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Agenda 

Audit, Risk and Comphance Committee Agenda 

at , Wednesday 29 May 2019 Time 14.00 —16.30 hrs täkr J 1.19 Wakefield 

Present herAttertdees 
• Carla Stent (Chair) • Alisdair Cameron • Johann Appel 

(Interim CEO) (Head of Internal Audit) 

• Tom Cooper • Shirine Khoury-Haq • Deana Hurley 
(Non-Executive Director) (Senior Manager, Assurance, deputising 

for Jenny Ellwood ) 
• Tim Franklin • Tim Parker • Jonathan Hill 

(Chairman — PO Limited) (Compliance Director) 

• Ken McCall • Andrew Paynter, PwC —bytelephone • Veronica Branton 
(External Audit, Partner) (Head of Secretariat) 

• Stewart Light, PWC — bytelephone • Micheal Passmore (item 4.) 
(External Audit, Director) (Finance Director) 

• Chris Neale • Rob Houghton (item 5.) 
(External Audit, Director) (Group COO) 

• Lucy Mason • Mick Mitchell (item 5.) 
(External Audit, Senior Manager) (IT Security & Service Director) 

• Amanda Bowe (item 2.) -bytelephone • TonyJowett (item 5.) 
(Chair, ARC PO Insurance) (Chief Information Security Officer) 

Apology: i • Liz Robson (item 5.) • David Parry 
Jenny Ellwood (Change and IT Director— Retail) (Senior Assistant Company Secretary) 

k ic!1 1itI -. _________ 
1. Welcome and Conflicts of Interest Noting Chair 

2. Update from Subsidiaries: Noting & Input Amanda Bowe 14.00— 14.05 
• Post Office Management Services 

ARC 

3. Minutes and Matters Arising Approval Chair 14.05 — 14.10 

3.1 Minutes of the Audit, Risk and Compliance 
meeting held on 25 March 2019 

3.2 Actions List Noting & Input 
3.3 Draft Minutes of the Risk and Compliance Noting 

Committee held on 9 May 2019 

4. Annual Report and Accounts Approval Micheal Passmore / 14.10-14.40 
External Audit Andrew Paynter 

(PwC) 
4.1 ARA Covering Note 
4.2 Financial Statements 
4.3 Post Office Limited Briefing Book including 

Accounting Judgements 
4.4 PwC External Audit - Post Office Limited 

Audit and Risk Committee Report for the 
year ended 31 March 2019 

4.5 External Auditor Re-Appointment for Approval 
2019/20 

5. PCI-DSS Update and Cyber Security Noting & Input Rob Houghton/Mick 14.40-15.05 
Update Mitchell/Liz Robson 
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Audit, Risk and Compliance Committee Agenda 

6. Consolidated Report from Internal Audit, Noting & Input Johann Appel/ 15.05 — 16.10 
Compliance and Risk Departments Jonathan Hill/Deana 

Hurley 
15.05— 15.30 
15.30-15.45 
15.45— 16.10 

6.1 Internal Audit Report 
6.2 Compliance Report 
6.3 Risk Report 
6.4 Risk Management Section for Annual 

Report and Accounts 2018/2019 
7. Any other Business Noting Chair 16.10 —16.15 

Note: Date of next meeting 29 July 2019, 
15.30 —17.30 hrs 

8. NEDs meeting with Auditors (PwC) Andrew 16.15 —16.30 
Paynter/Stewart 
Light/Chris 
Neale/Lucy Mason 
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Tel 2. t Post Office ManoEge#rent Services Limited AEudd, Risk & Compliance Cornrndteee 

POST OFFICE INSURANCE 

POST OFFICE LIM'TED ARC 

Author: Ton Ho!oway 

w 

Context

PAGE 1 OF 3 

GOVERNANCE UPDATE 

Meeting date: 29 May 2019 

This paper provides a concise summary for the POL ARC of the key matters considered 
within the POI Risk and Compliance Committee meeting on the 14th May 2019. It also 
provides a high level summary of matters considered at the Board risk workshop which 
was held on the same day. 

1iE II.III I IU I It.1

1. What key points emerged from the Board risk workshop? 
2. What are the key points considered within the Risk and Compl iance meeting which 

the Board should be aware of? 

Input Sought 

The report is provided for information and discussion. 

The key summary points emerging from the POI Risk workshop were: 

Cyber risks 

• There is a need to define cyber risks and controls in greater depth so that we can 
be sure that we have appropriate risk coverage. In particular we should note risk 
pertaining to operational resil ience and data security and compliance as wel l as 
the core cyber element. 

Oversight of financial risks 

• Second and third lines of defence within POI need to consider how they provide 
more oversight for financial risks. 

51 t/:; h. ereaiczl R );:. f ;:_ 7r.nf rt<+' i :.] or 
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POST OFFICE MANAGEMENT SERVICES LIMITED PAGE 2 OF 3 

Enhancing risk appetites 

• Reputation risks needs greater specification, and POI needs to have a clear 
appetite for reputational risks. 

• There is a need for more definition around how we define and manage third party 
risks. It was noted in particular that our need to oversight and control third 
parties will grow in importance post Nemesis. Cyber risks within third parties 
were particularly noted. 

• Within POI's risks and appetites there is a need for more focus on people, ski lls 
and capabi lities. The risks of key people should also be recognised and planned 
for- dependencies in product and change were particularly mentioned. 

Conduct issues 

• A Board paper is required to review our culture and how our culture is focused 
around achieving good outcomes for our customers and the achievement of our 
business plan. 

• POI needs to consider further how it builds on our customer outcomes/values 
and ensure that we are properly focused on making these values l ive within our 
business. These values should more clearly link to our conduct model and to key 
controls, notably MI oversight. 

• Our conduct models and risk appetites need to consider proposition as a whole 
rather than just product. Covering the entire proposition helps us ensure that 
we can see the risks along the customer journey, rather than just around the 
product design and pricing. 

• There is a need to consider developing a joined up model which is capable of 
linking the two current conduct models used. There is also a need to show clearly 
the feedback loops and oversight techniques which are used to ensure 
compliance. 

• There is a need for more visibil ity of root cause analysis (RCA), as a management 
tool . Notably around complaints. A paper on travel complaint RCA will be 
produced for the next ARC. 

Action plans to address these areas are currently being developed. 

2. What are the key points considered within the Risk and Compliance meeting 
which the Board should be aware of? 

The transition of travel business from TIF to ERV is progressing satisfactorily. TIF 
initially queried the termination date for the agreement, and have attempted to raise 
net rates. Management's focus is on managing good outcomes for customers with TIF 
during the run-off of the agreement, and on managing the transition of the book to 
ERV. MI due from TIF is late and we are currently escalating this issue with TIF 
Management. 

Mystery shopping results for March and April have significantly improved. Of 20 
mystery shops conducted in March, 13 were scored green, 6 amber and one red. For 
April to date there were no red mystery shops with six scored green and five at amber. 
POI Management expect AR risks to be within tolerance by the end of June 2019 subject 
to the completion of al l remaining actions which are currently on track. 

R k - `• , f f;£:ne .f sport 
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POST OFFICE MANAGEMENT SERVICES LIMITED PAGE 3 OF 3 

POI inadvertently fai led to meet a requirement to supply supplier payment data to the 
Business Energy and Industrial Strategy (BEIS), for the period from the 26 March to 
23 September 2018. This data has now been supplied and we have apologised to BEIS 
for the error. 

A clear scope, timescale and resources for a marketing database review have yet to 
be agreed. This fol lows two breaches where data was inadvertently used to market 
POI and POL products without customers having clearly provided consent. Such a 
review is necessary to ensure that any risk of further breach is minimised 

POI received an update from Ben Foat-Post Office General Counsel, on the current 
Group litigation case relating to Horizon functionality and Sub Post office colleagues. 
This focused on the potential risks for POI. 

The FCA have produced their business plan for 2019/2020. Key focus areas will include 
governance, culture and specifically for general insurance product value, pricing and 
market access. POI Management will be coming back with clear plans to address areas 
raised within the FCA business plan, starting with a specific assessment of our culture. 

The SMCR programme is making satisfactory progress. SORs are now complete, and 
application forms for Approved People have been submitted. 

;ili'!t ti (orjiu'.erzlsczl Risk & Compliarwe Report 
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Tab 3.1 Minutes of the Audit, !:Zi, k & Compliance Committee eeti .g he d on 25 March 2019 

POST OFFICE LIMITED AUDIT AND RISK COMMITTEE MEETING 
Strictly Confidential 

MINUTES OF A MEETING OF THE AUDIT AND RISK COMMITTEE OF POST OFFICE LIMITED HELD ON MONDAY 25 
MARCH 2019 AT 20 FINSBURY STREET, LONDON EC2Y 9AQ AT 12.30 PM 

Present: Carla Stent Chair (CS) 
Tim Franklin Non-Executive Director (TF) 
Tom Cooper Non-Executive Director (TC) 
I<en McCall Senior Independent Director (KM) 

In Attendance: Alisdair Cameron Group Chief Financial and Operating Officer (AC) 
Tim Parker Chairman, PO Limited (TP) 
Shirine Khoury-Haq Non-Executive Director (SK) (items 5. — 10.) 
Andrew Paynter Group Audit Partner, PwC (AP) 
Lucy Mason Group Audit Senior Manager, PwC (LM) 
Stewart Light Systems and Controls Director, PwC (by telephone) (SL) 
Jane MacLeod Group Director, Legal, Risk and Governance (JM) 
Johann Appel Head of Internal Audit (JA) 
Jenny Ellwood Risk Director (JE) 
Jonathan Hill Compliance Director (JH) 
Veronica Branton Head of Secretariat (VB) 
Amanda Bowe Chair, ARC PO Insurance (AB) (item 2.) 
Colin Stuart Finance Director — FS&T (CSt) (item 6.) 
Sally Smith MLRO (SM) (item 6.) 
Elizabeth Robson Change and IT Director (ER) (item 5.) 
Mick Mitchell IT Security & Service Director (MM) (item 5.) 

Apologies: Paula Vennells Group Chief Executive 

Action 
1. Welcome and Conflicts of Interest 

The Directors declared that they had no new conflicts of interest in the matters to be 
considered at the meeting in accordance with the requirements of section 177 of the 
Companies Act 2006 and the Company's Articles of Association. 

