s spoats on
Madigtion Schame, | have comuiled with the Chaly of the Working Group, 85 we all &

not be appropriste to reisase condy rraation relsiing to ndividuel cased, Bt | sitech &
Aamay A an updeie showd progress of ine Schewme, agreed by S Asvhony, wikh cadd e
circubated te MPs,

(}V‘*t('-t‘ g‘(..

prae, i windd

hid i

5K YEDY

seribst roaintaming & thoroogh, far and aegiat

rych on enalling casss o miove through the process s guitky a5 puusiide,
ant approach, We would therefore be unable to g
rre formation i a rmeeung wath MPY gy the overdiew of e Scheme's wrogress grovided

P

3 s helpfid,

Yours sincorely

GRO

Paiila Yennelly
Chigf Execudve

seiny S
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Annex A

Scheme Update {as provided by Sir Antheny Hooper, Chalr of the Inttial Complaints Review antd
Madiation Schemel

v total, 150 applications have been mosde to the Scherne. TF those, § weve refected 23 ineligible
urder the terms of the Scheme.

A oof e 24 Buoe

s 37 nmees iy

+ Past e has rompleted 3 bwestinabury
& Thie Workivey Droupr s awaiboy 2% Dase Duestimaaine Respenes fie &

athvicers

2 Secarsd Sight have completed & case reviews

s 2 cases havr been passad o CEDR, the indenendant madistors for the Scherne, i srrange
& i gen passad 1 LEDR, the indesendant madistors for the Sy £ givang

rrgdianion.

Trises have uaforiunately been dedays i e progreas oF the Schemme, B hag taken Bager than
anticipatad to retdeve the rdurmation required & invvestigats the casss.

i asdition, e Warking Sroup bas bad 1o give sppiicants more spportunity than orginglly
anticipated to dardy thelr Case Duestionnaire Sesponses and 1o comment upan Foast (ffice and
Savond Sight reporty, This hae the advantage that £ 3 vue raaches the medistior Qage 1 shouid
verpbre e further nput frovs applicants.

Fach waak the Warking Graup ditcusses the progreas of the Secheme and triee In sncioe 2 spsedy

a yesaidin &3 posable,




POL00090358
- POLD00903S8

#140.1

Metadata
{ Fifenarmn {B16 PV o pcbasthnat 2 7 201901 pdf N T omsingd, |




POLO00090358
POL00090358
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Paiia Vanneis i
Chief Pyecative :
Post {iffice

A O Strent
Longore DOV WG

A,

~
N and Joundon

;

Thiank, you e your thar of 2 July 2014, which reachsd vy offies this marninig,

bundiestang your religarcs abool mg arwiiing fusthuyr 1o MPy han e by the
Anpex o vour igtier, 1wl clroudate this 1o the groud whin will, 1 suspert, be dlisappoingesdt
that v Further news oo b aifared,

Wit | oropnse 1o st 1o ther vig amali s as flinws

w

{ bl hoped that wee could schedde o mooting bafore surmmer doring whitth the Post Office
might offor us an updatn on bow tha madistion schores ks rogressing. T this end | %*-aw-*
haen i ceeraspondance with Paol Venrells, the Creef Brecative. | attach gb update o ney
effion, wiblon § beve Sush reosdyed,

t snpenrs Hhat nol 8 gt desd can be added towhal was sold iy our fast ety 1 568 ne
aint i trying to push for 8 meeling which offers no further detall than we heard ot tha basl

1 urderstand anid are soncerend thet the nvestigetions srd reviews ars talking longer thag
aiy of us antidpaiedh. 1 s possible {Dwasgh © hives nel bsen i s} that the Post Qs

sovsklen that nothing can De said sbow ary indhidual case untll somsihing van be sagd
atsout sl of them. Forhaps thate is 4 vich Iy the mingd of S Arghony Hooper thid To rolesise
i resuit of o case falgie oreetr pressunt on ancthey,

o e 2 srne
Raptember,

{irsmngd to press the Past Dfflee or thin poirt, to reconfieorn the naed 1o giv
subatantia arma:tsi;%:"u ang to comme back te you with & further spdate in

T v rght be coneny with Ihig ahproacty

{ pban o sending this at the end of this week. If you waould fike o suggest sny
arnerdrents, could v di so by ciss of day Thursday 10 July pease?

GRO
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""""" Vs ahhere
i Fhove s the aote felow aed wirh Povle’s et atraohed) slnt woot ead v yaboverd M shav JA& westorday,

Fhamve o an v aet of peasters 235 mud Aoswbieh Bebinds bas gooe duungh and Dol cinnlais adier
Hrunewsck bos sense cheoked ey,

Sl

. Frome: ARBLITHMDT, James Dol by
Send: 18 July 2014 11239
Subdect: Pust Office - proposed July masting

Dear Colleague

§ had hoped that we might schedule a mesting before surmer during which the Post Office might
effer us an update un how the medistion schisme 5 progressing, To this end 1 bave beeny in
cerrespondence with Paula Yennellz, the Chief Execufive, to ser what might be arranged.

it appears that not a great deal can be added to what was said in owr last meeting, The mediation

Lo seheme s progressing, but at @ slower pace than any of us wald have lked, Rather than held a
mpeting jlst before Becusy thwt will not reveal s than we already know, 1 would rather wait
uritl astuenn, but T do want 1o get a dats In the diary for a mesting then.

{ itach a note that Paula has sent which sets out the progress made sinceg our fast meeting. She
has reiterated to me that the integrity of the mediation stheme requires that confidentiality of
. vases be respected. In a letter 1o me she has also said that individual case details may not be
shared with ug at any point, including st the and of the Scheme.

T wauld ke to belleve that at the end of the Scheme we will be presented with & raport which
shows why and how we gob to the stage where oo many individuals wers {and still are) coming
forward with their concemns and thelr often harowing storigs, T do belisye that the mediation
scheme has a good change of righting things, but we shall sl need dlarity as to what happened
and why, and how it is being put right.
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Yosrs sYRT,

Iames

webaile. wewinssaiaingtans

LI Barfiomerd Dascladower: This e-ondl is confidentinl to the inteaded mapiont, T vou have recpived i fn
error, ploase sy i vendor and delete 3 S your sysiom. daxy unauthorised uae, dselosure, of popying
i5 et poibiad. This e-nail hes been cheeked for ves, but so hadulity o8 accopiad for any damuge vaused
by any vires ransmitbed by tds sl
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25 July 2014

Initial Complaint Review and Mediation Scheme

BRIEFING REPORT - PART ONE

PREPARED BY

SECOND SIGHT

This Report and accompanying documents are confidential and are not to be
disclosed to any person other than a person involved in the processing of
Applicants’ claims through the Scheme

Part Two of this report will be provided where necessary to the processing of
an Applicant’s claim
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1. Introduction

1.1. This report describes some aspects of Pest Office branch operating procedures and related
functions of the Horizon system. The report has been prepared by Second Sight, which is the
trading name of Second Sight Support Services Limited, the company appointed to conduct an
independent investigation of a number of matters raised by Subpostmasters, or former
Subpostmasters.

1.2. Horizon is the electronic point of sale system, which together with associated back office
functions is used across all Post Office branches to process and record a wide range of
transaction types. The term “Horizon" is used throughout this report to refer to hoth the
original Horizon system, which dates back to 1995, and the current version of Horizon,
introduced in 2010, known as Horizon On Line. Where important, the differences between the
two versions are explained. The Horizon system, inclugding the main technicat aspects of the
two versions, is described in more detail later in this report.

1.3. A Glassary of Terms has been provided by Post Office and is attached at Appendix 1. Examples
to demaonstrate how an individual transaction or process operates have been included where
refevant.

2. Structure of this document

2.1. This document comprises seven major sections providing:

¢ General information about Post Office, its branches and the role of Subpostmasters;

+ A description of the training and support functions as well as the Post Office audit and
investigation processes;

® An overview of the Horizon system and associated equipment;
s Anintroduction to the application of double entry accounting in Horizon;

s  Adescription of significant branch operating and reporting procedures and the associated
processing of transactions;

s  Apoutline of the treatment of losses and surpluses; and
#  An analysis of typical errors,
3. Post Office Branches and Subpostmasters
3.1. The Post Office was part of the Royal Mail Group untit the two businesses separated in April

2012. The majority of its income is self-generated, but it does receive financial support from its
uitimate shareholder, the UK government.,
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including staff in Crown branches (see below), Post Office directly employs almost 8,000 people,
in support of the Post Office network. These management and support roles include central
staff as well as field-based saies, development, training , audit and security teams,

in addition there are approximately 6,000 Subpostmasters, who are the main focus of this
report, and employees of "Multiples” {see 3.32}.

Post Office’s network of around 11,500 branches provides a range of approximately 170
products and services, as described by Post Office. This is set out in Appendix 2, including
banking and access to government benefits. Some of the consequences of providing such a
wide range of services are considered in Part Two of this report.

Subpostmasters

The majority of Post Office branches are run by independent Subpostmasters and are known as
"Agency" branches. Subpostmasters are, in the main, individuals who are contracted to run
Post Office branches. They operate as individual contractors rather than as employees of Post
Office and their position can be considered as being similar to that of a franchisee.

Before appointment as a Subpostmaster, the applicant is vetted by Post Office for suitability
and is appointed under the terms of a standard contract {see 3.13 onwards for more details].

Prior to 2001 Post Office sometimes charged a new Subpostmaster a fee in recognition of the
benefit arising from being granted the opportunity to run a Post Office branch. This fee took
the form of a 25% abatement of the Subpostmaster's remuneration for the first year following
appointment, but we are advised that such charges have now ceased.

Shoutld a Subpostmaster either resign or serve notice to terminate their contract for services
then Post Office will narmally seek to appoint a replacement Subpostmaster to the branch. If
there is no transfer of premises or retail business as part of the replacement appointment
process, as described below, then Post Office may levy an introductory payment on the new
Subpostmaster. Although this charge is not made in all cases it would be made as an upfront
charge at the start of the new Subpostmaster's contract for an amount equivalent to 25% (plus
VAT} of the gross remuneration for the branch in guestion.

As noted above, it is possible that as part of the appointment of a new Subpostmaster to an
existing branch, there could also be a transfer of premises and/or ancillary retail business from
the old to the new Subpostmaster. In such cases there would normally be an additional
financial agreement, effectively equivalent to a payment for goodwiil, between the parties.

Temporary Subpostmasters

in the event of a Subpostmaster being either suspended, or his/her contract being
terminated, a Temporary Subpostmaster may be appointed to take over the running of a
branch.
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3.11. Temporary Subpostmasters operate the branch and receive remuneration from Post Office
under the same contract terms as Permanent Subpostmasters, except that their notice period is
one week rather than three months. The terms under which a Temporary Subpostmaster will
operate from an incumbent Subpostmaster's premises will be agreed between the parties.
Typically, this involves the Temporary Subpastmaster paying a weekly or monthly “rent" to the
incumbent Subpostmaster.

3.12. Post Office keeps a list of pre-approved Temporary Subpostmasters who can be called upon
at short notice to take over the running of a branch in order to allow continuity of service.

Subpostmaster’s contract

3.13. The majority of Subpostmasters currently provide services to Post Office under the terms of
a standard contract, Although subject to several revisions over the years, it is understood that T
the core principles of the contract have generally remained unchanged since 1984,

3.04. Relevant sections of the standard contract are commented on in Part Two of this report and
a copy of the whole contract is available on request.

3.15.  Under the terms of the contract, Subpostmasters are remunerated hased on a combination
of fixed and variable amounts calculated according to the volume of business that they transact.

3.16. interms of carrying out Post Office business, the Subpastmaster is an agent of Post Office.
In legal terms, Post Office business is a transaction between the customer and Post Office
Limited, with the Subpostmaster acting as Post Office's agent to complete the transaction.

3.17. As the Subpostmaster is not undertaking business in his own name, the cash and stock held
at a branch is owned by Post Office and, in effect, the Subpostmaster acts as a steward of these
assets. Subpostmasters are “responsible for alf losses coused through thelr own their
negligence, carelessness or error” (contract clause 12(12)}. Subpostmasters are additionally
"required to make good any deficiency, of cash or stock, which may result from his assistant’s
actions” {contract clouse 15(2)).

3.18.  if cash or stock is lost due to the fault of the Subpostmaster, the Subpostmaster is obliged to
reimburse Post Office for that loss. The contract also provides that 'surpluses may be
withdrawn provided that any subsequent chorge up to the amount withdrawn is mode good
immediotely' (contract clouse 12{14}). The treatment of losses and surpluses is dealt with more
fully in section 9 of this report.

3.19. Errors by Subpostmasters can sometimes result in a Subpostmaster’s contract being
suspended and/or terminated, and/or action being taken to recover any related loss. An
evaluation of the significance and seriousness of any such errors and losses, together with any
associated action, is determined by Post Office usually after an Audit of the branch has been
carried out by Post Office staff (see 4.32 onwards for more detail on the nature of a Post Qffice
Audit).
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3.20. Where Post Office suspects criminal wrongdoing by Subpostmasters or their staff {as well as
staff at Crown offices) then it may exercise @ general common law right {only availabie in
England and Wales) to pursue a private prosecution. Alternatively it may refer the matter to
national prosecution authorities, as is required in Scotland (the Procurator Fiscal) and treland.
More serious cases such as armed robbery are referred directly to the police for action.

3.21.  Typical criminal prosecutions are for theft or fraud, including false accounting {the latter
where a Subpostmaster has declared transactions or stock and cash levels within the branch
which the Subpostmaster knows are not true).

3.22, Post office states that prior to any private prosecution being pursued the circumstances will
be investigated by the Post Office Security Team. This information is then reviewed by Post
Office lawyers to determine whether the case is suitable for prosecution.

3.23. Once a prosecution is underway and potentially proceeding to trial the case is kept under
review and should circumstances change Post Office can decide to stop the prosecution by
"offering no evidence".

3.24. if a defendant is convicted, either by their own guilty plea, which could follow piea
negotiations, or following a trial then the Court may order the person to pay Post Office's legal
and investigation costs and also possibly compensation. In some cases Post Office may seek a
Confiscation Order against a convicted defendant to obtain compensation for losses suffered.

3.25.  In addition to criminal prosecutions Post Office may use the civit recovery process to recover
sums claimed to be due from Subpostmasters. This process is not normally used where a
Subpostmaster is in post as agreement can often be reached to deduct any amounts due from
remuneration or by way of instalments. If the civil recovery process is pursued then this will
typically follow three, escalating stages (i.e. direct communication, involvement of external
lawyers and legal proceedings} during which further investigations of issues raised can be made,
possibly resuiting in an amendment of amounts claimed as being due.

3.26. Although retaining full contractual responsibility a Subpostmaster does not need to be
personally involved in the running of a branch and may employ assistants to conduct branch
business but is not required to notify Post Office of the arrangement. In some cases, a
Subpostmaster may employ a Manager to run the branch and may have only minimai personai
involvement in the provision of contractual services and day-to-day operations.,

3.27. Each Subpostmaster typically owns (or leases from a third party landlord) the premises from
which the branch is run. Other than Post Office setting minimum standards for the premises
(in terms of legal ownership rights, physical security, etc.) it is the Subpostmaster’s
responsibility to provide and operate the branch premises.

3.28. The premises may often be part of an existing business such as a convenience store, typically
referred to as the "retail business”. Part of the premises may be used for transacting Post

Office business and the Post Office equipment, cash and stock is generally kept away from the
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retail business although the new “local model”, which is being introduced as part of the
Network Transformation Programme (see 3.33 and 3.34), is changing this position,

Branch types

3.29. Although the focus of this review relates principally to the operation of "Agency” branches,
there are other types of branches within the Post Office network, which are staffedin a
different manner. These include “Crown" branches and “Multiples” as described in 3.32.

Crown

3.30. There are around 350 Crown branches that are directly owned and run by Post Office. The
staff at Crown branches are employees of Post Office Limited and each branch is run by an
employed “branch manager” rather than a Subpostmaster,

3.3%,  Staff and managers of Crown branches are employees of Post Office and, unlike
Subpostmasters, are not liable for losses as these are directly absorbed by Post Office, The
operating procedures at Crown branches are however largely the same as those at Agency
branches, including the operation of the Horizon system.

Multiples

3.32. Branches are sometimes located in premises operated by larger businesses, for example,
Cooperative convenience stores or WH Smiths. These larger businesses tend to have multiple
branches and are therefore called "Multiples”. The operating procedures at Multiples are
however also largely the same as those at Agency branches.

The Network Transformation Programme

3.33. The Network Transformation Programme (NT Programme) that is currently underway, is
seeking to change the way that Post Office services are offered in branches with particular
reference to the hours during which Post Office services and products can be provided.

3.34. Under the NT Programme, Agency branches are being transferred to either 2 “Main 8ranch”
model in which a dedicated Post Office counter, physically separated from the Subpostmaster’s
own retail business, will be maintained, or a “Local Branch” model which fully integrates Post
Office services within the retail business. This wili allow Post Office services to be offered for
longer hours than before, and may help to resolve some of the issues about hours of opening,
end of day cut off procedures and the need to keep separate records where Post Office
products are sold from the retail business, for example National Lottery products.

The National Federation of Subpostmasters (the NFSP)

3.35. The NFSP is an independent organisation representing Subpostmasters in their dealings with
Post Office. Although not all Subpostmasters are membaers of the NFSP, it is the only
organisation recognised by Post Office to negotiate rates of compensation for branch services
on behalf of Subpostmasters nationwide. The NFSP works very closely with Post Office on a
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range of issues including security, operational systems and technology and its 24-hour helpline
provides advice on staff, contract and other issues, except for those relating to Horizon,

The Justice For Subpostmasters Alliance (the JFSA)}

3.36. The JFSA has been instrumental in setting up the Complaint Review and Mediation Scheme
and is represented in the Working Group. Its role is to ensure that the process addresses
significant issues that have been raised by Applicants and moves them towards resolution.

4, Training, Support and Auditing

4.1. This section summarises the various training, advice and support functions provided to
Subpostmasters and how these have evolved over the years. An overview of the Post Office
audit and investigation function is also provided.

NBSC

4.2. The Network Business Support Centre (NBSC) was established in December 1999 to provide
phone-based support to Subpaostmasters and their staff. The hours during which this support is
available has changed over time.

4.3. The NBSC's mission is primarily to provide assistance to Subpostmasters with probiems arising
from the processing of transactions carried out through Horizon, as well as how to deal with
mistakes and issues arising out of the monthly branch trading statement {see 8.8 and 8.9).

4.4. New NBSC staff themselves receive a four-week training course and ongoing training on new
products and services as they are introduced. Observations on the quality of support and
product knowtedge are included in Part Two of this report,

4.5, Post Office currently employs the equivalent of 70 people within the NBSC to receive calls,
undertake second line support as required and carry out administrative roles, although the
number of staff actually on duty at any one time to receive calis will vary. The NBSC receives
on average approximately 1,700 calls a day. Potential peaks of call volumes to the NBSC have
been "smoothed" by spreading branches across four trading groups, such that required monthly
sukemissions from branches, with associated queries to the NBSC, do not all fall on the same
Wednesday evening in sach month.

4.6. The NBSC operates a two-tier escalation process so that if the N8SC advisor is unable to initially
resolve the query/issue with the caller, the call is escalated to Tier 2 where maore expert advice
can be provided. If this still does not resolve the issue, the Branch Support Team will decide if
further training or face to face branch support, which is outside of the NSBC's remit, is required.

4,7. We have been advised by Post Office that the performance of the NBSC staff is measured on
the time advisors take to answer the phone, referred to as a "Grade of Service", and we are
advised that the target is to answer 70% of calls within 30 seconds and to have no more than
5% of abandoned calls {i.e. where the caller hangs up before reaching an advisor). We are
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also informed that additional measures, including surveys of "Subpostmaster Engagement
Support Satisfaction”, have recently been introduced.

We also understand that, in the event of a complaint about a specific issue, the NBSC's target is
to resolve 95% of such complaints within 10 working days.

The use of these metrics to evaluate performance and any conclusions relating to the quality of
advice and support received from the NBSC and the Horizon Service Desk is deaft with more
fully in Part Two of this report,

Horizon Service Desk (HSD)

In addition to the NBSC, Subpostmasters can access Horizon On-Line Help and may contact
the Horizon Service Desk (HSD), which is operated by Fujitsu.

The HSD deals with technical issues concerning Harizon and in the event that a technical
issue cannot be resolved in a telephone call the HSD can arrange for an engineer to attend the
branch to investigate the issue further.

A number of calls by Subpostmasters for support are apparently made to the wrong helpline
and have to be redirected. We have been advised by Post Office that approximately six
percent of calls received by HSD do not relate to technical issues and are transferred to NBSC,
whereas approximately two percent of calls received by NBSC relate to technical issues and are
redirected to HSD. We return to this issue and comment on possible reasons for this lack of
understanding by Subpostmasters in Part Two of this report.

Field Support

Post Office has a dedicated Fleld Support Team responsible for induction and on-going
transactional training for all Subpostmasters. Although the structure of the team has changed
over the years, it currently consists of 227 Field Support Advisors (FSAs) who, together with 18
Field Team Leaders (FTLs), provide training and support to branches. in addition, they deai with
Subpostrmaster queries and carry out Audits - see below for further information and comment
on Audits.

The Past Office network of branches and Subpostmasters is currently managed as three
distinct groups. The first two of these groups, "The Top 2000" and "The Next 2000", are
individually managed with an apparent focus on sales potential and performance, rather than
providing operational support, although non-sales issues are addressed as required.

The third group are classed as “Branch Support. They are not pro-actively visited and do
not have a Post Office employed manager assigned to them, resulting in their first point of
contact and support being the NBSC. There are a number of escalation points depending on
the nature of the issue and, ultimately, if the Subpostmaster experiences a problem that cannot
be resolved over the telephone, a visit by a Field Support Advisor can be arranged.
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4.16,  As noted above, the Field Support Team is responsible for matters such as:

e Delivering classroom training to all new Subpostmasters and those who are going
through the NT Programme.

»  Training on site following a branch transfer,

» Requests from branches for additional or remedial training by FSAs. NB The
Subpostmaster will normally receive the training and is then responsible for training his
or her own staff,

= Undertaking Compliance and Financial Audits, which can also include providing further
training to Subpostmasters on matters identified by such Audits. More than 3,000
Compliance and Financial Audits were undertaken in 2013 in addition to 2,873 Cash
Count and Stock Check Audits.

4,17.  In addition to the Field Support Team, there are others within Post Office who provide
training and support, either on a face to face basis or remotely by telephone, These include
Mail Development Managers {for branches which receive a high volume of mail) and the Branch
Standards Team.

4.18. The Branch Standards Team was established in 2009 as a telephone-based intervention
team. The team regularly contacts branches regarding a wide range of performance issues and
errors, ensuring that the hranch is aware of the correct operational procedures to follow.

4.19. There are a number of other teams across Post Office who may also come into contact with
Subpostmasters (such as product specific teams, for example the National Lottery team) and
who may, in some cases, recommend additional training. The Subpostmaster can also request
further visits and training from the Field Support Team.

Training

4.20. Post Office will typically provide new Subpostmasters with training both prior to and after
taking up their position in branch. Training can cover matters such as how to transact products
and services; reconcile the day’s transactions; “remming” in and out cash and stock {see below);
and despatching cheques to processing centres.

4.21. Subpostmasters are also advised on how to balance the branch on a weekly basis, rolt over
into the next weekly balancing period and how to balance at the end of the monthly “trading
period”. As part of this training, Subpostmasters are shown how to verify transactions and the
cash and stock on hand if discrepancies arise; how to accept or to challenge Transaction
Corrections {see 7.30 onwards); how to make good any losses and gains; and how to raise
issues about errors/discrepancies.

4.22. As set out below the nature of this training has evolved over time and a summary of the type

of training that has been provided by Post Office in the past is set out below. In addition to on-
going training related to operational processes, specific training was provided as part of the
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introduction and implementation of the original Horizon system and then the migration to
Horizon On tine.

2001 —- 2002

4.23. Classroom training was offered to new Subpostmasters followed by ten or eleven days of
onsite training and support. This would be followed by one day of follow-up support on how to
carry out balancing at the end of the trading period, referred to as "balance support”.

2003 - 2006

4.24, Between five and ten days of classroom training was offered to new Subpostmasters {the
training being optional) and five to ten days of onsite training and support was then given
depending on whether the classroom training was attended. This would be followed by a
further day of follow-up balance support.

2007 - 2011

4,25, New Subpostmasters received five, eight or ten days of training on foundation, sales and
other specialised modules. Six days of onsite training and support was provided, again
foliowed by one day of follow-up balance support. in 2007, after a pilot scheme, follow-up
telephone calls were introduced at intervals of one month and six months after a branch was
taken over by a new Subpostmaster, with a one-day site visit taking place three months after
the branch was taken over.

4.26. A Subpostmaster may choose not to attend training, or only attend part of a training session
if, for example, he or she has worked in a branch previously and therefore already knows how
to operate Horizon and carry out transactions. Once initial training has been provided, it is the
responsibility of the Subpostmaster to train his or her staff and ensure that updates or new
procedures are followed and communicated to their staff. Equally, itis for the Subpostmaster
to ask for further training and/or assistance if it is required.

4.27. In 2012, as part of the wider steps being taken to “transform” the network, Post Office
tailored its training to refiect the specific role being undertaken and rolled out further training
depending on, for example, the experience of the Subpostmaster, the type of contract they
would be operating and the number of employees they have,

4.28. The precise training given to a Subpostmaster therefore depends on a number of factors
such as whether the Subpostmaster is completely new to the role, whether he/she is taking
over an existing branch with existing staff, the size of the branch, the branch operating model
{i.e. Mainor Local) and the types of products and services to be transacted.

4.29. Post Office’s approach to structuring its relationships with Subpostmasters has evolved over
time.

4.30. Branch classifications, roles and titles have changed with Retail Line Managers and
Performance Advisors becoming Sales Managers and Area Performance Managers, who by
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2008/9 were replaced by Commercial or Community Business Development Managers. The
Business Development Manager role has itself now been replaced by an Area Sales Manager
function,

4.31,  Also, in 2008/9, the transactional training teams, previously functionally part of Post Office's
HR department, were renamed as Network Field Support Advisors and the Financial Audit Team
was merged with the Network Field Support Advisor team. As a result, Field Support Advisors
. now conduct both training and Audits in branches.

Auditing

4,32.  in order to monitor and validate performance, Post Office will often conduct Audits of
branches. This allows Post Office to assure and verify its assets, which are held in branches and
to ensure compliance with reguiatory and business requirements. The Post Office term “Audit”
as referred to in this Report is mainly used to describe a cash and stock count carried out solely
by Post Office, which may be supplemented by a Compliance Audit. in the event of a material
shortfall arising during an Audit, it is common practice for any Compliance Audit to be deferred.

4.33. A Subpostmaster with concerns relating to the resuits of a Post Office Audit may only use
the services of an independent auditor in order to verify the results if that auditor is given
access to the branch’'s secure area and to Horizon as a registered user. However that person
would only have access to the same data as that available to the Subpostmaster. Furthermore if
the Subpostmaster had been suspended they would not then be able to register that person
and give them access to Horizon or the branch's secure area.

4.34.  Audits will normally take piace:

«  When a risk at a branch has been identified (e.g. the branch is continually suffering
shorifalls);

s On the appointment of a new Subpostmaster;

»  On the transfer of the branch to a new Subpostmaster (a further audit will often take
place between six and nine months after the date of transfer}; or

¢ Following a robbery or burglary {in support of loss mitigation).

4.35. Asitis not possible for Post Office to visit and carry out an Audit at every branch each year,
it also undertakes Audits whereby branches are selected at random to be audited, As well as
the normal cash and stock verification and evaluation of adherence to Post Office’s systems and
practices this approach also assists with the risk profiling of branches.

4.36. The precise nature of the Audit witl depend on the reason for the audit being undertaken,

but will normally be restricted to a simple count of cash and stock, As such, it has only limited
value in investigating and understanding underlying causes of errors and fosses.
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Within this context audits will usually include checks such as:

o For branches with paystations or lottery terminals, ensuring any overnight Transaction
Acknowledgements (see below) have been properly accepted;

e Checking the cash dectaration for the previous trading day;

®» {ounting and recarding the amount of stock and the cheques held in the branch against
the record maintained on Horizon; and

e Verifying any foreign currency held in branch.

4.37. As noted above this may sometimes be supplemented by a Compliance Audit to ensure that
regulatory and business requirements are being followed. If compliance issues are identified
this may then be followed up by the Branch Standards Team who will assist the Subpostmaster
in rectifying the compliance issues. If an issue cannot be rectified by the Branch Standards
Team, the Team can arrange for a Field Advisor to visit the branch and/or for further training to
be provided.

4.38. The results of the Audit should normally be discussed with the Subpostmaster. In the event
of a shortage being identified, an audit may result in the Subpostmaster being asked to "make -
good” the loss {i.e. toreimburse the loss to Post Office from the Subpostmaster’s own funds).
it may also result in a Subpostmaster receiving what is termed a “precautionary suspension”, of .o
both contract and remuneration. Further details of the treatment of shortages in other
circumstances and how they arise and can be addressed are set out in section 9 of this report.

5. Horizon and associated equipment

5.1, As an understanding of the operation of the Morizon system is fundamental to an appreciation
of many of the issues raised in the Complaint Review and Medlation scherme this section
provides a broad description of how Horizon (both the original version as well as the amended
version, known as "Horizon Online" or "HOL") is structured and operates, as well as giving
information relating to other equipment used in Post Office branches, including Automated
Teller Machines {ATMs).

5.2. Horizon is the electronic point of sale IT system used across alt 11,500 Post Office branches to
undertake transactions {from selling stamps to cash withdrawais and currency exchanges).
Horizon supports approximately 30,000 terminals in branches , with 68,000 users having access
to the system. In 1985, Post Office commissioned the development of the original system from
the company now known as Fujitsu Services Limited and we are advised by Post Office that the
system has been accredited in accordance with the Payment Card Industry Data Security
Standard.

5.3. The whole, bespoke, system comprises the following elements:
» (Computer hardware and communication equipment which is instalied in each branch

including touch screens, counter terminals and printers;
» (entral Data Centres where transaction data from every branch is stored;
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e Control and monitoring systems; and
e Testing and training.

The foliowing brief description reflects the way in which the current version of Horizon, known
as “Horizon On fine” or "HOL" operates. This was rofied out by Post Office in 2010 as part of its
Horizon Next Generation (often referred to as "HNG-X") Programme to provide a simplified
network based on the centralised processing of data. The main changes, compared to the
earlier Horizon system, principally affected the way in which each terminal communicates
transaction data to the central Post Office Data Centres and did not significantly impact on the
actual use of the system in each branch,

Prior to the introduction of Horizon On Line, the data relating to each customer transaction was
processed and stored by a designated master terminal in each branch before being transmitted,
in batches, to a central Post Office Data Centre. In the event of power or equipment failure at
a branch this could mean that transactions couid be lost and would be subject to a recovery
procedure. Under Horizon On Line, each branch terminal now communicates directly with a
Post Office Data Centre on a transaction by transaction basis, which should reduce the potential
for transactions to be lost. This is explained more fully in the following section on
“Connectivity”.

In arder to function, Horizon must be "online” and each terminal connected to a Post Office
Data Centre via a secure communication line with a back-up system, provided by Post Office,
normally comprising a mobile phone connection. The Subpostmaster is responsible for the
provision of and payment for the communication line itself,

Transactions in Horizon can only be physically entered by someone with a user D and an
associated password. Formal approval of a new user can only be carried out by Post Office but
new users can be added to the system and allocated a User [D by a Subpostmaster or other
person once that person has been set up with "manager access” by a Field Support Advisor .
Once 8 User ID has been allocated then the required associated password can be set either by
Post Office or by the Subpostmaster before being subseguently managed and changed by the
approved user.

Individual transactions are conducted through a sevries of "conversations”, each of which has a
unique sequential serial number. Horizon records all data centrafly in the Branch Database in
the Post Office Data Centre and a copy of ail transactions is also made to a separate audit server
at Fujitsu where they are stored independently. Post Office has advised that a limited number
of security personnel at Fujitsu have read-only access to this audit server.

Post Office has additionally confirmed that it is their understanding that it is not, and pever has
been, possible for anyone to access Branch Data and amend live transactional or stock data
without the knowledge of the Subpostmaster or their staff.

Financial data is stored by Fujitsu for a period of seven years, in line with Post Office data
retention policies, after which it is destroyed. This time limit as well as the available financiat
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budget to process requests for information has, in some instances, posed serious barriers to
subsequent investigations.

5.10. Inorder to ensure the integrity of the data held in and processed by Horizon the system
aperates a number of integrity checks, Examples of such checks include the following:

¢ Data passing from Horlzon to third parties or to Post Office’s “back office” are driven
from one source to ensure that every recipient receives the same data,

e Financial transactions such as banking withdrawails and card payments are automatically
matched against the view of the transaction held by the customer's bank {i.e. if £100
has been withdrawn at a branch, this wiil be recorded in Horizon and wili be
subsequently matched against the bank’s record that £100 has been withdrawn}, f -
discrepancies arise they will be addressed following Post Office’s proceduras as
described below,

Connectivity R

5.11. £ach Horizon terminal requires a direct connection, provided and paid for by the
Subpostmaster, to a Post Office Data Centre in order to process transactions and this Post
Office Data Centre in turn communicates with third parties {such as banks, the Royal Mail, DVLA
and local autharities) in order to complete transactions,

5.12. The communications equipment in each branch needs to be connected to both a power
supply and a communication channet in order to operate and process transactions.
Connectivity issues can arise and may cause operating difficulties and errors, For example,
when there is an interruption in the power supply or a breakdown in the communications line.

5.13. Al Horizon transactions are conducted over a secure virtual private network between the
terminal in the branch and the systems within Post Office Data Centres, which allows private
data to be shared securely across the internet.

5.14. When serving a customer, transactions for some products can be completed within Horizon
and immediately send information directly to Data Centres during the transaction, whereas
some do not interact with the Data Centres until the customer transaction has been completed.

5.15. If thereis an interruption to the power supply, there is a possibility that transactions may
not have been fully and properly captured at the Data Centre,
Harizon will normally check to determine whether there are any incomplete transactions
following an interruption and if possible wil try to remedy the lack of data.

5.16. The user will be prompted, once the system is reconnected and the user is logged back on,
with a message containing instructions on how to recover the interrupted transaction. This

message should confirm whether the customer’s transaction was completed and whether any
payment needs to be received or made.
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5.17. The steps which need to be taken {as directed by Horizon) will depend on the type of
transaction being processed during the power or equipment failure (see 5.14).

5.18.  Similarly, if there is an interruption to the communication channel and/or a failure to
automatically connect to the mobile phone backup device provided by Past Office during a
customer transaction, Horizon is designed to prompt the user with on-screen messages
explaining what to do and whether to cancel or retry the transaction.

5.18. If the Horizon messages are not clear or are not clearly displayed for sufficient time, and the
user does not follow the recovery instructions correctly, this can result in a failure to process all
or part of the customer's transaction and later result in a balancing error,

5.20. We have been advised that Fujitsu (see above) has a process by which it proactively
monitors the primary and back-up connectivity between branches and Data Centres and, if
alerted to a connectivity issue, will normally investigate and try to resolve the issue as soon as it
is detected.

5.21. Thereis also a risk of hardware failure, but this should als0 be visibie to Fujitsu and
depending upon the nature of the fault may in some cases require branch equipment
replacement (see Branch Error Analysis section below), referred to as “swap cuts”.

Associated eguipment

5.22. Within a Post Office branch there may be various pieces of equipment used to conduct
specific transactions. A description of the main items and the main operational requirements is
set out below.

Automated Teller Machines (ATMs)

5.23.  In 2005, Post Office awarded 3 contract to Bank of ireland to provide ATMs In its branches.
Bank of ireland is a member of LINK {the UK network of ATM providers). it provides and installs
the ATMs in Post Office branches, delivers training and offers technical and maintenance
support. Itis also responsible for the settlement process (between Post Office and each
customer's bank account) and handles customer queries about ATM transactions.

5.24. Insupport of the operation of ATMs installed in branches, Post Office provides cash {notes
which the ATM dispenses), while cash-loading, basic first line maintenance and associated
accounting are handled within each branch.

5.25.  Oninstalfation of an ATM, operational training is provided by Wincor, a sub-contractor to
Bank of ireland. When responsibility for a Post Office branch, which already has an ATM,
transfers to a new Subpostmaster, ATM training is provided by Post Office as part of its
standard training package.

5.26. Each branch is alsa provided with a Bank of Ireland ATM Operator Manual on how to use the
ATM, which includes descriptions of how to load cash into the ATM, how to obtain the ATM
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cash dispensed "totals receipts” and how to use the ATM's Cash Management menu. Each
branch is also provided with "Accounting Instructions for Bank of Ireland ATMs" which explains
how activity on an ATM should subsequently be recorded in Horizon by the Subpostmaster.