2. Update from Subsidiaries 

Amanda Bowe provided an overview of the key issues discussed at recent Post Office 
Insurance ARC meetings: 
• the business was stretched with a number of key projects underway. Thought was 

being given to the risks and dependencies associated with the projects 

• a separate session had taken place on Brexit preparation and risks. The ARC was 
confident that the team had done as much as possible to prepare 

• good progress was being made on Appointed Representative issues 

• the Board had decided to change its travel insurance underwriter. It had been 
concerned about the data breach experienced by TIF and the lack of clarity about the 
cause of the breach. We have had need to report a few breaches to the Information 
Commissioner's Office (ICO) and were mindful of this when taking the decision 

• consideration was being given to Fit and Proper compliance risks over the next few 
months 

• the PC Insurance ARC had been disappointed that a WH Smiths branch had been 
suspended for a second time following poor delivery of financial services 

• a pricing paper and a paper reviewing our processes re how we treat customers had 
been considered. The position overall was seen as fair but it was a subject that would 
continue to be monitored closely. 
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POST OFFICE LIMITED AUDIT AND RISK COMMITTEE MEETING 
Strictly Confidential 

It was asked whether any price rises could be seen as exploitative? AB reported that the 
PO Insurance ARC had asked for work to be done to identify any price increase outliers 
and whether any vulnerable customers had been affected by price rises. 

3. Minutes and Matters Arising 

3.1 The minutes of the meeting of the Audit and Risk Committee held on 29"' January 2019 
were APPROVED and AUTHORISED for signature by the Chairman. 

3.2 Progress with the completion of actions as shown on the action log was NOTED. In 
addition, Jenny Ellwood reported that PO Insurance and FS&T both included risks on their 
risk registers which incorporated the Competition and Market Authority's response to the 
super complaint as a potential strategic risk. 

3.3 The draft minutes of the Risk and Compliance Committee held on 14 March 2019 were 
NOTED. 

4. Compliance 

Jonathan Hill introduced the Compliance Report and highlighted the key issues: 

• Ofcom had responded formally to PO Limited's self-reporting of non-compliance with 
Text Relay requirements. The notification from Ofcom indicated that an early 
settlement may be possible. 

• The regulator was comfortable with our approach on early termination payments. The 
financial impact of this approach would be around c£60k per annum. Customers were 
asked to sign up to broadband for a minimum term but had a 14 day cooling off period. 
If they decided to terminate after a longer period and there were reasons for us to 
apply discretion and waive the termination fee, we encourage that discretion to be 
applied. We also provide training to our agents on these issues. 

• Fit and Proper. We were still aiming to meet the June 2019 deadline for providing Fit 
and Proper data for all branches selling financial services products and to register these 
branches with HMRC. We were working through what we would do if agents had not 
submitted their data in time (which could lead branches being 'switched off'). in 
tandem, we will be having discussions with HMRC about the potential for an extension 
should this be required. 

• Payment Systems Regulator (PSR) was taking a greater interest in PO Limited cash 
processing activities. The PSR would need to apply to HM Treasury and Government to 
expand their role but we wished to flag the additional interest. It was noted that if 
there were a single cash utility it was likely that this would be regulated and we would 
need to consider what effective regulation would look like from our perspective. 

A number of points were raised, including 
• On Telco: should we consider a 'no blame' / uncontested complaint option? JH to JH/ MS 

discuss this with Meredith Sharpies. 

• that we needed to make sure there was appropriate support to ensure agents 

understood the need to collect and provide the Fit and Proper data if they were 

struggling to do so. 

The Committee NOTED the Compliance Report. 

5. Risk 

Jenny Ellwood introduced the Risk Report and highlighted the key points: 

Information Security Update 
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PCI compliance 
Liz Robson provided an overview of the work streams for PCI compliance: 
Communications; data Audit; and, IT. The Communications work stream was the route 
through which we were advising clients about our plans to secure PCI compliance and 
explaining that this was distinct from our security arrangements which we regarded as 
robust. We had provided updates twice at the Banking Framework Governance Forum. 
Barclays had, subsequently, asked for detailed information about our compliance plans. 
The QSA (Nettitude) was helping us with the audit work stream and had provided PO 
Limited with support and information, including reviewing our Business as Usual (BAU) 
processes, auditing these and helping to implement changes. The IT work stream posed 
the most significant challenge. We needed to implement point-to-point encryption of 
devices and were still developing the scope of this work. We had engaged DWM, a PCI 
specialist, and were working through the recommendations in their report and identifying 
where we held card data. Work was continuing with Fujitsu and Ingenico on pin pad 
encryption and ensuring that the devices worked pre and post encryption. We would be 
reporting back to ARC after 18th April 2019 on the revised scope of the PCI compliance 
plan. 

We had begun conversations with the banks to enable us to receive data from them in 
encrypted form which would mean that this data did not need go through the Horizon 
system which would remove Horizon from the scope of PCI. We still had some control gaps 
which would need to be bridged in order to obtain PCI compliance. When we transition to 
the cloud, we would need to make sure that we maintained our PCI compliance. 

A number of points were raised, including: 
• that we seem to be struggling to find the right scope for the work. The ARC would 

like some certainty that this was going to be the full and final review. It was reported 
that more certainty on costs and delivery dates could be provided after 18 April 2019 

• that the risk table indicated that the position on PCI compliance was deteriorating. 
Questions were raised as to why we did not know where we were holding card data 
and what assurance could be provided that the control had not worsened? It was 
reported that data discovery had not been completed. The context was that when 
we upgraded Horizon to HNGA, the QSA had advised us that more was in scope for 
PCI compliance than we had originally anticipated. By 18th April 2019 we expect to be 
in a position where we understand the scope of the work and can plan to mitigate the 
back end risk. Where possible, we want to simplify data flows which was why we 
were having the conversations we are with the banks about receiving encrypted data 
rather than this data going through the Horizon System 

• should we not have clarified what card data we held as part of our work on GDPR 

LR/MM 

compliance? It was reported that that GDPR legislation involves personal data and 
therefore only applies if the card data was linked to the person but not necessarily 
otherwise. LR undertook to check the nature of the card data that had been 
identified through the data audit. LR/ MM 

Cyber Security 

Work had been taking place on Cyber Security (IT and second line risk reviews). The risks 
and associated mitigations were being considered. 

A number of points were raised, including: 
• how could Cyber Security be rated amber if we had experienced data breaches? It was 

reported that the incidents were linked to human behaviour (e.g. use of weak 
passwords). This risk was seen as a high amber rather than a red risk 
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did we know what data we held, where it was located, what our critical data was and 
that it had been locked down? It was reported that the preliminary Internal Audit 
Report was included and a more complete report had now been produced. The 
maturity of the controls had now been validated leading to improved ratings for many 
of the 34 controls. This linked to actions that the team had already taken. We now 
needed to update our risk appetite for Cyber Security. We needed to take into account 
all the recommendations from the Deloitte Report and work out a priority plan; this 
included clarity on what constituted our "crown jewels" from a data perspective and 
that this data was secure. Mick Mitchell had seen the draft Deloitte Report which 
benchmarked us against retail and financial services sectors. We would have to set 
targets on each of the deltas. We now needed to review our priorities against the 
Deloitte Report to ensure our security investment was appropriately targeted. Work 
was taking place to understanding the unstructured data we held. We had a Data 
Protection Officer (DPO), reporting to the Compliance Director and a Chief Data Officer 
(CDO) reporting to the Chief Information Officer. ARC Members were clear that the 
Information Security Committee needed to be held accountable for the overarching 
work and that the ARC needed to receive reports on this Committee's work. 

RSA Archer 
JE reported that the RSA Archer integrated risk management system had been introduced 
for the Security Operations Centre for managing security incidents, but a wider 
rollout had not yet been agreed. It was noted that the system was critical to us being 
able to manage data and manage risks by exception. For some time we had not been able 
to negotiate a suitable price for the service we required but had reached a sensible 
position and were building a business case, including the information security functionality 
that was needed. 

Risk appetite for Information Security 
JE reported that we would need to break down our risk appetite statements by the 
different areas of Information Security and would bring these back to the May ARC with 
some recommendations. 

A number of points were raised, including: 
whether we had defined our risk appetite and what within this would constitute red, 
amber and green ratings? It was reported that we had drawn up our risk appetite 
statement four years ago but need to consider this again 
the reference in the report to 140,000 "stale" (not accessed within 60 days) 
files containing sensitive data and about 14,000 sensitive files being 
shared with external users was queried with Committee Members asking whether 
the sensitive data had GDPR implications? The ARC requested an urgent update on 
what was included in the sensitive data LR/MM 

whether updates on GDPR would be brought back through the work on information 
security? It was reported that the GDPR work was almost finished. Record retention 
was a separate piece of work that would include defining and categorising the LR/ MM 
unstructured data we held that was not personal data. The ARC requested an 
overarching paper on data, the work being undertaken and the gaps we had identified; 
this should include how we managed third party data and the contractual issues 
associated with this. This paper should be reviewed by the Information Security 
Committee. We needed proper frameworks in place to be able to look at the wider 
data security plan. Andrew Paynter noted that the third party assurance provisions 
were quite immature currently. Contractual robustness was one issue but there were 
reputational implications associated with any data breach. 
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Payzone Bills Payments (PZBP) 
It was reported that controlled pen testing had been carried out following the acquisition 
and weakness had been identified in that some PZBP devices could be breached. Work 
would be taking place on over next 3-6 months to rectify the issue. We had not been able 
to carry out full pen testing as part of the acquisition due diligence . We would be 
exploring whether we could charge Payzone for the associated costs. The Committee 
NOTED the Risk Report. 

6. The Finll issue and Telecoms Controls 

Colin Stuart (CSt) outlined the Fin11 issue which had arisen because of a mismatch 
between the billing system and the Fujitsu data warehouse which had resulted in records 
being incorrectly treated as live in the Fin11 report but correctly treated as on-hold by the 
billing system. CSt explained the work undertaken since discovering the error, which had 
included an independent review by PwC. The recommendations from this report had 
largely been implemented. 

The lessons learnt from the incident included that we had been overly reliant on third 
party data; the monthly balance sheet reviews had been insufficient; and we needed to 
receive aged data reports. The recommendations from the report had been rolled out 
across the business. This included regular meetings between Telecoms and the Finance 
Team with more testing of the data undertaken. 

It was reported that one of the key criterion for the award of new data warehouse 
contract would be data management, controls and reporting. 

A number of points were raised, including: 
• whether there was a contractual obligation for Fujitsu to give us accurate data? It was 

reported that this was not a contractual requirement of the historic agreement and will 
be included in any future agreement 

• whether there were any outstanding concerns about balance sheet reviews? It was 
report that third party data remained an area of focus and that Grant Thornton had 
been engaged to undertake a review of our third party data 

• what was CSt's view of the current control environment? CSt reported that he had 
confidence in the current control environment. 

The Committee NOTED the report on the Fin11 issue and Telecoms Controls. 

Back Office Transformation 

Al Cameron reported that on 28th January 2019 we had transitioned our Supply Chain 
operations to Transtrack CWC and financial processes to our Core Finance System (SAP 
CFS), which had mitigated a significant hardware risk. The migration had gone well. The 
"go live" on the cash side had identified two areas where there would need to be cash 
workarounds. That position was almost back to normal although reconciliation differences 
remained. The reconciliation report had worked before "go live" in the Belfast Cash 
Centre but had not worked after "go live". Cash was being counted correctly every week 
and data was being captured accurately but this was not flowing through correctly into the 
SAP CFS system. 

Transtrack CWC had not been able to provide the service we needed, which in addition to 
the problems in reconciling daily cash movements from Transtrack CWC through to CFS, 
had led to delays in the intermediate and permanent solutions for branch cash forecasting. 
We had investigated the source of the problem and the main issue was that Transtrack had 
not been able to work through the issues quickly enough. As a result, we are unlikely to be 
building cash forecasting into the Transtrack CWC system. 
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A number of points were raised, including: 

that we needed to understand the size of Transtrack and whether they could 
adequately support us over the next couple of years. It was reported that our focus 
currently was on resolving the immediate problem but the team would come back with 
a view' on Transtrack involvement in the longer term. 
what were the accounting implications? We are working with PwC on end of year 
accounting and auditing. Andrew Paynter reported that PwC was alert to the issue and 
its auditing work on cash would be substantive and with a focus on reconciliation. 

An update was requested for the May ARC meeting. 

Executive 

Internal Audit 

JA advised that there had been delays in finalising some of the reports, however network 
reporting and branch hub change reporting had been finalised since the report was issued; 
agent remuneration should be finalised this week. Vendor management should be 
finalised this week although there were certain actions where it was unclear who would be 
the appropriate owners. It was suggested that ownership of the framework should be 
jointly owned by the GC and the CIO, given his new additional operational responsibilities. 

AC requested that delays in finalising reports should be reported to the CEO in the first 
instance and then to the ARC Chair should there be concerns. 
It was noted that there were a number of reports due to be finalised before the May ARC 
and the Chair requested that these be issued to the Committee in stages, rather than 
waiting until the next meeting. It was noted that as a result of the GLO decision, 
consideration would need to be given as to whether additional audits needed to be 
scheduled around branch trading issues and processes. These would be monitored at 
subsequent meetings. 

9. Treasury Policy 

The paper and proposed changes to the Treasury Risk Management Framework, Policies 
and Authorities were noted and discussed. 

Tom Cooper would have a separate conversation with the Executive about the Barclays 
TC J AC overdraft. He also asked about the hedging arrangements for foreign exchange. It was 

reported that we did not want to take risk in relation to foreign currency. TC suggested 
that the Executive consider whether it would be appropriate to have two hedging 
arrangements in place, one to deal with short term currency fluctuation, the other with 
the longer term position. 

The ARC APPROVED the changes to the Treasury Risk Management Framework, Policies 
and Authorities set out in the paper presented. 

10. AOB 

There being no further business, the meeting closed. 

.......................... . . . . . . . . . . . . ..................................... . . . . . . . . . ... 
Chairman Date 

' That was likely to be in May or June 2019. 
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Actions from meeting 

Minute Action Lead Due 
Date 

4. Telco: should we consider a 'no blame' / uncontested complaint JH May 
option? JH to discuss this with Meredith Sharpies. 

5. Compliance: revised scope of the PCI compliance plan to be LR/MM May 
circulated to ARC. 

5. Risk appetite for Information Security: update on what was LR/MM May 
included in the sensitive data shared (14,000 files) with external 
users. 

5. Risk appetite for Information Security: overarching paper on LR/MM May
data, the work being undertaken and the gaps we had identified;
this should include how we managed third party data and the 
contractual issues associated with this. To be reviewed by the 
Information Security Committee 

7. Back Office Transformation: update on (1)whether Transtrack Executive May 
could adequately support us; (2) any accounting implications 
there are. 

9. Treasury Policy: Tom Cooper to have a separate conversation TC/AC May 
with the Executive about the 'IRRELEVANTioverdraft. Executive to 
consider whether it would be appropriate to have two hedging 
arrangements in place, one to deal with short term currency 
fluctuation, the other with the longer term position. 
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REF. ACTION IACTION DUE' DATE TSTATUS OPEN! 
OWNER CLOSED 

30 October 2018 

9• An update on BCP to be provided. Tim Arm it Mafsh BCP now included on th 1 nda for the May ARC meeting. Open 
Business 2939 Reviewed at the May RCC meeting. An update will be provided in 
Continuity May 2019 the July ARC meeting. 

July 2019 
11. Review the risks covered by the suite of Jenny May 2019 Update to be given at the May ARC me eting. Following discussion Open 
Insurance Insurance policies. Ellwood July 2019 with the Chair, an update will be provided in the July ARC meeting. 
Policies 
29 January 2019 

2. Updates from Subsidiaries 
2. (a) Include the CMA's response to the super Jonathan March 2019 We are checking that this risk appears on the Risk Registers for FS&T Open 

complaint as a potential strategic risk on the Hill and PO Insurance. 
risk register. 

2. (b) ARC to review the quality of sales of financial Jonathan May 2019 Proposals for deep dives and the sequencing of these will be brought Open 

services products in the branch network in Hill July 2019 to the May ARC meeting. Proposals will now be brought to the July 
more depth. ARC meeting. 

4. Risk Report 
6. Money Laundering Reporting Officer (MLRO) Annual Report 
6. (a) To provide regular updates on the complete Nick Ongoing Ongoing until project close. Item included on ARC agenda. Open 

fit and proper data to HMRC. Boden/ 
Sally Smith 

7. Security Strategy 
7. (a) To provide quarterly reports to the ARC Rob May 2019 Ongoing. Item included on ARC forward agenda. Open 

showing how we were performing against the Houghton 

metrics agreed to implement the Security / Mick 

Strategy once the deep dive with Deloitte had Mitchell 

taken place. 

9. Audit To consider a deep dive on Successfactors Exec May 2019 Proposals for deep dives and the sequencing of these will be brought Open 
Strategy given the cost of the system and its limited July 2019 to the May ARC meeting. Proposals will now be brought to the July 
Memorandum functionality. ARC meeting. ................................ . .................................. 
25 March 2019 

4. Compliance Report -
4. Telco Consider whether we should write off ETCs Jonathan May 2019 Customers joining enter a 12, 18 or 24 month contract which 

where a complaint is received. This could save Hill/Mered protects our commercial interests and their rights to service at a 
time and resource costs. fixed cost, if either party break this contract then a penalty applies. 
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ith This penalty works for the customer and for POL e.g. if we raise the 
Sharpies prices then customers can leave early without charge or if a 

customer chooses to leave early then we are entitled to charge a fee 
for Early Termination Charge (FTC) 

Any customers who complain follow a standard process by which 
their grievance is evaluated on a case by case basis, in the case of 
ETCs this can sometime lead us to cancel the charge. 

Our focus on customer is demonstrated by Ofcom reported 
complaints where we are below the industry average and have 
reduced by 33% YoY driven by our Customer First programme. 

Our complaints specifically around ETCS are at record low levels and 
are down 23% YoY. 

5. Risk 
-------------------------------------------------------- ---

5. PCI Check whether any of the additional credit Mick May 2019 The GDPR programme looked at how we use all credit card (PCI) 
Compliance card data we hold contains personal data and Mitchell/ data across the business. PCI-related data would also be categorised 

whether this had been covered as part of the Liz as Personal Data, under GDPR. As part of the Process Mapping 
GDPR work programme. Robson/ exercise, we have identified where this data is captured across our 

Jonathan processes and procedures. The Data Audit addressed any PCI-
Hill related data held in systems. 

5. PCI Circulate the updated scope for PCI Mick May 2019 The update report was issued to ARC members on the 25th April 
Compliance compliance and the plan and timeline for its Mitchell/ 2019. A further update paper will be provided as pre-read for the 

delivery as soon as the plan has been agreed Liz ARC meeting on the 29th May 2019. 
(18 April 2019 is the target date). Robson 

5. Cyber The Information Security Committee should Jane May 2019 An update is provided within the Cyber Security report. 
Security Report be accountable for the Cyber Security MacLeod 

implementation strategy and should report / Rob 
back to ARC on this. The plan needed to take Houghton 
into account all the recommendations from 
the Deloitte Report and work out a priority 
plan. 
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5. Risk Appetite Provide an answer urgently on what the data Mick May 2019 An update is provided within the Cyber Security report. 
for Information was contained in the 140k files shared with Mitchell 
Security external users. 
5. Bring back an overarching paper on data, wha Jonathan May 2019 Work is in train. A paper will be presented at the July ARC meeting. 

we are doing, where there are gaps, include Hill/ 
the position on third party data and Jenny 
contractual issues. Take that paper through Ellwood 
the Information Security Committee. 
Provide an update on Back Office Executive 7. Back Office May 2019 An update will be provided in the CEO paper to the Board in May. 

Transformation Transformation and the position with 
Transtrack. 