5.27. Each day, the Subpostmaster must print from the ATM a "totals receipt” that provides the
number and value of withdrawal transactions and retracted cash transactions {where a -
customer forgets to take their cash and it retracts back into the ATM). The data from this
receipt must be manually input into Horizon by the Subpostmaster or branch staff. In the rare
circumstance of a retracted transaction, the retracted cash must be physically removed from
the ATM by the Subpostmaster, counted, and the amount also recorded in Horizon so that the
customer’s account can be re-credited.

5.28. Once a week, the Subpostmaster should remove and count all the cash in the ATM and -
manually record this figure in Horizon {in addition to recording the totals shown on the ATM
receipt as described in 5.27).

5.29, Part Two of this report comments in more detail on some of the operational aspects relating T
to ATMs.

PayStation

5.30. A PayStation is a standalone payment device that allows branch staff, on behalf of
customers, to carry out certain bill payments, E-Top ups, as well as make electricity key and
Quantum gas card top ups.

5.31. PayStation is predominantly used as a cash-only payment device although it does have the
facility to accept debit card payments. The PayStation equipment in each branch consists of
the main terminal along with a magnetic card reader and a barcode scanner, all of which are
provided by a separate company, lgnenico.

5.32. PayStation works as a simple operational interface and is activated by either a barcode scan
or card swipe, The PayStation machine can also be operated manually. Once a transaction -
completes, receipts are printed for both the customer and the branch.

5.33, PayStation transactions usually require third party authorisation. For exampie, a mobile
telephone top up request will go from the terminal to the mobite network provider, who will
then confirm that the mobile telephone network is correct, that the customer’s handset is a
prepayment device and will then issue a unique code aliowing the branch to credit the
customer,

5.34. The Subpostmaster obtains from the PayStation terminat a daily record showing that day's
transaction totals. Overnight, the PayStation terminal reports the day's transactions to the
Post Office Data Centre which in turn sends a Transaction Acknowledgement {see 7.41 to 7.48) o :
to the branch. When logging on the next day, the Subpostmaster checks the Transaction
Acknowledgement against receipts and may then confirm the Transaction Acknowledgement,
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after which the branch's cash position on Horizon is adjusted accordingly to reflect the value of
the previous day's transactions.

Lottery

5.35. National Lottery products are provided and serviced by Camelot UK Lotteries Ltd. These
transactions are processed through a separate on-line terminatl in each branch. This stand
alone Lottery or Camelot terminal is not directly connected to Horfzon. The Lottery terminal
can be located behind the Post Office counter but in most instances, it is located on the retail
side of the branch.

5.36. National Lottery products are currently available in approximately 6,000 Post Office
branches with two thirds of annual revenue coming from sales of Lottery tickets and one third
from scratch cards.

5.37. The Lottery terminal is used for the sale of Lottery tickets and to activate scratch cards
before they are sold whereas the paying out of Lottery prizes and the recording of scratch card
sales is conducted on Horizon.

5.38. Atthe end of each trading day a daily summary of Lottery transactions for that day is printed
from the Lottery terminat by the Subpostmaster and retained in the branch (so that it can, if
necessary, be reconciled later against any Transaction Acknowledgements or discrepancies ~
see belaw). Overnight, Camelot will send a data file containing details of all Lottery
transactions undertaken by the Lottery terminal to Post Office. This is used as follows:

Sales

5.39. The value of all online sales is sent to each branch overnight as a Transaction
Acknowledgement. Horizon assumes that all Lottery ticket sales are conducted for cash (as this
is the only method of payment permitted by Post Office for Lottery sales) and the Transaction
Acknowledgement therefore increases the amount of cash recorded in the branch accounts in
Horizon by the value of the sales conducted the previous day.

5.40. If the Lottery terminat is kept on the retail side of the business, and payment for Lottery
products is processed through the retail titl point, the Subpostmaster must physically transfer a
corresponding amount of cash from the retail business to the Post Office branch’s cash
holdings.

5.41. If the Lottery terminal is operated as part of the Post Office counter, then the cash payments
will already have been automatically recorded in Horizon.

Scratch card stock

5.42. Packs of scratch cards are sent to branches by Camelot. Before selling the scratch cards the
branch must record the receipt of the seratch cards so that they can be tracked within the
branch's stock holdings. This is dane by "activating’ each pack of scratch cards on the Lottery
terminal, which allocates a unique identification number to each scratch card and scratch card
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pack. If a pack is not activated then Camelot may subsequently decline to pay out any prize on
any winning scratch card within that pack.

5.43. The overnight data file contains details of the number of scratch cards activated at each
branch. A Transaction Acknowledgment is then sent to each bhranch, which increases the
amount of scratch cards recorded on Horizon as being in the branch's stockholdings.

5.44. Before February 2012, this process was manual. The Subpostmaster was required to
activate scratch cards on the Lottery terminal and then manually record the new scratch cards
on Horizon a5 an increase in branch stock,

Prizes

5.45. Where a customer claims a prize on a winning Lottery product, the ticket or scratch card
must be scanned on the Lottery terminal to validate the prize. if the prize is less than £500, the
value is paid out in cash by the retail side of the business. If the value is over £500 then the
prize must be paid by a cheque generated by the Horizon terminal.

5.46, Where a Subpostmaster pays out prizes in cash from the retail side of the business, they will
be recorded on the daily receipt generated by the Lottery terminal. The Subpostmaster then
uses this information to manualy enter the prize payouts in Horizon each day. By recording
prize payouts, the cash position in Horizon is reduced and the surplus cash should be physically
removed from the Post Office cash holding and transferred to the cash holding belonging to the
retail side of the business,

5.47. Post Office reconciles the prize payouts recorded on Horizon {both cash and cheque) against
the overnight data file from Camelot. Any discrepancies are corrected by way of a Transaction
Correction {see 7.30 onwards}.

5.48.  Scratch cards can be sold directly through the Horizon terminal or are permitted to be sold
from the retall side of the business and later recorded in Horizon. Sales conducted directly
through Horizon will automatically make the necessary adjustments to the branch's recorded
cash and stock holdings to reflect each sale.

5.49. If a Subpostmaster chooses to sefl scratch cards from the retail business, a record of scratch
card sales has to be maintained so that at the end of each day the volume and value of scratch
card sales for that day can be manually input into Horizon.

Horizon will assume that alt the sales have been for cash and hence the Subpostmaster must
also physically transfer the corresponding amount of cash from the retail business into the Post
Office cash holdings.

6. Horizon Double Entry Accounting

6.1. As well as processing transactions, Horizon is also an electronic accounting system which tracks
every transaction input to the system in a branch and ensures that relevant and correct double
entry hookkeeping is applied. Those transactions include hoth those recording sales and
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services to customers as well as deliveries of cash and stock in and out of the branch. Horizon
enables staff in a branch to run reports referred to as “Balance Snapshots” as and when
required, so that they can look up the recorded amount of cash and stock that is meant to be
on hand.

The system's core principle is that of double-entry recording (i.e. entries generally have a
corresponding and opposite entry so as to “balance” the account). For example, if @ product is
sold for cash this should in most cases result in a reduction in a branch’s stock levels of that
particular product line and a corresponding increase in the amount of cash recorded as being
held at the branch.

A typical example of doubie entry would be the processing of a "personal banking” cash
withdrawal by a customer, Horizon would record a credit (a reduction) in physical cash
holdings in the branch due to money being paid to the customer. It should also record a debit
in the payments section of the Balance Snapshot to reflect the debt now due to Post Office
from the customer’s bank.

The effect of this double entry system is that an inputin one part of the branch's accounts will
cause corresponding changes in other parts of the accounts,

Example:

A reduction in stock {e.g. postage stamps) held In a branch, following a sale, will
automatically increase the amount of cash by the same value, as Horizon will assume that
the stock has been sold.

So if, for example, stamps to the value of £10 were sold then this would be recorded in
Horizon with the value of the stock of stamps reducing by £10 and the amount of cash
recorded in Horizon automaticaily increasing by £10.

it will sarnetimes be necessary to manually adjust stock levels in Horizon {either up or down)
to reflect the reality of the amounts physically on hand in the branch. [f however sucha
reduction in, for example, the stock of stamps was incorrect by £10, then when the amount
of physical cash actually heid in the branch is compared to the amount of cash recorded in
Horizon, (assuming that all other transactions are perfectly correct} the bronch will be £10
short,

In this way, the error in accounting for stamps has migrated across the accounts to manifest
itself as a cash shortfafl.

However, the branch should also now be actually holding £10 more in stamps than the
amount shown in Horizon. This creates a "surpfus" of stamps physically in the branch.

in this scenorio, there is therefore no net overait foss. If identified by the Subpostmaster then
the error can be corrected by manually increasing the value of starmps recorded in Horizon by
£10, which will then automaticaily decreose the amount of cash recorded in Horizon by £10

{as Horizon will assume that as there are now more stamps in the branch, those extra stamps

Page 19



POL00090358
POL00090358

must not have been sold). This should bring in line (or "balonce”) the branch's accounts
recorded in Horizon with the actual cash and stock holdings in the branch.

7. Branch Operating and Reporting Procedures
7.1. In simple terms, most individual customer transactions are processed as follows: J—

» A customer approaches the branch counter and requests certain transactions;

s The Subpostmaster selects the appropriate product or service on the Horizon terminal and,
if necessary, inputs the value of the transaction {e.g. cash withdrawat from a bank account of
£100};

& This process is repeated for each individual transaction requested by the customer {e.g. at
the same time as the cash withdrawal, the customer purchases £10 of stamps);

# Horizon groups the individual transactions together in a “basket” of transactions and
displays the net amount to be paid to the customer or which needs to be taken from the
customer {e.g, in the above situation, the net cash due to the customer is £80);

e |f payment is to be taken from the customer, the Subpostmaster will select the payment —
method (e.g. cash, chegue, debit card, etc.). Thisis referred to as the Method of Payment
(“MOP");

e The Subpostmaster takes the payment from the customer or pays out cash to the customer
as required. This final payment out or in (whether by cash, cheque or other method)
records a final line in the transaction record that offsets the net value of the transactions
and brings the basket total to zero. {e.g. if a customer buys £10 of stamps for cash the
stamps would show as a negative £10 and the cash received would show as a positive £10, .
thereby bringing the basket total to zero);

» The Subpostmaster completes the transaction in Horizon, which closes that basket from that
branch terminal and updates the branch's cash and stock records in Horizon (e.g. in the
scenario above involving a stamp purchase and cash withdrawal, the branch's cash will have
decreased by £80 and stamps aiso decreased by £10).

7.2. Whilst it might appear from the above scenario that any errors should be easy to identify, the
saurce of errors during a process may not always be easy to determine. The potential impact
and consequence of muitiple transactions and associated issues is deait with more extensively
in Part Two of this report.

7.3. For cash or cheque only transactions carried out in a branch, Harizon delivers and records the
entire sale or service to a customer, at the point of sale. For example, a bar-coded utility bill
payment, paid in cash, is completed wholly in Horizon, with no related paperwork to process
and no use of other terminais that are not connected to the Horizon system.

7.4. Some transactions, where the method of payment is a credit or debit card, require in addition
to Horizon, use of the LiINK banking system accessed through a PINpad terminal,

7.5. Other transactions also require the use of other equipment. Exampies include Lottery ticket
sales and Scratch card Packs {see 5.35 onwards), which must be transacted on the separate
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Lottery terminal, Horizon is then updated the next day by Transaction Acknowledgement as
explained below,

7.6. There may also be various other steps (e.g. completing and sending various receipts and
paperwork) that the Subpostmaster needs to take to complete the transaction, which are
specific to the product in guestion, such as Motor Vehicle Licences,

Stock units

7.7. There is a capability within Horizon to create "stock units". These are in effect separate ring-
fenced sets of sub-accounts within the branch’s general account in Horizon, Although there are
no mandatory business requirements for how many stock units a branch has to bave, or how
they are physically deployed, the creation of a stock unit by a Subpostmaster will cause Horizon
to create a separate sub-set of accounts connected to that stock unit.

7.8. If cash and stock are transferred from the main branch stock to a stock unit, this cash and stock

is then recorded in a separate set of accounts for that stock unit {and correspondingly removed

from the general branch accounts).

7.8. When a member of branch staff is preparing to serve a customer, they will fog onto Horizon
with their User ID and password and link themselves to 8 specific stock unit.

7.10. Any transactions conducted will then be recorded against that stock unit, with the
corresponding changes to cash and stock levels being recorded against that stock unit's
accounts.

7.11.  One of the reasons for using muitiple stock units is so that the branch can operate
“individual” stock units, with each member of staff being allocated their own dedicated stock
unit. The person aliocated a stock unit normally has a separate drawer in which to store cash
and stock associated with that stock unit so that it is physically separated from the cash and
stock in other stock units or in the general branch holdings. When branches have balancing
probiems, itis normally recommended to adopt this approach so that mis-balances and
mistakes can be linked to specific individuals.

7.12. Some branches operate “shared” stock units. In effect, this means that all the branch staff
serve customers from one pool of cash and stock with all transactions then being recorded
against one set of accounts. While seemingly simpler to operate, this does mean that
discrepancies cannot be linked to individual User 1Ds.

7.13,  Stock units can or must also be set up for individeal product categories (e.g. Lottery, ATMs,

etc.). This can heip the Subpostmaster record all transactions for a particular product within a
separate set of accounts so that any discrepancies can be more easily identified.
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Reconciliation with third parties

7.14. A number of the products and services available at Post Office branches are provided by
third parties {see Appendix 2). N.B. These third parties are often referred to by Post Office as
"clients”.

7.15.  When such a product is transacted, details of this transaction are communicated from
Harizon to the third party, sometimes immediately or sometimes at a later stage, by the central
Post Office finance systems. Post Office is then liable to pay the third party the transaction
value (or vice versa). An example of communication from Horizon to a third party with respect
to a single transaction would be as follows:

Example:

At Post Qffice branches, a customer can deposit cash in or withdrow cash from his/her bank
account with a number a major banks {i.e. Lioyds, Santander, HS8C etc.).

If o customer wishes to withdraw £100 of cash from an account, Horizon connects to the —
customer's banking system to confirm that the cash is available for withdrawol.

Once authorised, Horizon will advise the Subpostmaster to proceed with the transaction and

to give £100 in cash to the customer {assuming that there are no other transactions in the -
basket}. The amount of cash recorded in the branch’s accounts in Horizon would then be

outomatically reduced by £100 to reflect the withdrawel. in this way, the branch’s occounts

ore kept in balance with the amount of cash actually on hand.

Likewise, the customer's account at the customer’s bank shouid be reduced by £100 to reflect
the cash withdrawal from the Post Office branch.

Post Office then abtains its money bock from the relevant partner bunk by way of the -
settlement activities odministered by the Post Gffice Finance Service Centre (FSC).

This process would hoppen in reverse for a £100 deposit into a bank account, with the result

that the cash position in Horizon at the transacting branch will be increased by £100, the -
branch holding £100 more cash on hand and Post Office moking a later payment to the }
customer’s hank of £100.

Remittances

7.16. Branches send or receive cash and stock to and from Post Office Cash Depots. This
movement of cash and stock is called a "Remittance” {and is often referred to as "Remming in”
ar “Remming out").

7.17.  Branches may also take cheques as a method of payment from customers for some

transactions. These cheques are treated as a “stock item” in Horizon and require "Remming
out” {i.e. sending) to the cheque processing centre.
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7.18. Post Office monitors the cash levels of each branch and classifies them as either “cash
surplus” or “cash deficit” in terms of cash management.

7.19. Those branches that are classed as “cash surplus” normally have more customers who make
deposits (i.e. by making cash deposits to bank accounts or by buying products with cash) than
customers who require cash withdrawals.

7.20.  The “cash surplus” branches do not require cash remittances to be sent to the branch from
Post Office, as they will have a net inflow of cash from customers. These branches are however
required to return surplus cash to their nominated Post Office Cash Depots via a Cash Vehicle in
Transit {3 secure means of transporting cash) in order to prevent the branch holding too much
cash on site. Post Office Cash Depots are placed in geographical locations around the UK and
each branch will be "tagged” to a particular depot.

7.21. Conversely "Cash deficit” branches are those where the money deposited by customers to
the branch does not usuzlly cover the amount that the branch has to pay out. These branches
rely on Post Office Cash Depots to send cash to the branch in order to ensure that there is
sufficient cash in the branch to meet its needs.

7.22.  Post Office’s Retail Cash Management team are responsibie for monitoring the cash levels
within the branch network to ensure that branches have encugh cash to serve customers and
to support effective working capitai management for the network,

7.23. The decision on how much cash a branch needs to “Rem” in or out is determined by Post
Office’s Flexible Planning System, a software tool used by the Retail Cash Management Team.
In essence, it compares the cash declaration figures that are entered into Horizon by
Subpostmasters against the sales {receipts and payments) information. It also takes account of
the average transactions occurring over the previous six weeks trading history to identify how
much cash the branch should return or send back an their next scheduled cash delivery. This
information is communicated to Subpostmasters via Horizon using a Flexibie Planning Advice,
The Subpostmaster has the option to amend the amount of cash that is planned to be returned
by or sent to the branch by contacting the Retail Cash Management Team,

7.24.  Where cash is to be “Remmed out” to a Post Office Cash Depot, the branch is responsible for
placing the correct amount of cash into a remittance pouch, entering the amount that is being
“Remmed out” into Horizon and then either handing the remittance pouch to the Cash in
Transit Driver, or sending it back to Post Office via Royal Mail Special Delivery. When the
“Rem” is processed the amount of cash recorded in the branch accounts in Horizon will
decrease to reflect this.

7.25. Where cash is “Remmed in” to a branch, the cash remittance is sent by Post Office to the
branch either via a Cash in Transit Driver or via Royal Mail Special Delivery. The branch is
responsible for checking that the remittance pouch contains the amount of cash as stated on
the remittance and then logging the receipt of cash into Horizon. This will increase the amount
of cash recorded in the branch accounts in Horizon.
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7.26. Royal Mait Special Delivery is only used, on a risk-assessed basis, for fower value remittances
and, for exampie, where logistics constraints prohibit the use of the large, heavy armoured cash
delivery vans,

7.27. Cheques bave to be “Remmed out” daily by branches. This is to enable overnight e
processing and next day “clearing” of the cheques by the relevant bank. The only exception is
chegues received on Friday and Saturday, which are sent together an the foliowing Monday, as
Saturday is not a “banking day”.

7.28. There are dedicated Horizon processes, batch control vouchers and special envelopes which
branches should use as part of standard end of day procedures. These utilise normal mail
colflections provided by Royal Mail employees. -

7.29. Post Office contracts with a banking industry cheque processing organisation which
validates, on behalf of Post Office, cheques received; highlights any anomaiies to the Post Office
FSC; submits the paper chegues to the drawee bank if required and provides data to the FSC
about chegues both successfully processed and those that have “bounced” {unpaid chegues).

Transaction Corrections

7.30. The FSC {often referred to as “Chesterfield” by Subpostmasters because of its geographical
location} is the Post Office's “behind the scenes” accounts processing centre. It provides daily
services 1o third parties, branches, Multiples and customers.

7.31. The FSC is the originator of Transaction Corrections (TCs). These are sent overnight by the
FsC to branches when errors are found which have either not been identified by the branch or
have not been resolved focally. Even if the branch's accounts are in balance {l.e. thereis no
discrepancy between cash and stock an hand and the cash and stock levels in Horizon), it may
be that the branch has processed transactions erroneously or in a way that causes a Post Office
third party to refuse to reconcile the transaction with Post Office, thereby causing a
discrepancy.

7.32.  TCs can be issued to rectify accounting errors arising from a wide range of issues including
errors or omissions in data entry such as mis-keying or not entering the transaction date.
Subpostmasters are provided with a list of the different types of TC and reasons for their
issuance.

7.33.  Accepting a TC may resultin a surplus or a shortage at the branch, or the carrection of a
previous surpius or shortage. Any residuat surplus or shortage should be withdrawn or made
good, as described in more detail in section 9.

7.34. Branches are required to accept alf TCs notified to them, before completing their monthly

Branch Trading Statement (see 8.8 to 8.10). This is a contractual requirement. The branch
does not have to accept the TC immediately on receipt and can instead print the Transaction
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Correction narrative and if possible take the necessary action within the days remaining until
that trading period ends.

As explained below, Subpostmasters may also dispute the TC if they fail to understand the
error made or consider that the TC does not properly apply to them. Hardcopy evidence of
how the error has occurred is provided together with contact details to allow further
information to be obtained.

TCs are often followed by enguiries to the branch, particularly if a large number of 7Cs are
being sent to that branch.

in 2012/13, the most common reason for TCs being issued to branches was due to errors in
“cash remittances from branch”,

Example:

A branch records remitting out £10,000 in cash und sends the cash pouch to the cash centre.
However, upon opening the cash pouch at the cosh centre the pouch contains £10,010.

This creates a surplus at the cosh centre and (assuming the branch otherwise balances} the
branch will show a £10 shortfall during the next cash declaration.

The FSC will then raise a credit TC to the branch to correct this shortfoll. When the bronch
Jormolly accepts the TC, it will have the effect of reducing the reported Horizon cash balance
by £10 in line with the reality of the cash an hand. The double entry to this is to increase the
values recorded as “Remmed” out. The bronch should then bolance in respect of this specific
incident.

The generation of a TC may be due to a discrepancy between Horizon and a third party's
records and hence the time taken to identify errors and subsequently generate that T7C can
sometimes be outside of Post Office’s direct control.

Example:

A customer deposits £100 into his/her bank gccount but, through a keying error, the branch
only records o deposit of £10 in Horizon.

In this scenario, the records in Horizon and at the customer's bank will match as both will
show a £10 deposit. The branch will have a £90 cash surplus, because the bronch will have
taken £100 from the customer, but only recorded the receipt of £10 in Horizon. The
custormer may then raise a complaint with Post Cffice directly or with his/her bank who will
then contact Post Office.

Equally should the branch mistakenly record a deposit of £1,000 rather thon £100 this would
generate a shortfall of £900, which the Subpostmaster would have to pay to Post Office
unless the customer detects the error and returns to notify the branch.
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7.39. Processing a TC often results in an adjustment to the cash or stock position at the branch
within the branch's accounts as TCs can debit or credit the branch's cash figure in Haorizon. [t is,
however, important to note that this often (as the name implies) corrects the recording of a
transaction such that the reported balance in Horizon will align with the physical cash handled
in the transaction.

Example 1:

If o branch processes a bill payment of £100 as £10 in Horizon, the branch would show o cash
surplus of £90. If the customer subseguently receives g bill reminder that full poyment has
not been received they will narmally contact Post Office to resolve the issue. When the error
has been identified, o debit TC is issued to the branch in the next trading period, because Post
Office will need to pay an odditional £80 to the customer’s service provider. When the
branch processes the debit TC this will incregse the bronch’s cash position in Horizon, thereby
creating o £90 shortfall against the cash on hand. This shortfall however sets off against the
corresponding surpius thot would have been made in the previous trading period.

Example 2:

A customer presents o Transcosh deposit slip to moke o bill payment but during the
transaction it is established that an appropriate method of payment is not possible {i.e. the
customer’s debit card is declined) so the transaction is not recorded in Horizon and no cash
changes hands.

if the branch incorrectly retains the deposit slip and does not follow the correct end of day
procedure this could result in the Subpostmaster sending the slip to Santander fwho
administer Transcash bill payments taken through Post Office branches) who would then
process the bill payment (i.e. money is poid from Post Office's account to the customer's
service provider's account).

When Post Office later reconciles the bill payment against the Harizon records, there will he
no matching payment record in Horizon and o TC will be sent to the branch. [f the branch
accepts the TC, this will alter the branch’s cash position and the relevant cash should then be -
put in the till at that point. If the money is not put in the tiil, then there will be an equivalent
shortage ot the end of the trading period.

7.40. TCs can be disputed with the FSC. If the TC dispute is upheld then a compensating TC will
be issued to the branch. if it is not upheld a written appeal can be made to the relationship
manager in FSC who will review the case and make a final decision. Any payment required
from the Subpostmaster as a result of the disputed TC will be suspended until the review is
completed.

Transaction Acknowledgements

7.41. Some Post Office transactions, for example, Cameiot/Lottery, PayStation, or Post & Go are
not transacted through a Morizon terminal but instead use separate equipment {see section 5).
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7.42. However, the cash taken for these transactions by the branch needs to be accounted for in
Horizon as part of the overall branch cash and stock holdings. A Transaction Acknowledgement
{TA} is therefore used to ensure that Horizon can be synchronised with the records on the third
party equipment.

7.43, Transaction Acknowledgements {TAs) were introduced to automate the process of
reconciling the data being sent directly from the separate machines and the amount of cash
that should be processed through Horizon.

7.44. The transactions for certain Camelot products, PayStation and Post and Go are processed
overnight and a report of the volume and number of transactions is sent by the third party
equipment to Post Office, Post Office then sends the TA overnight to the branch confirming ak
transactions that took place on the third party equipment during the previous day, For
example, National Lottery tickets {not scratch cards} are sold to customers via the National
Lottery terminal.

7.45. The data from these sales goes straight to Camelot and the branch takes payment for the
ticket and puts the cashinto a separate drawer on the National Lottery terminal. The following
day, the branch's Horizon terminal will be sent an electronic TA, which will appear as a message
for the first person who fogs onto Horizon asking for confirmation that it is correct. Once
accepted the TA will make the required adjustment to the branch's accounts and inform the
Subpostmaster how much cash should be transferred from the National Lottery till drawer to
the Horizon terminal drawer.

7.46. Prior to TAs being launched in 2012, the Subpostmaster would have to obtain the relevant
print outs from each machine and then input these figures into Horizon and manually reconcile
any cash owed. The launch of TAs removed this manual process and hence also removed a
source of error.

7.47. Even with the TA process, errors can occur if the correct amount of cash from the Lottery
terminal is not transferred to Paost Office, or if the user accidentally pays the cash amount into
the wrong stock unit. Afternatively, if the Subpostmaster accepts the TA but does not pay in
the refevant cash then there will be a shortage.

7.48. The most important operational aspect of the TA process is that a TA has to be formally
"accepted" in Horizon, normally at the start of daily trading.

8. Branch Reporting and Management
8.1. As part of a branch’s standard operating procedure, Subpostmasters are required to produce

and review a number of in-branch reports to ensure that the branch is functioning effectively
and to allow Post Office to maonitor cash and stock levels against its records., These include:
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Daily Cash Declaration

Staff at each branch are required to count and declare the amount of cash on hand at the end
of each day. The actual cash on hand is recorded in Horizon by the Subpostmaster or his/her
assistants, If there is a difference then Horizon will show any "discrepancy” between the cash
on hand and the amount of cash that should be in the branch in order for the branch to
balance.

Post Office provides a set of tools that can assist Subpostmasters with tracing or identifying

discrepancies. For exampile, transaction togs can be run which show the transactions that have o
taken place. These logs can be searched using parameters such as product type, user and time

of the transaction. Event logs also provide information about user activity and 2 “Balance

Snapshot” shows what Horizon believes 1o be the state of the branch’s accounts at that point in

time. The availability and general use of these tools to ascertain what transactions have taken

place in branch and the amount that has been recorded against each transaction is commented

on further in Part Two of this report.

Before Horizon Online was implemented, Horizon reports were available in branches for 42
days. These reports are now avaitable in branch for 60 days.

Weekly Balance P

Post Office recommends that, every week, a branch undertakes a fuli cash and stock count.

The actual amounts of cash and stock on hand can then be compared to the figures recorded in

Horizon. This should help the branch to identify and correct any discrepancies in a timely r
manner before they become combined with others and hence become more difficult to isolate,

In the event that a surplus or shortfall is found on a weekly balance, it can be declared and
transferred into a suspense {or Discrepancy} account pending resofution by the month end.
Amounts are typically held in suspense for a few days or weeks to allow the Subpostmaster
some time to try to resclve the discrepancy. In the event that the discrepancy cannot be
resolved by month end then, if the amount is less than £150, the Subpostmaster is expected to
"resolve locally" i.e. make good from his/her own funds. If the amount is greater than £150
then it can be settled centrally as explained more fully in the following section.

The Daily Cash Declaration and the Weekly Balance are tools that Subpostmasters can use to
manage their branches. Declaring aloss or surplus through either of these reports does not
trigger any action by Post (ffice at that stage.

Monthiy Trading Period Roltover

This is similar to the Weekiy Balance but is mandatory every month. It requires any

discrepancies (including those put into suspense during the month) to be resolved. This

process is also called “rolling over" or the "end of trading period” process. At the end of the ‘
monthly process, the Subpostmaster is required to produce a Trial Balance, which shouid be

retained in the branch and used to compare to the physical cash and stock on hand. After

making adjustments to make good any losses ar reduce any surpluses, the Subpostmaster then
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has to print off and sign a "Branch Trading Statement”. This statement confirms that the cash
and stock shown in the accounts match the cash and stock actually heid in the branch (with any
discrepancy having been declared — see section 9).

Subpostmasters are contracteally required to complete a monthly balance as described above.
If a branch does not rofl over into the next trading period when they are scheduled to do so,
Post Office will instruct the branch to rectify the situation. Failure to roll over at the end of
each trading period constitutes a Breach of Procedures as set out in the Subpostmaster’s
standard contract. In the event of a Subpostmaster failing to roll over he cannot open a new
trading period. However, it is possible for the branch to continue to trade, albeit in the current
trading period.

8.10. in order to address discrepancies or Transaction Corrections, the Subpostmaster should

follow the processes set out betow. This should allow an issue to be resolved or to be further
investigated by contacting Post Office’s Finance Service Centre (FSC). In the case of a further
investigation, a disputed item remains suspended until the Post Office has investigated the
matter.

Cut off routines

8.11. Mandatory daily and weekly “cut off routines” are in place to enable branches to validate

9,

9.1

9.2

9.3

9.4

9.5

transactions, which should ensure that the paper records match Horizon. This also assists in
the identification of errors before month end.  Examples include, validating the physical
cheques held in branch against Horizon to send to ctearing or the banking summaries to send to
Santander. Validation of physical records against Horizon's records can also help detect errors
of omissions but only if the nature of the error is understood.

Resolving surpluses or shortfalls of cash or stock

At the end of a monthly trading period the Subpostmaster is required, sutbject to one exception,
to certify that the branch has the cash and stock which Horizon states should be present.

The one exception relates to a shortage. if the Subpostmaster has less cash or stock than
Horizon states then, if the shortage is not made good there and then, the two options of settling
centrally as set out in (9.5} below are available.

It follows, that if the Subpastmaster has more cash and stock than Horizon states, then the '
Subpostmaster does not owe that surplus to Post Office.

For stock discrepancies, the Subpuostmaster should process a sale, a sales reversal or a manual
adjustment to correct the volume of stock shown in Horizon, to make sure that it balances to the
volume of stock actually held in the branch,

If, following the monthly rollover, there is a shortage of cash {when the cash on hand is less than
the amount of cash recorded in Horizon), then Horizon presents the Subpostmaster with three
options to remedy the deficiency:
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s Make good - the Subpostmaster can elect to put cash or a chegue into the branch from
his/her personal funds to make up the shortage.

s Settie centrally and pay ~ the shortage is transferred to the Subpostmaster’s personal
account with Past Office. The cash figure in Horizon is reduced to bring it in line with
the actual cash on hand at the branch. At this point, the Subpostmaster owes the cash
loss to Post Office as a debt. This debt can be repaid by either {a} a direct payment from
the Subpostmaster to Post Office or (b) by deductions from the Subpostmaster’s future
remuneration although in this latter option the Subpostmaster may not commit more
than 25% of his/her net pay to such deductions.

s Settle centrally and dispute the shortage - if the Subpostmaster beltieves that the
shortage was not his fault or could be resolved through other means, then the debt wil
be suspended to allow time for the shortage to be investigated and remedied. The
Subpostmaster can dispute a shortage by contacting the Network Business Service
Centre, Cash Centre {for remittance disputes) or the Finance Service Centre at Post
Office to have the debt suspended pending an investigation. The extent to which
Subpostmasters are aware of and make use of this third option is explored more fully in
Part Two of this report.

Part Two of this report wilt also make reference to situations where certain
Subpostmasters claim to have been under pressure to declare a balance of cash and
stock in branch, which did not reflect reality.

9.6 If the cash on hand in a branch is more than the amount that Horizon shows should be present
then the actuaf cash needs to be adjusted in order to balance the books. The Subpostmaster will
reconcile the amount of cash on hand at that moment in the Trial Balance process described in
8.8 above and then remove sufficient cash to bring the branch back into balance {see comments -
in 7.30 onwards describing the Transaction Correction process}. This results in Subpostmasters
being entitled to withdraw cash to remove surpluses, without the need to report that to Post
Office, other than through the Trial Balance.

9.7 ttis common practice for Subpostmasters to keep surplus cash in a separate location (such as
the retail business safe} until their investigation into the gain is completed and/or a Transaction
Correction is received. In the event that a declared surpius is eventually determined tobe a
genuine one then the Subpostmaster is entitied, under the terms of the standard
Subpostmaster's contract, to retain it.

9.8 if however a Post Office investigation does not fully eliminate carelessness, negligence or error
then the Subpostmaster is liable for the loss and is required to personally settle any amounts
due. In order for the Subpastmaster to challenge this liability, the burden is on the
Subpostmaster to determine the source of the error and deficiency.
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10. Branch Error Analysis

10.1.  This section describes how some errors might occur and what facilities are available to a
Subpostmaster to identify or correct those errors.

10.2. There are a variety of reasons why a branch may encounter a discrepancy between the
amount of cash and stock on hand and the amount of cash and stock recorded in Horizon ~ this
situation is commonly referred to as a "balancing discrepancy”.

10.3.  There are number of situations in which a balancing discrepancy might occur. it should be
noted that some of the situations described may cause a gain for a Subpostmaster, or only
cause a temporary {oss and may cause the real reason for the losses to be hidden:

« |f an error causes a surplus of cash in the branch, this may offset other losses caused by
other errors. In that scenario, the other losses or errors may not be revealed, as overali,
the branch’s accounts may balance, show a surplus, or a smalier loss;

« f a surplus error occurs in one month but is later discovered and corrected viaa TCina
subseguent month, and the accounts for that month may show a loss even though all
transactiens in that later period have been processed correctly.

Example:

A bronch suffers two errors, one creating a £100 goin and another causing a £100
loss. At the end of the trading period, the branch's accounts will balance as the two
errors cancel each other out for balancing purposes.

Ifin the next trading period the cause of the surpius error {i.e. the gain of £100}is
discovered, a Transaction Correction (TC} will be sent to the branch which increases
the amount of cash recorded in the branch occounts. If afi the remaining
transactions throughout the rest of that trading period are conducted correctly the
branch will still show a loss at the end of the later trading period due to the TC.
Therefore, whilst the loss of the branch shows in the current trading period, the error
which caused the Joss occurred in the previous trading period,

10.4. A number of the errors as described below may only be visible to those working in the
branch. When discrepancies oceur, Post Office normally seeks to find possible explanations
ather than those below. If no other source of the discrepancy can be found and system error
can be eliminated or discounted then, by a process of elimination, the discrepancy will have
most likely occurred through an error in the branch.

Mis-key \

10.5. A mis-key is the term used when staff enter the wrong value of a transaction into Horizon |
compared to the actual amount of the transaction.
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Example:

A personal banking customer wishes to deposit £1000 into hisfher account and the person
serving the customer mistakenly enters £10,000 but only £1000 cash is taken from the
customer. This would create a shortage of £9,000 for the bronch.

in order to rectify this mistoke, the Banking Team within the FSC has to contact the
associated client bank which in turn will contact its customer. The customer will then be
osked to confirm the omount deposited at the branch. However, the only receipt printed
from Horizon will have been given to the customer and will show o deposit of £10,000

and, therefore, the rectification process refies largely on the actions of the customer and
their bank.

10.6.  As a result, an easy 10 make keying error, by branch personnel, could resuft in a customer
enjoying a windfall benefit, with the Subpostmaster having to make good this discrepancy.

Mixing retail and Post Office business

10.7. Generally, a branch will maintain a physical separation hetween retail and Post Office cash.
Mixing these two sets of cash can lead to Post Office cash being lost to the retail business and

vice versa as it can become difficult to track the amount of cash that should be allocated to the
Post Office and retail sides.

Ervors in cash bandling

10.8. At the end of a customer transaction, payment normally needs to be made to or received
from the customer. Even If the transaction is correctly recorded in Horizon, branch staff may
take or hand out the wrong amount of cash. This error could be as simple as miscounting cash
before handing it to, or receiving it from, the customer.

Example:

A business-bonking customer may present documentotion to deposit £1000 into his/her
business banking account.

if, at the end of the transaction, £1000 in cash is given to the custaomer instead of taking
£1000 in cash from the customer there will be a shortage to the branch of £2000, made
up of the deposit entry of £1000 being correctly input inte Horizon {(Horizon then expects
to receive £1000) and the settlernent out to cash of a further £1000 which will reduce
the cash in branch.

10.9. In many cases the honesty of the finder and the ability to identify the money as coming from
the branch is required if the money is to be returned to the branch.

Miscounting cash on hand

10.10. Cash must be physically counted at the end of each day and when rolfing over at the end of a

trading period. When completing the physical cash count, notes and coins can sometimes be
miscounted or missed altogether.
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10.11. if cash is temporarily mislaid one day and found the next, it can lead to related shortages
and surpluses on different days or in different trading periods. in the midst of many other
activities, branches may not associate the two and may dispute part or all of the outcomes.