9. Treasury Executive consider whether it would be Executive May 2019 An update will be provided at the July ARC meeting. 
Policy appropriate to have two hedging 

arrangements in place for foreign exchange, 
one to deal with short term currency 
fluctuation, the other with the longer term 
position. 
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POST OFFICE LIMITED RISK AND COMPLIANCE COMMITTEE 
Minutes of a Risk and Compliance ("RCC") meeting held at 

Finsbury Dials, 20 Finsbury Street, London EC2Y 9AQ 
on 9 May 2019 at 13.00 pm 

Present: Alisdair Cameron (Chair) (AC) 

Priyanka Dewan (PD) 
(on behalf of Owen Woodley) 
Ben Foat (BF) 
Rob Houghton 
Mo Kang 
Cathy Mayor (CM) 
(on behalf of Debbie Smith) 

Interim Chief Executive Officer 

Senior Strategy Manager 

Legal Director 
Group Chief Information Officer 
Group HR Director 
Finance Director, Retail 

In Veronica Branton (VB) Head of Secretariat 
Attendance: David Parry (DP) Senior Assistant Company Secretary 

Johann Appel (JA) Head of Internal Audit 
Jenny Ellwood (JE) Risk Director 
Jonathan Hill (JH) Compliance Director 
Liz Robson (LR) CIO — Retail (item 3.) 
Deana Harley (DH) Senior Manager, Assurance (item 5.3) 

Apologies Debbie Smith, Chief Executive Officer, Retail, Owen Woodley, Chief Executive Officer, Financial Services, 
Telecoms and Identity, Group Marketing and Group Digital & Innovation. 

1. Welcome and Conflicts of Interest Actions 

Following introductions round the table, Al isdair Cameron opened the meeting. He remarked that the 
pack needed to be streamlined and that papers should be condensed, identifying the most significant risks 
and issues, what we were going to do to address these and the timeframes for doing so. 

2. Minutes and Action Lists 

The minutes of the RCC meeting held 14 March 2019 were APPROVED. Progress on completion of actions 
as shown on the action log were NOTED. 

3. PCI-DSS Update 

Liz Robson provided a verbal update on PCI compliance. 

She explained this update would focus on the progress made on the alternative approach to banking 
services under investigation which would result in these transactions not being processed through Horizon 
and therefore not being in scope for PCI compliance. The progress report requested by ARC had been 
circulated for noting. 

Regarding retail transactions via pin pad devices in branch, the deployment of point-to-point encryption 
(P2PE) of the Pin-Pad estate remained on track to plan, with devices being shipped to enable the required 
software upgrade and physical swap-out in branch. 

PCI accreditation linked to the pin pad devices expired in the next 12 months and steps had been taken 
with Global Payments (our acquirer) to extend this accreditation until 2023 following accreditation 
testing. Accreditation cover came with the proviso that no further software changes would be made to 
the pin-pad devices beyond P2PE. An update from the Branch Device and Strategy Review on the future 
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of Pin-Pad device for branches, along with other devices such as Paystations, was expected at the end of 
May. 

Regarding banking transactions, positive progression had been made with Ingencio and Vocalinkto 
process transactions directly with the banks via the Ingencio cloud. This approach removed the POL back-
end from PCI scope, helping to simplify the process of achieving PCI compliance by moving these 
transactions out of scope. Design and planning sessions were in train with payment partners and a 
revised timel ine plan plus associated costs was expected at the end of May 2019. P2PE deployment 
would not be impacted and remained crucial for PCI compliance being achieved. Work remained ongoing 
in paral lel. 

The recent Data Audit of the systems estate was almost complete, with low instances or no instances of 
PCI related data being identified. PCI data that had been identified was removed and users educated to 
prevent further occurrences. Audits for Computacenter and Accenture remained outstanding and 
completion dates would be confirmed with both partners. 

The team had remained actively engaged with Nettitude, our Quality Security Assessor (USA) and Global 
Payments throughout this activity, and our Acquirer was also fully aware and supportive of our plans. A 
full plan update would be provided at the end of May 2019. 

A number of points were raised: 
What challenges were associated with data encryption for banking transactions, as an alternative to 
processing data through Horizon? It was reported that there were two main challenges: 1) 
reconciliations and 2) banks needing to change their systems. A workshop was taking place with 
Ingenico and Global Pay to assess the technical feasibility of an alternative approach. 
The timescale for achieving PCI Compliance. It was reported that we would not be PCI compliant by 
the end of the year and JE and LR were working on identifying the associated risks, including the 
views of our partners. 

The following was AGREED: 

1. The Data Audit paper would include a section on how a BAU process would be implemented to LR 
monitor/scan the systems estate to identify and action any appropriate remediation for any PCI-
related data. LR 

2. The Branch Device Strategy paper would include an assessment of requirements of pin-pad 
devices in the future if they were going to be used for data entry by customers. LR 

3. Mark Siviter would provide an update on current negotiations with RMG on the solution for 
International Data Capture. 

A holistic plan on achieving PCI compliance, our position on data security and management (structured 
and unstructured data) and our risk controls would be presented to ARC in May. 

4. Internal Audit (IA) 

4.1 Internal Audit Report (IAR) 

Johann Appel reported that apart from two change reviews, which had been deferred as part of the re-
prioritisation plan, the Audit plan for 2018/2019 had been completed. 17 reports had been finalised with 
seven cleared by management. There was no outstanding fieldwork required for completion, and at 30 
April 2019, there were no overdue actions. 

AC requested that JA pass on his thanks to the team. 

The RCC discussed the contents of the reports and noted that whilst there were no significant areas for To do: 
concern, the message(s) conveyed could be more clearly identified. It was felt the reports should be JA 
focussed so that ARC members were fully aware of the key risks, the expected impacts, whether there 
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were any shortcomings and the mitigating actions. Where appropriate, reports should be benchmarked 
against other industries and we should indicate where lessons from one report could be applied to other 
parts of the business. 

It was suggested that the Internal Audit Report on Cyber Security needed to bring out the extent of our 
vulnerabi lity, how long it would take to reach an acceptable position with reference to industry 

benchmarks, the prime drivers of weaknesses (e.g. not having strong passwords) and the activities we 
were undertaking such as tightening of controls around critical data assets. 

It was noted that the security issues with some Payzone devices was not within the scope of the audit but 
Jenny Ellwood would reference this in her risk report. 

JA was asked whether he had any concerns in relation to future audit reports planned or any other issues 
he wished to flag. He reported that terms of reference have not been agreed with process owners yet. 
The ToRs were in place for the Pensions Internal Audit. The Telco Internal Audit was at an early stage of 
planning. JA and RH would discuss the proposed change assurance work for the payment technology 
programme. 

The reports would be circulated to the ARC for noting. 

5. Risk 

5.1 Consolidated Risk Report 

Jenny Ellwood presented the consol idated risk report. 

She reported that PCI, Information Security, Litigation and Change workforce remained the key risks but 
that there had been positive progress in relation to Information Security, including piloting some testing of 
third party supplier information security arrangements. 

Emerging risks included uncertainty around the stabi lity of the Government; people risk because of 
measures in the pipeline such as the introduction of a redundancy cap and because there had been 
significant people changes in critical roles recently and further organisational design changes were 
planned, and, the risk of the regulator taking action to address loyal customers' potential disadvantage 
vis-a-vis new customers. It was suggested that we should include what our mitigating actions would be in 
response to the loyalty super complaint. 

It was AGREED that we would: 

• Check whether RMG was affected by LINK ceasing to settle for partner banks from 1 July 2019. 

• Include an update on the Fit and Proper compliance risk. 

5.2 Litigation Update 

The second trial relating to the Horizon system was pending direction from the Court of Appeal following 
our application to recuse the managing judge, which had been denied. The trial was due to resume on 4 
June 2019 unti l early July. 

5.3 Annual Report and Accounts 2018/19 — key risks 

Deana Hurley presented the Risk Report for the Annual Report and Accounts 2018/19. 

The principal risks and top risks were noted. 

DH commented that since the publ ication of the last Risk Report there had been two main changes. 
Firstly the risk of increased l ikelihood of litigation had been amended from unlikely to possible, and 
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secondly, the risk related to Technology and Business Interruption had increased in impact as a result of 
being unable to automatically failover the second datacentre. 

AC requested a review of the wording of the report. RH remarked that the cyber security risk had reduced 
as control effectiveness had improved; we were still not within risk appetite but we would be providing 
more information on additional risk mitigations. 

The Executive Declarations were noted. The following was AGREED: 
• Mitigating actions should be included. 
• The GLO litigation should be included under the risk section and should be expanded to include 

details of the risk(s) involved, timings, costs involved (where available) and any operational 
changes that may be required. 

• Health and Safety had not previously been Included as a risk but should be referred to. 

An updated paper would be presented to ARC in May. 

6. Compliance 

6.1 Compliance Report 

Jonathan Hill presented the consolidated compliance report. 

The following key points were noted. 

Ofcom would investigate the text relay breach and assistance was being provided to respond to 
information requests from Ofcom. Difficulty had arisen in that Ofcom wished to understand the position 
dating back to 2002. JH believed the potential penalty was likely to be hundreds of thousands of pounds, 
but it was noted that the self -declaration and wish to settle early had beenw,ell received by the regulator 
and was l ikely be taken into consideration. The regulator had also recognidEd the mitigating actions we 
had completed to date. 

6.2 Fit and Proper: Compliance with HMRC June 2019 Deadline 

m 

Since the last RCC meeting, the project team had focused on completing fit and proper returns. A large 
backlog of responses had been cleared and HMRC had agreed to extend the June 2019 deadline to 
September 2019 for MI data gathering purposes. 

The RCC noted the improved and accelerated position but requested that the risks and how they would be 
tracked were identified. JH 

HMRC had increased branch registration fees from £130 per annum to £300 per annum from 1 May 2019. 
Fees would be in the region of £1.3 million and the plan was to stagger payments. Around 4,000 
registered branches processed a limited number of transactions. Work was being undertaken on the 
implications of not providing a Forex service in those locations; however it was not thought that we 
should remove the service during the course of the litigation except where there were no transactions in a JH 
branch. 

Appointed Representatives 

Work remained ongoing with CAP ONE on the Appointed Representative appointment. Any new 
arrangement would need to be consistent with the current approach taken with our existing regulatory 
principals. 

Approved person forms would need to be filed at Companies House once completed. 

Vulnerable Customers' Policy 
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An external assessor had provided positive feedback on our vulnerable customers' policy and the 
associated training in branches. 

Whistleblowing Policy 
A question was raised about whether our whistleblowing pol icy was being used as we would hope. JH 
advised the whistleblowing hotline would become a Freephone number and that work was being 

undertaken by HR to encourage a culture which encouraged employees to raise issues of concern. 

7. Cyber Security 

RH advised that the main update of note was the work that had taken place on penetration testing of 
Payzone devices and the work now underway with the IT Security team to formulate a risk treatment plan 
to remediate vulnerabilities identified. 

8. Business Continuity Plan and Policy 

The paper and policy were NOTED but the item was deferred. 

The POL policy template needed to be used and the risks and mitigating actions need to be clearer. 

It was AGREED that with assistance from RH and JH, 
an 

updated paper and pol icy would be presented to 
the RCC and ARC in July 2019. TA/RH/JH 

9. GDPR Update 

The paper was NOTED. 

AC felt that the paper should use less technical language and be simplified to bring out the key challenges 
and the next steps. We also needed to provide a complete picture of data and not just the personal data 
covered by GDPR to provide the ARC with a holistic view. Further work required on data should also be 
set out. 

The RCC noted that some contract remediation was outstanding and that before the GDPR programme 
could be signed off, the transition from programme to BAU needed to be clarified. It was also proposed 
that privacy/GDPR champions should be established group wide. 

It was AGREED that: 

1. A revised paper would be presented to ARC showing the work completed to date, and the areas JH 
of outstanding work. 

2. An Internal Audit would be completed in Spring 2020. JA 

10. Review of draft Audit, Risk and Compliance Committee meeting agenda 

The draft ARC agenda for 29 May 2019 was NOTED and discussed. 

A consolidated report for Risk. Compl iance and Internal Audit would be presented to ARC. 

11. Any other Business 

11.1 Meeting dates 

It was noted that the next sched uled RCC meeting was on 4 July 2019. 
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Annual  RReport and Accounts 2018/19 

Author: Torn Lee Sponsors: Micheal Passmore, Al Cameron Date: 29 May 2019 

Context 

The draft 2018/19 Annual Report and Accounts (ARA) is presented to the ARC, along 
with supporting papers, for review. 

The papers comprise 1) the ARA, 2) a briefing book setting out the details of the financial 
results and accounting judgements, and 3) the Audit Committee Paper from PwC 
outl ining the work performed and findings to date. 

Questions addressed in this report 

The following questions are addressed in this report: 
1. In summary, what were POL's financial results for the year ended 31 March 2019? 
2. What is the status of the audit work on the ARA? 
3. What matters are we drawing to the ARC's attention in their review? 

l .iir1IM1T

Post Office reported a trading profit (EBITDAS) of £61 mi l lion (2018: £35 mill ion), an 
improvement of £26 mill ion, comprising a small increase in commercial turnover and 
cost reductions. Net assets increased to £256 mill ion (2018: £206m). 

PwC is working to complete its audit procedures and will provide an update on their 
identified significant risk areas and areas of audit focus in their Audit Committee Paper 
to the ARC on 29 May. Subject to the completion of their audit work, PwC has not 
identified any significant issues to date which would impact on the signing of the ARA. 
Refer to the Audit Committee Paper prepared by PwC for details of findings to date. 

The following items have been set out in this report: 
• Accounting for the acquisition of Payzone Bill Payments Limited; 
• Note Circulation Scheme; and 
• Group Litigation Order. 

Input Sought 

The ARC is requested to review and comment on the draft ARA for the year ended 31 
March 2019 prior to signing. 
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In summary, what were POL's financial results for the year ended 
March 2019? 

1. Post Office made an underlying operating profit of £13 million (2018: £47 million) 
and reported a trading profit (EBITDAS) of £61 million (2018: £35 million). This 
represents a trading profit improvement of £26 mill ion on the prior year. Trading 
revenue increased year on year by £16 million to £972 mil lion principally as a result 
of growth in Identity and Insurance business areas, with continued growth also noted 
within Banking Services. This was partly offset by the anticipated decline in our Post 
Office Card Account income stream. The focus on controlling and reducing the cost 
base generated a reduction in direct costs of £2 million to £958 million (2018: £960 
million). 

2. On the Post Office Group balance sheet, net assets have increased from £203 mi llion 
to £256 million. Notable changes driving this increase include an increase in tangible 
and intangible assets of £55 mil lion, a decrease of £112 million in cash and a 
decrease in the government loan of £58 million. 

3. PwC is working on the completion of its audit procedures. PwC wi l l provide an 
update on each of their identified significant risk areas and areas of audit focus in 
their Audit Committee Paper at the ARC meeting on 29 May. Subject to the 
completion of their audit work, PwC has not identified any significant issues to 
date. 

4. At this stage no significant findings or management letter points have been brought 
to management's attention. Findings and adjustments raised to date include: 

£6m balance sheet reclassification, to move Camelot scratchcard balances from 
inventory to prepayments; 

control recommendation around the leavers process in relation to global user 
access, however alternative procedures are being performed to provide 
appropriate assurance. Appropriate corrective measures will be performed 
internally once findings confirmed. 

5. As part of the year end process, internal Post Office reviews have been undertaken 
to review post year end invoices, purchase orders and bank reconciliations and no 
adjustments are proposed as a result. This work is continuing to be updated, and 
PwC wi ll also need to continue its post year-end review prior to signature. 
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6. The migration from POLSAP to CFS was completed and reviewed internally prior to 
year-end. PwC are currently completing their procedures over the accuracy and 
completeness of the migration process. The results of this will be concluded and 
reported prior to signing the ARA. 

What matters are we drawing to the ARC's attention? 

Payzone Acquisition 

7. On ;.__._. IRRELEVANT I Post Office Limited acquired Payzone ._Bi.11 Payments _Limited . for 
total consideration of IRRELEVANT f which comprises IRRELEVANT and I RRELEA

contingent fee (of which l,.,-_ EVAN has been settled to date). The acquisition has been 
accounted for under IFRS-3 Business Combinations and has resulted in additions to 
intangible assets ofLIRRELEVANT and Goodwill ofIIRRELEVANrI. From the date of acquisition 
to 31 March 2019, the Payzone business has contributed I IRRELEVANT; of revenue and 
IRRELEVANTto trading profit. 

Note Circulation Scheme 

8. In the 2018/19 Annual Report and Accounts we have included an explanation of the 
Note Circulation Scheme (NCS), in line with 2017/18, to provide greater 
transparency to users. A reference is included in the Finance and Business Review 
and note 22 includes a description of the scheme. 

9. At the year-end IRRELEVANT was funded via the NCS. As in previous 
years we do not disclose anything on the Balance Sheet but have taken a decision 
to include narrative on the scheme in the notes to the accounts to allow the users 
of the accounts to better understand our funding. In 2017/18 we agreed the 
narrative included with the Bank of England and do not propose to amend it in the 
2018/19 ARA. We have asked PwC to confirm that they agree with the off balance 
sheet treatment and associated disclosure. 

Group Litigation Order 

10. The High Court claim is expected to remain ongoing beyond the signing date of the 
ARA. The current disclosure in the ARA remains unchanged from 2017/18, being the 
disclosure of the litigation as an unvalued contingent l iability with no provision made. 
We do not anticipate a material change to this disclosure, however the position will 
be revisited prior to ARA signing to reflect the latest status of the claim with any 
subsequent events reflected as required. 

11. We have separated out the costs incurred in 2018/19 of £14m as an exceptional 
item, which corresponds with the 2017/18 treatment. This classification has been 
selected because the expenditure is not in the ordinary course of business and 
anticipated total costs are material. Further spend is expected in 2019/20 but the 
value cannot yet be estimated and no provision has been recognised. 

12. PwC have and will continue to be consulted on the disclosures. 
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Strategr Report 
The Strategic Report for the Post Office comprises the Chairman's Foreword, Chief 
Executive's Statement and Financial and Business Review. 

Chairman's Foreword 

The Post Office has had another strong year_. lh'e ui   '_y ° 0£ 72 rr i . ' vim -Formatted: Not Highlight 
aid we have de'ivered a tradi g profit oF_x~ i -a--£61 mil lion a J4 y c e n -last ye t-,d1; 
pfeflt -e--f44s-i-ocreese-e„n-le5t-year. A particularly encouraging pe -formance was recorded in a numbs \I Formatted: Not Highlight 

of areas including Banking, Mails, Telecoms and Travel, showing our resilience in what has been Formatted: Not Highlight 
another challenging year on the high street. 

This year we have built on the major business restructures undertaken in previous years, consolidating 
and reshaping central and back office functions to better serve our increasingly dynamic organisation. 

We are creating stronger foundations to provide better services to our customers and support to those 
who run our branches. At the same time, we have been challenged by Government to be a self-
sustaining company free of public subsidy. To achieve all this, we are going to have to work harder 
than ever before. We must match the pace of change in the industry, embrace new technology, adapt 
to market trends and meet customer expectations more decisively still. 

Our recent results demonstrate that the ways in which we are transforming the business to remain 
relevant, easily accessible and the first choice for customers are working. We are on the right track. 
The success of our Banking Framework arrangements with the UK's banks has seen us become the 
biggest high street provider of cash and point of access for everyday banking services in the country. 
We are now the last cash provider in thousands of communities, reflecting our social purpose in action, 
supporting the consumers and small businesses which fuel local economies. There is more growth to 
come and we are working hard to expand this offer, to simplify the processes underpinning it and 
provide a better share of that success to our postmasters. 

This year's acquisition of Payzone Bill Payments Limited ("Payzone") underscores our determination 
to extend our reach and accessibility for corporate and retail customers alike. The integration of 
Payzone's bill payments business with our own more than doubles the number of outlets at which 
these services can be conveniently transacted, to 25,000. This provides us with a much stronger 
platform through which to innovate and win new contracts from a wide range of corporate clients. 

Improving the support we provide our postmasters and agents, and making it easier for them to run 
their Post Offices profitably, remains a priority. We have been reviewing our ways of working to ensure 
that effort and complexity are kept to a minimum, while looking to extend their product offering and 
rebalancing transaction fees. Our ambition is to attract and retain high quality business people to 
deliver for all our customers with energy and care. The ongoing Group Litigation involving Post Office 
is an important reminder that this aspect of our work is open ended, and that we must always strive 
to do even better. 

As ever, it's our people, whether working in branches across the country, in our supply chain or in our 
support centres, who are making these changes happen and I would like to thank them for their 
continued support and their dedication to making this business successful. 

I would also like to express my appreciation to our Shareholder, the Secretary of State at the 
Department for Business, Energy and Industrial Strategy ("BEIS"), as well as his Ministers and officials 
in UK Government Investments and BEIS for their collaboration and support across the year. My 
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colleagues on the Post Office Board and the Executive Team have, once again, demonstrated real 
drive and energy in addressing the many challenges involved in modernising the Post Office for future 
generations. 