10.12. Another instance of where this can happen is when a Post Office product is sold on the retail
side of the husiness. Most Post Office products must be sold from the Post Office counter in
the branch premises. A few Post Office products, such as National Lottery scratch cards, are
permitted to be sold from the retail business. However, it is the Subpostmaster’s responsibility
to make sure that any cash taken from the sale of such products is transferred from the retail
business to the Post Office side, and properly counted in any cash declaration.

10.13. Cash remittance pouches that have been prepared for the Cash in Transit collection drivers
may be erroneously counted as part of the cash declaration. Horizon does not include this
amount within the cash hotding figure (as it is deemed to have been remitted out of the branch
even if the pouch has not yet been physically coltected) and, therefore, the branch could be
declaring a gain or inadvertently hiding a loss.

Cash remittance errors

10.24. If there is mistake made between the amount that is “Remmed” in or out and what is
received from, or sent to, the Post Office Cash Centre, then this will lead to a branch
discrepancy. When a pouch is received from a branch, the handling clerk at the Cash Centre
opens the seal and empties the contents onto their workstation, which s monitored by CCTV,
This is the same for pouches that are made up in the Cash Centres and sent to branches.

Example:

If @ branch has bagged up £25,000 to send to the Cosh Centre but enters £20,000 into
the system then there will, in the short term, be a shortage of £5,000.

if the cash hos left the branch then the mistake cannot be rectified by the branch. The
cush will be counted at the Cash Centre and a Transaction Correction will be sent to the
branch to rectify the branch account.

Stock remittances

10.15. Branches receive their stock {(postage stamps, Motor Vehicle Licences, etc.) from Post Office
either via Cash in Transit or Royal Mail Special Delivery. The branch is responsible for checking
at the earliest possible opportunity that the amount of stock received exactly matches the
advice note delivered with the order and “remming” the staock onto the correct lines in Horlzon,

10.16. As the delivery can often occur during branch opening hours it may be impractical to carry
out a full check immediately as to do so in an effective manner could require the branch to be
closed for a period. In these circumstances an immediate cash count wauld not be carried out
on delivery of the cash unless it was required immediately for operational purposes.
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Cheque handiing

10.17. Branches can accept cheques as payment for certain products and services. Customers can
also cash personal chegues up to a certain amount. Branches may also accept deposits for
certain partner banks.

10.18. There are set procedures that must be foliowed in branch at the end of each day to ensure
that the cheques are handled correctly, the customer's bank account is debited accordingly and
Post Office can settie the client accounts. Typically there are two scenarios which might cause
a loss:

e Acheque has been accepted for a non-cheque acceptable product (i.e. foreign exchange
sales), By accepting payment by cheque for a non-cheque acceptable product, it may ;-
not be possible to link a missing cheque 1o 3 transaction record, This is because the
Subpostmaster may have taken the cheque for payment from the customer, but
because the product did not permit cheque payment, Horizon would not present this
option on the counter terminal. The Subpostmaster wauld therefore have {o T
erroneously select another payment option {i.e. cash),

»  The method of payment has not been correctly recorded in Horizon.

Example:

If a cheque is presented by o customer to poy for a transaction, but the transaction is
accidently settled as a cash transaction, the value of cheques held in the branch
recorded by Horizon will not match the value of the actual cheques held in the
branch,

At the end of each doy a cheque listing is printed from Horizon, which should be
checked against the cheques held in branch and if it does not motch, Horizon should
be corrected before remitting the cheques to Post Office.  After “Remming out” the
cheques, a further cheque listing should then he printed to confirm that no cheques
are held in branch,

If o branch has not ensured that the chegues in branch motch Horizon'’s record
before “Remming aut” those cheques, then the cash in the branch will show a
shortfall and the amaunt that is received at the cheque processing centre will not
match the amount thot has been entered into Horizon. This is because Horizon
calculates how much cash should be in a branch bosed on the “cash” settlement
option that is avoilpble ot the end of each transaction. Therefore, if the “cash”
option has been selected instead of the “cheque” option, Horizon will expect there to
be more cosh in the branch than is actually held.

This may generate a Transaction Correction to correct the account uniess the branch
reverses the transoction and records it occurotely os a cheque transaction.

10.19. Branches should follow a process 1o ensure that the amount of chegues recorded as held in
branch balances to zero. This process is called "cutting off”. if the cheques are not "cut off” at
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the end of the day the cheque fisting on the following end of day procedure will not agree with
the actual value of cheques held in branch.

10.20. This is corrected in the same way by amending the “cheque on hand” figure to show the
correct vatue of the actual cheques held in branch. The value of the cheques in branch is then
sent out before a further cheque listing to confirm a zero entry is printed.

10.21. itis Post Office policy that a branch wili only bear the cost of a lost cheque if the branch has
not followed proper procedures. if the root cause of a lost cheque is unknown or attributed to
some other cause outside of the branch, Post Office will normally absorb this loss and not pass
it on to the Subpostmaster. In the majority of cases, Post Office either mitigates the loss
caused by a lost cheque by obtaining a repiacement cheque from the customer or absorbs the
loss itself. Oniy a small number of missing cheque cases result in TCs being issued.

Accidental loss

10.22. Other losses may occur accidentally in branches. For example, money dropped in bins with
rubbish, money dropped or knocked into mail bags, and money left on counter tops taken by a
customer without branch knowledge.

Transacting from the wrong stock unit

10.23. As noted in 7.7 to 7.13 above there is a capability within Horizon to create "stock units”,
which are, in effect, "virtual tills". A member of staff within a branch, when serving a customer,
will log onto Horizon with their own User 1D and password and can tag themselves to a stock
unit containing cash and stock {either their own individual stock unit or a shared stock unit).

10.24. |f a user accidentally links or tags to the wrong stock unit and serves a customer or transfers
cash or stock, then the accounts will record the transactions against one stock unit but the
physical cash or stock will move in or out of a drawer allocated to a different stock unit. Any
transactions carried out will then be recordad against that stock unit, with the corresponding
changes to cash and stock levels being recorded against that stock unit's accounts.

10.25. If spotted, then this can be corrected by either reversing the transactions and allocating
them to the correct stock unit, or by calculating the cash value of the transactions and
transferring the total amount to the correct stock unit.

10.26. In theory, there should be no net gverall discrepancy to the branch, as any losses in one
stock unit will be compensated by the gains in the other stock unit. However, taken in isolation
this can appear as if an error has occurred in one of the stock units and can cause confusion,
obscuring other errors,

Qutstanding transfers between stock units

10.27. Where a branch has more than one stock unit in use {see above} there may be times when
cash and/or stock is transferred from one unit to another, For example if stock unit A is
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running short of cash, stock unit B may transfer money to allow customer service to continue
smoothly.

10.28. The user in stock unit B should choose the transfer out option in Horizon and choose the
correct stack unit {in this case stock unit A) and transfer the cash out. A receipt is printed
which is kept in stock unit B to confirm this.

10.29. The user in stock unit A then needs to accept the cash in Horizon and print their own receipt
to canfirm this. A report calied “Transfer Reconciliation” can be printed from Horizon to
confirm that there are no outstanding transfers pending and that all totals sum to zero.

10.30. Failure to do this can cause cash ar stock to be missed from cash and stock counts.

Product specific errors

10.31. Failure to follow the correct process for accounting for certain products can also cause
errors. A good example is the accounting process for Motor Vehicle Licence (MVL) discs
{commonly referred to as tax discs}.

10.32. Branches will receive MVL discs from Post Office, which they have to “Rem” into their stock
using Horizon. When the discs have passed the time where they can be put onto a vehicle, the
branch is responsibie for destroying the discs and following a process to inform Post Office that
they have been destroyed.

10.33. When destroying the discs, if the branch does not follow alt of the steps of “spoiling the disc”
and remitting it to Post Office, Horizon will still record the disc as being in the branch even
though it has been destroyed.

10.34. When the branch carries out the end of the trading period rollover process and a full count
of the discs is undertaken as part of the stock balance, the number of discs in branch will not
match the amount recorded by Horizon,

10.35. Whilst this does not create a cash shortage, branches are held fiable for missing discs ata
charge of £41,50 per disc, because Post Office is accountable to the DVLA for the missing discs.

10.36. Failure to follow the correct reversal procedure for a MVL disc may also lead to a branch
discrepancy. For example, a customer asks to buy a car tax disc and the transaction is
completed in Horizon, but if no payment is actually taken, the branch has to reverse the
transaction and the disc. If they only reverse the disc out of the system then the stock of discs
will balance, but the branch cash will not balance.

Theft

10.37. Theft by branch staff can and has occurred involving staff taking cash or stock directly from
safes or drawers or colluding with a customer to generate a gain for the customer and an
offsetting loss for the brarnch {this being ultimately borne by the Subpostmaster).
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10.38. These shortages would be identified when a physical cash count and declaration is made,
but it is not possible for Post Office to identify when the actual theft occurred. Unless the
person is caught in the act of taking the cash, it is probable that the loss would only be
discovered at the end of day cash declaration or at the time of completing the Branch Trading
Statement.

10.39. The branch staff may then be unaware of how the loss had occurred. Some thefts may also
be accompanied by an effort to disguise the theft {i.e. creating false transactions or gains).
Whilst it may be possible to identify the User ID that was used to process these transactions it
may be difficult or impossible to prove exactly when the theft occurred.

Example:

Cash or stock may be faisely declared to give the impression that the cash or stock is in the
branch whern in foct it hos been stolen.

“Phantom” cash remittance pouches cowld be created to mask an gmount of cash that is
missing but the pouch is reversed before the dispatch. For example, Horizon does not take
into account the amount of cash in pouches when it calcuiates the amount of cash that it is
expecting to be declored. 3o, if cash is missing before the cash declaration is mode, the
branch couid make up a cash remittance pouch to cover the discrepancy, so in effect the
branch will not show a discrepancy in Horizon. Once the cash is declared, the branch wiil
reverse the remittance pouch from the system.

Hardware fallure

10.40. In cases of hardware failure requiring the replacement of branch equipment there is a
possibility that not all data will have been successfully replicated before the failure of the old
hardware with a consequent possible loss of data. There are however checks and procedures
available, that if properly followed, should aliow such transactions to be identified.

Conclusion

10.41. We have described a number of the operational functions and facilities used by
Subpostmasters, supported by examples of transactions and their processing by Horizon. We
have also highlighted some areas where the potential for confusion and error may occur.

10.42. Many of these issues are described in more detail in Part Two of this report where various
issues are more fully explored
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Abbraviation Terms Meaning
ABS Anti Bandit Screen The glass frontet.! r..creen found in many branches l.t is not‘ b‘uilet proof but uses|
safety glass and is intended as a deterrent for criminal activity. et
ACC Authorised Collector's Card Credit-card sized identification card that is presented by the Cash in Transit

Driver wha collects/delivers cash and stock efther to or from a branch

, This is the dedicated broadband line that the Horizon system uses to send and .
Asynchronous Digital r

ADSL . receive data to our servers which links the Horizon system to our data and
Subscriber Line
client systems
Transaction available in selected branches where specialist equipment records
A€l Application Enroiment personal information such as fingerprints, photos and signatures for certain
{dentification purposes, such as extension/spplication of immigration visas and OVLA driving -

licence renewals

The blue airmall sticker that needs to be stuck to alt airmail mails kems posted

i il Lab
Airmail Labels in branch

A priority averseas mail service which provides an electronic confirmation on

irsur
Airsure delivery and pravides extra compensation cover for contents

AmEx" or "Amex", is a diversified global financial services company. They
Amex American Express provide our traveller's cheques and cards are also acceptad as a payment
method for certain transactions

We have a number of processes in place to prevent our branches from being

AML Anti Money Laundering used to launder money which has been gained through illegitimate means .
This is a Post Office Team who make initial and ongoing engagement with our

ANC Agency Network Change Agency Network branches for all relocations, refurbishments and equipment
maoves. o

Annual Policy A 12 Month Travel insurance Policy

An APS transaction is one where a customer presents a bill which has a

APS Automated Payment Service barcode that can be scanned or a card that can be swiped, where the

0 v infarmation is sent directly from the Horlzon system to the client's data .
systemns,
] d b d monitoring b hes in d with #
ARC Alarm Receiving Centre Centre managed by Romec F&S5 and monitoring branches installed with Post

Office Lid alarms.

ARCL Audit Retrieval Query A request for Horizan archived information.

Manager of 2 set of Post Office branches that focus solely on their sales !

ASM Ares Sales Manager o

performance and initiatives
X . A computerized machine that disper cash to Banking customers, often
AT Auto d Teller Machine X =
M mate rachi referred to as 'Cashpoint' or 'Hoie in the Wall'
Back Offi A location within a branch where the balancing takes place. Also an area on .
i
3¢ ce the Horizon Onfine Systerm where accounting processes are handied.
A paper report processed from Horizon computer system that shows a
summary of transactions done in a set timeframe for a particutar stock unit
Balance Report

along with a summary of declared remaining cash, value stock {stamps, Pastal -
orders etc) This is then signed by the Agent as being correct and on hand.

A paper report processed from Horizon computer system that shows a
summary of transactions dane in a set timeframe for a particular stock unit
along with a summary of system derived remaining cash, value stock (stamps, o
Balance Snapshot Postal arders etc) based on sales and transactions completed at that time.
Although this shows accurate transaction volumes ang vatues, this will show
what the system believes should be on hand for cash and value stock, based
on sales put through the Horizon system

An electronic hand held device that is used to scan barcodes for processing
Barcode Reader

transactions
BAU Business as Usual Normai way of warking.
BOM'S Business Development Previous term for a Post Office manger who managed a group of Post QOffice
Managers branches/areas. Part of Network & Sales Directorate. -
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A postal service which allows customers to post items to Forces personnel

BFPO British Forces Post Offi
ces o ces around the world, sometimes free nfchatge
British Forces Post Office Numbers are for @ given Forces base/ location where
BFPO Number i .
they are identified by 2 number rather than an address for security ressons
20P Back Office Printer An A4 size printer, used for printing off selected reports, i.e. Branch Trading
Statement,
A period of time between 3 branch declared balance. Normally completed on a
Bp Balance Pericd Wednesday and covers the last seven days but can be a smaller or farger
timeframe. Can have multiple 8aiance period within 3 Trading Period
Branch Code An individual code which identifies a Post Office branch. Formerly known as &

FAD Code {Financial Accounts Division)

Branch Focus

A weekly publication which is semt to branches. This shows updates to
transactions and products/processes as a reference material,

Branch Standards

The expected criteria that @ branch should meet, Could be transactional or
compliance based.

An A4 paper report which is sighed as @ declaration of the month's trading
outcome. This summarises transactions performed and lists the cash and Stock

ATS Branch Trading Statement
8 on hand at the end of a Post Office Trading Period. This remains in branch for
reference and inspection as appropriate.
M Branch Manager A crown branch term that relates to the person with responsibility for the
branch.
A Post Office branded card that can be pre loaded witk cash to pay towards
Budget Card Post Office products, mainly bill payments. Often used by people with low
incorne who use this as @ way of maintaining household budgets.
Branch Code A seven digit numerical code thet identifies each branch in the network.
Buik Cash Cash in branch which is secured in the safe until required
Buik $tamps Postage Stamps which are secured in the safe until required
Bulk Stock Post Office stock {Car tax discs, Postal Orders, other iterns of value) which is

secured in the safe until required

Bureau De Change

A counter where you can exchange foreign money

C&IRT Contact and Issue Resolution Team
An individual who loaks after a number of branches and deals with
cA Contracts Advisor interviewing potential :‘new Operators, enﬂ':m:ing contr?:fual
standasds/procedures in a branch and having owsership of
suspending/terminating a hranch’s contract to operate a Post Office
i t fations which ¢ n
CAA Civil Avistion Authority The CAA enforces international reguiations which govern the transport of
danperous goods by road, sea and 2ir.
CAM Crown Ares Manager Dm-!ct manager of a set ofCr?:{vr.l P.mt Office branches that focus solely on
their safes performance and initiatives
The process of making a formal and complete statemem of the physical Cash
Cash Dec Cash Declaration holdings within the till using the Horizon termingi. This is done every night and

allows for cash usage to be monitored

Cash Management

The process of ensuring Post Office Branches have the correct levels of cash to
casry out business procedures

Cssh on Hand Cash that is physically held in individual stock units
cC Cash centre A centre that manages and distributes value items for the Post Office network;
This is the t ing furt|
ccu Custosmer Care Unit his is the team responslble_for respond.l!t; to or seeking further information
to resolve customer complaints or enquiries.
CFu Cash Finding Unit Generic term for a range of units used at alf screenless working positions.
Cheques A written order directing a bank to pay money for a product/service
X Term usad for the P&BA team based in Chesterfield. Now known as the
Chesterfield ,
Finance Service Centre
CIT or CVIT Cash in transit or Cash & Value |Post Office Ltd business involving delivery and pick-up of cash to/fram

in transit

branches and other businesses.
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A customs iabel the customer completes which detaits the contents of 3

Ch22 Customs Declaration Label parcel. Thisis affixed onto overseas mail for goods up to the value of £270.00
A customs label the customer completes which details the contents of a
CN23 Customs Declaration Label |parcel. This is affixad onto overseas mail, the contents of which are valued in
excess of £270.00
These are agreed between Agents and Operators with Post Office Ltd prior to
appointment amd form part of the Contract for Services or Agreement signed.
CoA Canditions of Appointment pa . pa ) ) & ,g
Examples of CoAs include - The official opening hours. Detalls of new signage
required, Etc.
A cantainer where the coins that are immediately available for pay outs are
Loin Hopper
heid
Coin Sets A selection of Coins produced frorm the Royat Mint for commemorative
oeeasion whick are available to buy from selected branches
Combi A counter i a branch that enables customars to be served both retail products
o
& post office transactions at the same time.
Comms Cammunications
Compensation Aformofe ation for loss or damaged goods

Complex Basket

Where different settlement sules apply for one or more items in a session {e.g.
one item can be settled with a debit card but another item can oniy be settled
by cashj,

A set of rules and regulatory controls that affect the way we sell products and

Compilance servites in our branches,
Where more than one mail iterms are sent and addressed to the same
Consignment destination. They are charged on a totat weight basis, rather than on individua!
pricing
A customer receipt that proves that a mail item has been accepted over the
cop Certificate of Posting Post Office counter. Can be hand written or camputer generatad. This does

not guarantee delivery, merely proof that the clerk has accepted the item at a
place and date.

Counter Printer

A printer that supplies customer receipts for goods snd services using a printer
rolf, rather than Ad paper.

CPT Cash Packet Transfer
Py Central Processing Unit The CPU is the brains of the computer where most calculations take place.
Credence Post Office Management Information Reporting Systemn.
Credit Card A plastic card issued by a banks for the purchase of goods or services on credit.
A sales technigue used to inform customers of related transactions. fe. If a
Cross Sell customer asks for foreign cusrency, we would introduce Travel insurance as a
product
Part of the Network of circa 308 branches that Post Office Ltd own and have
Crown Office )
direct employees running the branch.
A branch that is run by an independent aperator, generally anly o) fi
Cso Lommunity Sub Office by P pe 8 Iy only open for

restricted hours.

Customer Experience

The validation that changes 1o direct & indirect customer materiat and/or
communication Lo not cause a negative (mpact.

A locally accepted times for last acceptance of mails and doing daily

Cut Off Times paperwork to allow for summaries to be produced. ltems taken after this point
would be sent/processed the following working day
D1 Driving Licence Application Form
Date Stam A metal stamp that gives an impression on a receipt/bill which provides
P verification of a transaction showing the date and location of acceptance
DDA Disability Discrimination Act an Act of the UK Parliament which has now been repealed and replaced by the
Equality Act 2030
Dabit Card A plastic card issued by a banks for the purchase of goods or services,

Definitive Stamps

A postage stamp that is part of a regular issue of @ country's stamps, These
generally depict the Clueen's Head or the individual country emblem and may

or may not show a value.

Page 3



POLO00090358
POL00090358

Appendix 1
oG Dangerous Goods Items of mail that are considered a harard/risk when in transit
i i H
DPA Data Protection Act A Unftad. ngfjom Ac_t _of Parliament which defines UK law on the processing of
data on identifiable living peopie
DVIA Driver andA\;eel:z;e Licensing Government body that deals with driving licences and motor vehicle licences
Department of Work & .
Dwp P . Governrent body that deals with benefits payments
Pensions
€A Equality Act An Act of the UK Parfiament that gives clear guidance on discrimination and
how to treat all individuals fairly
EHIC European Health insurance | A plastic card issued by the NHS which allows for free heaith care at certain

Card

Eurgpean counties.

End of Day procedure

Collating the day's tr ions and d hing necessary paperwork

P

ETOL

Electronic Time Qverlock

E-Top Up Card

A card swiped through the Horizon system that credits a mobile phone with
airtime

E-Voucher A receipt generated from Horizon to credit a mobife phone with airtime
FAA Financia! Assurance Audit
Fast Crop is a new service available with Royal Mail Online Postage that helps
customers time at tha Post Office®.
Fast Drop The service is free and is availsble with a range of postal services, which can be
dropped off in selected branches
FCa Financial Conduct Authority |A body that regulates firms that undertake financial services activity in the UK,
FCA Fieki Change Advisor A fiald based Post Office employee who a’sslsts post office agents with the
pracess of transforming or relocating their branch,
Often bought by Philatelists {stamp collectors) An envelope that customers can|
FDE First Day Envelopes buy to affix special issue stamps on and get hand stamped on the first day of
the stamp issue.
The process of going through and declaring all cash plus stock in hand, as per
Final Balance Balance Report, and committing to the figures. This will then produce 3 'Final’
balance report which the Operator should sign as a true reflection of the items
in branch
Forei ight h
FONCH orelsn overn_g cas Amount of foreign currency declared as being hald in branch overnight
declaration
Foreign Cusrency Currency from another country
Fortress A secure counter serving position within a post office
A post office with franchisa contract, Usually operated from ex Crown
FPO Franchise Post Office Branches where the operator is a ‘High Street’ chain. le. WH Smiths, These are
run using their own staff.
£$ Fujitsu Services The company who develops and maintains the Horizon equipment
Regulator of all providers of financial services in the UK, The FSA has now
FSA Financiai Services Authority |become two separate regulatory authorities, the Financial Conduct Authority
and the Prudentiai Regulation Authority
. X A field based Post Office ernployee who defivers new entrant training,
FSA Field S rt Ad
eld Suppol visor conducts audits and intervention activity within the post office network.
¥ d in Chesterfield. t k1
FsC finance Servica Cantre ormerl\r PEBA and hase' in Chesterfieid Thev Fall'ectand I:noni or data from
transactions and laise with our external clients if discrepancies are found
A post office employee who works in a Crown Post Office. They discuss and
FS§ finsncial Services Specialist |introduce Post Office financial products to customers but cannot give advice,
merely factua! information
FTL Fiald Team Leader Manages the activity conducted by FSAs
FIT Flip Top THI Used in branches that have open plan or cambi counters.
FUB Follow up Balance
Galns A discrepancy showing a higher value between physically counted assets and

the expected assets based on sales on Morizon such as cash/stock etc.
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Gatews A network point that acts as an entrance to other computers on the same
Y internal network.
The Giro Slip is pre-printed Gire stationery inserted into the slip printer to
produce a summary of Giro transactions taken on that day which need to be
Giro Slip manually dispatched to the processing centre {Summary of transactional

receipts or payments taken on hehaif of Santander which was formerly
Alliance & Leicester and prior to that Girebank}

Global Economy

A Parcelforce Waorldwide service which provides a basic service for sending
mail with no guar d delivery times to over 200 countries

Global Express

A Parcelforce Worldwide service which provides a Guaranteed delivery
timeframe by Airmail

Global Priotity

A Parcelforce Worldwide service which provides a Guaranteed delivery by
Alrmail for Parcelforce Worldwide account holders

Global Value A Parcelforce Worldwide airmail delivery service
Grapevine is a FREE service provided by Post Office Security to those working
Grapevine within Post Office branches, to keep them updated on criminal activity in their
area
HMRC Her Majesty's Revenue &  |Government body that checks that Post Office Limited complies with anti
Customs money laundering regulations,
N for the syst ft hich i nentk ted t
HOL Horizon Oniine arpa far the system software which is permanently connected to our servers
online
Horizon Name of the system {equipment, software and processes) used at the post

office counters.

HOL {Horizon) Help

Horizon Online Help

An integral facility within the Horizon system which allows individuals to find
and also print post office instructions on products and services, which can he
accessad whilst serving a custorner.

Horizon Service Helpdesk or

This is the contact centre for branches who need technical help with their
Herizon equipment- For example if a replacement screen is needed or an

HSH or H5D . i engineer visit needed to fix a technical issue. It's accessed by calling 0845
Horizon Service Desk
6011022 and choosing the option for technicat enguiries relating to your
Harizon system including hardware.
1o infarmation Commissioner's |Independent public body set up to promote access to official information and
Qffice protect personal information.
iPs Identity & Passpert Service
RS Interactive Recruitment | The database we use for advertising and also applying for any Royal Mail
information System Group job vacancies. This can be accessed from internal and external wabsites.
I5A Individual Savings Account A tax free savings account where 3 certain amount can be invested within eack
tax year.
An optional extra product offered by Rayal Mail which aliows for a signature
ISF international Signed For on delivery for mails overseas which can also provide compensation if
lost/damaged
The term is commonly used as a synonym for computers and computer
T information Technology networks, but it also includes other information distrifution technologies such
as television and telephones
Keyboard The hardware attached to the laptop or as a peripheral item ona PC that
altows for inputs to be made using number or letter keys plus command keys
Losses A discrepancy showing a lower value between physically counted assets and
the expected assets based on sales on Horizon such as cash/stock etc.
Magnetic Cards A plastic card with 3 magnetic strip along the back, which is used as a way of

paylng bills or saving at the post office

Mail Segregation

The standards for how customer's mail is kept and separated within the post
office secure area allowing compliance with Royal Mail expectations

Mails Despatch

The time at which the post person collects the mail from a post office branch
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Main PO Main Post Office A post office branch which operates undgr a Mains operating model. These get
remunerated for the number of transactions they do.
Data receivad from various streams within the business which allows for
Mi Management information {performance and transactional Informatien to be collated and used for
management decisions
MoneyGram/receive MoneyGram is a service availabte in branch which enables customiers to
v receive funds from anather individual within the UK and averseas
MoneyGram/send MoneyGram is a service available in branch which enabtes customers to send
v funds to another individual within the UK and overseas
Manitor The screen of the Horizon equipment
MOP Method of Payment The way in which payment is received for a product or service
MOR Mail Drder Retorns A way for custc\mers to return goods _they have bought onfine from Home
Shopping retailers. je. Next. Postage is usustly free at branch.
A term for an ex-Crawn Office that is now run by an individual using their own
dified P i
MsPO Modified Sub Post Office staff but offering the original services avaitable when it was a Crown Office.
MVL Motor Vehicle Licence A term used for a vehicle or car tax disc
Mystery shopping is a toot used externally by companies to measure quality of
Mystery Shopper service, of compliance with regulation, ot to gather spexific information about
products and services
The first port of caff for post office branches if they have a guery or need help.
It is a Helpline for Branch Staff for all Robbery, Burglary or major incidents plus
NASC Network il:s’::;” Support all transaction, navigation gueries {e.g. which {tons do { need to select for a
particular product or service) or stock related quersies. it's sccessed by ringing
0B45 6011022,
ists 1 . | ]
NCA Network Change Advisor Assists in the phy:ralcal needs of moving/relocating branches L.hlses with alarm
and safe companies te ensure work is done to standard and timescale
Network This relates to the Post Office network of approx. 11500 branches.
The National Federation of Subpostmasters [NF5P) supports subpostmasters
NESP National Federation of Sub  |and operators across the UK. They are an independent membership
Postmasters organisation with a commercial trading company to help support the retail
businesses of their members,
NS&I National Savings & (nvestment !’ost Office cllent: We self Prerium Bonds on their behaf. Used to be called
National Savings
The actual process of branch changes within the Netwark. Branches are being
NT Network Transformation remodetied internally, others may be relocating. Funding has been received
from the Government to support this.
NTP Network Transformation This is a term used for the current programime of activity regarding branch
Programme changes within the Network using Government funding to support this.
These are postage stamps whare the value is not shown. it may just say 15t
NVi Non Value Indicator Class or 2nd Class an the stamp. These stamps can be used at any point in the
future regardless of actus! price increases.
08C Oparationat Businass Change
[ h i ndards we must meet e
OFCOM Office of Communications Regulatory body that outlines the stal must meet when we promot
and sell our Telecoms and Broadband
OIC Officer in Charge
ONCH Overnight Cash Holdings Derived from declaring actual cash holdings in branch on 2 daily basis at ciose

of business

One for All Gift cards

A gift card pre-loaded with an amount of cash that can be used in high street
stores or enline as a method of payment

On-site Training Where an F5A provides training to an operator at their branch,

O0H Out of Hours A stock unit that is used out side the Post Offices core hours

Counter positions with no glass screen. Secure safes are fitted below the
Open Plan

counter.

PEBA Product & Branch Accounting |Also know as 'Chesterfield’ and now called the Finance Service Centre
Database holdi stcode and address detalls. Used for validatin,

PAF Postal Address Finder ng postcode an ® 8

\transactions or personal records
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A way of securely transferring a parcel from the public side of the counter to

| Hati
Parcel Hatch the secure area

These are High Street banks that allow us to do a range of services on hehalf of

Partner Banks X N
thern to enabie customers access to their sccounts, usually with no charge.

A word known only ta an individual which allows access to private/confidential

Password
systems or documents
. | These are the basic criteria on which mails items are sent regarding standards
PAWS Packaging, A;:ilr:;ess, Weight, of accepiance. Is it correctly wrapped, is there an acceptable address, does it
comply with weight and size restyictions?
A standalone bill payment terminal similar to our competitors (Paypoint,
Paystation Payzone), usually situsted on the retail side of the branch, that allows
¥ tustomers to top-up gas cards/electric keys and also pay bills if the Post Office
counter is unavailable o
Nasme of the Express parcels arm of Royal Mail Group. They deliver to intand
W Parcel Force World Wide
PFWW and internationat destinations and spacialise in guaranteed delivery options.
Commonly used for locations with ve all customer numbers & when
PHU Portable Hardware Unit |- oY catians ry smafl cus whers

Horizon egquipment is taken to various lecstions to provide a service,

Old terminalogy referring to the latter sent to an individual stating that they
PiD Persanal Invitation Document |could fetch their Post Office Card Account card from their local branch - Now
referred to as PUN {Pick-Up Notice}

[Personaily known number which allows the user access te

N Persanal Invitation Number
B : m processes/transactions. le. Cash withdrawal using a Chip & PiN card

Pin Pad The devise, usually on the public counter that allows for antry of the PiN by

the customer
PP Pricing In Proportion The'r msthod used by Royal Mail Lo charge on size and weight basis rather than .
weight alone,
Plastic template used in branches to measure the sixe of letters and small
PiP Template
parcais to determine which price structure to use
Rarely used ‘shortcut’ key on the Horlzon keyboard. Every transaction has an
PLU Product Laok Up atlocsted produo?'t nur'nber which, if knawn, car? be typed inthe the Horizon o
system. In practice this is not used as we have icans displaying the actual
transaction which are easily accessible.
A hasic account that atlows for the Departrment of Work and Pensions to pay
POCA Past Office Card Account | an individuals benefits, Nobody else can pay in and the account holder can
only take cash out. No interest received or the account .
This is a payment, subject to a maximum value as authorised, that may be
made to a Post Office Card Account customer during an emergency situation
POCA emergenc
paymer:t ¥ and must be authorised in advance of the trarsaction. The branch would ring

0845 6011022 and choose the option for authorising emergency POCA
payment.

This i . N ,

Post Office External Contact his is tlje contact centre fDI" customers ?n c.a.ll if they have an enqi..ury about

POEx Cantre Post Office Praducts or Services and avaitability, to make a complaint orto
pass on thanks and recognition. The number is 6B457 223344

The range of savings and insurance products we have which are sold in branch,

POFS Post Office Financial Services |online or by post. Products are done in conjunction with Bank of Ireland as a
uenerai yule.
. . Joint venture between Post Office Ltd and Bank of iraland which manages
Post Office Financial Travel | i
POFTS X financial products offering travel money, travellers cheques and the Travel .
Services
Money Card

Part of Royal Mait Group whotly owned by the Government. Responsible for

POL Past Office Limited
os fee Limite maintaining the number of Post Office brarches in the UK
A post office branch with a Local operating model contract. These are 2
PO Local post Office Local generally smaller b@nchg t.vith a large retm! side which have the Horlton
system next ta their retail till. They offer a slightly smalier product range for
esse of transactions.
POS Paint of Sale Leaflets and posters in branch identifying our products and services
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Postage Lahels

A self adhesive lsbel that is produced by Horizon showing the vaiue of the
postage required on a mails item. These have replaced stamps as a general
rule as they allow for faster processing at the counter and with Roya! Mail

Postat Order

A printed decument similar to a cheque but processed and owned by Post
office Lid. Can be made for any value up to £250 and is a guaranteed funds
document. Payable into 3 bank account or potential to be encashed in a Post
Office branch

Printed Papers

A service/pricing structure for sending mail abroad. Criteria means only certain
items can be sent this way. le. Books, magazines,

Performance Standards
PSA Assessment A document used during training to support a clear learning path,
PSTN Public Switched Telephone
Network
psB Premium Saving Bonds An investment oppertunity from National Savings & Investment Product which
we sell on behalf of
PSU Pawer Supply Unit
. . A document that a customer needs to be in receipt of, enabling them to
PUN Pick-up Notice collect their Post Office Card Account card from a branch
Rates Bosrd An Electronic Board displaying daily foreign curréncy rates, usually in larger
branches and visible from the sutside of the building
AEM Remittance A consignment to or from a Branch of Cash, Stock or other values to be
brought to account
R Recording the movements of items into a Stock Unit/ Branch (Cash and value
emin Remittance in
stock)
Remn Out Remittance out Recording the movements of items out of a Stock Unit/ Branch (Cash and
value stock)
This is how an Agent gets paid from Post Office (td. it is based on a product
Remunerstion payment for each trensaction they do and differs from one transaction to the
next
Restrictions Policy A iist of transactions that is restricted within 2 Post Office branch
The act of taking out a transaction that has been done previousty on the
Reversai .
Hogizon system, Often used to correct errors.
RM Royal Mail Suhs.idinrv of Royal mail Group - responsible for delivery and collection of mail
within the UK,
A plastic card from Royaf Mail, issued to business customers after vetting
precedures are completed, which allows and authorises the purchase of farge
M Authority Card volumes of postage stamps where the business wishes to pay by cheque. The
card has the business details on and is used as a guarantee that the chegue
will be hosoured {not bounce)
This is a Royal Mail cantact centre for all personal and business customer
RMCS Royal Mail Customer Service {enquiries. Personal Enguiries are made on 08457 740 740 and Business
Enguiries are made an 0BA57 950 950,
The managing company overseeing: Rayal Mail, Post Office Ltd., Parcelforce,
RMG Roya Mail Group and General Logistics Systems {GLS). UK's largest employer
RML Royai Mail Letters
RMSD Rovat Mail Special Delivery A secure sext d'av :ieli\fery uffere(.i by Royal mall giving priority handling and a
jsuaranteed delivery window of either by Sam or 1pm,
ROMEC Royat Mail Engineering Outsourced facilities management for RMG {id cards, clock setting, cleaning,
Construction alarm maintenance etc}
RSF Stamps Recorded Signed For Stamps A sta::np that. can he used to pay for 2 Royal Mail 'signed for’ service where the
item is a basic weight letter/large letter
An individual who looks alter @ number of branches within a geographical area
RSM Regional Sales Manager and gives sales support to those branches through coaching and delivering
workshops
RSP Retail Service Point
An individual whose responsibility is to the NT converted branches ensuring
SCM™ Sales Capability Manager comgpliant and carrect sales conversations are in place. Generally for a short
time period of up to 2 months,
5o Single Counter Office One positionad branch. Could be open plan or fortress based (behind glass

screen)
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Secure Area

An area within the post office where cash, stock and mails iterns sre kept. No
actess allowed to the general public

Settle centralty

Removes the amount from the Branch sccounrts into a holding account at
P&BA, Chestesfield.

A raetat date stamp that self inks in between stamping used for validating

5108 Self inking Date Stamp transactions showing location and date
AT I licy whi defined iod of ti ded
Single Trip Policy ravel insurance policy which covers ane defined period of time as nee
by the customer
Smalkt Parcet A term used in conjunction with sending maii, up to a certain size.
Standard Operational
sop Procedure
SORN Statutory off Road Notification | Informs the DVLA that the owner of a vehicle is taking it off the road
Traditional name for the individual who owns a branch. Other terminalogy -
SPMR Sub postmaster RY
Agent or Operator
SPSO Scale Payment Sub Office  [Refers to the type of branch and which contract they are on.
R The praocess of making a formal and complete statement of the physical Stamp
Stamy Dec Stamp Declaration holdings within the till, usually done when completing the balance.
Stamp Portfolio Stamp Book & book that holds loose stamps
Stock on Hand A fist of all stock the office is holding excluding cash (Postal Orders, stamps,
tax discs i)
A title given 0 an account which holds a pasticular amount of cash and stock.
su Stock Unit Mast branches use one stock unit and identifier, normaliy A8, but some larger
branches have multiple stock units and are allocsted to individuals for greater
responsibility/security
SVM Stamp Vending Machine
Swipe Card A magnetic card sometimes used for paying hiils
itson i th d the praduct ini
T8¢ Terms & Conditions A definition in wards between the consumer and the product owner outlining
standards
Offered by Royal Mait or Parcelforce Worldwide for certain products whichk
Ti T
T&T rack & Trace allows online/call centre tracking ang confirmation of delivery for mails items
TA'S Transaction Acknowledgments An electronic co-nﬂrrnauon of certain transactions based on transaction data
from external clients which is sent to a branch for them to process.
An electropic accounting adjustment issued by Finance Services Centre
TC'S Transaction Corsections Chesterfisld which corsects previous errors in branch. This has an impact on
the branch balance and would cause a discrepancy for the value issued.
mLc Time Belay Lock Compariment
A card that is available in branch or online in certain currencies which allows
for @ prepaid value of currency to be loaded. Can be used as a Mastercard to
TMC Travel Money Card pay for products, prismarily abroad, and alse able to withdraw cash from ATM's
abroad. They have the security of a chip & pin and the convenience of a debit
card but are not actually linked to a bank account.
Top Up The process of adding credit to a pre-paid card, typically mobile phones
TP (BTFY Trading Period {Branch Trading {A pericd of time where at the end a branch must do a monthly balance.

Period)

Usuaily 12 periods in a year, depending on the number of fiscal weeks.

Transaction Log

A raport which aflaws for Horizon to be interrogated and produce transaction
and events processed in the fast 42 days

Transaction Reference
Number

An individual reference nsmber generated for each transaction

Traveflers Chegues

A form of currency to be used whesn traveliing
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Appendix 1

The process of going through and declaring all cash plus stock in hand, as per
Balance Report, and producing the report. A trial batance shows the user the
current state of the balance but as it is only in 'trial' format, it aliows for the
activity to be cancelled without committing figures.

Trial Balance

United Kingdom Borders

UKBA Agency

Security elements which are only visible under a UV fight, used mainly onr bank

Ultra Violet Feature L
notes, driving ficences and passports

The process of selling more of the same item to the customer, le. If a customer,

Up Selt asks for 10 stumps, the clerk should offer them a book of 12

A logon access code which is identifiable to the individual based on a standard
User Name format. This is to enable usage of the Horizon system whilst stili being
compliant and accountable

Allows employees to securely access their company's intranet while traveling

P
VPN Virtual Private Network outside the office
VR Voluntary Redundancy Whereby staff voluntarily ieave the business in exchange for agreed terms.
A faint design made in some paper during manufacture that is visible when
Watermark . )
held against the iight
. 5 ]
WHS WH Sraith Post office branch services are now located in many high street WH Smith's.

They have roughly 70 branches across the country, mainly ex Crown Offices

This is @ regular training session which many branches and Post Office Ltd
internal teams use to cascade information and receive feedback from team
members

Work Time listening and
learning
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Appendix 2

Service

Availability

Description of service

Government Services

Paost Office Card
Account

All branches

A basic account for customers who are in receipt of
state pensions, benefits & tax credits and who do not
have a UK bank or building society account.
Payments are made into the account by the paying
depariment and customers can withdraw cash at all
Post Office branches or the Post Office cash machine
network.

Local counci services

l.ocal Area based

Services on behalf of over 300 locat councils covering
a wide range of applications and payment services
both from and to residents and customers. Sarvices
include cash collection from residents for rents, rates,
council tax, parking fines and licence fees, payment
sarvices including asylum seekers allowances, and
rebates, form checking including benefits, planning
and concessionary travel applications and identity
checking and verification services.

Car Tax — Motor Vehicle | 4,600 branches Car Tax - Motor Vehicle Licence and Statutory Off

Licance Issue Road Motification (SORN) services provided.
Customers can have their documents checked and
get their licence at issuing Post Office branches
nationwide.

Driving Licence photo 750 branches Allows photo cards to be renewed and makes sure

card renewal

the photo card renewal application meets DVLA
requirements by taking a photo to the required DVLA
standards, ensuring that the application is error free,
capturing an slectronic signature and sending the
application electronically and securely 1o the DVLA.

International driving
permit

Selected branches

Applications can be made in selected branches for an
Internationat Driving Permit which is required to dnve
legally in many places overseas alongside a UK
driving licence.

Passport Check & Sand

2,500 branches

Customers can take their passport applications to a
Post Office where the application form and
documantation are checked to ensure that everything
is correct. The application is then despatched by
Rovyal Mail Speciat Delivery priority processing.

Identity checking
services

Selected branches

Customers who need to have photocopies of identity
documents certified (for example when applying for a
mortgage, bank account or new jab), can have
original documents checked and photocopies certified
at the Post Office.

Biometric Residence

Selected branches

Customers who need to apply to stay in the UK who
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Permit Application far
the Home Office

are from outside the European Economic Area (EEA}
may need to apply for a Biometric Residence Permit
and can do so at selected Post Office branches if they
receive an invitation letter from the Home Office. The
Post Office captures the custorner's biometric details
by taking their photograph, fingerprints and digital
signature and sends the information securely to the
Home Office.

CQC - CRB registration
service

Selected branches

The Care Quality Commission {CQC) is the
independent regulator of all health and social care
servicas in England. Customers who need a Criminal
Records Bureau (CRB) check from the CQC can get
their application checked at the Post Office to verify
their identity.

Rod fishing and game
licences

All branches based
on demand

A range of rod ticences available for angling in
England and Wales and game licences to hunt game
are stocked in branches where there is local demand.
Fishing ticences are available in England and Wales
only. Game licences are available in Scotland and
Northem Ireland only.

Financial services

Personal banking

All branches

Free over-the-counter cash withdrawals, cashing of
personal cheques, cash daposils or cheque deposits
(the latter in most cases) for partner banks, e.9. Bank
of Ireland, Bank of Scotland, Barclays, cahoat,
Ciydesdale Bank, First Direct, First Trust, Halifax,
HSBC, Lioyds TSB, Nationwide, NatWest, Northem
Bank, Santander, Smile, The Co-operative Bank,
Rovyal Bank of Scotiand, Ulster & Yorkshire Bank.

Business banking

Al branches

Business banking services available in branch on
behalf of Santander, Co-operative, Bank of ireland,
Barclays.and Clydesdale.

Cash machines

Qver 2,000 locations
nationwide

Over 2,000 free-to-use cash machines are available
at Post Office branches nationwide.

Bureau de Change

All branches

A wide range of commission free currenciges and
Amarican Express travellers cheques, 1.600branches
offer a range of currencies on demand. An additional
2,500 branches offer Euro and Dollars on demand, a
further 3,436 offer Euros on demand as well as
Turkish Lira in the Summer. An additional 4,500
hranches offer Euros on demand either in branch or
online. Currencies can be pre-ordered for collection at
any branch.

Travel insurance

Ali branches

All branches and available on demand in 9,000
branches and via phone,

Travel Money Card

Selected branches

The Post Office Travel Money Card is available in
three currencies - Euro, US Dollar and Sterling — it is
a pre-paid card that customers can load with
currency. It can be topped up at selected branches or
over the phone.

AA_7B724538_1




POL00090358
POL00090358

Maneygram

All branches

intemational maney transfer of up to £68,000 to aver
150 countries.

Automated bill
payments

All branches

Acceptance of payment and pre-payment towards a
variely of bills including gas, electricity, water, phone,
council rent, mail order and insurance. (Some
schemes available on an area basis as agreed with
local authorities.)

PayStation and
charging of electricity
smart cards

All branches

To charge electric keys, Quantum Gas Cards, E-pay
Transactions. (Stocks of electricity tokens for meters
are also available in selected branches based on lccal
schemes.)

Morigages

Selected branches &
online

A range of mortgages are available including fixed
rate mortgages and tracker morigages.

iSA

All branches

The Post Office offers a fixed rate and variable rate
ISA: applications by phone, post or at the Post Office.
A funior ISA is also available which is a stocks and
shares Junior ISA: applications an-line or by phone.

Growth Bonds

All branches

Fixed term bond product offeririg 1, 2 & 3 yr terms.
Apply by post, phone or at the Post Office.

Reward Saver

All branches

Variable interest rate product with a bonus for the first
12 months. Apply by post, phone or at the Post Office.

instant Saver

All branches

Easy access variable rate product with a benus for
the first 12 months. Available across over60,000 LINK
cash machines. Apply by phone, post or at the Post
Office.

NS&I Premium Bonds

All branches

Premium Bonds are an investment where, instead of
interest paymaents, investors have the chance to win
tax-free prizes. When someone invests in Premium
Bonds they are allocated a series of numbers, one for
each £1 invested. Minimum purchase is £100.
Customers can hoild up to £30k. Apply by phone, ata
Post Office branch or online.

Mail Services

UK Parcels Guaranteed

All branches

Guaranteed UK Parcel services for next day
deliveries:

- Royal Mait Special Delivery Guarantesd by 9am®
- Royal Mait Special Delivery Guaranteed by 1pm®
- Parcelforce Worldwide express24

- Parcelforce Worldwide expressS, (available in
selacted branches), express10 and express AM

{JK Parcels Confirmed

All branches

Confirmed UK parcel services:
- Royal Mail Signed For® 1st Class
- Royal Mail Signed For® 2nd Class

AA_28724835_1




POL00090358
POL00090358

- Parcelforce Worldwide express48

UK Parcels Standard

All branches

Standard LUK parcel services are reliable and easy to
use and offer a range of delivery options for non-
valuable items:

- Royal Mail 1st Class
- Royal Mail 2nd Class
- Parcelforce Worldwide express48

Intemational Parcels
Guaranteed

Selected branches

Guaranteed intemationai parce! services for
internationat parcel delivery,

with the added security of end-to-end tracking and
online confirmation of delivery:

- Parceiforce Worldwide giobalexpress
- Parcelforce Worldwide globalpriority

intemational Parcels
Confirmed

All branches

Confirmed intemationat parcel services with tracking
or signature on delivery:

- Royal Mail Airsure®
- Royal Mail Intemational Signed For@

International Parcels
Standard

All branches

Standard Intermational parcel services:
- Royal Mail Aimai
- Royal Mail Surface Mail

- Parcelforce Worldwide globalvalue(available in
selected branches)

- Parcelforce Worldwide globaleconomy(available in
selected branches)

Drop & Go

Al branches

Crop & Go —~ a free, fast-track service, aimed at Small
Businesses, intemet sellers and customers sending
regular amounts of mail. Uses a prepaid card, and
helps speed up the branch journey for these
customers.,

Additional pustage
senices

Al branches

Adticles for the blind, HM Forces letters (British Forces
Post Office) elc.

Philatelic Selected branches Royal Mail special issue stamps and associated
products, such as presentation packs and first day
covers {stocked based on demand).

Locat Collect 8,771 branches tindelivered postal items are taken to the nearest
participating Past Office by the postal delivery staff for
later collection or customer has opted for the
collaction at their local Post Office branch.

Rediraction All branchas Mail redirection service for customers who are moving
home.

Telephony

Home Phone All branches The Post Office phone service offers customers line
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rental and calis. Application process at Post Office
branches, online or by telephone.

Broadband Essential All branches Capped usage broadband service available

with Home Phone natianwide, minimum 12-month contract. Application
process at Post Office branches, online or by
telephone.

Broadband Premium All branches Unlimited usage broadband service, wireless router,

with Home Phone available coverage. Application process at Post Office
branches, onlina or by phone.

Phone cards All branches UK International calling card offering calls to national
and international destinations.

Mobile E top-ups All branches Top-up service for ali pre-pay maobile praviders

through Horizon and PayStation.

Ah 20724538 _1
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introduction

1.1.

1.2,

13.

1.4.

1.5.

1.6.

L7

1.8.

1.9.

This Report has been prepared by Second Sight, which is the trading name of Secand Sight
Support Services Limited, the company appointed to conduct an independent investigation
into a number of matters raised by Subpostmasters, or former Subpostmasters.

Part One of our Briefing Report (Part One), issued on 25 July 2014, describes some aspects of
Post Office branch operating procedures and related functions of the Horizon system and
makes reference to this Part Two of our Briefing Report.

This Report expands on the main common ‘Thematic Issues’ that have been raised by many

Subpostmasters in their applications to the Mediation Scheme (the Scheme). This has been

done in the interests of efficiency and in order to avoid duplication across many cases.

The Report structure follows a modular approach with each Thematic Issue, as broadly defined

by Second Sight, forming a separate section within the Report. There are some topics on

which further enquiries and investigations by both Post Office and Second Sight are continuing, —
which when finalised may be included in future updates to this Report.

This 'Part Two' Report is therefore a 'living document' that will be periodically updated as we
develop better evidenced views on each of the matters raised.

The number of occurrences of each Thematic Issue, from the total population of 150
applications to the Scheme, is indicated throughaut this Report using the following groupings
and descriptions:

Few  Lessthan 15instances
Many Between 15 and 70 instances
Most More than 70 instances

In this context, the most commonly reported issue (complaints about Training and Support)
has been raised by over 130 Applicants, while the least-reported issues (concerns about
Pensions and Allowances transactions and Motor Vehicle Licences) were each raised by only
13 Applicants.

In order to put our comments in context, the issues being considered are based on concerns
raised by 150 Scheme Applicants from a total population of approximately 11,500 Branches,

The identification of a Thematic Issue accurs at the time that a Case Questionnaire Response
(CQR) is initially considered by us. As the Scheme process continues the underlying concerns
are further explored and conclusions are set out in the Post Office Investigation Report (POIR}
and then in our Case Review Report (CRR). This Report describes Thematic Issues in more
detail.
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1.10. Comments on a draft of this Report have been provided by Post Office and by the Justice for
Subpostmasters Alliance (JFSA), and we have taken account of those tomments when finalising
it.

1.11. In considering the CQRs submitted to us, the seven year Data Retention Policy of Post Office
has in some cases limited the availability of evidential data. This Policy applies to both Horizon
transactional data (held by Fujitsu) and also to other business records such as emails, letters,
memaos, interview recordings, transcripts and Audit and Investigation Reports.

1.12. Until recently, Post Office did not appear to operate a ‘litigation hold” process whereby
documents that may be needed to support a complaint or investigation are preserved —
irrespective of the seven year retention period.

2. Process

2.1. Scheme Application Forms and CQRs included a section asking what were the Applicant’s main
issues of concern. As the Scheme progressed it became clear that some issues were being
raised by multipie Applicants, We listed the seventeen most commonly described Thematic
issues and then referred to these throughout the rest of the process.

3, Scope

3.1. The definition of Horizon for the purposes of our work was considered in our Interim Report of
July 2013 as follows:

“.... the name Horizon relates to the entire application. This encompasses the software, both
bespoke ond software packages, the computer hordware and communications equipment
installed in branch and the central data centres. it includes the software used to control and
monitor the systems. In addition..... testing and training systems are also referred to as
Horizon".

Whiist we have adopted this Post Office definition of Horizon, it has been necessary to extend
it 50 as to properly include the totality of the Applicant’s experience of using Horizon. We have
therefore found it necessary to also consider issues such as the Audit and Investigative
processes and the Contract between Post Office and Subpostmasters.

4. The Contract between Post Office and Subpostmasters

4.1, This section deals with two separate issues, First, the potential impact on Subpostmasters of
some of the terms and conditions set out in the Contract and secondly, issues relating to the
notification to Subpostmasters of the terms of the Contract.

4.2, The following extracts are taken from the 'Standard Contract' (dated September 1894) between
Post Office and Subpostmasters. This is a 114-page document, that now incorporates several
post-1994 amendments. A copy of the entire document is available on request.
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4.3. The Standard Contract is described by Post Office as an arms-length, commercial transaction in
the nature of an agency contract.

4.4. The contract allocates several financial and other risks to Subpostmasters who may not have
understood or appreciated those risks, particularly if they failed to seek independent legal advice
before taking up their post. Qur comments on the clauses most relevant to our Review are
made solely from a business perspective.

4.5, The Standard Contract spells out the rights and responsibilities of both Post Office and
Subpostmasters. The clauses most frequently referred to by Applicants are as follows:

a) Section 17: (in the November 2002 amendment) lists the Key Products and Services e
{also referred to as the core products and services),

b} Section 15: (in the November 2002 amendment) refers to responsibility for the training
of the Subpostmaster and, in turn, of the staff emplayed in a branch. Under this
section the Post Office undertakes to provide the Subpostmaster with relevant training
materiols and processes to corry out the required training of his Assistants on the Post
Office Products and Services... and the Sub-Postmaster accepts the responsibility to
ensure the proper deployrment within his Post Office branch of any materials and
processes provided by Post Office Ltd and to ensure that his Assistonts receive alf the
training which is necessary in order to be abie to properly provide the Post Office
Products and Services and to perform any other tasks required in connection with the
operation of the Post Office branch.

Also... Post Office Ltd may request from time to time that where it has obligations as
described above the Subpostmaster should conduct specific tralning (whether through
written/distance learning that may require confirmation of compfietion or via
presentations} in relation to certain Post Office Services (such as, but not limited to,
muoney laundering). Failure by the Subpostmaster to arrange for such training to be
properly applied will be deemed to be a breach of this Contract by him.

c)  Section 1, paragraph 10: requires three months notice of contract termination fram
the Subpostmaster to Post Office and atlows Post Office to:

Terminate o Subpostmaster's contract ot any time in case of Breach of Condition by the
Subpostmaster, or non-performance of his obligation or non-provision of Post Office
Services, but otherwise may be determined by Post Office on not less than three
months natice.

In section 12 of the Standard Contract there are a number of paragraphs, as set out

beiow, addressing responsibility for losses and shortages. These paragraphs are at the
heart of nearly all of the cases being considered in the Scheme.
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d})  Section 12, paragraph 12:

The Subpostmaster is responsible for alf losses caused through his own negligence,
corelessness or error, and also for losses of alf kinds caused by his Assistants.
Deficiencies due to such lasses must be made good without delay.

e) Section 12, paragraph 13:

The financiol responsibility of the Subpostmaster does not cegse when he relinquishes
his appointment ond he will be required to make good any losses incurred during his
term of office which may subsequently come to light.

f]  Section 12, paragraph 14:

Surpluses moy be withdrown provided thot any subsequent charge up to the amount
withdrawn is made good immediately.

g)  Section 12, paragraph 17:

Subpostmasters may exceptionally not be required to make good the full amount of
certain losses ot his office. If he feels entitled to relief in making good a loss he should
apply to the Retoil Network Manager.

h}  Section 19, paragraph 12: deals with enquiries by officers of the Post Office
Investigation Division and states that:

The main job of the investigation Division is to investigate, or help the Police to
investigate, criminal offences against the Post Office, British Telecommunications and
the Department of National Savings. The Investigation Division does NOT enquire into
matters where crime s not suspected.

ij  Section 18, paragraph 19: allows persons interviewed by Post Office’s investigatars to
have g friend present during the interview but that person may nat interrupt in any
way, either by word or signal,

4,6, Having considered the Standard Contract in some detail from a business perspective, we are of
the opinion that it can, in some circumstances, operate to the detriment of the Subpastmaster,
who may not have reviewed nor fully understood the terms before accepting or declining to
enter into the Contract. We have not seen any evidence that Post Office either adwvises or
requires Subpostmasters to seek independent legal advice before taking up their posts.

4.7. The Standard Contract places a number of financial and other risks with Subpostmasters who
may not have properly understood or appreciated those risks, particularly if they failed to seek
independent legat advice. Consequently, there is a risk that appropriate risk mitigation
measures may not be implemented by the Subpostmaster,
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4.8, We have been told by many Applicants that they were not given a copy of the 114 page
Standard Contract until long after they had committed to purchase their sub-post office, or long
after they had started work as a Subpostmaster, or even at all.

4.9. We are advised that in some cases, a copy of the Standard Contract was not provided to the
Applicant until Post Office commenced litigation. Post Office has stated that its Standard
Operating Procedures require that Subpostmasters are provided with a copy of the Standard
Contract no tater than the day that they start work but this often seems not to have happened.

4,10. We understand that it is common practice for a new Subpostmaster to sign an
‘Acknowtedgement of Appointment’ letter that refers to the Contract, but without necessarily
being provided with a copy of it. in so doing the Subpostmaster acknowledges receipt and
acceptance of its terms and conditions, without necessarily being aware of its specific
provisions.

4.11.  itis worth noting that retaining evidence of the provision of the Standard Contract to the
Applicant has never been part of the Post Office’s Standard Operating Procedures.

5. Automated Teller Machines (ATMs)

5.1. Our Part One Report provides, in sections 5.23 to 5.29, background information an the
installation and operation of Automated Teller Machines (ATMs).

5.2. When a Post Office branch is equipped with an ATM it can be located either within or external
to the branch premises. The installation of an ATM at a branch is often desirable as it can
result in greater footfall and, as a consequence, increased sales of both Post Office products
and services and those of the co-located shop. Most of the reported problems we have seen
relate ta Bank of ireland (Bol) ATMs and some to HBANCO ATMs. All of the problems we have
seen so far relate to external ATMs,

5.3. Probiems with ATMs have been reported in more than 20% of the cases considered so far and
have included hoth small and large shortages that were charged back to Subpostmasters by
Post Office. In other cases, large surpluses occurred, which caused concern to some Applicants.

5.4. The normal cash dispensing process on Bot ATMs involves electronic interaction between the
Branch's ATM; Wincor Nixdorf (the service and maintenance provider); the LiNK platform and
the customer's bank. The ATM cash balancing/reconciliation process involves electronic and
also manual interaction between the Branch's ATM; the Branch's Horizon system; Post Office’s
Financial Service Centre (the 'FSC'} and Bol. This is a complex arrangement, requiring greater
human intervention, at the end of each business day, than that typically needed in most high
street banks whose ATMs are seamiessly connected to their own computer systems.

5.5. One notable problem, reported by many of the Applicants raising concerns about ATMs, seems
to relate to the manual {rather than electronic/automatic)} extraction and use of the 'cash
dispensed' figures from the *Bank Totals' receipt that Subpostmasters are required to obtain
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each day from their ATM and their daily input of ‘cash declarations’ into Horizon. This has been
referred to by some Applicanis as having to deal with an ‘air gap' between their ATM and the
Horizon system,

In February 2008, Post Office issued an 'Operations Manuaf interim', Post Office stated that it
was issuing new instructions because “a number of non-conformance issues are stilf affecting
the processes for ATM reconciliation and settlerent and to explain the correct end-to-end
accounting processes relating to Bank of Ireland ATMs" .

The introduction to the Operations Manual interim stated:

The Bank of Ireland, via the LINK network, extracts a 16:30 - 16:30 ‘cash dispensed’ figure
automnatically from your ATM each day. This figure forms the basis of a settlement to Post
Office. This figure is the value of cash dispensed from your ATM from 16:30 the previous day
untit 16:30 on the current working day.

In other words, the amount of cash dispensed to customers, from each branch's ATM during the
previous 24 hours (or during the previous 72 hours between Friday at 16:30 and Monday at
16:30), would be available to Bot and that data would be extracted by Bol from each ATM.

The Operations tanual interim goes on to say:

in order to meet the required business accounting standard, branches are required to obtain
each day the 16:30 - 16:30 ‘cash dispensed’ figure from the ‘Bank Totals’ receipt which is
available from the Bank of trelond ATM, and to enter this figure on the Horizon systemon a
daily basis.

The Manual later describes that as needing to be done each day after 16:30 but before 19:00.
The Manual continues:

In Product and Branch Accounting (P&BA) a comparison is made between the LiNK generated
figure and the figure you enter on Horizon. If the totals differ, they are queried with Bank of
irefand and may result in a Transaction Correction sent to your branch. If you do not enter
the daily 16:30 - 16:30 “cash dispensed’ figure on Horizon, this means that the settlement
figure by Bank of irefand cannot be confirmed. In this case the two sets of figures are
automatically reported as differing, resulting in reconciliation problerns.

in addition to obtaining the cash dispensed figures from their ATM and entering them into
Horizon at the correct time of day, Subpostmasters were also instructed to make a daily cash
declaration {and do this every day inciuding on days when the branch closed before 16:30 hrs)
through their Horizon terminal, Specifically:

You must make o daify cash declaration on the Horizan system for the separate stock unit
you have set up for ATM transactions (including days when you close before 4.30pm {16:30
hours} and you have logged on to the ATM stock unit). Unlike cash declarations for your
counter stocks, however, you do not need to make a physical count of the cash contained in
the ATM in order to complete the declaration,
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You must make the declaration before 7pm (19:00 hrs} end you must include alf funds stered
in your official safe that you have received on a Remittance specifically for your ATM.

5.11. #t wouid appear that some Applicants misunderstood the instructions, and some were told
by Helpline staff, when they were investigating differences, that "the problem will sort itself
out” (though it did nat}. Any differences would normally be expected ta be resolved by means -
of Transaction Corrections, however this often meant that further errors were made. Many
Applicants have also reported that they subsequently found that the Helpline's advice was later
countermanded. Comments referring to problems with Helpline advice are found in the CQRs
in nearly every instance where the Applicant experienced problems with an ATM,

5.12. A conseguence af a user getting things wrong with the ATM cash dispensed figures and
inputting incorrect data and hence causing an initial discrepancy was that an out-of-sync —
situation could develop where the branch's ATM would be expected (by Bol and by Post Office]
to have an amount of cash in its cassettes that was different from the cash figure that the
Subpostmaster had entered into Horizon.

5.13. Based on comments in many CQRs the problems reported by Applicants relating to this out-
of-sync situation, became, it seems, what can be described as commonpiace in some branches
prior to the February 2008 release of the Manual Update,

5.14. The Manual Update confirms that, by following the new instructions, the process for
entering data and balancing ATM cash will change and states:

If following the instructions contoined in this workoid means that the way you will now enter
data on Horizon and balance your ATM cash will change {for example, if you have previously
entered figures which are not based upon the 16:30 - 16:30 figures or if you have not
completed this task daily, moving to the correct process is likely to result in o cash balancing
difference}.

if this is the case, P&BA will issue a Transaction Correction, to address the cash balancing
differences, and will try to provide clear evidence and as much information as possible to
help with correcting transactions. The correction assumes that olf previous ATM dispensed
figures have been recorded on Horizon accurately ond that branch cash has been correctly
declored.

5.15. Many Applicants have commented on their view of the complexity of the processing of ATM
figures in Horizon and the general lack of clarity and hence ease of use of the guidance and
instructions issued by Post Office. We consider that the February 2008 instructions represent a
goad example of this complexity and show how easy it might have been for some
Subpostmasters to make mistakes. This is an extract from the paragraph titled Loading cash
into the ATM:

Always enter in the ATM the number of notes loaded in the machine, not the value

Ensure that you enter the number of notes you are loading, not the amount akready in the
ATM
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Please remember: At the weekly balance all figures are cleared. Therefore, you will need to
enter all amounts in total when you relood the machine next.

5.16.  As an additional example, the following extract is from the paragraphs dealing with Weekly
belancing ond recording figures on the Cash Management Sheet:

You must make a physical count of the cash in your ATM at least once a week and record the
figures on the Cash Management Sheet before removing the cassettes for your physical
check of the cash. You must not enter gny of the figures on the Horizon system. The weekly
balonce can be carried out on any day of the week, even at the end of a Branch Trading
period as long as your premises are ciosed to the public. It should be completed at any time
after 16:30 hrs when the Disp 16:30 -~ 16:30 figure hos been entered.

Please note: You do not have to reconcile the cash in your ATM with the cash declaration you
make on Horizon. The ATM is balanced using the Cash Management Sheet as described
below. {f the Cash Management Sheet balances, your ATM has balanced.

5.17. .. and the following extract is from the paragraphs dealing with Jf the Cash Management
Sheet balances, but there is a discrepancy on Horizon:

The Horizon system should not be recording a discrepancy in the ATM stock. If o discrepancy
is not rectified, it will give you o wrong carried forward figure ond the problem could be
compounded. If there is a discreponcy on Horizon but the Cash Monogement Sheet balances,
you could have entered incorrect figures an the Horizon system.

Go back thraugh your receipts and doublfe check that the 16.30-16.30 ‘cash dispensed’
figures for ench doy hove been entered correctly on Horizon.

Check that any ATM cash originally remitted into & counter stock has been transferred into
the ATM stock

Check that the transfer into the ATM stock has been accepted
Double check that the doily cash declaration has been completed accurotely

If you cannot resolve the discrepancy, do not phone the Wincor Helpiesk; please phone the
NBSC for advice.

5.18. in those cases in which the Applicant reported concerns about an out-of sync situation most
have stated that they had no idea what was causing the problem. The 2008 Manual Update did
little to resolve those issues. Furthermore, if the branch's ATM was operating after the 16:30
8ol 'cut-off' time during the week and/or at weekends (as would clearly be the case with
externally located ATMs), then the transaction volumes and associated accounting entries on
the following Monday would include all cash dispensed in the preceding 72 hours between
16:31 on the previous Friday afternoon and 16:30 on that afternoon,

5.19. We have also been told that when ATM-related reconciliation and out-of-sync problems
were reported to the Heipline, Applicants were often told to ignore the shortfall because it will
sort itself out. The advice from the Helpline, particularly prior to the 2008 Manual update,
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appears to us (based an comments and reactions from Applicants) to have been inadeguate or
possibly even misleading. 1t may also have had the unintended conseguence of causing
Applicants to give up trying to understand and resolve problems. This in turn, could have led to
the temptation to folsely occount, while waiting for the problem to "sort itself out”.

5.20.  Many Applicants have commented on the apparent impact on their branch's ATM of power -
or telecommunication failures. Other than recording in some cases the dates and times of such
fallures, it was difficult for them to refate those failures to specific deficiencies. it is recognised
that there are standard processes in place to deal with power cuts and connectivity interrupts
to ensure that data is not lost or corrupted when those events occur. Nonetheless, the need in
such circumstances for an ATM to be re-booted by the Subpostmaster, or for it to be remotely
re-booted by Bol, coutd in our view, introduce a possible risk of data loss or corruption. Post
Office has given assurances that this cannot happen, and that it never has happened, but some
evidence seemingly contradicts those assurances, so further enquiries on this point are
continuing,

5.21. There have been many reported instances where a cash withdrawal could not be completed
due to a problem occurring during the transaction. We understand that this occurs reasonably
frequently and can be due to a mistake by the customer. Depending on when the problem
arose it is possibie for cash that should have been dispensed to the customer to be withheld by
the ATM but the customer’s bank account nevertheless debited.

5.22.  When cash is dispensed by an ATM, and there is a delay in the customer physically removing
it, the ATM will, after a set period, retain the cash. This is known as a retract.

5.23. in most instances such retracts occur because customers get distracted and walk away
having failed fo take the offered notes within the pre-set timeframe {usually 60 seconds). n
such instances, the customer’s account will be debited and, in due course, his account wilt be
re-credited once {if he notices his mistake) he contacts his bank to report what happened.
Those notes should have been found, at the end of that day, in the ATM’s *retracts bin'. All that
is innocent and not a cause of problems to any Subpostmaster, The more serious aspect of
retract fraud is dealt with below.

5.24, Itis possible that some of the large discrepancies reported by Applicants could have
included losses brought about by external theft where sophisticated methodologies had been
deployed {such as retract fraud or the more advanced transaction reversal fraud). The risk and
consequences of this sort of theft/fraud, and the need to thoroughly investigate every apparent
ATM cash shortfall, seems to have been under appreciated.

5.25. We are aware of a project, carried out by Post Office in 2012, to react to increasing retract
fraud but we have been told that na report was produced and we have, as yet, been unabie to
check whether any Applicants were held accountable for losses that were, or might have been,
attributable to externat ATM fraud/theft.
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Motor Vehicle Licences

Not afl branches are authorised to issue Motor Vehicle Licences {MVL) and only a small number
of Applicants have reported problems with MVL processing. We have seen a small number of
instances of a particular problem, This relates to V11C forms that were misprinted with an
incorrect bar code. This seems to have resulted in Horizon recording the sale of a 12 month tax
disc, when in fact a 6 month tax disc was sold,

if this error is not immediately noticed at the Horizon terminal, a discrepancy, being the price
difference between the 6 and 12 month MVL Tax Discs, will accur and the Subpostmaster will
later be held accountable for the resuitant cash shortfall. In branches issuing large numbers of
MVLs this coutd become a significant amount,

7. National Lottery

7.1.

1.2

7.3.

7.4,

7.5,

Not all branches self Lottery tickets or Lottery Scratch Cards. Where these items are sold, they
are usually sold from the co-located shog's retail counter, rather than from the Post Office
counter, even though they have to be accounted for using the Horizon terminal at the Post
Office counter.

There is often a significant difference in the opening hours of the counter in the retail shop and
the shop's Post Office counter. The retail counter will therefore be selling Lottery
tickets/Scratch Cards outside the hours when the Horizon system is operating at the Post Office
counter. Since branches are not allowed to sell National Lottery products other than through
the Post Office, each day's ticket sales have to be recorded, the following morning, in Horizon,
Also, before any Lottery Scratch Cards can be sold, they must first be "Activoted’ on the Camelot
terminal and then 'Remmed in' to Horizon.

We have received many reports where Applicants have stated that their branch’s Horizon
systern would get out-of-sync with the quite separate Camelot system, thereby generating
material surpluses or deficiencies that were eventually corrected by Post Office issuing
Transaction Corrections {(TCs) through the Horizon system. The average Lottery-refated TC was
approximately £650 and many of these TCs were for amounts that were exactly divisible by
£160, that being the value of a full pack of Scratch Cards.

Prier to 2012 most discrepancies on Scratch Card activations were caused by Subpostmasters
failing to 'rem in" activated packs of Scratch Cards to Horizon. In February 2012 Post Office
introduced a system change that finally eliminated the possibility of synchronisation errors
between the Horizon and Camelot systems.

These problems appear to have been most serious and frequent between 2005 and February
2010, when Post Office made a significant change to its Standard Operating Procedures. This
reduced the possibility of having packs of inactive Scratch Cards recorded in Horizon or having
activated packs that were not recorded in Horizon.
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We have also been told by Applicants that, before these important procedural improvements
were introduced, inconsistent and sometimes conflicting advice was provided by the Helpline,
which further exacerbated their problems.

Qccurrences of the out-of-sync problem appear to have been particularly prevatent in hranches
where an associated retail shop sold Lottery tickets late into the evening, after the Post Office
counter had closed. A further complication often occurred on the final Wednesday evening of
the monthly Trading Period when Subpostmasters were required to reconcile the Horizon and
Camelot figures as a priority task on the Thursday morning, rather than at 17:30 on the
Wednesday, but this requirement was not always advised by the Helpline. It is not clear
whether the training and support that Applicants received covered this important point,

8. Training, Support and Supervision

8.1

8.2.

8.3.

B.4,

8.5,

The nature and extent of training provided by Post Office has developed over the years as
described in our Part One Briefing Report. in our opinion, the training was probably adeguate
for people who had reasonable levels of {T skifls, numeracy and accuracy, though further
product-specific training, rather than the use of Operating Manuals, was perhaps required for
some Subpostmasters, especially those whose branches delivered a wide range of products and
services.

We have been told by most Applicants that whilst their basic training was probably adeguate in

regard to general ‘Business as Usual' Transaction Processing, it was predominately sales-

focused and weak in regard to End of Day, End of Week and in particular, End of Trading Period, —--
balancing. We have been advised by most Applicants that there was little or no coverage of

how to deal with discrepancies (both surpluses and shortfalls), how to identify the root causes

of recurring problems or how to deal with Transaction Corrections.

Many Applicants have commented that, in the years prior to the installation of the Horizon
computer system, they typically had monthly surpluses of just a few pounds (less than £30
seemed to be the norm) and that they first experienced large discrepancies shortly after the
Horizon system was installed.

Many Applicants bave reported that they or their staff only started making serious mistakes
after the new system was launched. This could indicate a lack of understanding of how the
system was meant to operate and be used, which could itself indicate that they had either been
insufficiently trained, that they had been unable to properly train their staff, or that the new
screen-based counter processes had introduced new ways of making mistakes that neither
they, nor anyone in Post Office, was aware of.

We note that the duration of Basic Training has varied widely over the years and is now far

more extensive than it was in 1990 - 2010 {the pertinent period for many of the Applicants). .
Post Office refers to the current routine provision of two weeks’ training for Subpostmasters.

Many Applicants have reported in their CQRs that they received fewer than two days’ training

and were simply handed Operating Manuals for self-study and to train their counter staff,
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8.6. Post Office's Trainers, and in some cases Applicants’ Line Managers, do not seem to have been
well regarded by many Applicants and appear to have been considered particularly weak when
dealing with ATMs; Lottery processing; Motor Vehicle Licences; Foreign Currency and other
specialist products.