Finally, I would like to extend particular thanks to Paula Vennells for her service over the past seven 
years as Chief Executive, leading and transforming this unique business towards an even brighter 
future. During Paula's leadership, Post Office has grown from a company that was losing £120 million 
a year, with a branch network in desperate need of modernising, to a strong, customer- focused, 
innovative and profitable business. She is leaving the business in good shape and I wish her every 
success for the future. I look forward to working with Al Cameron, Interim Chief Executive, and the 
Executive Team to build on Paula's success in the coming year. 

Tim Parker 
Chairman 
XX XXXX 2019 
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Chief Executive Statement ' 

The Post Office matters more today than ever before. Providing essential services to millions of 
consumers and small businesses, day-in, day-out, it fulfils a unique function in the UK. We are, 
therefore, relentlessly focused on what needs to be done to evolve Post Office so it is relevant for 
future generations, financially robust to weather new challenges, and always faithful to our central 
purpose: being there for every customer in every community. 

With a trading profit of £61 million this year, ochioved ogainot a broadly t, .:onorter,_ bpi a_ mal - Formatted: Not Highlight 
increase in turriovel__revenue profile, we are on track to achieve our £100 mil lion trading profit target 
by 2020/21. As Government looks, quite rightly, to reduce its financial supaort for the business in 
favour of other spending priorities, it is essential that we build robust financial foundations. 

Our trading profit target reflects our shared ambition to become entirely subsidy free after 2020/21, 
and create sufficient value to build a thriving, UK-wide, business for the long term. This will not be 
easy. We have to keep developing ahead of the market, and generate enough profit to reinvest in 
products, technology, our branches, and our people. We take confidence from the fact that our recent 
results demonstrate that if we stay focused on the right things we can succeed. 

This year saw us complete our Network Transformation Programme, by far the biggest change we 
have ever made, and one of the biggest in UK retail. Investing in and modernising over 7,700 branches 
has resulted in significant increases in opening hours and levels of customer satisfaction. Over the 
period, we also opened over 440 new Post Offices in new locations, part of our strategy to increase 
convenience and choice for customers who want easier access to our services on their doorstep. With 
11,638 branches as at the year-end (2018: 11,547), our network is at its most stable for more than 
a decade, and is growing. 

Franchising, combining a post office alongside a separate retail offering, enables us to share the 
property, staffing, and other costs of running any business. This model, which has been operated 
successfully across the vast majority of the network for decades, continues to be extended to some 
our Directly Managed Branches ("DMBs"). These represent less than 2% of our network, but are 
disproportionately expensive to operate as stand-alone post offices. The decision to franchise is driven 
by a determination to keep these essential services available on high streets across the country in the 
face of the very significant cost challenges facing all retailers. Research shows that customer 
satisfaction levels return to, or even exceed, their pre-franchise levels soon after the change is made. 

Improvements to our physical network of brick-and-mortar outlets has been matched by significant 
IT investment across the business. In financial year 2018/19, we substantially completed the 
transformation of our back office systems. These handle £60 billion in financial transactions each year 
for corporate clients and customers. As well as driving further efficiency, the changes give us better 
commercial insights to enable us to improve products and services. At the front line, we also renewed 
equipment in all our branches, and continue to look for opportunities for technology to expedite and 
simplify processes for our postmasters and customers. 

We are consolidating and strengthening our position in some of our traditional markets, such as bill 
payments. Following clearance by the Competition and Markets Authority in October 2018, the 
successful acquisition of Payzone's bill payments business gives us a combined network of 25,000 
locations at which customers can conveniently pay for essential services, significantly enhancing 
opportunities for future revenue growth In this competitive market. 

We have retained our position as number one in letters and parcels, with significant growth in home 
shopping returns offsetting the continued decline in stamps. Online shopping has continued to drive 
strong growth in Collections and Return volumes and we are working closely with Royal Mail to 
innovate and improve our customer offering. This year we launched the new 'Labels to Go' service for 
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online shoppers to print a returns label at their local Post Office, by simply using a QR code on their 
mobile phone or tablet. 

Our travel proposition also continues to grow as we leverage our market leading position in Travel 
Money, using technology to enhance our offer. More than 300,000 customers are already using our 
new Travel App. This enables customers to manage their Travel Money Card accounts 24/7 from 
anywhere in the world, as well as providing easy access to travel insurance. Over 700 branches are 
now offering Passport Digital Check and Send, enabling branches to process applications online, 
dramatically improving the customer experience, while boosting security. To round off what has 
become a one stop shop for our customers' travel needs, we made International Driving Permits 
available in 2,500 branches across the country, selling 350,000 permits over two months, with plans 
for further expansion in the year ahead. 

Over 900,000 new customers registered for our GOV.UK Verify service, which provides a secure, and 
re-usable, means of definitive identity assurance to enable customers to access a range of online 
Government services. The opportunity now is to build on this success and expand the benefits of 
digital identity to a much broader range of users and organisations. We believe the Post Office is 
ideally placed to help grow this wider market, and we are seeking to rekindle Government's impressive 
early interest and positive action in the development of this new and transformative technology. 

Concerns over bank branch closures across the country have grown louder across the year, and 
underscore just how important the continued availability of access to basic banking services through 
the Post Office is to communities. Since its inception in January 2017, we have significantly grown the 
volume of transactions we undertake on behalf of al l the UK's major banks, and doubled revenue. We 
have been busy working on a significant further expansion over the next three year phase, rebalancing 
the fees we receive to better reflect the value of the service. We want all those involved to share in 
the success of the service, especially those working at the counter, and we recently announced that 
we are near tripling the fees our postmasters receive for cash deposits as a result. 

We recognise that our postmasters are key to the success of our business. These are the people 
operating our branches alongside their retail businesses, serving our customers, day-in, day-out. 
While the model works well in thousands of branches across the country, we know that in common 
with other retailers, there are challenging head winds to face into. That is why have been working 
hard to make it easier for them to operate their post offices more profitably, with less effort, and 
better support from us. From the process of on-boarding, through improved training and field 
engagement, to simplified products and sales processes, we are continually improving the support we 
provide postmasters. Irrespective of the legal merits, the Group Litigation we are engaged in brings a 
sharper focus to this work. While our culture and practices have changed hugely over the 20 years 
spanned by the case, it is right that we must continue to do better. 

I would like to thank the Post Office Board, led by Tim Parker, for its direction and support throughout 
the year, as well as our Shareholder and colleagues at BEIS. I must also thank al l my colleagues in 
our main customer support centres for rising to the challenge, once more, as we build a stronger 
business. My final thanks are reserved for my predecessor, Paula Vennells, who over the past 7 years 
has led us, as CEO, to be a profitable, confident, business without losing sight of our values. The Group 
Executive is continuing, with passion and enthusiasm, to evolve an organisation like no other in the 
service of current and future generations. 

Alisdair Cameron 
Iitenm Chief Executive 
XX XXXX 2019 
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Financial and Business Review 

Summary results 

We delivered our third consecutive year of profit as we continue on the path to commercial 
sustainability. 

Operating profit was £13 million (2018: £47 million). This is after increased depreciation and 
amortisation charges of £94 mi llion (2018: £55 million), and exceptional items of £14 million (2018: 
£3 million). 

Trading profit increased by £26 mi l lion to £61 million (2018: £35 million). Our turnover grew by £16 
million during 2018/19 to £972 million (2018: £956 million), Growth was driven by our Identity (9%) 
and Insurance (15%) business areas, with continued growth also noted within Banking Services 
(15%). This was partly offset by the anticipated decline in our card account income stream (down 
25%). 

As planned, the Network Subsidy Payment ("NSP") from Government decreased by £10 million to £60 
million (2018: £70 million). NSP is to cover the costs of loss making branches which deliver our social 
purpose. It is our responsibility to demonstrate that the NSP received is equal to or less than the total 
loss these social purpose branches create. If the loss is less than the NSP, we are obliged to pay the 
difference back to Government. This reduction in the NSP was partly offset by cost reductions of £2 
million and, when combined with the growth in revenue streams outlined above, resulted in an 
adjusted EBITDA increase of £16 million to £121 million (2018: £105 million). 

Profit and Loss Summary — Trading 

2019 2018 Variance Variance 
£m £m Em 

Turnover 972 956 16 2 
Costs (958) (960) 2 1 
Other income 14 5 9 180 
Share of profit from joint venture 33 34 (1) (3) 
Trading profit 61 35 26 74 

Add: Network Subsidy Payment 60 70 (10) (14) 

Operating profit before depreciation, 
amortisation, exceptional items and 121 105 16 15 
Investments_(adjusted,EBITWI _ 

Depreciation and amortisation (94) (55) (39) (71) 
Exceptional items (14) (3) (11) (367) 

Operating profit before investments 13 47 (34) (72) 
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Going concern 

The Group (being the Group of companies headed by Post Office Limited) has net assets of £256 
million at 31 March 2019 (2018: £203 million) and headroom on the loan from BEIS of £385 million 
(2018: £327 million). This is £185 million above the target minimum headroom of £200 million, hence 
we are not at risk of breaching this limit. We have also been profitable at a trading profit level with 
current year profit of £61 million (2018: £35 million) and shown a profit after tax of £52 million (2018: 
£17 million). 

We have the following funding agreed with BEIS: a working capital facility of £950 million to 31 March 
2021; a further £50 million facility available to provide same day liquidity to 4 April 2020; NSP of £50 
million for 2019/20 and 2020/21 respectively; and we also have investment funding of up to £210 
million as required for up to March 2020. 

After careful consideration of the plans for the coming years, we continue to believe that Post Office 
wil l be able to meet its liabilities as they fall due for the next 12 months. Accordingly, on that basis, 
the Directors consider that it is appropriate that these financial statements have been prepared on a 
going concern basis. 

Turnover 

2019 2018 Variance 
Em Em Em 

972 956 16 

Operating profit before depreciation, amortisation, 121 105 16 exceptional items and investments (adjusted 
EBITDA) (note [X1G]) 

Operating profit before depreciation, amortisation, 
exceptional items, investments and Network 61. 35 26 
Subsidy Payment (trading profit) (note [XX]) 

Profit for the financial year 52 17 35 
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Profit and Loss 

As disclosed in note [XX] to the financial statements on page [XX], we have split the results of the Group 
between oiading and investments. Together these combine to give the results of the Group. This 
presentation clearly separates the underlying trading of the business from the change activity being 
undertaken to ensure the future sustainability of the Post Office. In the following sections, we consider 
each of the columns of our consolidated income statement which combine to give an operating profit of 
£52 million (2018: £15 million). Once finance income/costs, taxation credit/charge have been factored 
in, the profit for the financial year is £52 million (2018: £17 million). See the consolidated income 
statement on page [XX] for full details. 