8.7. Subpostmasters are responsible for training and supervising their own staff and Post Office has
no responsibility to train staff, other than in Crown Offices. Post Office does provide
Subpostmasters with relevant training materials for themselves and their staff, but it does not
operate a quality control function in order to ensure that this further training is properly
delivered. We found that further training for Subpostmasters was predominantly delivered in
respense to user demand, rather than being determined by Training Needs Analysis.

8.8, We recognise the complexity of the current product range and question whether a counter
process involving over 170 products, operated by more than 68,000 staff, of vastly differing
levels of intellect, experience, numeracy and attention to detail, can ever be expected to work
well without a fully effective and comprehensive training and support regime,

9. The Helpline

9.1. Many Applicants’ CQRs have included examplas where the Post Office's Helpline has failed to
provide worthwhile support when called. The relevant call iog {when available} often does not
provide sufficient detaif about exactly what advice was provided in order for us to form
evidence based conclusions. Specific criticisms include:

a}  difficulty in contacting the helpline due to its limited availability;

b)  unhelpful, script-based, responses;

¢} many calls, including those seeking help on balancing problems and discrepancies,
were afforded 'Low Priority' by the Helpline staff; and

d)  instructions received during one call that are said to have later been countermanded, |
sometimes months later, by another. :

9.2. Afrequently recurring response by the Helpline, relating to shortfalls, is said to have been:
“don't worry obout it, it will sort itself out”.

9.3. Many Applicants have reported that problems did not sort themselves out, nor was any
indication given by the Helpline as to how long they shouid wait before realizing that a problem
that had not sorted itself out would probably not now do so, nor how they were supposed to
balance the books during the intervening period.

10. Limitations in the Transactional ‘Audit Trail’

10.1.  Many Applicants have claimed that, whiist acknowiedging some errors were caused by their
own mistakes, they were often unable to determine the root causes of discrepancies (both
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shortfalls and surpluses) reported by Horizon, because the underlying transaction data was not
available to them,

10.2.  Post Office controls the Horizon infrastructure including back-office accounting and
reporting functions. A consequence of this is that Post Office may hold Subpostmasters
accountable for shortages that they are unable to fully investigate due to a lack of access to
data. A Subpostmaster has very limited options in these circumstances and often has to make
good losses even where the underlying root cause has not been established or understood.

10.3. The concerns fall broadly into three areas:

a) data that isn't available even on the day of the transaction;

h)  data that was at first available, but after 42 days {later extended to 60 days following a
system change by Post Office) is no longer available; and

¢) datathat isn’t available after suspension.

Data that isn’t available even on the day of the transaction

10.4. Applicants' concerns principally relate to transaction types where Horizon produces, at the
end of day, only an aggregate amount and vofume for that day’s transactions. These
transaction types are those where customers have paid for goods or services by Debit or Credit
Card.

10.5. In the event of an end-of-day discrepancy for one of these transaction types, and without
the benefit of a disaggregation of a total amountinto its constituent transactional components,
Applicants found it difficult, if not impossible, to identify the individual transaction(s) that
brought about the discrepancy.

10.6.  Typically, a Subpostmaster would need to find items:

a}  that should have been, but were not, included in the aggregate total; or

by  amounts that had been incorrectly entered, such as £50.00 entered as £500.00, £39.00
entered as £93.00, a withdrawal processed as a deposit; or

¢} amounts that formed part of the aggregate total, but should not have been included in
that total at all.

10.7.  Only by finding those errors and omissions could Subpostmasters begin the process of
correction and loss mitigation, This may sometimes have involved attempting to contact the
relevant customer, but in order to do that they needed not only to identify the incorrect or T
missing transaction, but also to know the name, and perhaps also the address, of the relevant
customer.

10.8. Many Applicants have told us that, prior to the introduction of MHorizon, it was easy to do this
since the paper dockets retained to evidence each transaction provided this information. It is
regrettable that the Horizon system does not provide the same functionality as the previous
manual system. -

Page 13



10.9.

POL00090358
POL00090358

Data that was at first available, but after 42 days (later extended to 60 days) is no longer
available

The main concern expressed about data availability, is the need to go back to a previous
period in the event that a Transaction Correction {TC) was issued by Post Office a long time
after the transaction {to which the TC relates) was erroneously input into, or omitted from,
Horizon, TCs are issued for different reasons and different products may be treated in different
ways. If the delay in issuing the TC exceeds 42 days (now 60 days}, the Subpostmaster may no
tonger have data readily available with which to respond to the TC and may have no practical
alternative other than to accept it. We have been told that if further data was requested from
Post Office, such requests were often rejected on cost grounds. We are also aware that the
difficulty in printing and examining Horizon's Bom wide 'till rols’ was a significant issue in
locating the transaction(s) that had created discrepancies.

Data that isn't available after suspension

10.10. Applicants have reported that their ability to investigate transactional discrepancies, or to

defend themselves against allegations made by Post Office, were often thwarted because,

following their suspension (usually on the day of an Audit) they were, as a matter of Post Office

policy, denied access to the Branch. In many instances we have been advised that Post Office

investigators also removed records, often including personal documents such as diaries in

which Applicants had noted problems that had occurred; to whom they had reported those

problems; what advice and instructions they hag received and what had resulted from following .
that advice or instructions. Applicants have also reported that, despite their requests, they

never regained access to any of the records they needed to prove their innocence.

11. Transactions not entered by the Subpostmaster or their staff

111,

11.2,

Many Applicants have reported that Horizon transactions appeared to have been entered,
or cash or stock balances changed, when the branch was closed and no one had access to any of
the Horizon terminals, |

Post Office has confirmed that it is not, and never has been, possible for anyone to access
Branch data and amend five transactional, cash or stock dats without the knowledge of
Subpostmasters or their staff. However, we are aware that certain error recovery and ‘
correction processes can result in transaction reversals that carry the System Identity {iD) of the
branch employee who entered the originating transaction that the system itself is reversing, or
the ID of the employee restarting the system (see ' Transaction Reversals’), We note that this
fails to easily differentiate between entries made by 2 user and those that are system
generated. Enquiries on these matters are continuing.

12. Transaction Reversals

12.1.

As mentioned above, 2 number of Applicants have reported transactions that appear to
have been input when the branch was shut and no one had access to the Horizon terminals.
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12.2. Afew Applicants have reported that they had entered an original transaction, but had not
entered the reversal of that transaction. Rather, the Horizon system appeared to have
generated a transaction reversal, without their knowledge or their intervention.

12.3,  This matter was aiso highlighted in a report by Helen Rose, Post Office Security - Fraud
Analyst - dated 12 June, 2013:

"... it is just that { don't think thot suome of the system based correction ond adjustment
transactions gre cleor to us on either credence or ARQ logs.”

"However, my concerns are that we cannot clecrly see what has hoppened on the data
available to us and this in itself moy be misinterpreted when giving evidence and using the
same dato for prosecutions”

12.4.  N.B. 'Credence'is a Post Office Management Infarmation Reporting System and 'ARQ Jogs' is
a reference to a request for Horizon information archived through the 'Audit Retrieval Query’
process. Enquiries on this issue are continuing.

13. Cash and Stock Remittances (Rems) in and out of the branch
13.1. A number of Applicants have raised issues concerning 'Rems'.

13.2, 'Rems’ are inward and outward remittances of stock or cash (including foreign currency).
Large amounts of cash and stock are routinely sent to and from branches using this process.
Rabust procedures are in place to ensure that the process normally operates reliably and that
errors, or theft, are rapidly detected.

13.3. Occasionally however, branches will report that a Rem 'pouch’ was not received or that it
contsined fewer items, or lower value, than the sender claimed. Similarly, Post Office witl
sometimes find that a Rem pouch sent by a branch is missing or its content has been overstated
by the branch. Post Office deals with these discrepancies by issuing Transaction Corrections
that show the details of the shortfall or overage. Because such discrepancies relate to physical
items, it is necessary to rely on witness statements and other documentary evidence as to the
exact content of Rem pouches.

13.4. Some Applicants have described instances of foreign currency shipments being accidentally
sent to the wrong branch. We are aware that some of these errors have occurred due to Post
Office's Business Partner for Foreign Currency (First Rate) using an incorrect delivery address.
Clearly, this introduces the possibility that an Applicant might have been held accountable for a
shipment thal was never received by his branch.

13.5. Post Office is now carrying out further investigations into this matter.
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14. Missing Cheques

14.1.  As with other outward Remittances (see Cash and Stock Remittances (Rems) in and out of
the branch above), branches ‘Rem' to Post Office's main processing centre (in Chesterfield) all
cheques that the branch has taken in each day. These are put together into 'Stripey' envelopes
and collected by the Royal Mail after each day's cut-off time.

14.2. For almost all of the cheques that Post Office handles each day, everything normally goes
smoothly, but some cheques do get lost or are accidentally spoiled either within the hranch or
at Chesterfield, while some envelopes get lost in transit.

14.3. We have also been informed that is possibie for cheques to get damaged in Post Office's
cheque processing equipment and therefore not be processed. In such cases, if the cheque is
so badly mutitated as to be unreadable, the possibility arises that a branch might be charged,
through the TC process, for a missing payment even though the cheque had been sent to
Chesterfield. Also, where a customer's cheque 'bounces’, it will be charged back to the branch
if the branch staff failed to follow Standard Operating Procedures. Post Office has stated that it
wilt attempt, where possible, to obtain a replacement cheque from the customer.

14.4, Assertions have been made by some Applicants that customers’ cheques (received in
exchange for goods or services rendered at the counter) never cleared and they were held
accountable for the value of those missing cheques. Post Office has told us that there have
been na examples of this occurring and, in due course, Post Office will have an opportunity to
respond to several specific examples cited by Applicants. Enquiries on this matter are
continuing.

145, Some Applicants have complained that the TC process was sometimes so slow {in regard to
cheques) that, by the time they had been advised that a cheque had been lost, mutifated or
returned by the paying bank, il chances of mitigating their ioss were gone.

14.6. Post Office has confirmed that Subpostmasters will not be held liable for chegues lost in
transit and that, if alt required procedures have been correctly followed, they will not be held
liable for cheque-related losses.

15. Pensions and Allowances

15.1. Afew Applicants have reported problems with Pensions and Allowances where Post Cffice's
Investigators made allegations that they, or their branch employees, had stolen money by
fraudulently manipulating Pension and/or Allowance payments. The aliegations were that
amounts had been recorded as having been paid out when they were not (overclaims) or where
Green GIRO cheques or Pension & Allowance dockets had been re-used (reintroductions).

15.2.  Post Office has responded to our request for background information to help us better
understand and put into context the fraud that Post Office had alleged was happening in those
branches.
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15.3,  Our purpase, in seeking this background information was to dlarify how these types of fraud -
may have been perpetrated and how Post Office identified those responsible. We needed to
explore the possibility that Applicants, who had been accused by Post Office of fraud but not
ultimately convicted of it, but who had in some instances been required to repay the allegedly
stolen funds, might have themselves been the innocent victims of a far 1arger 'pattern’ of fraud.

15.4. Post Office pointed out that "it only prosecutes cases which merit prosecution and does 50
alwoys on legol odvice" and noted that the vast majority of the cases it takes to court involving
reintroduction fraud, result in successful prosecutions.

15.5. Post Office's response described the way that overclaim and reintroduction fraud can be
perpetrated and how the relatively easy to manipulate dockets have since been replaced by the -
more secure 'Post Office Card Account' (POCA) which uses 'Chip and PIN' technology. However,
Green GIRO cheques are still in use by customers who have lost their POCA cards and by those
on temporary benefits.

15.6. ltis clear that, while overclaims can arise as a result of errars innocently made in a branch
{e.g. by forgetting to remit a voucher), reintroductions involve a positive decision ta re-process
a benefit pay-out even though the genuine transaction with the customer has zlready occurred.
Post Office concedes that reintroductions can happen by accident, but the Subpostmaster
would still be tiable for such errors and it regards multiple reintroductions as being indicative of
fraud.

15.7. Post Office bas concluded that no 'pattern’ of fraud exists, and we wilt now examine each of
these cases on its merits, Further enquiries on this matter are therefore continuing,

16, Surpluses

16.1.  As stated in the section above desling with The Contract between Post Office and its
Subpostmasters:

"surpluses may be withdrawn provided thot any subsequent charge up to the amount
withdrawn is made good immediately”.

16.2.  Post Office defines discrepancies as including both surpluses and deficits. We believe that
the cause of all material discrepancies should be investigated and corrected. This should
include consideration that discrepancies could be caused by the system itself, or by errors
occurring outside of the branch. It is only by doing this that the underlying root cause of the
discrepancy can be established.

16.3. Feedback from Applicants has demonstrated to us that the preliminary investigative
assumption adopted by Post Office appears to be that discrepancies are usually caused by
errors or problems at the counter and or by theft. Post Qffice's confidence in the Horizon
system remains very high and as such, the system itself will normally be discounted as a source
of error.
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16.4. Ininputting data into Horizon it is possibie that errors are made that generate a surpius,
unbeknown to the customer or third party. Another cause of a surplus could he the
underpayment at the counter to a customer, aithough this is more likely to be detected.

16,5, We understand that although surpluses are expected to be retained by the Subpostmaster it
is possible to hold them in suspense by ‘settling centrally’ so that future shortages and
Transaction Corrections could be offset against them. Many Applicants appear not to have
been aware of this facility.

16.6. The failure to investigate and correct material discrepancies is perhaps unigue to Post
Office’s Business Model. Unlike commercial entities that do not operate on an agency basis,
Post Office has had little commercial incentive to seek the root causes of discrepancies as the
burden of cost {and risk} is being carried in most instances either by its Subpostmasters, in the
case of shortfalls, or by its customers or Post Office Clients, in the case of surpluses.

17. Cash withdrawals accidentally processed as deposits and other counter-errors that benefit
customers at the expense of the Subpostmaster

Cash withdrawals accidentally processed as deposits

17.1.  Mistakes can occur if the counter clerk accidentally touches the 'DEPOSIT' icon on the screen
instead of the adjacent ‘'WITHDRAWAL' one, thus generating a deficit of twice the size of the
customer's withdrawal. Such errors by branch staff can be difficult to isolate from the system-
produced totals of card transactions (see Limitations in the Transactional 'Audit Trall' above}
unless the customer notices his windfall and then tells the branch about it. Absent such
customer honesty and diligence, shortages brought about by such mistakes are very difficuit to
isolate and recover.

Other counter errors that benefit customers at the expense of the Subpostmaster

17.2,  We have been made aware of cases where Applicants have been held accountable for
shortages that have arisen through what Post Office refers to as "errors mode ot the counter”
and where customers have profited at the expense of the Subpostmaster.

17.3. Where a customer has received cash or goods and later discovered that their bank account
has not been debited or their card account has not heen charged, it is quite possible that they
raay keep quiet about it, leaving the Subpostmaster to be held accountable for the resultant
shortfail.

17.4. Inmid-2008 the method of processing receipts into Giro Bank accounts was changed.
Previously, customers completed a two-part paying-in slip. One copy of the paying-in slip was
retained by the customer, another was retained in the branch and cross-referenced to the entry
made on Horizon.

17.5.  Prior to the mid-2008 processing change, the Subpostmaster would have been able to
identify the amount of cash that had been recorded in the system by cross-checking with the
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paying-in slip. Hence, a correction could have been actioned and the branch's books brought
back into balance. in such a case, the apparent cash shortage would have been eliminated
because the audit trail enabled the specific cause of the shortage 1o be identified and corrected.

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

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

17.8. It follows that, if the counter clerk did not immediately spot an error, any later balance
would show a difference between the cash holdings on Horizon and the actual cash holdings.
However, after the processing change, there would be no supporting documentation available
either to the Subpostmaster, or to Post Office centrally. Therefore neither the Subpostmaster
nor the Post Office's central processing unit would be able to check whether or not the cash
deposit entries on the system reflected the actual amount of cash that had been deposited.

18, Error and fraud repellency

18.1. Normally, when a business detects errors or fraud occurring repeatedly, investigative and
analytical work will be carried out to determine whether changes to its Standard Operating
Procedures, to its hardware or software, or to its employee training, should be made so as to
reduce the likelihood and/or seriousness of future recurrence, This process of investigation and
analysis generates, over time, a 'Virtuous Circle' of detection, loss mitigation and process
correction/improvement which builds the entire system’s robustness and efficiency.

1B.2. In not fully investigating "errors made at the counter”, even where it is obvious that some of
those errors have been systematicatly repeated in a branch, or even across the Network, Post
Office seems not to taken ‘ownership’ of finding ways to reduce {or manage) those errors.

18.3. This has led to a situation where Subpostrmasters have been bearing the cost of losses
caused by errors and fraud that could possibly have been designed out of the system, or where
improved operational procedures and training could have reduced the incidence and severity of
errors made at the counter.

18.4. A good example is an issue that has been raised by Applicants in regard to Giro transactions.
This relates to Horizon operating in Recovery Mode, for example following power or
telecommunications failures that resutted in the branch terminals freezing. In these situations
the system goes through a complete reboot, then, when it has finally rebooted, a message e
appears on screen asking “do you need to recover any Giro transactions?".
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1B.5. A few Applicants have reported, when faced with that question, they usually did not have
sufficient information to know whether or not the system needed to recover any Giro
transactions. If they responded in the affirmative, the system asked for the details of the Giro
transactions that needed to be recovered. As the user did not have the relevant detaiis to hand
{and could not access the data as Horizon was still completing its reboot process), they were
forced into responding in the negative and hoping that was the correct response. This often
resulted in the "wrong’ answer being entered and transaction errors being generated.,

18.6. The following key question, that arises from the above observations, is:
"Is Horizon fit for purpose?”

18.7.  Intrying to answer this difficult question, we recognise that, in the vast majority of cases,
Post Office’s Subpostmasters operate their branches year after year with minimal reported
problems. For them, the Horizon system appears to be "fit for purpose”.

18.8. References here to 'the Horizon system' are mainly focused on 'Horizon On Line', which
evolved from the original Horizon application. Qur comments encompass not only the system
itself but also supporting processes and procedures. However, some cornments received relate
to earlier versions of the system, a number of enhancements having been made following user
experience and feedback.

18.9. For the Horizon system to be considered fully "fit for purpose’ for all users it would need to
accurately record and process, with a high degree of error repellency, the full range of products
and services offered by Post Office, whilst providing a clear transaction audit trail allowing easy
investigation of any problems and errors that arise. The cases that we have reviewed
demonstrate that this design objective has not always been achieved although some
improvements do continue to be made.

18.10. A fully effective system would also need to be able to cope with a diverse collection of end
users and operate in areas where power and telecommunications reliability could not be taken
for granted. The cases that we have reviewed show us that errors are more likely to cccur
when unusual sets of circumstances and behaviour are present. We have little doubt that
branches with unreliable hardware or poor telecommunication and power supplies, appear to
have suffered a disproportionate incidence of problems.

18.11. We have also come to the conclusion that some of the people appointed by Post Office as
Subpostmasters may have been unsuited, from the outset, to the ever-increasing complexity of
funning a computerised branch. These include those who:

a)  were relatively {or even in some cases totally) new to using a computer;

b)  had insufficient time and knowledge to be able to investigate and resolve shortages
without guality support and assistance; and

c) relied upon staff whom they may have 'inherited' from the prior Subpostmaster and
who were either careless, inadequately trained or even dishonest,
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18.12. Where a person, who was either unsuitable, inexperienced or inadequately trained, was
faced with problems, perhaps associated with hardware or telecommunications failures and the
system's resultant restart and recovery procedures, it was at that moment that an otherwise
repairable situation often turned into a catastrophe. For them, and in those specific
circumstances, Horizon could not be described as "fit for purpose”.

19, One-sided transactions

18.1. Many Applicants have raised concerns regarding transactions involving debit or credit cards
where Horizon has processed a transaction but the corresponding charge to the customer's
bank account appears not to have heen processed. In other cases the opposite situation
occurred, where Horizon rejected (or appeared to have rejected) a transaction, but the
corresponding charge to the customer's bank account apparently was processed.

19.2. One possible cause for this might be that telecommunications failures have occasionally
prevented one side of a transaction being processed whereas the other side of it has been
processed properly.

19.3. These transaction processing faitures would be less troublesome if they were always
detected, at the counter ideally, or later by additional control and reconciliation processes -
carried out by the Subpostmaster or by Post Office itself.

19.4. Itis however not yet clear whether Post Office's in-house {after-the-event} reconciliation
processes can be refied upon to always detect any one-sided transaction that the
Subpostmaster fails to detect.

19.5, Where a customer has been charged for something that he has not received, there is a very
high likelihood that he will detect this (for example if he receives a Final Demand for a bill that
he believes he has paid) and will complain. On the other hand, where the opposite has
happened, and a customer has received cash, or goods, and his bank account has not been
debited or his card account has not been charged, it is perfectly likely that he will be unaware of
his windfall or will simply keep quiet about it, leaving the Subpostmaster to be held accountable
for the resultant shortfail,

19.6. Itis important to understand that, where that sort of error occurs, no evidence of it is visible
to the Subpostmaster unless the customer discloses it.

19.7. We have provided Post Office with examples of one-sided transactions and our enquiries on ~
this important point are continuing,
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20. Hardware issues

20,1, Anexamination of the bardware in use in a typical branch reveals that much of the
equipment appears to be quite old. In some cases it was first put in place more than ten years
previousiy.

20.2. There also seems 1o be little routine hardware maintenance. Instead, faulty equipment s
replaced as and when needed. This process is referred to as "kit swap outs” and principally
invalves the replacement of broken units with reconditioned ones. Reports of several
reconditioned companents or units being tried, and failing, before a working one is found, are
not unusual. This is because much of the bespoke equipment used by Horizon is no fonger
manufactured. The most commonly raised issues concern printers, PINpads, touch screens,
telecommunications equipment and base units.

20.3. Many Applicants believe that faulty equipment could be responsible for otherwise
unidentified shortages. Post Office’s position on this is that it cannot happen. Enquiries on this
point are continuing.

21. Post Office Audit Procedures
211 In many cases Applicants have told us that they were not given copies of the Audit Reports

refating to their branches and that their enquiries to Post Office, in respect of those Audits,
were never answered.

21.2. Itis clear that Post Office’s current practice is that each Subpostmaster is provided with a
copy of the Audit Report for his branch. We do not know when this current practice was
adopted or whether a similar policy applied in prior years,

22. Post Office investigations

22,1, As a result of our investigations we have established that Post Office’s investigation team
has, in many cases, failed to identify the underlying root cause of shortfalls prior to initiating
civil recovery action or criminal proceedings. This includes cases where Applicants brought to \
the Auditors' or Investigators' attention their own suspicions as to the underlying root causes. |

22.2.  Many Applicants, and aimost all the Professional Advisors, assert that there was inadequate
investigation prior to suspension (without pay}; termination; or civil/criminal action.

212.3. Based on the cases examined so far, Post Office's investigators seem to have defaulted to i
seeking evidence that would support a charge of False Accounting, rather than carrying out an '
investigation into the root cause of any suspected problems. Evidence to support a charge of
False Accounting is often easily obtained since, when confronted during interview with
evigence of abviously over-stated cash figures, the accused person will often readily admit to
falsifying the end of Trading Period Accounts.
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22.4.  With the exception of an interview conducted in accordance with the Police and Criminal
Evidence Act {1984) we note that the interviewee is not allowed to be legally represented,
although they may be accompanied by a ‘friend’, albeit with very limited powers.

22,5. interviews will usually be recorded and, when an admission has been made, this wifl virtually
always trigger a 'Guilty' plea by the defendant and often an associated repayment proposal. As
a result, Post Office investigators seem to have found that recording admissions of False
Accounting was the key to achieving relatively rapid, and (to Post Office) inexpensive, asset
recovery.

22.6.  As 3 conseguence of this, Post Office's investigators seem to have de-emphasized the
importance of unearthing the true root causes of the “mysterious shortfolls" that Applicants
ciaimed to have suffered. Even when faced with requests from Subpostmasters for
investigative heilp, this has often been refused. Regrettably, this refusal to provide investigative
support is in line with the Standard Contract.

22.7. itis clear from comments made by Applicants, that this was clearly contrary to their
expectations and that they were unaware that, under Section 19, Paragraph 12 of the Standard
Centract, the Post Office investigation Division {POID} does not have a mandate to provide
general investigative support to Subpostmasters. Ju

22.8. Post Office's instructions to (and training of) its Investigators seems to have disregarded the
possibility that the Horizon system could be in any way relevant to their investigations. A
consequence of this flawed approach to investigations is that many opportunities for process
improvements have been missed.
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P iegal prinuples, For this ressnn, no weght should be piacsd oo il seution of the Repert as it

rafleris only Secorg Bight's lay opevion on matiars where thay have nu gxpering.

4.3 Yo hedp aveid potenbial conhusion, Past Gffice sets out the marredt position in respedt of the

Tordach befow,

frpact of salected terms and conditinns

]

44 A parmgraph 9.5 the Repeed sets eut seincled sentiors of the Contract Whist these provsions

chiy reflent the orros and corsitinns as ahadesd vathin the Cordract these ary sulective and not

redlpctive of the Dontyact s @ owhade I addior, the Report doss mot appgess Lo (abe atoount
of other documenlation that & monrpnraied nba the Contract such as marwsais, hookists and

o ationst autrucions souss by Podt (e from dine o ime,

Farress of the Contrast

¥

4. arageaphs &4 and 4.4 both make the seme condhsion that oo g ueosss gesspestiss”
the cordraciuat provisioms referved fo above n pantinular Sechon 12 reguinng the

Susbpestropster to voeke good Jossss) onerate to the deltrirment of, and are unfiar 10, &

Subpestroacdee

&6 The Contract e business B business armngement, Save m y feve very narvowdy tefined

arean fwlueh ave oot apphicaldle ferel there sy geoersd principhe at law of whudher the
Contract is “alr” of el The Report miskes oo referpocs e any othey siodar agenoy

agreemant o kenchrmarks thal yoay provide & view on whal 13 corman practica. in Pog

Offe’s aparience, tha tevras of the Unnlract ave broadiy stmdlar to those used i franghusing

AFTANGR RGNS Soruss the LK,

&
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Iy avye sven, Suincsimasiers ae agents snd Post Offce s ther princp

#
-

A e, Bgenia e
dhites to thelr prncipshs inciuding the duty o act i gond fah, o render acoursie atcounia
and 1o make quosd any losses thay casa. Seclion 12 of the Contract simply neflects these

tonal pringipies,

&5 The Condract refects U bass o whieh Post Gfioe ans thowsande of Suhpasimasiors have

sunmafuty condoctad o for derades woowneroially, s i nedhey carnraessaily nar

legaily undal, AL o raanbee of poirds e Repor? bae aliudad o "dotias” an Pogt e that do
nct et i the Contract 5 oot pow apan 1o seeh fo ratrospectivaly thange the centractal

foundation of the velationshio between Post [#fer and Subpostimaster,

Subgnstroasterns” andershanding of the Cantran

&% ire Repor ¢ undarstoad the

ansats that Subpostmasters eyt havs reviewed o

terrns hedors erdering the Contract S5 a result, the Report giates, at paragraph %7, that

Subposternters ave unable o migets Tske” Gt they yoay fane. Pesl D deagress vath

.

ot supparted by amy sndence

this conchusion. in addtion, this con

&G0 The Condeant that i erderad intn bebwoen Post Ofoe arsd Subiposhraasiers i song so freedy

ard at ara's length. Ultimately, it is for the Subpostmastery 1o chooss wdisther they enter

Sorract o e

£7%1 The Repori proviges ng eederee that Rubostraastars do nob understard the Cantrct, I the

wiivy Iong takeroin the Heport i from g Susiness pecsgadtivn Dabethey Pagt lice o p

Subpoestroasien] the provismns are viery chear and wedten in plain Eoglish,

&34 i oaoy event b e wel-established ngad prirmioie than & pavson who e9rses 10 a conlrast is

nootd by s terran even if hedoss nal have s eopy of those terms, has rot reas theo oe doss

nof understand themn Pagt Bifwe cannot be vesponsibas for 3 Subpostmaster who may not

Mave takan the b bo read the Londract

413 The Bepert oo ntles thal Post Ofioe e gt Subpostmasters tabe legal
advine. There sno ebigetinn on Post Dffice B make s rerpmumendation s however

spev sy Subpostaaster o Lk oot advine on the Conteadt of any Lme,

Notification to Subpastmasters of the Contract teres

L4 Pgragraphs 48 to &30 slaie that Post Offee does nal provise o oopy of ihe Condeant to

Subpostmasters. Thiv appears to be based on the fact that 2 Subpostroastee does nob renal

1
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@45

racewing the Lontract ar cannat produce & cony noa This does not maan that the Uoantract
wias not provided, Gluen the ags of some of the cares in the Soheror, 18 nob surprsmg that

racatiactions are hazy and thal some records are o nod availabde.

s wpen fe Subgostmasters 10 request & capy of the Contract threughot negobatons when

seeking appomtresnt and from Posl iee’s Moran Resouroe Servce Condre of they have

roispdaced or loal 8 oopy. 1w siso Post Office’s starnshard onerating procedurs i sonure that
the Bubponbranciers have a copy of the Dontract rn iater than the day that they cormmencs
thelr mosdion,

Paragraph 4,10 highdights that | iy commen praction for new Subipodtmiasters to sign an
“Boknowiedgernent of Appointrent” withowl 2 copy of the Dordract, |t & common gractios
ihat 2 separate dotursent will b sipned rather than the full Contract, &2 g point of law,

werrns and condibions can be incorporated into & contraet by reference to snother doturment

thal is put signed.

11
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Post Tiices response o section § - Automated Teller Machines [ATMs}

B Senbon S of the Beonnt rases varinus sooes copcermrs) the anmpurdims it branch for ATM
tranmantions,
5.2 Tha Heport does not clartfy which praciss part of the ATM accounting process & undsy

covmidaration by Second Sght. I broad termon, the acoounting process hresks doven irda

3 CAPTEY A
threw elpawnis,

3. hoading ~ Dach for the 8T8 s sand to the branch by Post (v and is lnpdud by the

vintn e ATM This reguires the rocording of the ATM Lash s part of the

branch's stock,

B Cash dispansed ~ the amourd of cash dispenaed by an 8TH i revurded daily un Hoegen «

s furdhas below

IS

Exceptions - fefectos cash and retratled cash - wee further hedow,

53 Fram the content of the Repart, Post Gffice heliaves that Second Signt has focused prmarily

i the processe for the regording of cast dispensed from the ATM however other lisues are

fonsched G alsa

5.4 in shurt, nothing i this sectinn of the Bepoert givas rise 10 any ssue that caild cause a loss of

cash in a braskh. The Peport dows highlaht a faw sreas whers Applcants havs diumead 1o

iz with anopurding for &TM raosactions but the desinn of the anonunting grocess and

ihe safeguards pot m olace by Pagh (fice mean thal sven g Badare o acsourd for ATM

trancactions will nave inoa T manor areas [highliohted hetowd, not case o Wess 1o 8 Brand,

Ohet of svor J aly gap

55  The Keport focuses on

re situation whers cash i dispersed from an ATM The grovsss for

spzounting for dispenced cash @ 2ot oud ot paragraph 537 of the Part Uns Brefing, in shart,

o0 a dafly basis {or on a Monday following a weekand} the Subpostmaster prings & regmg

Fromn the &TM chaving the g of cauh disperesd. The aasd dispenced figure 1 then

sripred inla Monyon by the Subpostastar,
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6 Sisudlaneousty, the ainount of cash dispensed i3 aise autornstically tranamitted to B by the

ETR This roeany that thers are b parsilel cennvds kept of the cash bavyy depeosed by the

ATk one by the Subpestraaster on Marisos and one by BUH

i
ot

The Beport notes thal theve sre stustions when these b svstems can become "ol of 50

with ome another, wath ong yeows showing mare or lsg

dinpernd cash Hhan the athee

zoord, Thin couskd be caussed by the Subpostmaster entering the wrong figurs an Morizon,

EE O vWhat ks ool tighlighted by the Beport 5 thet ever f the amount of money tispersed by an

ATW as recorded on Horizon by the Suboostmaster s dfferant frove the arsaunt actually

sapensed as ranorded by BOL therefors resuiling w the recards baing “oud of son® this

wesald not reoult iy there bewg a fass o the branch, This i a puvs aocourding errot by the

Brsrah

-
it

Thers i a subseguend reconciiation of the Morgon fgure agamat the B0 accounts, This

means et any ervor on the Honzan account as 1o the aroburd of cash dupensed by the 8T

woudlt be ginked oy wihin 2 watter of daws and vorrecied By wiy of 3 Transaction Corrention

o the bwanch,

A a vesalt of this process, there i ro difference m the amourd of cash bebd on site. Indea,

(5]
%A
o~

the ahove acoounting procesves do nob requrs anything 1o be done with the physital canh &

il

5331 Gaeply becasscs the sorounts may b osd o spre” dees nol voean that Serr 8 # loes suffered

by the ranch, b sovoroary, the air gap £ out of sy issus cannal be @ cause of loss in

hranth.

Complexity of acounting for dispensed tash

12
Y
g

& nanagraph 5.4 the Repord states that the Foat Uffice systern for operating &8s s

TR SIPBNGEIET, FRQUEe Qreater e arbgreention.. thave that byl nesded in
P

i Aigh streat farv . The Repart dues nat specify whinh part of the firanch accounting

proress B considered e sempies, by gheen the focus o the “oud of i osues #

aeedvs that the Report o lewing this altagation at the socounting provess for dispensed cash

{nee abovel,
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50% 0 The Heper's ool v nod cupportsd by any evderee and doss ot oumtiine the défsrences
bebwoen Pour BiFoe's and a band's proesses seve 1o aay thal banks’ 8TMs are fully

cornputericad,

04 AUsaneus poiots, and parbculachy pavsgraph 518, the Report suggests that Spplicants alsa
faund ¢ difficuit 1o acconnt for sach being diepeased Hom AT, Litle evidence is prasented
T3 AR sty

515 Ac desorihesd ahoe, the 8TM audamatically recerds e aronunt of cash dspersad. The ooy

nart of the provesy that is manual i the seed for the Subposimester o tak
dinperad Bgore oot the 8T8 and ender 1 o Honeon, Second Saght fas adopted the
phyase " Gay fov this marnual intersction. Ac far a8 Post Bifice w aware, | v ndd 2 phrase

e by any apphard,

L ¥
P
oty

SR This aoonurding process, oo calouialion ne courdry @ reguiced - s llersily g a
swighe Bosars inte Hovizen on 3 daly basis, Diven the shaeniy in the Seporl of any suslanston
ot gestificabon for the vewe thal this {6 "ommpden’. Post Offior daes oot anoept thah this process

© ’Y’nlﬂfﬁk

Tre Heport appesrs to rely on 3 nurmber of extrasts frarn Peg Offce's Opeeabany Maoual i

U
oy
i

shire that the abave atcouniing resthod was tno canfusing for same Applicants. Paragraph

243 states thal “ogt of aed” problen desoribei shove, wan Crmrnnniiss e tn

Fabmgary 2008 Howeer, the Bepart ama cut the opdnion, at Paragraph 515, that the

wiskrihons from the OQperations Manual represents an exarrple of the complex gebiuctions

and g vease of confusion, Paragrants 5003 and B35 are therefore & nontradhctaon of ane

angiiher - the fivol caving the profdern wre-dated JT0E, e other savng the problers ra

fromn the P08 update,

.J’(
ek
R

The Repeet does vt descrile amy tousions grovedmd gy 1o the Pebrpary 2008

Uparationg Manual or any subseguent updates No assenament i made av o gy change

the repariing of prablems o relation t ATMs {and spesifically out undercanding the

madruchoens) before oy after the Fabruary 2008 Manual updabe and m pavticular whethme or
nob there was an crease o cedhakion of the poteatial for arvovs, T Rurdamenad

aanesamed and conadsrahioy hag not been made i the Report Thgether wdth the fact that

no sadence b provided to confier how many Apphicsrds did sftrbuate srvors to these {or

iy
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other} mstructions, whether hefore or alter February 2005, weans thers s po sadenge 1o

suppor the Beport's view that the ATM aieunting ponedins was too complex,

&Th4 Suppart

SEY The Begort oot dhat Apphcards have alfeged that the Hplpline repastedly toid thern et o
respsct of the “owl of s avror the " pradiee woudd ot doei o B slen clabes &

paragrseh 1% thet the advice rom the Meipline was wadesuate and misisading, There i ne

svigenne prosavend o sopnert either alflegation, The adwes provided reeds 16 e assewnad on
# case by cave basly av there 1 na evidencs Hhat there 0 3 vadey issue with the advics

mevded. | Bas pal beers shown bo by s themalic issus

520 Been o the atecs proveded v that an arror woudd “see? dsef ol rclight of the

recoyiintinn htwesn Horan amt BOU e disanied above) § e was an “oud of spod

wrobden #owould be vorrectad by o Tranasction Corvechion. Thin would pravent the bulld-up of

ary sunonhioy shoialle. &d peplaines shove, theye o spused b g branch by aa “out

af s maue an the overadt cashom branch refating to the ATM ramaing the same.

%

L2l Overall the asserbon that the suphurt provded was msdequate bas not besn supported by

iy seadente O g Teaining,

Weekend vrating

S8 Paragraph B1H whith corsiders trading over veeskendy, apgears 5 have nn refevance o the

cawsy of fossay on the ATM. Poast Difice in nob sveare of amy specific msus with operating an

ATM ab weskends,

Power and tsletomrmunication Bauss

Pavagraph 5.20 of the Heport states that mary Spplcants have carmmentest oo the wnpact of

%31
G
wd

puvest 3l Telroomromtabars fahures on the AT The Repor? sckeesdadaes nat, even

when they have dates of power or telecommunications fadires, Applicants cannal dearly fmb

th

s spactie deficienaies i thidr branches,

S84 Thers are slandard vecowsry provesaes i plass to snsire that ne dati 5 lost o sarvupted.

This recovary proviss veas Teviewend i detast by Second Sight in thelr Inderin Seport arad

fiograd fo work. Pt Bffwe remaers conhderd that branch sooounts will oot be sorpupted dus

b porsesr o tEacorarmnicaiions fadures,

15
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5% Desgite the, the Beport spendates that e need @ re~tinal the &TM by sther the

g et This

Subpasimaster o B condd ebrodure @ posside puk of dala fos.

L4

covoroent 15 pob supported by any sadenoy sithsy fic Spplioant’s cace of general

sasderce that such @ probders may exist

e
o

Frost Offine therefors rermaing confiderd that data carmot be comrupted a0 suggested by the
Respr

Batracts

527 F’aras;;mg 5 25 disouns falind cagh vathdrowals. N paragraphs 522 ared 533 ¢iaig,

cash dispereed 5 not physically romoved then after a penest of ioe the cash will be

yiatasrwd by the TR Thas i bnown @3 a vetrant 3 car scoor for 2 mayibee oF reasans bt

s shadraciad, grh o

inn possbie thal redranls can be Ry

after batousy the costbmer
frad by mustemwrs, The Beport ndicates thad Solgredmasiars might be hable forlosses

caused by this raud, This i covrect where Subuostmasters havs failed to acoount for retracty

corrantly. Frovided the ammurdng i done oooedtly, a Subpostrasstee wadl net be dable for

A inss catsed by cedract fraud,

520 The socaunkawy proness B rebraciais as

& Rashoworking day. a Subpostmastar must ohack the ATM Bank Tolals receid [which

generaied By Ty AT feosee oF sy refractsd ramiachions have taben plare The

et wlll show the mumber of relracta

retractadd netes froms the ATH Dvbink ave storsd in a separate part of the AT frare

gt i Hotean iy e garas day {uuing the AT

Surphes Dosb Budtor on Hooeond ¥ 4 retract accurs whien the Fost Dfice tranch &

cloged i should be remaoved and reported on the next working day,

o Onee reported on Horizon, the relracied cash shoubd Be placed o the sranch sale and

farme part of the cash holdvas of Yhe branch
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E2% 0 Custormers accuunts will be debsiad sven though they did not ramiove their cash, This 5 often

v crpdited Bub it s an s for the customer and their bank, atthough Post (fice wall do

whad B one i assdel boths 1o rescdee thes issue. 81 Hhis point, the branch scomants will Balas
ao the amaunt of cash physally disperced intluding any cash subsenuently retracted] wil

roatoh the tash dupensed figure on Momzan ang the amaunt of cash i the rayaa cassette

wilt have been counded ard added to the brannh sccounts,

530 Retract fraud scours whars a customer condutts & withdrawe! transaction from thei pen
hank atcount usng an ATM When the rash s vended, the catomer looks o remove the
aidddie notes, lewdang the top and bottorn notes hehind, thereby hoping t ok the 8TM inio

betipang that the cash s nol beeo takeo, The ATM ther retracty the remuring cash sk

ke the machere, belieng that 4 has retracied the entive sum withdvawn, The frassalent
custorners dentinn o thal when the taok checks the retract recneds Tor the AT o gusstion,

& seen that thers was a rebract recorded against the cusiomans withdvawal trarsachnn amgd

wonld ther foly re-credd the customsy's auommt

3 the Submcsimasier foliows the aboye procedurs 0 relation to veiracts, he will not be

Hable for sy ATM rash foss caused by ralvast fraud,

ok DB pvovides o B detade of the amaunt of gach setraciad cash ranaaction ag pant of

A wepsblhe ATM balances resorded on Horizon, B uses that wforreation to ok for 2 mateh

hebveren the antual amound of retracied cash removad frarn the ATM and the amount of the

arigingl cah withdrawal transastion, I there i 4 reatek, then this will indivate that thae b

Beern no retract fravd angd e Rl arocunt wall tepicaly be rv-oredited fo the sustorer #

ther i oa disorepancy. then BOH gy undeetake further rvestipaions e the castomer’s

ackety.

B33 Ao iong as Post Tfice can prerads The ally relract dectavatinm from Horizon then any b

canscind by 2 rotract Fraud doas oot fall on the Subpoctmastar,

E%E s Subpostroaster doss not declars a wesbly 478 balancs through Horizon, which includes

the ayopunt of any relractad tash, than Post (e cannad provide that information to BOL A
""""" PG has not bean provded with pataecing sdorration s uoatde 1o deter e wihsther a
yatract win fraugalent. The full ampurg of the ach withdrawst re-nradided 10 the customear s

therpinre charged on by BO o Post Gifics

:--!n
o
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rarge b the Subpost

G35 Wrheee Post Offce is charges by BOE B passes on thas auter by way of

& Transaction Covraction whers the weekly ATM halance, induding any retracted cash reomrds,

ars o serdlolde becasss of the Subpribramdins udony io follow prapey sosnunioy

PrQLRLLES,

e retract was rot fraudulent, the oorred s of tach wedl

£ %6 shodd be nobed that wher

b Besn retractad into the ATH Bean if the Subpostmaster has no praperty atoountad o

this casn on Harizon, the retracted ash will ahdl be i the branch {sither n the braneh's sazh

holdings or st i the ATR] ae surplus cashe Thiv surnbus cash will offset ary Transaction

Ceyvection for faling to foliow praper ancounting procadures.

ayomurd of surphus cash revovered from e ATM

537 Where rebract fraud bas poourred, then ine

wiif he less thar the armaunt of the original cash vathdrava! rarsaction. This discrepanoy will

all o the Subpostmaster  they have not follvwed the oroper atcounting prooesures,

R85 The Report does not suggest thers i any fadors in the above procedure the? may tause an

urpvaraoked Das 1o a Subpostimestar, Post Offe therefore remaing confident that provdad

the abow procese o followed by a brangh, & Subpostmaster will oot be Heble for less teused

by yatract fraud. Mowsewver, should they nob foliow the shove process, then they may e Babls

o nome ar ol of the cach lost 1o the frawd. Pust Dffice conciders that s adlocation of

reapunsibity for graventing retradt fraud v fae and Schpastmanters can avosd all nsk

v by Eolicenry 3 sl srnple ancaunliog peo

o

Other frauds

I3

529 Post Offwe aocepts thet there are other Sarms of frand that may be scournng, Moweser, § 65

%

ot sweare of any form of fraud {ndoding retract frand! thet cresles atoss tn

uhpastvata,

ok they follow the corvert accounting provedures.

Contlusion

240 Thersll, provided g Subipostenastey folloves thy approprigte procedures Uy ol not be hahle

for ary AT ioss due to an “out of syne” problent o rebract fraud. Past Dffine doss not agree

that the nslruions el supoort m retation W ATHY o nadenuaty. No svdencs & growedsd

b support thin positor nor have the lavae rorober of AT aorsss the Post Ofice nsteard

edh. Ther wouid sunport the

it are operaled wathout concern sppear 1 have been cans

posdtion that the sperabng practis r TR gre chear, andpestnod aved ek i practios

g
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Pogt Ef¥ice's resporse 1o section & - Motor Yehizle Licences

&1 Serhon foof the Report conmders the aumg of Motor Yahicle Lissoces ML The Report
i A

wael notes that ondyo s sraall numbe aviby vepariad problame coboerning processing

FMVE B not thersfors clear that ths can be consdersd & system wids issue of general

appiating,

&2 Parageaph 6.1 descnbes 8 prabiom encountared {by what Pogt (fice helleves to he & sungle

Apptisant) whan form VI20 Rhe form usad by sustomers o renew their MV 1as disos) was
reispriter] with the incoroect barcodde. Fora V33T ot rosduced by Post Office e by the

{RA and therefore thic way an extarnal arror. The Heport shates that the sffect was that &

uale was recorded as a 12 month e renevwsd rather thap the & moath bus din as weas sadd

The Report slatey that whibit the castomer waould bave patd for and receiead 8 & month tag

dse, the sccounts would have recorded 3 sale of 2 12 mordh dis and, 83 2 result, there was &

patanial babiity o the Subpostmaster for the additional & months

&3 Thwn s tncarrest, The baroade on the VI farm dovws vt define the doration of the 1ax dier

mul the overall cost whether teding a vehicle for & or 12 mondhs, 8 V110 s grinted eath Lok

mowey for the custormer o confirm whether they would ke to tax 5 wehisle for & oo 32

reavestiys Ripon sosvevwng The WEEL edsinh ientifes the registerad vehichs, Horivorowdlt proongt

e paer 1o ente whsthey the castomer wards a 6 or 12 trordh tox tisg, i the barcale

wd was oot thiy could fead o a charge based on & different vatucle, which could be

]
oz

ety reove e lens than the spproncate charge § the vehivle blerdfiod by the harcwle

iy 2 cifforsed Lo beod 1o the customets enlual vebde,

?3«
=

H there s an seror with 3 barcode, L would be an ssue with the tax banding not whether g

waticle is e for & or 32 months, Tha inoue coudd Benedid o duadvardage the customar,
Mowaver, Honzen eouid saale payraent al the level veguested by the haroode, Proseded thal

pareerend was daken foe the gt reguestad by Horison the branch wasild nob suffer a ioss

ay there 5 no fuse or gain from the bransaction from the brarchs and Poat Difices

vl possble

persectave. Whilsh this ks s slearly nob desirable (o Post Offcs wouds ot

assistancs b0 the customer to comect ary sorar on B EVLA esued V11T forml, this issue

dnen oot impact an branch atvounting.

&5 Faragraph £7 speculates that i this type of disorenancy scourred, ressiiting i 3 koss far the

brarh whish the Subpostnaster would by balde for, the arounts toold be sgnificant. Thers

SPPEATS 10 De o svidence o supnort thes asserbion, This appears 1o be a one off incdent,
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crsated by 8 barcode that was created by & third party, the DWVLA. 2 this maug o 50 shecifie

o & parhicutar Spplinant's droumstanses, Past Office canmot see how this tan be ciaseed as a

thepats nsue affecting Applinands yenerally.

2
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Fost Oifice’s response o section 7 - National Lottery

i

[S

Secting 7 roncerns Metional Lotiery ramachions whith are desoriben romare datad at
parageanh 535 of the Fart Une Brefing. 1o parbioular the Report highdights slleged prabierns
inat Subpostmasters may have in relstion W £} seratcheards and the activation of thern and

{5 sales continuing outside of Poat Office haury of Lottery producis in a connected retall shog

resiting on the Horivon and Carssiod Jerminals bpog "owd of s

HActivation of Borattheands

Fa Pamgraph 73 states, corvsetly, that befors Februaey 2012 any Lattery soratchousds received

4

by a bransh had 1o be manualle “acdeafed on Camelat termmgl ang then vepened 1o

Hogzen, Thic provess v desoribed in rogee detal st pavagraph 542 of the Paot Oos Brisfing,

7 Paragsraph 7.3 of the Report desonbes bow a branch tould become "ol o gene?”. This msans
that the activation of acraleheards o the Camelot tarmunal Sid mot reflegt § sernmd 1 on
Herizon, This wauild reallt moetther & suwplus or « deficency of soratchoard stodk i the
heanch accnunis,  To reedy this grror, Pogt Ifee ared Davoeiol ooogucted dady

recancimbions of the data on the Camelot teranad and on Morcon, Ahere there w8
dincrepaney, 8 Transazhion Correchon would be Bsusd o the bransh,

P Apy errors that ooaurred thynagh the Tadire 1o srineats oF romo S0opiehneds seeg sy
that necurved i braneh doe o s Bllure to follow the corredd procedure and therafors were g
Aubpostinastar’s rasponability,

75 Howewse, the offect of nab revaniog i scratchiards into Honzon sl npt i itsedf create a loss.

The physivat soratchoard doek will oldl be o the branh as  roust have besn delversd o the
branch for # 1o be actvated on the Lottery teyminal The Trancacten Correctinn ordy
incepanes the amount of soratehoards showe i the braoch acoomts B rafieat the aroount
antuatly on hangd.

i H the soralchoards bave beero sl bt not reanmes into Horizon, the branch wouldd show 2
ringalive stank valug for soratcheards {as each sale reduces the stech ine iy the asepands aven
i this gues bedow raral The subsegusnt Transaction Dorreclion will therefore siresse the
seratriesed holdings, cancelling pob the negative figure and bringing the accourds back inke

batanoe

21
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77 fe effect valt bapperof soratehoards baws o beer sttheated anthe Lottesy
fermunal but remmad inte Horzon,
P8 Insurenary, s dear that this naue it caused by ervars in branch for which Subpostmantsrs

arg rpagonside Bt that i any event the ssue cennat be a souree of sctual losses

Support

TR A paragoanh 7.4 the Peport states thal the probterms encountered by the Spplicanty {priar o
procedurat inprovements destribed at paragraph 5473 of the Part One Briefing! were
sxacerbated by the Matoiing which was nab alide to offer ssaetance. Post (e is oot awars
of the specific calls or mudents that the Report i referviog to which are alieged to
denorsirats 3 thernatic failurs e prowde adequats adving

FAG This 9o seue that will need o be consdersd on 2 rase by vase hash deganding on the

webvice provided to an indhiduad Anpboant. However, a0 roted above, the recentiliation

proseas oaducted by Post Office roears thal any error would be corrected i due course,

thit of hours sales

-

731 Paragraph 7.2 of the Heport desoribes an altegad prablem redating to the swnanyg of salvs that

taka place "out of fowrs”. Sales of Lottery produnts {as descnbed a1 parsgraph 5.29 of the
Park Tne Brefingd ray sontioue while & connected relaill shop o open hut the Pagt Offics

Loirde de coued, Howsver, e branch neads 1o ensure that any cash takes for any “oud of

Focrs abirs 6 tansierred from the retad shop to the Brarch cash holdings the foltoveny say.

The vaiue of the "oud of Sowes” sales lanad any other aaies) will be sutomationlty send tu

i
nk
F

Horizon sach day by vay of a Transaction ckonededgemant which wilt increass the cash
nosition 1 the branch's gccounts, The amount of cash to he trapsferred from the retad mds

to the Post Offce side @ easily Wentified a3 the figure « displayed on e Transacuon

¥
Sckmowdedgernent. 1 & Subpostmastar does not ranafsr the phvsical tash frov the retal) sige
irge the branch for these sales, this will produte s cash shartage The Subpesimaster will be

P>

2 oengd of the Lradimg period.

brabobee Jour s anh shioslage &

-y
7
7

k

PR Pavsgraph 77 of the Beport tighlights an alieged " romadcatos’” ocagrring or the &

Wernesday evorimg of the monthly trading pediad for thoss branches aperating Lotiery

rerrneiais, Thio s reference to tha trading peried reconciiation carmpleled o a mathly besdy

Bather than pyocess the recongitistion on @ Wadnesday evering s they would normally do,
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Subpradraacders e Lotlery tarrmasds have 1o frst sccept the Tramaciion Soknowisdpemend

sert avermight and cornplete the revonchation @ a matter of prionity the followeang marmng,

The Beaort statey that (s provess was nol abeays provided] by the Helpline,

TA4 Pog Uifce has not cesn any evidence o susport this assertion and has provided Second Sight

Eings relating 1 wdraduat Appikamty’ wases. Mowevsr, no suecfic calls are refersned 10

support s statement,

FAL i fact, branches operating & Lottery Terminad neaded to make dally cash dedarabions foee

pavapraph 3.2 of e Part (v Briefing) lile all other hranches, & Lottery sades data o sent

avprright, Lottery branches are instructed 1o nonddott thatr sash dedarabions and wod of

traging pering baiancey [ee paragrah a5 of the Pant Dne Brisfing frst thng in the

ryeyding after the Dollery dabaowas ressoml. This was nol theeefiwe g camplicatinn bt an

adipaipd dady proopss For Bravahes with Lol terouoals,

TG b prachce. oo branches chose not t falinw e i’ guidancs andd may bave conductad
bahare . Fost Difice aperational mabruchans have however abenys
provhied for nent day docounting,

AA7 0 inosummary, any toss arising frove “oue of Boirs” issues bighlightad in the Beport wail arss as
3 respdt 0F a0 ervey o the braoch for which 8 Subpostreasier i Hehle.

Condusion

T8 Pracedures have snbved to assist Subpostmasters and reduce the mumber of Transaction

farrechans that are necsssary in relebon to soratchoarsiy, sepeeatly woralation to the

aekpgtion of Gurn, Hovaer, the "ot of sy effect created by either incarrent activation o

non-ncivaton of soralanoseds or o covractly recoriing the wd of huues’ cales are ervars

that arive wathin brareh, The sorors were ool due b sahey Podd Dfce or Horizon sl

theratore any habihty appropriately rermaims wath the Subpostmaster o & ariges.
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Fost Office’y response teoseckion 8 - Training, Support and Supensdsion

A Bection 8 privcipally consedays the traming an Harzor and brandhy anourdirg sraided o

Subnostmasters oy Post Oifice. Curvently, trainmg for Subnostroasters consists of a midurs of

shie upon reguest sl

clasnraorn Wnnbw and n~traneh drnawg few Lraleueny B v

theye 45w s st nebaoti incoding the NBSL, managerial seppart ard e

Sppet Advisors Thes fraining and suppor? @ descabest iroroors detai al aectiss 4 of the

Part One Briefing,

I Tra Report comments that the tranung was adequate o relabion (o "Business a5 ussad”

rarsaction gsrosessing bt was wasl m relations 10 the end of day, end of waek and end of
traching period balznosy I addén the Heport slales that there eas oo snnsiderating gheen

N o 10 degl

1 desding wih discremancion, bow Gy dentify the rood causes of b

with Transachon Corrections.

&3 Thame viewe appear to be based sotivsly on the anscdnts! informaban provided By Sppdingnty
w ther CUMR, Ao soated o the mireduchion o tys Begly, that sdormabion remains largely
uptpsied, Fost Oflics has nod been ashed 1o provide any treinng materiab for radew noy hak
the Fopoet achablished o odustry daodand or cordracius benchomard agalnet sl b jadege
Fast (ffiee’s performance. The lvutad analynis used Yo supnort the Nenurt's conchusion i

ol beiow and shven fe be mooreect,

&4 Gevwry that thi Repart has presented no svidence or anadysls that shoaws that Post (e
standand raining 15 defective, Post Offlce staray by s toaimny poachces o being effective,
Pt Offize considers that the trsming and susport that i provided & 8 oy purpose and
adeisate W meel the needs of Subpostinesters. Thes i proven by e thousands of
Subsantrastars whn A sucoessiully b v, haeny vansvesd the Doatmng B
Pt (Hfe,

B9 Thees oy of couows e cpeofin canes whave toamsng an suppard has ot been drovites 1o

Pt Gffieas usual standards fehich i sal smpossibde grean the thouwsandds of Subnodiraas!

e aok supporias By Post Office ovey the yeavs) but these wiations will Bie considered on

a sage by cose basis and are vt rofipcthe of any peneral themate ssue

bave o Horion

A Ay pavegrapts 83 e B, the Bepart finds that many Applcants found that discrepancms

woove b Morizen The conciasion reaches i the Keport o thal ths

egan B poogr whe
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o
B

s duae b sk of uarderelandrg of how the syteom wis due o operate and be yzed,

maning they were insuffioemiy trained, bad not heen able 1o train they vtaff groperly o

thioys vests maies with the sew scraeri-baned Drncesses,

s Offin Soet not sgres with thi conduson ang § sppears e be ansupportad by sy

wasgdvnce that fevr minlakes wary made oraw 1o the intraduction of Morizen, Teansaction

yrourd arg nol avalable for the provHoezoan perind and 4 s notb possdbip 10 et e
comciusion which i put forward, It tharelore sppears that the Rupuort has scosnted Applica

svgssiobad cerollestion of events wathout any sorcaborating evidence. Famgraphs 137 - 133

i

irs the droguchon 1o thes Reply highlights the deficenciss iy this approach.

ATMa, Lottery transactions, MVL formgn aorency or nther specialist produsts

L A paragraph 5.6 the Banort highlights that Apphoants considered that the Pust Office ey
avd ine yoanagers were weak i relaban o deating with ATMs; Lottery traosahiors: Motar
Vishiche Licences, Foveign Currency and other proslucts,

8.9 Trarn is & lack of aviderde 1o cupport these alieged comumenits from Appbrants, Dus fo
dovument retention polies traming records for & member of Appiivents are ne onger
avaable. Theve sl appears (o be oo conternperansous sidence that Sppdisents were nod
prvided with adeduate suppart by trainers o ne managers whethee in refabion 1o AThMs,
Littery fransachans, B furege corrency or ather spenabat products. I thers weas a fack of
urdderstanding in reiation W thess aspects Post Office would expect the Subpostmastan o
raquast further training or olhenvize seek assistance through NESC

Training Meuds Anabnsis

BI85 Trapung roppoet o pecdsdet threogh eancas ropans utudng Be KERD aod maagerist

31

soppert I addidion, traming materaly are provided on g regular hasin snd further rainesg
vary he eoauestad by Subpnsdrnasters,

Fhee Haport nodes st paragraph 3.7 that further aming was delivered i accordance woth ey

demand caiter thar o determined by 8 Traneny Neads Snabais Thio wonet carrent,

Whan Subnosiroasters somplete thew traming there are follow up resvisws at one, three and
s nentily intervals, In addibion to corfirmmg that the busmess i upevaling a3 & should be
thers o an analyus an this Subpostivastars’ understanding, 1 there are any gaps, these are
fweghighted and further trabying can be wrovded. After this ¢hage there 1 a reasorshie

pesurnphon that the Subpnsimastier will be reascnably competeot, with the sagpurt pebwnrk

P
“n
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mighhghted above, 10 opergte Horzon, hubpnstimasters are aperaling & comwnercial busimsss

angd can request eddibonal suvistance and trainng when requiverl.

Fraining assistants

B3 Aew made clesr within the Cordract (32 secton 15, paragravh 71 B s & Subpostersgster’s
worinity to train hisher 3@ Mevertheless, the Repor oridiciags Past Oifice 2t paragraph
BT For not operatmg @ “guadly oorfeed fensten’ 1o ensure that beanch oalf are properly

tramed by Subpostmantars,

213 The Hepart sssbs to impase an Post Office 2 resnonsibddy whish s not stated i the Dontract

{sme paragraph 4.8 of this Repiyl,

-
<

PEY
P

Any failure by 8 Subpostroaster to train thed stafl adequately could be the reason for the

fonaes or incraase in dncrepances, Mowever, any resditing lnsses would he due to the

Subgastmaster's ervor and he would he lishie for theny {under saction 12, dlause 12 of the

Cortract),

fox

A5 I any svent, Fosl Uffice could nat operats the quabty cordrol functinn proposed by the
Report. Each Subpostrmaster, a3 aromdependert business person, o frae to employ whasvay

they wish (subject to registering them with Foat Office) as assistants and to give their

arapioveas whatever faoks they wish,

846 Furthermore, Poot Dfflcs cannet moniior the perforpencs of indidduat assestants it does ant

engage oF amsioy anly Subpostmastac can do this.

817 Past ¥

2 aygrees that n "guaiity contrad funcinn” should e apgiind to sosistanis however

thig shoubl be undeetaken by Subpoctoasters and not Post e, Indesd, in g nurnier of

Cases, bases appear 1o have stemmed from Appticants fallure 10 erertiss Ay “Guabity

comtrob” awe the aohons of their

26
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Post Bffice's responss to section 9 -~ The Helpling

9 Aeainn ¥ connms the asmstance prowdsd by the Heipline 1o the Agplicanis. Post (fike
nparates a number of helpiines incuding the HMorizon Help Desk and Finance Services Canire,
i preswrned that the Report s referring to the KRESC. Mote detail on the Helpline ran be

found af paragraph 4.2 of the Part One Sniefog.

2.4 Thz fallosing onticisrm: of the Helpdine are isted m the Report

&, Diffculty contacting the Heipiing dus fu mited availabibty;
by Urnelpfud, sorpd based resparges;

< Mary caiis were affarded " prawdy’, indiuding thess refatng o balancing probderms
and dindrepancey
3 Cantradiiory ailvine that revokes previous advice,

23 Tz gactinn of the Report ropeats allegations of Apphcents. Thoze slegatiors appesy
untested {see paragraph 1.7 of the mtrotiction to this Replyl and the Report reathes no
conciusion at all. On this basis, Post Office canpnt ungerciand how this topic 6 considered &

thematic issus. MWevertheleas, the allvgations preventsd in the Repart are adidressed beow.

Ciflindty tonjacting the Helpline due to liritad avadabidity

Fast Office has previously acknowiadged that g changes wers made to standard opsrating

~
N

practives over the years there have bosn penods wdiere the Hedpboe could ke difcalt 1o
sontart. Changes were roade, sapeaally at the end of trading periady, and the hours that the

MHelnline was avaiably for was extendad.

G5 Curramily the apering times for the Melpiing are from 0600 to 23:00 oo Monday to Sabrday
ana D700 te 3700 on Sundey and Bank Hoiidays, Post Offce mondiors the mumber of call

e in e Haelpline,

G sntinn avaltalile for the sened frave dord 20071 o March 20014 show that

AN

Cafle masde: 1A75,059

Calls Ammwered, 1887 537 (9248%

™y
3
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Average waiting Ume until answer: 45 seronds

Catls abandoned; 137,522 {7 544}

9.7 Az can be seen from the above calls the average walting Ume was just 45 seconds. Quar 92%

of aii calls made o the Hedpling were answerad. 0f the abandoned calis, this will inciude all
shandoned calls and therefore will oot solely be callers who have decided ta abandon their call

hacaise they cannot get throogh to the Helphoe $or sxampls they may have resolved the

issun thernsetves).

Unhelpful, soript based responses

G5 The Helpline doss not use soripts, The operators, many of whom are very experiences with

Horizon, listen to the query arsd then using ‘alegorisations’ m Remedy {the contact

mmanagernent systermi the Post Office Kriowledge Base is accessed where there are arbcles

refating to that category of call. The operatar then selects the relevant article according to

the issue raised by the saller and relays the imfarmation to them if the Knowledge Base does
not provide the relavant informabion there s a second ber of adwisors that the enguiry can be

escataled to.

Many cails were affarded "Low Priority”

35 There s no prinnty svsiem in place for calls to the Halpline with the sxeption of matters
relating to robbery or burglary, Whilst these calls are dealt with as a priarity other tails are

grsweres and deall wath in the ordar they ars recaivern

S0 in addition, of the Subpostmaster was nal satished by ihe advice provided they couid seek &

tugher lavel of cuppart as desceitd at pacagragh 4.6 of the Pact One Brisfing,

Alteged contratictary advice

11 Mo ewdenee fs preserded v the Report o suppnt the wew that contradistory advice bss besa

givers by the Heipline,
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Q2 calls 1 the Helpiine are recorded by the Melping nperators m the NESD cafl bags, The logs

deesgrib brisfly the nudare of question and the anmeey ghven i approprinte. The Report slates

that thers o insuflficent svidence within the oall logs that have been provided to them o

sppchate whid sdvior was provided. Howeseer, Post 8fice consedees that o calls weore vt
biing answered o adidrensed approgriately then sither the matters would e sscalated dauduch
wondiet he rotad! o thers would be repeated calls ahout i issue that B Subgostimaster was
faning. There weild be svidance that the advice had npt reselvest the prablem or the
applicard was pol Bapis with the abive. The alnence of this or othey svdenge o e
contrany sugoests that the calls had generally bewn reached satisfactordy whilst acospting that
there way have heen wrbvidoad calls where an Applisant was nut content vath the advics

grovatied,

333 At paragraph 9.0 (he Report stotes that a freguavd sotrenerd By dhe Hedubing ey that ratters

wonikd rasotve themselves. 1t Bhely that this was refarence by the Melnline 1o & Tramsaction

Corvection haing gereratad follovens 2 sirghis or deficency and that waasild reanive the waue

G334 Theoughots eon ovestigating Post Gffine has fourd oo evitlence 19 suppert the alfegations

that Helpline would sfter merely commant that matiars would rescber themseives or be

THGTH

e of any sagquinye. i addition o the mitial advics from the Helpime, if matters could

not be resolved they coold be escadated to & bighee lavel of support, Soppert coudd baee beern

proviged by Field Support Adeisens or oiiier managerist support f i haet hesa repussted,

Past Uffice @ vt sware of any wider systemic problerns whars this support was not being

provazing,
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Pagt Office’s respimse to section 18 ~ Limitations in the Transactional “Audit Trail”

P01 Sestion 180 of the Report considers what  generially refers to as "limitations m audit trafls”.
The Papord s concerned that Subpostmasters are not able 1o bwestigate the rowd cause of

¢

arrars {even whare ey admit it i caused by ther own or an in-hranch avror) due W @ fack of

aneRus G nRdestany ransaction dats

12 The Beoort cunsiders thres situations

& Data thal i ool aesdable on the day of the ravsaction uoder bvestigabian
b, {hata that & avallable Db ofer 43§ 60 days 1 o longer availlabde; and
L. {ata that s not avedable after suspensinn,

103 e general, Poxt Office sonsiders the secBion i@ praraised on 3 misunderstanding of the nators

of the ifoermation reeded by branches to invashigaty insses,

104 I at the end of & day, 8 branch produces a cach declaration that shows a distrepancy, then

the branch will have wress o e range of reponts oo different prodicts and fransackons i

nvealigate the possible causes for the disorepancy ncluding & complets bre by ine lising of

a# fransschuns that dayl Thin also auplies at the end of the trading peried as a trading

period © ether & or 5 weeke (38 or 35 days! sand the sbove reparts and data have abways

fiepy available iy braneh for 3 sunimum of 45 days.

30E 3 Transaction Corvaclinn 5 sand ¥o the brarch, the information needed bo werifv the

Correntorswill ot be the Moriron dats {Post 0ffcs bas this dats and takes o Ansnand

sdien; generating the Transaction Correchon) The information is bely ta be oy e paper

recards keld At the bransh

Data that is not available event from the day of transaction

woue that somne afarmatinn o not sveilable

104 Paragrephs 104 @ 108 o tw Repori vame
1 Subpostmasiers seer on the day that 2 transaction takes plare. The skample providad in

the Hepart o whiere an aggregate amount or volume i provided for Gkt or Oredit Card

travsactions, & agoragate amoant o the merrher of ansscbioms was pesaded st the end

of wah day rathar than & breskdown of the divichial tramsactions. &3 & vesult, the Report
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staies that Subpostmasiers ave nof able o dentids the indbddual transation that may hawe
caussd a balarcing ervor. The Report consiters that this woald wrevent a Subpostraaster
from roibigadimg ther oss or revnedyng the evrar by contacting the castomer. This pasition
was affegeddy Sffererd prior in the miraduction of Morizon when paper recards were Rept and

cGiide be reviewsd

sk
fus]
d

Pust Office does nat umlerstand this hine of enguiry. Uehil and cradit card information bas
mave hepn retaingd on Honzon chraneh - indesd doing so would By a breach of Paymerd
Card Industry standands {and Horoon is PO aeoredited) However, 53 mertioned sbove,
Branches haye shesys hagd access 1 bne by fine ansachen daba each day sod this daba

records the method of payment feg. cosh, chegue or carth

Data that is available but after 42 days is no longer available {this was extended Lo 60 days!

105 Onthe original Morizon systern, fing by dine transaction dats was avasdable in hoanch for 44
days afler g toansartion acourred. O Horizon Onioe {ance ZI010L this data « avaibable for

&0 days,

109 The Repost comsiders thal wath data ondy being avadisbis fora lroited pering of time. it ey
ok be avaliabis 1o support 3 disflenge by o Subpostinaste: s Transacton Correstion thad
iy be sued after the date that data man be retrteved g bevond 42 or 60 days). The

Report states that theorestiicls Subpostmasters’ abddy e challerge Transaction Lorrentions.

16330 What the Repart does not take into considaration i that Subpostmasters may chaflengs 2
Transastion Correction withowd transaction data. Asa Transacton Carrettions are often
preveded by an enguiry and so seen of the Transsction Dorreolion & beyend 42780 days then
an enggary may well have been recaivad within the perind enabing the radter o be
srrepstigoted within the 43760 day proced Thers isa wade range of ewdence that car be
pravaded o revey or chigifenge a Transaetion Correchion, Often it s very product sperific grd
nob a general view acrass all dita entvies. Typically, the necsssary data s kept in branch
recards rather thav on Horgon, These docaments shingdd be retaihed beynnd the peripd that
data is avaiable thraugh Haorren and v used by Subpostmasiers to challenge or review 3

Frarmaction Correction,

1321 For exande, # & broseh wishes to confest 8 Transachion Corractinn velating e AT

sraveactinns beg sesbion 5 abevel the information naeded & ob the paper “Totals Ressipt”

“w
S
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nrirtsd datly by the ATM which shows how much sash hay heen dispensed by the AT and

athed imgortant informadion. Thig redwmpt roust beoratared i ranech Nooaonass o Horimon

dats « nepdad agall the nesssary irfermation s on the "Tolals Res

GRS The gereral proposilion in the Heport that Haorizon dala nesds to be avaiiabis for rmore tha

o or AD days o ncorrect, Arw challenge o a Tranescting Dorreshan, s the saba reeded to

gy o
Lot

make that chaliongs, muad e coneidered on a prodoct by srodont hase Rad

praparad 1o westiogts any produst speclic sliegation that thera & insufcieny data or
wfarmation avatlabde W Subpastmasters w chalfenge and raview Transastion Comrections, it

e confidend that 4 will be able to show st sulficient infoermaban is avadable t

S bﬂi} AR CIE N

Data thal is nnt avadlable after suspension

313 Paragraph 1010 of the Report i g that sorme Applicanty were refused access ty dats

¥

fnliowing their suspension and aoveey fo thay o recards thal may have been seired upon

audit. As a recult they say that they were onabie to defend therosebe from ary dairs mae

by Post (ffics for tha recowery of monies,

114 Wiilst Fost Office are aware that some Applicants have raised the issus that thair own
records warg removed and nnt returnad to therp there v ne avidence producsed or referenced

s the Beport o suppart the pouition that data being withheld has orsudiced an Agabcant i

B VOB

3035 As to other braneh retords, thess ars the property of Post Office. In the event of &

Subpoatroester being suspendad, Post Office may take away sovoe Srand regrds for

irvestigation,

Givg Transactions

1016 A connectad msus that s considered 8t paragraph 174 of the Ranart ia the procese relating to

Giva Transactions fundar the heading “cannter-serars that eoedit sustamers™ Girs
h

Teansachons soe, oassence, deponds of cashmio & custorner’s bank sccount. Previoushy, thi

involved 2 two-part paving i sUp with one copy retained by the sustamsy and the ather

retamad by the brarch. 81 the erdd of the day. the Drarah topy coubl be ansdereferenond o

the srlry mads on Morizon to check for any eeres by the hranch o Bayiog in the weang figure
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request 0f the processing bank Bentander] that ran the Girn hanking service, Falipwing the

change. no deposit siin would be prasented by the customer and no paper docuraaniation was

setaned Dy the branch,

1337 The Repwt states that dus to the changs in this pracess thers i nothing o allow the
Subpostmaster 1o check whathsr or not the cash deposit entries on the avstam veflacted the

amcunt of cash deposited. This ismonrrect as the aroount recerded on Hovizon fo be

depasited e cordirrard by the customer thraugh the ship snd o machine m brareh
Thuz is the same process used by all high street banks which have also moved away fram

pavang i osips o oard based deposits

33
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Poct Office’s regpnnse bo sestion 11 -~ Transactions mist endered by Subpostvasier ar e Staff

113 Sechian 17 of the Bepart conaiglers trancactinna that have nat beert snterad by the
Subgoatroaster or thes stal sush as wdwers thers it an "automates transactional caversad”

e

This gunears 0 by the came underimg osue a0 raserd noseciion 12 - ape that saction for

Faoad Office’s rapdy.
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Post Office’s response to section 12 ~ Transaction Reversals

123 Seetion 17 of the Report considers the soue of Transastion Reyeraas,

132 Travactinn Reversals are where part of 3 basket of trargactnns s reversed because the

haskat 15 miarrupted before corplebion {Laitally due to 8 povesr o commmurication fahure),

123 The Beport states that when a Tramsaciion Reversal happens, Movixorn recoride the reversal
aoamst & ueer I of the Subpastrnaster ar 3 mesrmber of staff. The Report shabes that this g

nuclending bucauss the reversal s "automatd”. This wderpratation i mcorrect,

i34 A far au Poot Office is aware, this soue has ondy been ranest 8y part of 2 Spat Revew

condusion by Sacord Sight wiilst preparing ds Intern Report,. The Subpestmaster who gt

forwars the Spot Review has decdad mot b roake arc Appication i the Seharme and ro ather

Applicant has rassed this soue

125 As detaded in Pash Qifine’s responss ta dhe Spot Bewew (il detals of which are confidential

i wrdar to prodect the privacy of the Sabpasimaster whorn it concernesth the revarsale wers
cawsed by the Subpostmaster canselling a numnber of transactions that they ware condecting

for & pustorner. The uzer's Systern I s shown as the persaroroaking the reversal because

they invtiated the reversal process.