2019 2018 Variance 
Em Em Em 

Operating profit 
Operating profit before depreciation, amortisation, 
exceptional items and investments (adjusted 121 105 16 
EBITDA) 
Depreciation and amortisation (94) (55) (39) 
Exceptional items (14) (3) (11) 
Operating profit before Investments 13 47 (34) 
Investments 39 (32) 71 
Operating profit 52 15 37 
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Turnover 

The Post Office business is organised into three strategic business units, Retail, Financial Services & 
Telecoms (including Insurance) and Identity. Turnover from our subsidiary Post Office Management 
Services Limited is included within the Insurance line below. Turnover from our subsidiary Payzone 
Bill Payments Limited ("Payzone") is included within the Payment Services line below. The divisions 
and their performance are detailed on the next pages: 

2019 2018 Variance Variance 
£m £m Em 

Retail 
Mails 350 334 16 5 
Retail & Lottery 42 45 (3) (7) 
Payment Services 27 27 - - 
Cash & Banking Services 161 158 3 2 

Financial Services & Telecoms 
Financial Services 113 127 (14) (11) 
Telecoms 153 147 6 4 

Insurance 55 48 7 15 
Identity 58 54 4 7 
Other* 13 16 (3) (19) 
Turnover 972 956 16 2 
Relates to Supply Chain income (910 million) predominantly for warehousing of Royal Mail stock, transport of high value 

mails and release of Bank of Ireland deferred income (93 million). 

The grouping of products has altered in 2018/19 as a result of changes to internal reporting, with Post 
Office Card Account ("POCA") turnover moving from Government Services to Cash & Banking Services. 
Remaining Government Services turnover has been moved into the Identity business unit, Banking 
Services and ATMs revenue have also moved into Cash & Banking Services. Commission income 
relating to Government Services has been reclassified from revenue to other income because it did 
riot fall within the scope of IFRS 15 Revenue from Contracts with Customers. The impact of these 
changes on the reported 2017/18 performance of the divisions is detailed below: 

Commission Banking 2018 
2018 POCA income Identity Services ATMs reclassified 

Retail 
Mails 334 - - - - - 334 
Retail & Lottery 45 - - - - - 45 
Government Services 99 (40) (5) (54) - - - 
Payment Services 57 - - - - (30) 27 
Cash & Banking Services - 40 - - 88 30 158 

Financial Services &Telecoms 
Financial Services 215 - - - (88) - 127 
Telecoms 147 - - - - - 147 

Identity - - - 54 - - 54 
Insurance 48 - - - - - 48 

Other 16 - - - - - 16 

Turnover 961 - (5) - - - 956 
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Reta i l 
The Retail business encompasses our position as the United Kingdom's number one mails provider, as 
wel l as providing Cash & Banking and Payment services. 

Mails 
Mails includes the sale of parcels and other mails products provided by Royal Mail and Parcelforce, 
Underlying trading turnover is up £17 million (6%) year on year. Growth in parcels (7%) and home 
shopping returns (35%) is partially offset by the continuing decline in stamps. In addition, there were 
planned reductions in the fixed fee element of the contract with the Royal Mail Group plc of £2 million. 

Cash & Banking Services 
This comprises the following services: 

2019 2018 Variance Variance 
£m £m Em % 

POCA 30 40 (10) (25) 
Banking Services 102 88 14 15 
ATMs 29 30 (1) (3) 
Cash & Banking Services 161 158 3 2 

POCA revenue has decreased by £10 million in line with expectations. ATMs revenue has remained stable 
despite market decline. Banking services has significant year on year growth of £14 million to £102 
million as more high street banks are closing their branches, in addition to the switch made to automated 
deposit transactions in October 2018. 

Payment Services 
Payment Services includes bill payment transactions. Revenue has remained flat at £27 million (2018: 
£27 million). The acquisition of Payzone contributed £4 million to turnover, offset by reduced volumes in 
the reseller market of £4 million. 

Financial Services & Telecoms 

Financial Services 
Our Financial Services products include mortgages, credit cards, savings and travel money, in addition 
to postal orders. Turnover decreased by £14 million to £113 million (2018: £127 million). 

The majority of the decrease is due to Bank of Ireland products, down £12 million to £45 million (2018: 
E57 million). This is due to not having a minimum savings commission value in 2018/19. The 
competitive, customer and regulatory environments remain tough; the continued low rate environment 
and Bank of England funding scheme are putting pressure on Mortgage margins and Savings rates. 
Mortgages are also challenged due to Bank of Ireland pricing, but the expansion into the Broker channel 
is compensating this. 

Turnover from Postal Orders declined by £2 million as this legacy product continues to decline in the 
marketplace. The impact of Brexit, weak sterling and tighter AML regulations continue to impact 
MoneyGram and to a lesser extent travel money, which has remained stable year on year. 

Telecoms 
Telecoms includes Post Office HomePhone, Broadband and Fibre services. 

Telecoms turnover of £153 million increased by £6 million (2018: £147 million) as customer numbers 
have increased. 
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Insurance 
Post Office Insurance provides Travel, Life and General insurance policy cover. Insurance turnover has 
grown by £7 million to £55 million (2018: £48 million). The increase was driven mainly by growth in our 
Over 50s Life insurance and Travel insurance businesses. 

Identity 
Identity provides Home Office, DVLA and Verify services. Identity turnover has grown by £4 million to 
£58 million (2018: £54 million) due to the launch of Universal Credit in Verify. A new pricing 
arrangement with the Government Digital Service in November 2018 significantly reduced average 
margin for the Verify service. 

Costs 
Total costs decreased by £2 million to £958 million (2018: £960 million) 

People costs of £193 million increased by £4 million (2018: £189 million) due to pay increases. 

Average headcount reduced from 5,066 in 2017/18 to4,703 in 2018/19 reflecting efficiency savings across 
the DMBs and the effect of the Network and DMB transformation programmes. Closing headcount for the 
year was 4,397 (2018: 5,020). 

Other operating costs decreased by £7 million to £765 million (2018: £771 million) of which £3 million 
relates to landlord compensation payments, with other controlled cost savings noted, especially in IT. 

Depreciation and amortisation charges increased to £94 million (2018: £55 million); a number of 
significant assets under construction came into use during the year and are now being depreciated. 

Exceptional costs 
On 11 April 2016, a High Court claim was issued on behalf of a number of postmasters against Post 
Office in relation to various legal, technical and operational matters, many of which have been the 
subject of significant external focus for a number of years. Post Office is robustly defending the claim, 
believes it lacks merit, but welcomes the opportunity to have these matters resolved through the 
Court managed Group Litigation Order, 

The Court has ordered two trials to be heard in 2018/19 to determine a subset of the preliminary 
issues in dispute between the parties. The Court has not yet ordered a process for determining any 
issues of liability or quantum. To date, the Claimants have not asserted the aggregate value of their 
claims In any of the Particulars of Claim filed in the litigation. 

While the Directors recognise that an adverse outcome could be material, they are currently unable 
to determine whether the outcome of these proceedings would have a material adverse impact on the 
consolidated position of the Group, and are unlikely to be able to do so until the Court has made 
further determinations and the Claimants have provided the necessary information about the value of 
their claims. The Directors continue to keep this under close review 

The costs of £14 million included In exceptional items relate to Post Office defending the Post Office 
Group Litigation (2018: £3 million). 

Post Office Limited corporate.pC postoffice.co.uk k l PAGE 10 

PoeL Office I..imi ed - Audit Risk, & C:f mplienr e: ,':;o r3rr:if.'~:,;:-2 It1511 33 of 344 



POL00422968 
POL00422968 

Tab 4.2 Finandal StoternonEt 

I 

Post Office Limited has a joint venture with the Bank of Ireland with each holding 50% of First Rate 
Exchange Services Holdings Limited. The principal activity of the business is the supply of foreign 
exchange in the UK to the Post Office and others. The share of operating profit from the joint venture 
was £33 mi l lion (2018: £34 million). 

Capital and investment costs 
Investment costs included in the consolidated income statement are shown below 

2019 2018 

Investment funding 168 70 
Restructuring: 
Business transformation (14) (16) 
Network programmes (64) (63) 
IT transformation (13) (6) 
Severance (38) (17) 
Total restructuring costs (129) (102) 
Unwinding of discount on provisions (1) (2) 
Total investment income/(charge) 38 (34) 

Restructuring costs include the costs of delivery for major change programmes. In addition, we have 
incurred £154 million (2018: £151 million) of capital spend, primarily on IT transformation projects, as 
disclosed in notes [X] and [Y]. 

These are offset by Government funding, recognised to match the associated costs. Government 
rundingGovernment funding for 2018/19 of £168 million (2018: £70 million) was received in quarterly 
instalments and was fully recognised in the year. 

BEIS has approved funding of up to £210 million which is available for the period from April 2018 to 
March 2020. The maximum available in 2018/19 was £168 million and this was received in full. 
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Cash and cash equivalents amounted to £5450 million (2018: £655 million) at the year-end. There 
was a net cash outflow during the year of £n51-12 million (2018: £25 mil l ion). 

Net debt (excluding cash in the Post Office network) decreased by £66 million year on year as shown 
in the table below. 

2019 2018 
Em Em 

BEIS loan at the start of the year (623) (561) 
Investment funding 168 70 
Restructuring costs (119) (116) 
Other cash inflows from operating activities 51-34 66 
Net cash inflow from operating activities 100823 20 
Dividends received from joint ventures 33 34 
Acquisition of businesses (17) (6) 
Proceeds from the sale of property, plant and equipment 4 5 
Purchase of tangible and intangible non-current assets (149) (135) 
Net cash outflow from investing activities (129) (102) 
Net cash outflow from financing activities (8) (5) 
Decrease in cash and cash equivalents 95;x. 25 

BEIS loan at the end of the year (565) (623) 
Cash (excluding cash in the Post Office Network) 24 12 
Total net debt carried forward at the end of the year (54L) (611) 

Post Office Limited seeks to minimise the amount drawn down on the loan from BEIS in order to 
reduce its interest cost. The facility is limited to a maximum of £950 million, the unused facility at the 
end of the year was £385 million (2018: £327 million). The maximum drawn down under the facility 
during the year was £744 million on 13 April 2018. The facility is available at two days' notice and has 
an end date of 31 March 2021. 