2.6 The axiracts taken from the report by Meisn Reue (as qucied a1 payagragh 12 3 and 12,40 are
taban out of comtext. The reporl was adiressing concerns tud reversals was not hemyg
clearly shown oo the partindar data being reviewed s, the ARD and credence dats bag the
raain fransaction data used by Post (ificel However, this dada v avalsble on other reonrds
that car e extracted froee Horizon, The report makes clear thst this 1 nob sn Gaue with
Harizos dself or 25 dats bul the way that the data it produced was presented wathm one

partindar data lug R does vt suggest that there was any andry being rade that was not

wutintad within the branch by the Subpustmaster g thedr alaff,

127 This sechion vanes no issue thet could ke the cause of losses in a branch,

L
pax
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Foat Offioe’s reaponse fo sechion 13 - Dash and Slock Remittances (Rermsd in ansd sul of the branch

T34 Sestione 13 of the Reao feuaes on the revtancs of castoand stock to and from branshes.,

Paragrapts 7 18 and 7.29 of the Fort O Brelng decoribe the rovatiancs procass

132 O onccasions ineuss an arise such as cash poschey ot baing recered or thare heing jsss o

raee cashy within the pouch than stated. Thes will result &y @ Transaction Tovrection bewg

T3%  the cash condye romite & cash pouch o 2 Brench and € 1 ret recehed i will ot resuit i
a fons i the hranch, The cash caotre will invecigate wivy the pouch hag vt artsed a0
stfbroatety bens the o The cash pouch sosunred upon recspt by the branch and therefars
s ondy ot this stage thal the cask o repstered o Morions ae bavsy hedd in Doanch, Provn Hdg
sl oy s of sash i the responsibdity of the branch and Rubnostmsster There may be
SR DCcashre whan the pouch bariods vali o by sainh onanichances the g
entered 29 received manuatly by ke it U Barods namber

3.4 I there b mure cask within the pouth than stabes tw braoch shoull repovt the within 24

huses of vesint This wdll result in g surplus o the branch and a Trancachion Corvection &

insaind ta carrect the balance on Monron,

rotances where the pourh cosdaing leas cash than expeiad the matier shodd be

reperbed by the Subgostrossder withi 26 e of reco. The saoe s iveshigasd by the

Past (ffive cash contre. I the cash centre auoepis that e pauch contans loss cash dus to

theis wrrny they valt Beady the Joss B el & Trancacting Qoere assed b the boarin 1

corract ther Balance o Hang,

138 Where the cash i thel eor B heiposbrastey s nvited o

revignyy thie secunty cameras thael montor the loading of cash inte the pouch at the ash

centre. i the Subpostowa conhiras 1o chalisngs the svount recencad they tas

de so through the P50 0 the same way that g Trarsachion Dorrechion o challerged,

past o beld on Morisos & Trareacting Oocrechon vecuid b gouen. The loss e b placed

she s aocond whshit the raatber o Ewestgatad and cesnband

P27 &osnler process o sppled when cash o rerattedd to the cash ventre frovn the e T

arnount of cash somi vetheg the pouk s recordes U s somne or s e anticated

[d
7
2
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when resmived by the cash tentre the waue s wvestigated, The Subpostmaster has the
coporiunity 1o view senurdy comeras that reenitoe the moveraeat of the puuch and can
chonve 1 accent the shortfall / surpbis or place the loss § qam it the SUSpRMe ACCOUNT AN

vatigate the matter further.

Paragraph 13.4 deals specificglly with the wstantes edwye forelgn corrency has been
geadentally sent o the wronyg beanch, The Report specolaies that this could rasull in s

Subpestrnaster bemg responsite for a delivery that was never veqedvid.

The same process cublmed above appbes to farelgn currency. i a pouchi s not received by &
branct: & will not be scanned into Monzen st there will be ne orsase i oash holdings. i

thie poush 5 nol recaved thers s no loss fo the brameh

Whers the pouch i taken 1o & different branch o arror & can be refected and will be returned
b cash centre. i an aiternatie branch sonepts the poush & will be soanned inio Movizae

g

sl increase the foregrn cwrrency held at that branch Travmaction Correntions will be ¢
b carrend sy decrepancies that roay Bave been crestad but overall there would be no loss to

aether the beanch st receied the foretgn curreny or ths branch thad sccepted &
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Post Office’s responae ta sechion 14 - Chegues
G4 Seston 14 of the Report discusaes the srompe of remdling dhweguss from Pest Offiee

Braviches o Poat Gfice's chegue nrovesaing provider. i considers the situations whers

chagues g0 mesying and do oot reack the chexus processorn, of cannot he grocessed by the

custumers bank,

AL

e, Poct Office has sol oul below the chogue reptlance process and the

arovess foliowed whan cheques go missing oF Hnunde,

153 Wosummary, s inevitabie that chegues will socasionallv go missing at some stage i thedr

processg Howevsr, a3 stated in paragraph 1404, provided thal the Subpostivastey follaws

e correct praneduee for grocessing the chenu e branch thie will mt resuit @ & s, The

cost of & jost o Bounced chequs i only passsd 1o a Subpostmaster where there © cisar
goiience that the Subpoatamster bas failed 1 follow proper acoepbance ar remetiancs

grocesses ang Post e bas scbaosted of other posabilities of recavering the missing

shegue. This is dung i accordance with dause 132, section 18 of the Contras under wduch

the Subpesimasier s Hable for any lnwses caged by carglesaness, negligence or error,

Frocesy & brangh

4.4 Mosk Fost Office branchas are enbitied 1o accept chenues fram customers as the method of

payvnent for 2 vange of deugnaled frammactons, The cheue should be sorutinised by branch

ataff 1o make sure L is not a forgery and the raverse of the shegue needs th be date dampad,

4 ard the calevant ransaction dotads resnedad, This will srobds dentification of the

acific groduct and/or castomee o the evest of an error, There may e no customer detans

recorded on Horzon agemst the chemue ransachian hence the need toe sadorss the chegue

with those detais,

155 The method of paymert IMOP) by veay of dhegee should be recarded on Horbon, When

rocordimg o MOP a5 by chegun, the custormers chegue i aulienatically recarded on Marizon

as o part of the braoch stock

1486 &l rhenues baben should be despatohes from the branch vig the final Roval Mad collechion of

the day {zxcemt Frideyal, The branch process for remifting chegues is as follave
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a. Subpostmantsr prodiices 2 chegus sting renort froms Morizon fwhich shows the vadus

of mach chegor sctepted thay day

B, Subpostraestey verifies that the cheguss baid i the B reabch fvobame and vaius)
agmnst the chegus iabing repori

i, The el ahamur valee 1 thew marked on Honizon ae baing rematted fo PO inowen
as “rervmed s’}

el A furthier chegue ooy regart i they producest This el show the chenpes being
revarned oul 33 8 negabve vaher and the repart wall row totat zern.

2 The chagus Boting repart o "tuf offT The heanch chegus stock will now alin be mera

f, A Bateh Control Vinchar (BOVE & manually completed to show numbaer of thegues,
vahie arad despaiohing brarwh, The chwaues are attached 1o the B0V, The chegues are
then duspatched foy processing m the relavant arveiope via Rovad Mail o the chegue
PECERYENT,

. Horizan cheue Ssbings and resnitSancr siips are retamed in braneh,

Fal prosass

147 The POLSAP fnance swstem at the PO i autvenabivally uodated sacd vight From Herizor (far

the vatues of chpaes revavind out from branches), The chegue b o FST are abie fo view

thiv data the day sl the Uamsactiens gl will spe the cutesrd rermtiances recoriled

$aos
4&-4.
%

Swedlarky an eleciromg Me will be rospwe pvernght By PO from i chegup Drocense v 30

avtennat uplond ity POLSAP which shows the attugl chegues racsivad from sach bravch

PR can then compars the values recorded by the branch as despatahed agamst the welues

recorded by the dsaue processnr as resewves,

14,9  Agprosioately 1000 entries will remarm wrinatched each day (e, thers i & disorepancy

il betwwer the chegues recarced by the chesue proosssor and the sfarmetinn sent vig Moszon

by Subpostroastert aboot cheyus rermallances] and sould ke an mdication of miasing chegues,
Miary canes are resoived suckiy e ity debvery by Royal Mad or the Subposhmanter misses

i colienion o forgud By put @ chegee e pouchl Thers vall be sround 1S seses par

s where  becormes appavent thal a chagise hes sctualy gone visang”
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irpvastinating lost cheouss

AU 1w ackeowhndoed thad s chegue s oo ocour 88 the rargh, in i Moyl Mgl gipsling ar

ab the cheque processnr. Pout Office's polity 2 that & branch wall ooly bear the cost of 4 et

chanue o the branch has not followed proner procedures. i the rout cause of 3 ioat chegue i
unkarsers o attributed tosarns other tause oulside the hranch, Poct Gffice wilt abisorb this

foss and ot pass § on ko the Sehpostimansr

iy

1400 I the vast maorty of cases, Post Cifice ellher mstgates the loss caused by a togd chegue or

zhaoris ths foss el Only g very simall nurnber of missing chegue cases result in

Transatbion Loreertions being msued to 3 branch,

B412 The proesss for ironstigabmg orissing chegues & s i

3 Trig trancackion to wiich a wisswy chegue ralates fo 4F possibia) whentified from the

genprranan nput o Horzon by the Sutinostmaster,

& Eranches wil by contacind when $w missing (haaue Case 36t up o see f the
chegue can be found i trareh or f they are avears of which tustormer bas preserded

the chegue which has suboeouently GUne WHasing,

& branch cannot fiod the el cheaue, @ varisty of technigues ldegending on

P

praductinformation svailablel are smpioved o dentify the custnmer and thair

address fram the fransachon data

i3

Tha pustirser o then canfached 1 renusd 2 replaceroent sheyme. ¥ o rppiscemend

ehegs 1 provided then the loss o Fogt Office i avnided.

8. i# a veplucernent chegua is nat forthearsing, the raisvant ciient crgamsazém fie. the

produsth supplier, say Bank of leland, Snvrmrent Agercy, i) s indormad that the

sayreead for that partootar transadtion has nob been receivnd and e transscting &

reversad whiers sossible, By rover ctice the loss o Fost (ffice o

avoded,

{. Altermatively, f Post (ffice 4 ueable 1o dantfy the custamer deteils, ths relevant

shead orgardeatinn may be asled e by o cordact the customer directly for pavment

By payraent heing mate direst from the custorner b the client the loss o Fost Office

5 avigded,
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. if the trarcartion redated to the mucaing cheque cannol be idenbifieg o o the

st Be recovernd frorn the customer or the

cregue provided tiscussions with the branch and review of transactived data does

nob revest 3 breach of the (erationa! prosesses.

1413 There are two typical scenanos where Subpostrasters have faied 1o foflow nperational

proscasses and will he hedd abis for missing chagues:

a. Chegues have bean accepted by the Subpostmaster for & non-chegus aoceptabls
wroduct {2.g formgn sxchangs sales!, By socepting payrnent by chegue for & non-

chenus soeeptabiz produst, B raey oot be possibde tuonk a oussing theaue o a

o

transaction record, i the transaction record cannot be enbified ther & may not be
possible to deotfy the customer andfor cierd. This ther frustraias Past Office’s ususl

i rastigation steps deatribed above.

w

The method of payroent has nob besn carrertly recovded on Morizor wath the chegus
a6 the MGE and # subseguerdly proves iropessible to assuciate any transadtinns with

the minsing chague. Such an instance will tynically be ustrated by branches

reurding mitipledall tramactiors through "Fast Cash” and then mireducing a bulk
chenue vadus to Horizor va 2 “Lashihagus Adiustment” at the end of the day prigy
to reranting bk Agaln, this may Trusirate Post Office’s usual losy miligation steps

dastribed ahove.

1414 Where s Subpostmaster i held hable for o rossing chegue, & Transaction Corvestion will be
sent to the brangh raversing the rerrdittance of the chegue by the branch, This will return the
vahie of the "missig” cheque Lo the branc's chngue slock, i the brandh cannct ohiain a
rapiacernent chague from the customer, thers wall be a cheque shottage ab the el of the

trading period that the Subpoctrmaster wiil nesd W make goud.

Bourced chenues

14,35 Pavagraph 16 4 makes reforsnee fo speofin cornplaints by Spphoants frather than  being 8
corvion therne amongst Spphcants) that they ware hiable for chenuas that bounted, Qg
desoribed above, the bravuh scoovts treat chegues ke a stak dere. So fonyg as the branch

avcurately revords the receipt of chegues from cugiorers and the renattancs of chagues o

£~
b
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Past Gifce, then the branch 5 not coneemiad with the banking of any ¢heues. The hanking

of chenuss and recovery of payment from customer’s bank is canductad by F5C0 Past Office
shoorke the tredit rigk posed by accepling payoent by chegue and showld 8 shegis bounne,

Past Dffice will absorh the resulting loss

140EE The poby exception to this nde is where the branch has failed to follow opeational
procsdures, This may have included aot corapleting the details o aotondancs with 2 chagus

guarantze card lunl ihese cousad o 2001 v Laking pavment far @ praduct whevs paymend

by chegue w nad permiited.

Transaction Corrections for missing or hounted chagues

Lo
&~
-
3

Paragraph 145 makes raferance to Apglicants rol being able 1o mitigate thet losses as the

transaction correction for a missing or hounced chegue pas heean sent to them ton long after
they atcepted the cheque. Transaction correstions may be delayed arooccasions bul this e

riet the faull of Post (Ffice. I some instarces Post Office s deperdent on a response fram s

thirdd party fsush as the oustomers bank} before the Transaction Correction can be tsauad.
This may have resufted in some delay but, as stated sbove, f the correct process 1 followed

ther Subpostmasters will oot be lsbie for ary ioal or bounced cheaues,

346,18 Typcatly, bowevar o there s 80 st with 3 thegue this sssus will be caised through other

chgrimets with the beanch omost oases, the branch will be swars of the nsue fong hefore

the Trapsaction Correction s submeiies
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Poat (ifiee's response 1o settion 15 ~ Pergions and Allowaney

"L

153 Secbior 15 of the Report conderne the nish of fraud taleng place in reiabion to Pensions and
Allesvances [PEAT travsections. i particulsr the Report states that Subpbotraasters coubd be

wnosent vickoms of this tvpe of fraud but st Hiakle for the rendting loosas in their brarnches,

15,8 For the reasons set out budow, FEA fraud by branch stafl can be sasdy detentad by a

Subnostrnustier before ary loss onnure so dong as hafabe = sarnemg sut aroper sad of day

checks on MEA Irsnsastiors. Subpostrrastens are twrelnee babie for any osves in thew

franch caused by PR fraud s s joss arlses due to thes fahere to conduet adeguate

153 There are warous methods by whach benefts can be received by customers

R4 P& bk v provided by the Depariroset of Work and Pensives W w0 customers

araitled to benedds, & nommated Post Office branch was set out on the cover of zack FEA

ook, together with the customer’s naroe snd addreus. Withio each book were {au
dockels, vouchers or foil reforred 1 in th Reply as vouchers) slabrgg the FAD code of the
noreinated Post (8fice bravwh, voucher nurmier and ameuvd 16 b paid The veuchers were
nrasvated 10 the hranch stalf, processed through Morzon and then cash pad 1o the customer
The vasichers ware deenatohed sach waek by sach branch {9 the Paid Order Unit feich in

sifact & the DWHY o Lisahally, MNorthern brelamd.

185 F8A books meaned @ by used i vrea S00% and ware replaced wath Poot Office Card Aovount,

156 FS b a braged service bank account that ondy alftws henelits to be degosted inlo the
et By DAWP arad canks 1o be withadeonwas, Withdeawads ave corsunied by the nedomsr

faehireg bes PUOCA sard wfo w Pogt Office and vathdrassng i cash anther some o all of the

beneits withee his aoonard,
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187 Customers wha lose ther PCCA cards or customers who are on temporary heneiits may be

gaved Gresr Greos by the QWP

AR5 These ave chegun (sise keown as DWP cheguesl which seb ol the payiment smount and ran
b vasheed i the tiual way, These chegues are date wamped and vetained by the Bost Qifice

after pavirn the customer, They bave historicaiyy been aconurded for ared deepatched by gach

Braach weekly to dlance & Lainaster. They ars now seol to Sardandsr {both banks are

referved o it aote as Sentander for pase of refecence) Green Biros shoudd not be

covalused with Girn Payments which ars an salicely differend product.

PES fraud

1558 P& Fraud soinopases & caanber of Sdferent types of Fraod, some of wdich are bintorieal
¥

&g o e chanygs i pavivient methods pear Hime,

16 33 For each henefil paproent to 8 costomes recorded on Hoozan, the bearch should take from

the customer the sssoriated PSA vouchar o chegue and remil sach veeh ali vouchers o the

W and ail Groen Sirg chegues 1o Santander. Sn overclanm aoours when the branch records

a menes payment o Harizon Bub does red et the asepoatet wucher oy dingue, Witha?

A
T
I

hig piacet 8

the vousher / chegue POL rannot recover the payment from WP 7 Santander,

foag e POL wineh w thaen pesses B the branch by way of 2 Transaction Lorrection Hormerly

Bty a3 an e noebice, But refeered to in s note gs g Trantachion Correction for sase of

seforencn,

1511 Overdaims ave redaively sasy (o ientify as the branch must record the cemittance of
vochry or cherues out of the branch on Horizon and therefore it s possibis to dentify any

msing weskiy ramtiance.

1542 Adraus can be commrmtied by rennrding fake henefit ey -duty on Harizon, which iokers the

amant of cash resordid to be in the branch {as Horizan assuraes the ssh bas been passes

to the customeart This saunes & shart term surpias {until the missing vouchey £ chsge i«

diwenverad and & Transaction Correcinn cent through! which can by used s cover other
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fosaes o7 remased frov dhe Brancs al the end of trading pennd Basumeng that there gre oo

sther affaatiing looesl.

Reintroduction fraod

51 Rentrodocion frawd B oa ovee sopdestisated version of averclaim fraud whereby the false

heaedit pay-outs are disauiond by the sobimission of dupiicats papereask,

o
Lo

iy vpobredection frawd, & egilimate baref pay-out o recordend po Horeon wath nash bainy

neid t A custorner but with the corresponding vouchar £ chegue ned being date stamped or

remittaat out by DAWE § Sardandsy. 85 8 Iater date {tupinally the follasany veeekl, the same

Bt pay ok o recarded agaw on Morizore Thin brne howender ne cask o patd te a
sugtemer (35 the nustomar g vt gresent! e the presiows vourher / chegue 5 date-atamped

3t the Iater date and remmitted 1o IR § Sentander,

535 Foy swam

i irewesk ] there woull sppesr ¢ be areuvercdlarm {arnount shames ot o

-~

perpeponding vourher of chepoed The sranunt woudsd be daimed agai i week 2 by

submitting the cheque or vauther from week 1 {by this e date-stamped) The fraud i
prevnped on DWE 7 Seolandey not spottog the ropsing veuchss of dhegue o week 1 oy the

reintroduced vousher / chegue myweed 2. However, in practice, sach voucher / chegue has 2

ursgue cefprence rumbe adinh slfows dogiinate paperweork 1o be erdifesd

Fah
R
$ost
fead

Each of these Bauss has aken pdace both before the mtroduntion of Moewon svid whan

Morigan wat m opevations e Poash D8 Braoches This w not s Horizor yaishes oo, 18 o

Biso largsly an Molen age 33 o beoslit Dayoents are oow through POCAs Tahuch are nob

sapscantibde to the shove frauds] although some Green Give Chagies are still processed in

tyygches,

Fraud prevention in branch

1837 ¥ chould be roted that “wverilaime” s Traindroduchians” will not raune 8 Ings bo a branch,

Thigy ganerate @ cash surphis, wheh as long oo the cash had not been rerooved from the

brach, valt off-zel sny later Transaction Torraction,

.

¥ wan fustoncally and remare open (o & Subpostmasier o carey out nesiate checks for

i
w2
vt

P& fraud as a Subpostmaster will huve sposes to 1 each week's bateh of dwgues/ochers

K3

s {4} that week’s renonds of PEA transachions as recarded on Hompon, B iy therefnre

&
sl
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pussthie for 2 Subnostimaster ta sacily condirm that the value of the rheoues and vouchers

et

haing reveatted sach wesh rpatoh the value of bergll pay s recosded an Horigon,

wiid raveal sy wverchains or rentroductiong,

FE19 Furthis reason, Post Officz duss not conviider that g Sobpostmaster could be the innecent

yintim of PLd fraud, I a Subpostraster does not follew the proper mrocess for reritting out

PRA doraments, and thersbiy f2iis fo stop any owerclains or veentraductions at source, they

arefiakde o any rasulting ooy
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Past Dffice’s respoase 1o section 16 ~ Surpluses

161 Settion 1€ of the Report considers Post Office’s aporoach towards the surpluss that roay be

generabert vathdn branck,

ot
o
i

Az stated gt paragraph 187, the condract betwean Post Ofie and Subpostrosstens shiows

suepiiens 1o e vathdrawn provided that sny subseguent charge is mades guod snmediately,

This means that Subposhmasters may Telain surpluses thal may be generated. The report

canfirmns, corractly, that Post Office visws both surpluses and deficits as discrepanties.

However, the Report makes the incorrent congdusion thal Poat Offie are not as concernes

vath dicorepancies as they are with

143 Whenewsr Post Office gecovers g trcrepency thet cao be sBridnded fe s ervoy o branah,

whisther 1 8 sirphus or 8 defior, i will generate 2 Transaction Correctinn to ot the

DIARCTYS SLODUNS

oh  Whers discrepancies oo in brareh {say &t the end of & tading period whare there is @

sharfage v & suepius of stock o cashi, £ s for the Subpestmaster to dapute the discrepancy.

This is done by contacting the NESE . A theee arg rhore challerges o defint discrepansias

{ard debit Transachon Corrections? Post Dffice spentds rovve e rwestiqating defivls than

surpluses

155 The syabem provesses wx rafhon Iransastions ewsey working day, Post Office anly swestigates

& ciserepany in branch it the Subpostmaster reguests assistance ~ it does not investigate

avery discrepancy dentified i a branch's ascounts

3 First, mnst dincrepancies ary fairly sival sad 5o do ool warrant a foll hwestigaban
ustess the Tabpostroesdes TEses BN 65UR,

b, Secondly, the shepr vplurme of discrapanies would make mnestigating them all
unworkable

<. Thirdly, wheee 3 deorspancy woses m branch e, the cash un hand doss not match

the cash s on Horgard an investigabior will require cose irsnlvergent of the

Subpmstmaster and their s1aff as amby they will know how the braseh has bansaded

#s busimes

&7
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164 The Repori's conginaon that Post Office s net canserned with surptuses o theeefure oot

corvent. b any svend, Ui nated that this fupic does not give rias 1o any themabic sus that

sicates the Pout Office o Harizon i responadble for sses coused i iranches,

o~
>
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Fost Office’s response to section 17 ~ Daunter-errors that benefit customers at the saxpsnss of the
Subpastmastsr

174 Section 17 of the Report tonsidiers secasins when customers may benefit from cartain evrors

it brangh 1o the detrivopat of Subpustmasters. This section doss notb give nse to any thematic

insug bul rather appears 1o ralue 3 senes of discrete pomis,

172 Paragraph 17,1 of the Report Mghtights that mistakes tan otcwr when a countar derk presses
the Teposk” iwon rather than the adistent "withdeawal” itnn. This error by ¢ Submasimaster

ot shalf woudd bave the effect of doubloy the size of the errar {as the brarich will recard

the raceipt of money into the branch iy the accounts which mereases the recorded cash

position but will have alon banded over fash to the sustorner thersby lowering the amount of

cash o the branch).

PRy
o
I

Fost (ifice agrees that s error may ocour bk that this woudd be an ervor within the heargh,

nnt @ systermnatic problem with Horlron, I these criumetances the Subgostmastze wauld be
lrable for the errer and any 0se that has hean created in accordance with section 12, dause

12 of the Subpostrnastar contracd,

74 Paragraphs 172 and 173 ave a repatition of the issue raised i section 1% - to which see

Poat Offce’s coraments un that sechion,

3o
-
i

Paragrapbs 17 4 - 178 are a repeining of the ssus raised &b paragraph 101 ~ to which see

Post Gffics’s comments ors thal section,

49




POL00090358
POL00090358

Covdnlerdiad

Foat (ifice’s responses o section 18 ~ Svror and fraud repsliency

181 Rection 15 of the Report considers whether Horizen i sufficiantly errer and fraud vepelinnt,

trames 4 auia

&, Hag Poat Offcs sufficiendly wograden and devslaped Morizon over Lime?
B faes Horizon annurataly recnnd rarcactions prosassed i branchas?

¢ by Morizon rpuistant o povers and taleonmmanicatinns fadures?

. Sheuild Moron weork far seery dngle user no matter their campatence?

Developing MHorizon

it
el
I 2

The Feaort states that Past Office has nad suficently upgraded and deveingsd Horgue over

the years sa that there « o situabion whsve “ervars and Faud that could possibly Fave been

osigend cut of the sisten’ dd not happen, Az @ result, the Repart alleges that

Subpnatroasdes have bean lakie for usees that tould have bewn aenided.

P83 Thesmanhasinro s unsupnoried by any sadenase arad s benerec

iE4 The Report cordaiy no anabysds of the sdewsiopmaent of Hbeoon pver the yeans. t e i

what basis the Paport contders Mongon 1o be under-developed when there has hasn ng

catvderation of Post (ffae's proceses For revewiry and improving Morzon or of the

updrasey that Bave Deen brpier

185 The Report references 4 single exarmpis 0 support ¢ opinia:
I84. A good swample is an fssue that has Been radeed by dpeicants in segard 10 Gir

M.-

transactong, This refates fo Horizon cpersting m Recovery Made, for sxamipls

nfloswrin power s MelerITnINIatons faduras et resultad i the hranct tereninals
frspemg & Bhene sifuations e sysiem goes Hunualt 2 complete reboot, then whe it

fass Singfy rebontad @ MIRSRIFE SRINArE 1N BOCEER BERING W0 VoG 1eed 10 recover any

fwive fransactions
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FEL A few Appficanss Have reparied, when faced with that guasiios, they teually gid rat

fapve sufficient informalion fo koow whether ov ool Bhe systesn neecled Fo recaver any

Siro fransactions, i ibey resporsled in the a¥rmainve the systenr asked fr the dotads
of the Gire ramsachons thal needed o be recovered, As the user @id not fuve the

setevant desads B Band famd could et access the data as Moo was SHE campleting

s redmot process) they weee fpreed iy sespandiog v the segatiee and hoping that
was S corren? response. Thes often resulted i She wrnig answer Seing enterad amd

Eransaction sreoes Seing gererated”

186 Mo noted that this exarmple does not indluds any sugpestion 8 to the unprovernant o

upgrate that coukd have hesn implement

Tris example does not thevefare support ¥

187 Fest Office it fact hes a number of processsy i place for regularly reviewdng ard imigroving

.

Horpan, These nchads

& incilent and Problem Management processes, Beth of these processes enture that

whare 3 branch veports an msue 5 meestigated and resoived. Whare several
instances of the sares miue ocour, then 3 problem record i created and the root

canze of the waue i wentified snd fved (e to avoid further instances) The resciution

af probleas Gan womebnes be mirgy amendnerds 1D processes or can result m g

change t e sofbwas ode vie the nest release of uppoasded softears,

b Uiperational reviews wath Fulitsy, These tabe place on 3 menthly basis acress &
$ Po

marnber of different spediaiist tearaz in both Post Office ard Fajitsu, The purgose n o

ooty and review past performance, addrassing any swues & required, and to

PIEpArs FOY Keedrt CHBTIES OF udLoming events,

¢ Operational reviews wilh the NFSP, These nave been in place for over 30 vesrs ang

Bave pperated on sither @ monttHy o gusrterly basl acroes thiy peried. 1t has
inveied the NFSP Dreouives mesting vath seninr representabves from Post Office’s

1 Servirg, Nebwork and F2C wams, 8 number of operational nsues are raised vig

thess meetings and aciings taken (o reselve and woprovs sither Harieos or assodiated

processas Thhee cysterns are also discussed a5 and when relivant ey 8TMe,

5%
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4 Corgimioug Rensce Inorovernent, Thig (6 2 standard process thal Post Gffea's 17

Sereres sprrabed with all of 1s supphers Post Office sonsidars that Fuptsu ave

parbosarhy geod s thes area and have over a number of years developed and

inkras

e
<

o rismberr of ivpresesynants, Thio Has incladest Faitaw, by thedr ma

snittative, providing additioral funds & be used by the Post Office for impravemants ta

PMoriaen, Fuptew were not contraciually obliged to 8o this, The approach agreed wath

Frgitans was to use NESFS inpet 1o drive the irprovement mitmives, Through the

procass and the tri-party working, icluting NFSE mpmden” actiar invobvernesat o

corductiog demonsinations and fechs resulted i ivpravements divactly driven by the

NESP and funded by Puiibes

& Ultimately, the Report appears W agres with Pagd Ofiee's podibar in that o states at

paragraph 108 that "y nurbar of enfareernents fave bren made ke Morizon faffowsig

wxppriansy s feechacd . Wnikst apeofit exaorplen are not provdded 20 svidence, thi shows

ITOVE UGRT experivne,

that Post Office i sngagad iesvobeny B st fo

Accuracy of capluring transactions

TAY AU parsgraph TN the Hpport states that, i thair pprdon, for Hovizon Lo ke A A pueposs’
for &l wiers it needy o resnrd and process @ vade range of produnts and servces offerad by

Post Ofce sl 1o anuble bpostmantens to peeiligade soy couse of Brues el may arpe,

The Hepurt tonchudes that fom the deies reveeed, aithough n ooetdie examsiey are
provided, that although the corve software of the system worka & may not provide an ideat

pyar axpenence for iess 11 arate users.

T80 Horizon i capable of caphurny sl informabion and prosessny sl ravsantions F used progery

i swnbern drvars have bewn highbubted irothe Hagort, Pusther, oo exaropdes or esplarations

ars provided 10 sugnest that Marizon, i eperatad it accerdance with standard operating

procedure, woull not scourstebe apture ransachon tala,

LELL o fach of the cases that have heen fully reviewsd 5o far, oot ane has pressnted any medenss
whatanever that Morgen dud rot aoueadely meoard the fransachons pronessed by Soplinants o

theaw staff,

fa
fa
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1242 Hovigon & desigoed th enaure the amnwacy of transaction data submntied from branches,
Safeguards vz plage to eriure thel an Warcactions are tost, allered oo impraperty addsd

to & branchs acoounts:

3. Encryption, Transmuzsion of fransantion data between Horzon ermdnals and the Podt

Gffwe dats cedlre & encrvptad,

53 Net to Nil. Baskets” must net to od before ransromsion, This means that the fotal
vahie of the basket is nif and thersfore the cormect armcent of poyments, goods and
saneces Pas heen transadiad - & the value of goods and seevice shouid alveres
balancs with the payment {whether to or from the custorner). Baskets that do rot nst
e il wall be rejected] by the Horizon terminat before ransoussion o the Post Office

daty ceptre,

£ Mo partial bazkets, HBaskets of ransactions sre either recordes in full oy discarded
fuil - no partial baskels tan be recorded,

s bn roissing backeds, Al backets are gven seauerdial nuyders (oalizd “inurnal
Seguence Mumbees or J3Na) wherosent frors 2 Horzen terodeal, This allove
Horizon to run 3 chetk for mmamg baskets by tooking for ressing 585 {which triggers
a recovery procecal or aiditional basiwts that waulid tause duplinate nambers {ehinh
vepudd trigger an exception ervor renort to Pagl Ufice / Fugitaud

&, Senure data sture. Travmacton duteos stored on a cecure audit server. Al

5 wenubd show evidence of Garparing of

framsachion data n digitally sealed - these e

anyone, ather madvertartly, mtenbonslly or malicisusly. tried to change the data

i 3 spaded yecord

3B o sumnerary, Post (e rermains sosfident thal Horzon sonurately records trarsarntion data

and the Bepart presents no evadence to change this condlusion.

Powsr and telscommunications failures

1894 Parsgraph 18.30 says that for HMorizon to be effsctive, the syster must be ahie o operale in

aregs whers posene and felacarmmencabons reliabidity s a wobdern, 1t notes that the

Feport doss not offer & view on whether Honzon achisves this standard,

" Gew persgraph 715 of the Part Qe Srefing for an sxplansiion of "baskets”

fa
A
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Hee maivdains et Hovimn & magabde of handbng posves g

Py
&
e
3%

s groblerns
o

1806 i Post Office branches, Subpostimasters are responsible for powsr supplies and the cabled

psecirivuniatinns s tes pacanraph 5.6 w the Pant Ure Briefng Reeorth ntwrruptions in

power suppdies and tiscornvaundcation hnes are 3 ok faned e s T aystems, There ane

haveereny racovety systemms bullt nte Hoarienn o pveverd losses aoouering wdinre there 3 8

powsr o tedennmmaracation Tathwre, The following s description of e cevowery provess:

&. Foltmwing o faire t oontand the Date Tentre and compiste g transachan, the system

wondd automatically carry ot & redry and abtemet o saer the Dasket (o the Tata

Cantre again.

i Following the fakoe of the seoond atiempl, & miessug® Sispias o the User minrming
thedys that there wis 8 fadure o condn the Dala Cantre and asking ther i Gwy vesh
o Rty or Dancel | s recommended that iserd ondy "Batry” a masimum of teace.
£, Whan tha User seincts "Caree!” ths rasuits in s Forged Log (3. Tha msang
i, Footron wout saoee Hhose travsactinns that moeld be cancelied
i Hartzon would thes pring aut 3 copies of 8 Bistonnected Seacion Receint {now
for the oustorner, one foae branch regords ard oo to attach to the U bo aly
with racoveryl
. The receipt would show transaslions that are either recovered ar canceiled
hose produnts coomderad reoreeoable yagal be sedtied wih the Gustomer in
cordance with the Duconnecion Kecapt.
W, if & transaction o cancaiiabis they atoek shodd be ratamed by the branck,
¥, Morizon would thes oy aut the attive user,
i The Subpastrmaster shaeid then make surs that, &7 assordanas with the Divcannect

Hreeapt, the Customar s provided wath arg funds dus to be returned to thers in

coarganes with the Disconnsct Reosipt,




POLO00090358
POL00090358

Confidential

153

The syctens wold then display the Log Dosoreer. Thy User may then aitemgt to

Log D agn

y

2 part of the Log On process, the svstem chacks the dentity of the last Basket

suceessfully saved ab the Data Cenire and carnpares £ vath the identity of the last

Basket wiccessfully procscsed by the countar. i the iant hasket saverd i the Dty
Centre nss 8 fugher rumber than that conudered 1o be the lest suceessful hasket

processed by the counter, the recovery nrocess at the cowrder wosid then repest the

praiess that the countar had carried oot ab the point of failure,

4%
&

3. & Becovery racapt would have been printed reflecting these transaction

i, B rppssage o seplaynd 10 ihe user confivining that the recoveny is coraplete. They

then yaturn o the Home soreen. Depending on the trargactions hang sonductad 4

the tirae, the user may be asked o seces of guedbions fe complete the recaveny

H

TEA7 s nades Bhst o Second Sohts interien Pruport st year, 8 specifivally iooked into thas

recovery process Tollowing 2 telecornmurnications fatture. Second Sight found that the

reovery process wiorked bul queshionsd the spesd of the response from Horzon, As far as

Pt Office s aware, this concluson i st valid and has not been revohed by Sacorsd Sight.

1838 The Part Two Beport slates that there are caves where errars are more kikely 1o odour whsn

urnsasd sets of grrumstances and behaviowr are prasent. 1 s not ciawr what these
cirparnatanees o, i particudar, the behaasur 1 and so Post Dffice cannot commient on ths

e of snguiry.

Faness for all users

18.1% A paragraph 28,17, the Reoort vintes that thers are some peaple who are unsuited from the
putset o umng 3 eompudersed branch, 1 s nob undarstocd bov this refates to the sepsbon

of whether Horzon o it for purpose. Mowseer, in general, there s an effective recovery

process By yoaopar pover sl telpcoraraumication fadures.

1820 Hoviznns s opeated by thousands of Subpostrnagiers, the magority of whorn have nat had any

maie with the systemn or the effectiveness of & Wihiist & small number may find the cparation
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of the saber difficuil this dues not make Moszon not {8 for purpose. The culgecta

axperence of @ few prople & nob pddence that an (T system s abiectively not it foe purpase

38,21 Forthis assessment B be carmed oud the Report woald need to identiy some form of sdostry

1

Benerrrark againal which o udpe Hovizan, Also, the phrase “Titness for purpose” has &

socifie fegal mesning and & therefore @ subiech an which Second Sight bas no expertion 1o

affer an opinon,  The Report dows not eotablish ar seek to arboulate any sqal or nrustey

panchmark and s s fndings are weomnaited by avitlence or 2oy rolard anabeas

FAE2 Poat Office mardaing that the fact that svar 450000 users have used Harizon since R

imegtion and onty 150 have ratert 3 coroplaint fo the Schema chawe that o i 8 for purpass




POL00090358
POL00090358

Canfidgental

Past (ffice’s response o section 19 - One-sided transactinns

Swtion 19 of the Repart comments oo what it calis “ope-sidesd frarmartons”. These ave
travsachiuns that the Report states have not fully cornpteted all the constituent parts of the
transsctinn. This i either because there has been a charge b thw sustamer for gends o
sendices hut they do not recene the gouds/servdos. Alternatively, a transaction s processed

hagt the custormer’s bank account e not chayged For the purchase.

The Rrport spaculates that these situations could, somehow, give rise o alosstw a
Subpastonaster. Thus far Post Office has nat been prasantad with any giddencs that there g

a general issue with Horizan or Post (ifice’s processes that tould give rise 1o the abowe

eENEYio.
Safeguards

193

o2
N

The Report sugpests of paragraph 19,2 that ong cause for 8 "ovw sidled rensacton’ s due tn
# tedecornrnarscatines fTature Post Ifine sccepts that telecoravounscabions maues can pive
risn to “one-sided fransactions’. This v an inevitable vish of transactng busimess seross the
internet and affects ali retaders and banks. Also tie ot retallers and banks, Horizon has
secovery Troceses in place to rectify any "one sided transactiod errars, These safeguards

zre specific tn parboalar products 5o 8 s not possble o explain them all i une docianent.

Ceavsmummcabion fadures can bave twe broad impacts, The main imgach waouid be the type of

interruption that & addressed by recovery prosmpts thel see referresd 1o &) pavagraph 18,36 of

this Repdy.

The other rapat which would affect the customer. not the Subgostmaster] wouls be where
& el card payrnent was intervuptad after the baok had ring-fenced the custamsr funds for
the payrment but bafore the counter confirmed thet the trarsaction was comgiste. This can
s 1o stuadion wheree althivugh ther is no issue for the brapch acnpunts, the custorner i
o dongey able W drvaswe down o funds in therr bank account betause they remain ring-fensed
for the ovigoat atterepted ramsaction. Barks bave routing processss o dear down ring-

ferces vathin g cuugie of daye or on an accelerated basis by specific engudry. Thas weauld net

affact branch acoounts bt ool of cowrse lead by sustoranr cornpdamity to they hanks.
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Mo risk to heanches

184 From s branch's perspective no distrapansy vell ariae from a ane-sitded ransaction ag the
Braveh accsurds gre baved o the wformation recahad by Hoozer sal nob on the inforrmaton

el by 3 third party chent,

sn
W
~3
e

A travsacton 1 recneded 39 tonwuied on Movizon, then the sucoungs will alse have

resordad & correspanding paenent from the custorer oY the Bt aver of sash or alock

the custamear.

1 the trancactinn will not corppiete on Morion

2o
Ko
o

I Mortzon records the tarsaction a3 fded, |

and no payment, W o from the custormer, will e recordest, Likewine, a5 Horigen records the

teansaction a5 fadad, the branoh stalf should nod fardd ovar amy tash o Ak B0 & custorney,

19% Begardbamn of whethar the shient’s 1T systers recard & completed trantuchion or not, the sffas
of the above is that the branch accounts will be i balance. The faor ihatl tere may be 4

dhateepnony bebwesn Horizon and the thied party thent's recards dues nat, an desoribad above,

changs the branch suourds posilion,

Branch awaranass of this issus

1910 At peragraghs 193 - 194 the Report stutes that the andy way 8 one-sided transachon wadd

A,

Sa dbeianeareyd i f the ooy wns b

PR PR

the dranon, The Heport goss on o sagat

whare the cusiomes has benafited from the trancaction lie they have received goaods which

they i nod pay ford Shey weuld not be swars or wouds red say aoything. Theeelaee the

’}‘Jhﬂ SRk

RASRAES

oubl oy Be aware of the errae { the customer disciosed it

3R Foo the reasons shated above, this visw s mwarren! and, inany svent, ivelevant a5 & areh

il oer b babie for an ovror cavsed by a Tone sefeg franerctiued

{onchisian

FRE b surmrasry, eddist the Repord bas el 1o prove that this 8 theroabc isue of genersd

o franeactor oa

apphoation, Fost Hioe has dempostratesd that a "onees GOSE TG U &

wos b Subpostinesters.

(&l
(=]
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Post Office’s responss o section 20 - Hardwars issues

>

End

01 Bection 20 of the Report makes some gersral commaerds and phaprvations about Horizon

termdnads and other ssseaiated branch havsdeare, Howaver, the Repat does oot precent ary

evidenice to support s speculations nor does i clearly identify any siuss that may be

o 0 mary Applicants within the Scheme.

ey ey

202 Post Diiice accepts that nardware profilems cae arise and that euuiprment is replacesd from

thy bt Moweyse, this i very dependent on the Groastarss of an indhddosd Gasr and

doey nob give rige to a thematic ssus,

203 Further the Report doss oot altemgt 1o undertaken any form of slatistical analyss or industry

brachimarhing. o this arga. § oeadd Be ooreron D s9e a0 853 avit of “rpsan e

between faibaes” 83 8 way of udging performance,

S04 i oany event, au descnbed ab paragraph 18.6 of Usis Reply, there 1 8 regovery process i plase

w manage hardware fadoras,

I 14

2005 Faragraph 201 of U Repert highlights that some Hovzae ey

i mars than 10 vears

ot Whilsh Uas ey be correct, thers i nothng o show tet the age of he equpment B g

canise of ary Joases,

JO.8 &t pasayraph ZD.8 the Report states that thers i bttle routine bacdware saindenance. This s

correst but squipment i replaced ag and when needed and this iv industey standard practice,

207 Pamgraph J0.3 dates hat many Apphrants beliave that faulty sgupment could be
resporsibde for the losses suffersd. Thiv 15 not correct and no svidente has heen put foraard

w suppert the view that hardware issues nave caused losses i branches,

o
£
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Pact Officg’s rasporse b section 21 - Post OFfice fsdit Proceriures

£33 The Peport says el paragraph 211 that Apphcanty were not grovided wath cogies of audit

reports, although R doss arknowisdge, @b paragraph 212, that Pogt Office’s currand peachoe

W proavide sach hanpecbmacter with 3 copy of any audit repart, Howsver, the prastics of

wraviding & sooy of the audit repart has abways taen in place,

Bagt {fice s nob aware of Anviizants not being provided with comes of zuds reports when

P
bt
AW

reguested howaesr Post Office canrnt categoncaily say that thes has mever Bggpanes in an
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ANNOTATED AGENDA FOR SECOND SIGHT

30 SEPTEMBER 2014
Attendees
Post Office Second Sight
Chris Aujard Ron Warmington
Belinda Crowe lan Henderson
Rodric Williams Chris Holyoak
Andy Parsons
David Qliver
Alms for the meeting

1. Commercials — new fixed price linked to productivity

Scope — Second Sight clear on the limits of the scope of their engagement

3, Quality - Ensure 85 understand that they need tc operate as professionals engaging properly with the Post Office
team and building the product guality from now on

~

1. Rate Of Delivery
58 told BC that they plan to clear backlog by October {producing circa 5 a week) ond then revert to 3 a week. Ron
has stoted at WG and again to BC that under no contractual obligation to produce 3 reports. We need to place
them under one. $5 praductivity high iost week at 6 draft and 1 final reports

= Even with last week’s spike (6 drafts and 1 final) you are only producing 1.9 a week {prior to that 1.4}
Rate of delivery has been unacceptable as is repeated insistence you are delivering when you are not.

e Stated you are not under contract to deliver 3 cases a week — we will need 1o change that

& Think iast face to face meeting showed that where there is no evidence you just need to write that up and move
on.

2, Cost of proposals
Second Sight proposal of £3500 per report including, historic overage report cost circe £5000. The split on which
cases the piece rate would apply to was provided last night and ot first sight appears reasonahle.

Cost has been high and proposal is still substantiaily too high
Board and finance have agreed the move to a piece rate from 1 September

= Also worth noting that our press office have received an enguiry about the terms under which your services were
procured.

s When engaged we expected a guality appropriate for an independent expert

* Utility of your reports to us is limited — not helping parties in mediation at all ~ needs to assist at mediation not
general comment

Counter Proposal

= Willing to consider Fixed fee of £2500 a report

&« But must be linked to rate of delivery, only invoice every 20 final reports produced, must produce 5 per week to
qualify for full fee
15% of the fee retained until Post Office agrees satisfactory conclusion of $5's engagement
[£20K bonus payment for successful completion and termination of all Second Sight work by 30 April 2015.]

3. Work Product

This is the opportunity to pin down all of the scope issues around the work for MPs and ensure Second Sight are clear
on what they are contracted to deliver and what they are not.

# Not paying for any MPs work - you are engaged as forensic accountants to review cases in the Scheme
# |f you think that issues need further investigation then we need an investigation plan that:

o ldentifies {ie clearly articulate) the issue
s Set out your steps to investigate and reach a definitive conclusion
® Set out how you will report the opinion
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+ Setout the time to investigate and report
Specify your costs for doing so
Even after alf that though you may not be the right horse for the course
And you should note that we may need to procure it in any event

Workfiow engagement

§5 engagement has been poor since 2012. They have failed to engage properly on the focts of coses and have
been difficult to pin down to meetings requiring senior escalation. 55 quality has consistently fallen short of
expectations in both case reports and other reports.

Been very disappointed in the manner of your engagement ~two years you have failed to engage with the team
on the substantive issues such as our feedback on your case reports

This influenced the quality of the Part Two report which { was very disappointed in — unacceptable that we had to
send out a 60 page response due to the inaccuracy of yourwork
Also the quality of case analysis has not improved and frequently lacks intellectual rigour and logic ~ little proper
evidence or critical reasoning and a waorrying tendency to appear willing to be swayed easily by iess than
compelling and un-evidenced assertions or special pleadings, including where these contradict the findings of a
Court process, eg M052 where you are suggesting we mediate as you now believe the applicant committed
perjury, contrary to your initial conclusion

Also now Part Two complete it appears to being used to provide un-evidenced solutions where $5 have not been
able to find the cause of the loss

Tone in which you engage with the team is unacceptable for a professional service provider — expect it to improve
from now on

Very concerned about your behaviour at the last face to face meeting around your so called “thematic 18" -
which is not a neither thematic or true. We will writing to you formally following the meeting along the lines of
this draft

AOB

Canfidentiality Agreements for two new staff



POL00090358
POL00090358

Briefing Paper: 8§ Engagement 30/09/2014
Background

On 24/09/14, SS were sent a letter inviting them to attend a meeting on 30/09/14 to discuss concerns
surrounding their delivery of services to Post Office and the Working Grougp.

Areas for concern included the guality; rate and manner of delivery; and value for money. A face to face meeting,
for which this brief has been prepared, is scheduled for Tuesday 30 September 2014.

The following provides evidence for the points raised in the fetter.

Rate of delivery

1) At the Working Group on 12 June, 58 confirmed they would deliver 3 minimum of 3 reports a week with an
increase in production to be expected within a few weeks of the meeting.

1.1 In addition, on 1® Jjuly 55 signed a letter of engagement. This included a commitment to conduct services
provided “in an efficient manner and with a view to ensuring that the costs of the scheme are reasonable”.

More than 15 weeks have since passed,

28 draft CRR reports have been produced, at an average of 1.9 a week,

Only 3 times have 55 managed to produce and supply the number of reports they committed to - despite telling
the Working Group on 11 September that they were doing so,

At the last WG meeting they admitted to a seven week backlog {16.09.2014).

Looking at the first ten CRRs produced:

S5 invoices show that prior to making the commitment on 12* June, 55 had already begun work on five of these
reports. Thus, 5SS should have been in an educated enough position to understand the level of work involved in
producing a Final CRR and the fikely timeframes involved, Despite this:

They took an average of 11 weeks to produce from the time the Post Office Investigation Reports were shared:
seven weeks to reach Draft and an average four further weeks to reach final,

They were subject to an average three weeks slippage to reach draft, and two working days slippage to reach
final.

However, it should be noted that most recently S bave produced:

1 Draft & 7 finals for week commencing 08/09/2014,

3 Drafts & 3 finals for week commencing 15/08/2014,

6 Drafts & 1 final for week commencing 22/08/2014,

At the last WG meeting S5 explained that they were now in a position to reduce the backlog and they expected in
future to produce 4 reports a week and definitely no less than three.

Cost of proposals

2} Discussions around perceived value for money will likely focus on negotiating a piece rate for CRR reports
going forward.

2.1 Again, referring back to the letter of engagement, signed on 1% july - this included a commitment to conduct
services provided “In an efficlent manner and with a view to ensuring that the costs of the scheme are
reasonable”.

To date, 55 have invoiced PD £650k for work undertaken within the scheme,
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The average cost of attributed to in S5 invoices #86-93 for the production of the first ten final CRRs is £4.5k per
report {though this is likely to be an underestimate due to gaps in invoice data),
This equates to an average of just under £1k per page.

2.2 Second Sights Commercial Offer
Background

Second Sight will charge Post Office a fixed fee of £3,500 for each final CRR delivered to the Working Group (to
include the delivery of both draft and final reports).

The fixed fee will be inclusive of participation at weekly conference calls and monthly face to face meetings

Out of pocket expenses will be charged at cost.

The fixed fee proposal will apply to all new CRRs where work starts on or after 1 September 2014,

Normal time and cost fees will be charged up to 31 August 2014 an all cases and subsequently for CRRs that are
Work in Progress as at 31 August 2014.

Second Sight will absorb the costs of Kim Evans for the month of August 2014.

Comment
In the letter we have indicated the proposal is too high and productivity needs to be linked to fees.
Proposed Counter Proposal

Fixed fee of £2500 a report — this takes account of the more junior resource being brought in to work on reports —
which should result in a lower blended rate

Agree the fee should cover Working Group participation and preparation.

Out of pocket expenses at cost

Any reguest for further work on a time and material basis must be submitted in writing to the General Counsel
and must have specific prior written authorisation from the Post Office before work commences

Invoices only to be accepted every 12 final reports completed — this should be every 4 weeks.

15% of the fee retained until Post Office signs off the satisfactory conclusion of Second Sight’s engagement

£20K bonus payment for successful completion of all Second Sight work by 30 April 2015,

5% reduction in fee per report not delivered at the agreed 3 per week schedule.

Willing to review the cases commenced prior to 31 August 2014 ~ still awaiting a response to Befinda's request,

RED LINE on unit cost

Not agree to any unit cost above £3000 -
No ability to carry out any work other than report production

Quality
3) The quality of the CRR reports have been subject to minuted WG concerns over their style and quality.

3.10n 07/03/2014, the WG agreed 55 reports {namely M001 & M014) needed to be revisited {o {amongst other
concerns} “Ensure conclusions are reasoned and supported by evidence”

Despite agreement, CRR’s? do not provide detailed referencing for the sources cited - nor do they always provide
supporting evidence or reasoning to substantiate the points made. For example:

MO22 states ‘Taking all of these facts and circumstances into account, we believe that Post Office should bear a
significant proportion of the responsibility for the losses that did ococur’

MOO09 states ‘we do not find the argument by Post Office... particularly compelling.’

MQ57 states ‘we believe on the balance of probabilities, that the applicant was responsible for the loss’

M048 states ‘On the balance of probabilities we believe that the losses were caused either by user error or
theft..’

1 Based on analysis of the first ten CRRs - for which work had not begun prior to the meeting on 07/03/14
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No explanation is given as to how the probabilities have been balanced. This is despite, on the 13/03/2014 the
chair preparing suggestions for how could approach their work on claims. Guidance included “In glving its
opinion on disputed issues of fact, $5 should explaln what standard of proof 58 has applied, ranging from sure
to probable/likely”

issues surrounding the quality of reports have however continued. For example:

On 1 May the Working Group discussed M0Z22. A range of concerns about quality were raised at this point by Post
Office, including that:

The Applicant wouid need the Part One report,

The depth of analysis was not sufficient,

A clearer articulation was needed of the factual basis upon which conclusions were made,

Neutral language needed to be used,

The evidence used needed to be clearly balanced with any counterpoint brought forward,

Un-evidenced statements needed to be avoided,

Raising real or implied questions needed to be avoided,

it was going beyond 55's areas of expertise.

3.2 CRRs also provide limited {or no} explanation or evidence for why a case is suitable for mediation, For
example:

Section & all of the first ten CRRs recommend mediation. Limited {or no) reasoning is given and limited {or no)
reference is made to the preceding content in the CRR:

The explanations given in M006, M022, MO2B, M04B, MO76, M127, simply state "We consider that..." or ‘In our
opinion this case is suitable for Mediation and the following issue should be considered’.

3.3 More recently, an initial recommendation not to mediate case MO0S52 in its ‘Final’ CRR was changed to a
recommendation to mediate the case in a version 2A of the report. This latter recommendation seems odd given
the detail included within the body of the report. Namely:

An admission and subsequent verdict of guilty to 11 charges of theft (with a further 23 taken into consideration)
at St Albans County Court.

Acknowliedgment that “the expiry of document retention periods has resulted in it no longer being possible to
offer a fully evidenced opinion on a number of matters raised by the applicant”.

The argument for mediation appears to be based upon the idea:

The Applicant only pleaded guilty to avoid a potential custodial sentence,
The Applicant then concocted a story as to why she stole the money to persuade the court she was guilty and,
Had she not pteaded guilty, Post office’s evidence would not have stood up to scrutiny in court.

However, the ‘Final’ CRR (superseded by V2A} acknowledges that “The adequacy or otherwise of the Post Office
investigation pracess has no relevance in the light of the Applicant’s guilty plea, since the evidence was never
considered by the court. Since this is the only substantive point raised by the applicant, there are consequently
no issues for us to consider. Issues relating to Post Office prosecution policy, and the conduct of any prosecution
and whether or not it should be deemed 'safe’, fall outside of our {S8) terms of reference”.

The sentence in bold above, was removed from the CRR V2A.

Workflow engagement

4) There have been a number of incidences where 55 has failed to properly engage in the manner we would
expect of professional advisors. In particular, in relation to:

The spot reviews (ten reviews),
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The detailed briefing notes (four sets),
The feedback/comments provided on the draft CRRs (24 sets of comments).

4.1 Where revisions are made, they tend to reflect the more minor points of detail raised by the PO and do not
always {fully) reflect or acknowledge the more major and substantive paints raised by the PO in their response
letters. For example:

With regards to case M127, Post Office comment ‘...no evidence of theft or any other criminal wrong-doing has
been found.” (Post Office Response Letter, p.10). The text of the Final CRR remains unchanged stating 1t is
entirely possible that these two branches were subjected to such attacks, and Post Office’s fallure 1o investigate
either of the two substantial shortfalls..means that these types of external theft may have contributed to the
losses.’ (M127, p.9). Although reference is made to ‘elegant techniques’, how such theft might work and why it
could reasonably be expected to have occurred is not explained.

The text of the Final CRR for M028 states ‘It is unfortunate that further steps were not taken at the time to
conclusively establish the cause of the losses. This appears to demonstrate a weakness in the support framework
available to the Applicant’ (MO28, p.5}. This does not acknowledge or reflect the point made by Post Office that
‘The CRR does not explain what additional steps could have been taken to establish the cause of the losses
conclusively. in fact Post Office went to significant lengths to investigate the cause of the shortfalis...” {Post Office
Response Letter, p.10).

Overall Recommendations

in order for the CRRs to detiver against what is required from the Terms of Reference and Scheme
documentation, it is recommended that;

The production of remaining Final CRRs are subject to cost, quality and timeliness control,

The level of assessment offered in the CRRs is increased, with the reasoning made clear and links provided to the

relevant evidence,

More detailed explanation is given as to why cases are {or are not} suitable for mediation with reference to the

findings in the report,

Explanation of alternative views is provided and an opinion given as to which is to be preferred and why, o
The precision of the referencing and citations is improved,

Delivery is regularly measured against the Scope of Services and Scheme objectives,

The fevel of case specific detall in the supporting invoices is increased.

END
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PRIVATE AND CONFIDENTIAL ~ ROT FOR ONWARD TRANSMISSION

Ron Warmington 4 fan Henderson
Sevond Sight Support Sarvices Limitad
{By email)

Denr Sirs,

Second Sight's Engagement
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2} The manner of the delvery is also of concern o us, Them hava baen a8 number of
instances where Sacond Sight as a service provider to the Working Breup, has falled to properly
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PROVETE AND CORPIDENTIAL ~ HOT FOR ORRARED TRANSISSION
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Dear o
INITIAL COMPLAINT REVIEW AND MEDIATION SCHEME

I am writing regarding the recent media attention relating to the Mediation Scheme. This followed
the disclosure of a report in relation to the Scheme prepared by Second Sight. Although the media
coverage was minimal, 1 thought you might find it hefpfut if | provided you with further background
35 well 35 brief update on the Scheme.

To that end, | attach a note prepared by Post Office’s General Counsal, our lead member on the
Working Groug.

As you are aware, the Scheme is averseen by a working group with an independent Chair. Given the
group's independence, Post Office has always maintained that the Scheme should be aliowed to run
its course and the business of the Working Group should remain confidential in line with its Terms of
Reference. Indeed our ability to challenge other stakeholders who do not respect that
confidentiality is undermined if we ourselves have not done so. The attached note has therefore
been drafted with the confidentiality of the Working Group in mind.

You will see from the note that we face a number of challenges relating to the Scheme. Whilst we
will continue to manage the impact on our stakeholders, it is inevitable that there will be some
public ‘noise’ as the Scheme progresses. And as Chris highlights, after over two years’ investigation
Second Sight have not found a systemic problem with Horizon and we believe this will continue to
be the case. We will need to stand behind the extensive work we and Second Sight have undertaken
investigating every case and defend our approach on the basis that we have acted impartially
throughout and in good faith. in particidar, when deciding whether or not to mediate a case, we
must continue to be mindful of the need to properly protect both taxpayers’ and Post Office funds,

| am very happy to brief you when we meet in a few weeks’ time and my team will continue to keep
your office briefed when any significant issues arise.

Yours

Y
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Update on the Mediation Scheme ~ Current and emerging issues
Media interest

The recent media interest in the Mediation Scheme stemmed from the disclosure of the so-calied
“Part Two Repart” and Post Office’s response to it. The Report is a technical document, prepared by
Second Sight as a streamlining measure in order to deal with {and describe) complaints, or themes,
that are common to a number of cases. The idea was that the existence of such a document would
enable their case-specific reparts to be very brief.

In our view, the Report was inaccurate in a number of areas, it also contained no clear statement of

the evidence upon which many of the opinions expressed in it were based, and a commentary on

matters beyond the scope of the Scherne and/or Second Sight’s professional expertise as forensic

accountants. As Second Sight failed to take on a number of our comments and corrections in the L=
final Report, we wrote to the Report’s recipients to advise them that we did not endorse it, in our
view to let the Report stand unchailenged had the potential to raise the expectations of applicants
unduly and confuse matters at mediation, In relation to Horizon, Second Sight’s general conclusion
is that the system appears to be fit for purpose for the vast majority of users. This is a positive
conclusion and is consistent with Second Sight's finding in their interim report. However the Report
qualifies this by suggesting that Horizon could not be described fit for purpose for a limited number
of users {for example, those who were technologicatly inexperienced} in some limited specific
circumstances. Post Office has rebutted that qualification, as it is predicated on a number of factual
inaccuracies in the Report, and we do not accept that the limited capability of a small number of
users leads to a conclusion that the system itself is flawed.

1t is disappointing that this report was disclosed to the media, breaking the confidentiality of the
Working Group's praceedings. However, coverage was limited and we have now issued our
comprehensive response to the Second Sight report to those applicants who received Second Sight's
report. This has, so far, not been disclosed although as more applicants are issued with it the risk
increases. We have a media handling plan in place.

Scheme progress

Of the originat 150 applications, 120 remain in the Scheme. Although Post Office has resolved 12
cases prior to mediation it is fair to say that progress has not been as fast as any of us would have
liked. Thus far, only 14 cases have been passed for mediation of which three have been mediated.

Post Office has dedicated considerable resources to the Scheme and we have now completed our

investigation into over half of the cases. So far we have found nothing in those cases which has

raised concerns about faults with the Horizon system, the safety of canvictions or Post Office’s

liability for the losses being claimed by applicants. e

We are also working closely with Second Sight o try to drive up their output. However, both their
productivity and the quality of their work continue to cause us concerns.

Future challenges
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The fact that we have, as yet, found nothing to concern us ahout the Horizon system is good news.
However, this creates a number of challenges in relation to the Scheme and applicants that, despite
the canfidentiality of the cases, will undoubtedly surface and attract some attention as cases are
concluded. Specifically:

¢ of the cases resolved, we have settled with a de minirmus impact on our accounts and it is
likely that this will continue to be the case. This is at odds with the expectations of many of
the applicants, some of whom clearly expect large sums in compensation, However, Post
Office cannot and will not pay compensation where it bears no liability for losses claimed by
applicants.

* we are investigating all cases thoroughly, and continue to consider each case on its merits.
However, mediation Is not the forum to overturn a criminal conviction. Post Office cannot
mediate cases where the facts have already been determined by the Courts and where we
have found nothing to cause us {or our criminal lawyers) concern about the safety of the
conviction. it could therefore be the case that we decline to mediate any ‘criminal’ case,
around a third of the total caseload.

o each mediation costs between £20-30k and it would be wrong 1o mediate cases where
there is not, in our view, a reasonable prospect of resolution.

It is therefore inevitabie that there will be a considerabte number of applicants who remain
dissatisfied at the end of the process. Post Office’s position is that applicants will have the benefit of
a full investigation and Second Sight review of their case and will hopefully leave the Scheme with a
better understanding of the circumstances of their case than they had previously. 1t remains to be
seen whether this is enough.

We are and will continue to manage the potential fallout from the issues highlighted above. It
remains the case that Horizon is used by over 78,000 people across our 11,500 branches and
successfully processes over 6 million transactions every day. After what now amounts to over two
years' investigation, Second Sight have not found a systemic problem with Horizon. If this continues
to be the case, and we have every reason to believe it will, then we will need to stand behind the
evidence of the extensive work we and Second Sight have undertaken investigating every case and,
whilst not being drawn on individual cases, defend our approach on the basis that we have
throughout acted impartially and in good faith whilst being mindful of the need to properly protect
both taxpayers’ and Post Office funds.

CHRIS AUJARD

POST OFFICE GENERAL COUNSEL
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Justice For Subpostmasters Alliance

Sir Anthony Hooper

Chairman

Initial Case Review & Mediation Scheme

148 Old Street

LONDON

EC1V 9HQ 10" November 2014

Initial Case Review & Mediation Scheme
Dear Sir Anthony

I am writing to you to convey JFSA's concerns over the current position and direction of the
Initial Case Review & Mediation Scheme.

JFSA is now of the opinion that the Scheme has strayed so far from the original purpose for
which it was intended, that the few Applicants who have actually reached a mediation meeting
through CEDR have expressed such disappointment with the Scheme, that at least one
Applicant has withdrawn.

JFSA requests it noted that:-
1.

As has been stated on many occasions, It is JFSA’s view that it is not the role of the
Working Group o approve which cases go to mediation for the following reasons which
are contained within the main document that each of the Applicants to the Scheme
received. Within it they were promised:-

» "Post Office now wishes lo offer a theme to Subpostmastem ,ia_majﬂdﬂdua[

» "The purpose of mediation is to give eagh side the opportunity to explain their position. ”

o "The Scheme is being supervised by a Working Group comprising of representatives
from Past Offfice, Second Sight and the JFSA. The Working Group's role is fo ensure the
Scheme is run in a fair and efficient mapner. It will also be involved in making decisions
on how garlicular cases™ should be managed through the Scheme. To ensure its
impattiality, the Working Group is seeking to appoint an Independent Chairperson, ”

ot v
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*  The "*particular cases”are identified in the main document as those that "If the
information provided by the Subpostmaster is insufficiently detailed or not clear,
or information is not provided promptly, it may mean that a case is not
investigated or mediated.” Or, "If there is insufficient information for Second
Sight to investigate a case, the case may not be investigated or may not proceed
to mediation. " 1t is these cases, and only these cases, that JFSA is prepared to
discuss at the Working Group.

“As a result of this investigation, Second Sight will produce a Case Review summarising
its findings and a recommendation on whether the case is suitable for mediation. ”

"The Case Review should bring clarly to many cases.”

“What is Second Sight's role? - Second Sight was appointed by the Rt. Hon James
Arbuthnot MP and Post Office to independently review and report on the Horizon
system and any associated issugs. As a part of the Mediation Scheme, Second Sight will
work with you lo investigate your case. It will then fliaise with Post Ofiice to obtain
further informalion before giving an assessment of your case.”

“Will my case definitely be referred to mediation? - If your case is suitable and
you provide accurate, detailed information to Second Sight, then this is likely in most
greumsiances.”

That in light of a decision JFSA understands was taken at the October Working Group
meeting in London, after JFSA had left, and which JFSA was informed of during the
telephone meeting on 30" October 2014, with regard to a number of cases now being
held back until a revised Part Two report has been prepared by Second Sight. Due to
the concern that the content of the revised report may affect all cases, JFSA is of the
opinion that no further cases should be released in draft form until that revised report
has been produced and those cases measured against it.

That, dependent upon the content of the yet to be revised Part Two report, it should be
recognized that it may be necessary to re-examine earlier cases where Second Sight
has already arrived at a decision as to whether or not a case was suitable for mediation.

A letter dated 14™ October 2014 from Chris Aujard, Post Office’s General Council, to
Kay Linnell, one of JFSA’s advisors, in which Post Office states that it has a statutory

Page 2 of 4
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duty in criminal cases to assess any material which might undermine a prosecution or
assist a defendant, and asked Kay Linnell to check her records to see whether or not
she held such information.

Having made such request of this JFSA advisor, JFSA is presuming that Post Office has
itself undertaken its statutory duty and made similar requests to all its employees and
its subsidiaries/contractors who have been involved in any way with a case leading to a
prosecution of any Scheme Applicant.

In light of this request, JFSA is also presuming that Post Office has provided the
independent investigations firm, Second Sight, with all documents held by Post Office
and its subsidiaries/contractors relating to the cases Second Sight are investigating, and
when prosecution files are requested by Second Sight, these too have been provided in
order 1o verify all documentation was in order (An example being M030, where such
information would bring clarification to point 6 of the exercise undertaken by SAH.).

That, the current approach of concentrating purely on where the money went, should
not be the sole deciding factor used by Second Sight in considering whether a case is
suitable for mediation. The agreement given to Applicants stated that:-

“First, your case must relate to a finandial loss or unfair reatment that you believe you
have suffered as a result of the Horizon system or gny assodiated issues. *

"The Scheme is open to any Subpostmaster who believes they have suffered a loss or

been breated unfairly as a result of the Horizon system or any assodiated (ssues. ”

“Second Sight will seek to determine whether there was a problem with Horizon (or any
m{eﬁm} that had an impact an you. If so, Second Sight will also try to
£ e a f i ,

Effectively, all the systemic failures/thematic issues that affect a case should be used in
weighing the suitability of a case for mediation. The issue of where the money went has
seemingly become the sole deciding issue as to whether or not a case is suitable for
mediation, to the exclusion of the systemic failures/thematic issues.

Yet in many cases it is the systemic failures/thematic issues which have led to a
monetary issue and whilst, either due to the passage of time or the lack of
documentation, it is not always possible to establish what has happened to the money,
it is far easier to prove how the systemic failures/thematic issues of a case played such
an important role.

Page 3 of 4
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Then what Is going to happen about all the cases where there was only unfair
treatment due to associated issues with Horizon but there was ne monetary issue?

Somehow the whole spirit of the Scheme that JFSA agreed to at the outset and planning stage
has totally disappeared. The further the Scheme progresses, the more entrenched and
defensive Post Office has become, and the original concept of actually seeking the truth has
long since been abandoned, replaced by denial and a culture of blaming the Applicant time
after time. The underlying fact that it was the failure of Post Office to correct the
shortcomings of their Horizon system and its associated issues is ignored by Post Office again
and again.

It is unfortunate that it has become necessary to voice these points, but continuing without
raising these issues would be disingenuous to all those victims of Post Office who believed
Post Office were sincere about addressing their cases.

The guestion now has to be asked, is there any point in continuing with the Scheme which is
just being turned into a sham by the actions of Post Office?

Alan Bates
Chairman
JFSA
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Be: Complaint and Mediation Scheme

Pwanted to fndlow up Gn our telephane conversation on 28 Dotober, You ratssd & resmber of
conea e over Post Office’s nogagesunt with the Scheme s T am gearelnd to yoo for doiog sa fam

aino gratetol 1o yun e suvepting thal e mre ta sides 1o vy stony,

Aawe discussad, Post Office has gone 10 graat iengths to respond 1o the issues raised by Members of
Parbizrnent, the Justice for Subpostmasters Affiance FSAY, and now individus! applicents about the
Horizon sysiese,

Yo will cetalt that both JFSA and Secorsd Sight were involved in the design of the Scherme, the
estabilshment of the Warking Geaup and the appointeamy of tha indepandeny chalr.

1o date, Post Oifice bas investipated ovar 200 cases.and Is on oourss to camplate all investigations
by Christmas We provide the fonding and Seoreterdat for the Warkdng Group andwe abio provise
Furiding for appiivans o abtain professional sdvics in preparing their complaints. On any
resemiable view, the maasuras we have ken canout be characierized a5 being suggestive of bad
faitds,

AS | Rl when we spobe, e have found no evidlence of 2 ol with Hovizon in any of those cases. |
s cheae thar Yels 35 nob cause Tor oomplacency and v will be a3 riporous in investipatiog the
rernaining cases as we haer Doerwith those we have hwestigated.

Hevwevar, Post Cffice sannot ignore these investigation firgdings in datenmining Us eppreach to
mertiation in each case, n parifouder, Rost Office cannot be expected o sccept mspoasibility for
matters where iheee i ho evidence that 11 is 81 faidt sng whers, insteas, efron (and semetiass
dishonasiyl on the pan of an appioant or thelr staif have been shawn 1o hsve causest or soniributed
to the Jossas in the hranch. To my peind, that s not s legalistic but a fairsoiadad arad rational

BECCH,
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fam alse cancerned 3t the sz of seme of the claiins for compensation, many of which are
urrealistic or oppprtunistic or both, Especiatly in the absence of svidence of 3 fault with the Horlon
systean, trd ot of shadoy can oetly speve Sowesken the prospest for cesotution for the spmiicenis

Wit Post Ofinecfx beapiog an opsroddidd Lol pesabiifies for raspiutinn, with copergation
hing one, the Schemie it nal and has never heen g comgetaatinn scheros, Wiilst | realise that
specidation ahostt Hoyizon contipaes, Post OBfffor st base 5 gositien on sstintence sed facts and

e geed fooensure i sonnts KpIVer TOney prudentiy,

Menaawrs, | oo ansute you that where the facts and the appiicants’ expeckations offer & ressonable
shancy of resoation, the Post Oifiee nas and witl coriinue o ente into thase discussions aositively

sk try by aohipve 2 muluslly sccepiabie resolution,

| alse belinve that the siecens o athoresice of the Schune doas not rast welely with Posy Offlue.
insgite the agreemaent of all pactins on the nesd for sonfidentiality, that coruaitymnt s
i is rograttahle,

it unghernsines the

sees Hnat,

nonnced and this bas the potentisl o underming the Sehame. Shollar
s in Working Sroup distussions ag

net Being
35 v sy, that FEA ks et now fully partinis
riste of the Waorking Group which it plaved such 8 kay part in sstablishing.

Giver that soma pesole iy have bemy axoncting tht o fTaalt wivh Hortoon wouid b fourad &5
perhaps nof s grigsing thit they may by disappoined. Howaver, inview of the considaradie effon
Past (fce has gone Lo in establishing, funding and sudporting » Sehae that 154 and Second Sight
helpad to dasdgn, {am satubally dizspaointed £ bear the concayns yous set dut, Mawever L am
conficent that Post CGffice hag, st every stage of the proceds, acted In good faith m taking forward
th wirth of the Scheme, indaed, 1t is not ot aff dear 1o me what more Post Gffice could reasonably
have donha

Mavertheiess, § hava tanesd 10 yaur concerns and will raflect on them vary carefuly.

Firssily, fucthar to our discussion shout vy Ietior of Seprombeer 4tk ¥ oan confinm that | haes askes
Angela Van Den Bogerd o ook nte the oase, Ones bor enguiriss are conplets, one of the teom will

b in beuch with your office W discuss next steps, vhading the possibliitg of a meating,

Uioph forward to owr meeting on 17 Noverber snd | imagine your office will ke n touch with mine
with a suggested agenda and a st of stterdess indue course.

Yourzaiitterely,

GRO o

Paude Vennels
Chief Dangatien
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