Post Office Limited's borrowing facility from the Government limits the purposes for which the facility 
can be used and, together with borrowing limits contained in the Articles of Association, imposes 
constraints on the availability of external borrowing. 

f / . / • - . s 

The continued participation in the Note Circulation Scheme ("NCS") assures that Post Office Limited has 
an adequate supply of notes to meet customer demand across its network and provides a mechanism 
for enabling Post Office Limited to hold Bank of England owned notes. At the end of the year £227 million 
(2018: £238 million) of Bank of England owned notes were held. See note 22 on page [XX] for further 
details on the NCS. 

Post Office also has an arrangement in Scotland with a commercial banking partner whereby surplus 
Scottish notes are sold to the partner overnight for repurchase the next day. At the end of the year a 
total of £3 million (2018: £17 million) was outstanding under this arrangement. 
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Post Office Limited is the principal employer of the Post Office Section of the Royal Mail Pension Plan 
("RMPP"), which is Independent of the Royal Mall section of the RMPP. Royal Mall Group Limited Is the 
principal employer of the Royal Mail Senior Executives Pension Plan ("RMSEPP") and Post Office Limited 
is a participating employer within RMSEPP. RMPP and RMSEPP are both defined benefit plans. The Post 
Office operates a defined contribution scheme - the Post Office Pension Plan. 

Both defined benefit plans are closed to new members and closed to future accrual . 

In 2016/17, a Memorandum of Understanding was executed by Post Office with the Trustee of RMPP. 
This removed the unconditional right to refund from the RMPP. As a result of these events the surplus 
relating to this Plan was derecognised. 

In 2017/18, the Trustees of the pension scheme entered into an agreement with Rothesay Life PLC in 
which a pension buy-in was effected by the purchase of two bulk annuities. Under the purchase 
agreements, the Trustees of the pension plan bought an asset that provides income which matches 
closely the benefit payments from the pension plan, achieving a material risk reduction as changes In 
income mirror changes in benefits due to, for example, inflation and longevity. 

The accounting surplus reduced by the difference between the insurance premium and the value of the 
insured liabilities, creating a 'loss' on buy-in. There was also an ancillary premium as part of the buy-in 
agreement which transferred to the insurer the risk of Incorrect data being used to price the premium. 
These items were recognised in Other Comprehensive Income in 2017/18. As Post Office had no right 
to a future surplus in the scheme, there was an equal and opposite adjustment to the asset cei ling 
through Other Comprehensive Income. Asa result, there was no effect on the net assets position of the 
Group. 

The immaterial deficit payments into RMSEPP were agreed with the pension trustees during the year 
and payments were made in accordance with the agreements. The net cash payments made are detailed 
below: 

2019 2018 
£m £m 

Regular pension contributions (20) (20) 
Funding of the pension deficit - RMSEPP - (1) 
Payments relating to redundancy (1) (5) 

Net cash payments (21) (26) 

The income statement charge to trading for the year was £13 million (2018: £17 million) in relation 
to the defined contribution scheme. There was no charge (2018: £nil) in relation to the defined benefit 
scheme, 

Alisdair Cameron 
Interim Chief Executive 
XX XXX 2019 
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Governance 

`!M' • • • ii ii [uiII 
Post Office Limited ("the Company") is
wholly owned by the Department for
Business, Energy and Industrial 
Strategy ("BEIS"). BEIS holds a special ;:a .YS n 1 m«ug 

share in the Company the rights of
which are enshrined within the Post '"""" '' " `• . "
Office Limited Articles of Association  eanx 8 xa 
(http://corporate.postoffice.co.uk/our- sxn xaaxwaaw" a ww'a,. aax& a a : . 

. :'?aefs?$3f~:: .. . ... .. .... .. ....... . . .,,.:. .....
leadership) .• .. .. ............ ..... 

BEIS has no day to day involvement in ' 
the operations of the Company or in i■ehx ~ssamri: 

the management of its branch network -° `  --
and staff. Through UK Government Investments ("UKGI"), BEIS monitors the Company's performance, 
in particular its compliance with minimum network access criteria and provision of specified services. 
BEIS has the right to appoint Non-Executive Directors to the Board and typically appoints a UKGI 
employee for this purpose. Tom Cooper currently holds this position. 

Corporate Governance Overview 2018/19 
The Company maintains standaids of corporate governance appropriate for our ownership structure, 
commitment to social purpose and strategy to achieve commercial sustainability. We review our 
corporate governance arrangements to ensure they remain appropriate for our developing business 
needs and relevant legal and regulatory advances. 

Board of Directors 
The Board is responsible for setting the business' strategic aims, putting in place the leadership to 
deliver them, maintaining appropriate oversight of the management of the business, reporting to the 
Shareholder and determining the Company's vision, values and organisational culture. 

During 2018/19 the Board comprised an independent Non-Executive Chairman, the Group Chief 
Executive, the Chief Finance and Operating Officer and five Non-Executive Directors (one of whom is 
designated the Senior Independent Director and four of whom are independent). Non-Executive 
Directors are not employees of Post Office Limited but provide services under the terms of an individual 
letter of appointment, signed at the commencement of their directorship. 

Directors' statutory duties are set out in the Companies Act 2006. The primary duty of the Directors 
is to promote the success of the Company for the benefit of its Government shareholder and the wider 
stakeholder community. 
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Tim Parker, Independent 
Chairman, Chairman of the 

GRO i Nominations Committee and 
member of the Remuneration 
Committee 

- - --- - --__' Joined the Board 1 October 2015 

Ken McCall, Senior Independent 
Director, Chairman of the 

GRO Remuneration Committee and 
member of the Audit, Risk and 
Compliance and Nominations 

'-'-'-'-'-'-" Committees 
Joined the Board 21 January 2016 

Alisdair Cameron, Chief Finance 
and Operating Officer throughout 

GRO i the 2018/19 financial year and 
G7 ! Interim Chief Executive from 5 

April 2019. 

L•-•--•-•--• Joined the Board 28 January 2015 

Tim Franklin, Non-Executive Director 
and member of the Audit, Risk and 

GRO! Compliance Committee 
i Joined the Board 19 September 2012 

Shirine Khoury-Haq, Non- -'-'-'-'-'-' -'! Carla Stent, Non-Executive Director 
Executive Director and member of i and Chairman of the Audit, Risk and 

GRO the Nominations and Remuneration GRO Compliance Committee 
Committee  Joined the Board 21 January 2016 
Joined the Board 24 May 2018 

Tom Cooper, Non-Executive • Paula Vennells, Group Chief 
Director, and member of the Audit, Executive, throughout the 2018/19 

GRO ! Risk and Compliance and 
V 

i G+RO financial year' 
Remuneration Committees I Joined the Board 18 October 2010 

i Joined the Board 27 March 2018 i -.-.-.-.-.-.-.-i i-.-.-.-.-.-.-...i 

Company Secretary: 

Veronica Branton Jane Macleod 
Appointed as Company Secretary Served as Company Secretary 
XXX 2019 from her appointment on 30 

August 2017 until 31 May 2019 

'Paula Vennells resigned as Group Chief Executive on 30 April 2019. 
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Non-Executive Directors are usually appointed for an initial term of three years with the scope to 
renew for a second term, subject to Board approval and the approval of BEIS. Ken McCall and Carla 
Stent were reappointed for a second term of three years on 29 January 2019 as Senior Independent 
Director and Non-Executive Director, respectively. As the Board representative of UKGI, Tom 
Cooper's appointment period is determined by the Secretary of State for BEIS. 

Biographies of all current members of the Board can be found on the Post Office Limited website: 
corporate.postoffice.co.uk/our-leadership. 

Board 
Role and responsibilities 
The Board is accountable to the Secretary of State for BEIS, as the sole shareholder, for the 
performance of the Company and is required to seek consent for certain matters, as included in the 
Articles of Association. The Shareholder is briefed regularly on the performance of the business and 
the progress to deliver the strategy. 

The Board Is also responsible for oversight of legal and regulatory compliance, delivery of the 
strategy, providing constructive challenge to the Group Executive and communicating with the 
Shareholder. The Board has a schedule of matters reserved for its decision and has approved Terms 
of Reference for its committees, which are available on the Post Office website. 

The Board annually reviews the strategy, approves the annual budget and business plan required to 
deliver the strategic objectives for that year; the last approval was in [May 2019]. The Board 
regularly reviews reports on performance against that plan and receives periodic business reports 
from senior management. Directors are briefed on •nat`ers to be discussed at Board and Committee 
meetings by papers distributed in advance of meetings, as well as management presentations. 

In setting the risk appetite for Post Office Limited the Board has established a framework to manage 
and mitigate risk. The Board takes guidance from its Audit, Risk and Compliance Committee, and 
has oversight of risk management. This Committee receives reports from the executive Risk and 
Compliance Committee, from the internal and external audit teams and from operational 
management. Further detailed information on the management of risk within Post Office Limited, 
together with identification of principal risks, their impacts and mitigation can be found in the 
management of risk section on pages [XX] to [XXI. 

Key focus and achievements in 2018/19 
During the year to 31 March 2019, the Board continued to oversee the Post Office Limlted's strategic 
plan to achieve commercial sustainability and profitability. 

This included project approvals, monitoring of developments in IT strategy, and services in the digital 
space. These developments are designed to enhance customer experience and offer services that 
meet customer needs in a digital age while continuing to serve our social purpose. 

The Company acquired Payzone Bill Payments Limited on 24 October 2018. The business has over 
25 years' experience in the bill payments industry and offers payment terminals for bills, tickets, 
lottery and mobi le top up in convenience stores, enabling these businesses to generate revenue and 
increase footfall. 

The Board approved the appointment of new external auditors, following the resignation of Ernst & 
Young LLP. PricewaterhouseCoopers LLP were appointed as the Company's external auditors on 31 
July 2018 following a tender process. 

The Board also focused on a revised banking framework to provide banking services in Post Office 
branches on behalf of UK banks and approved investment for the Branch Hub (a self-service portal 
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for branch operators and business owners to access support). 

The Board continued to monitor the progress of the ongoing Group Litigation Order. 

Conflicts of Interest and Independence 

The Board may, in the furtherance of its duties, seek independent professional advice at the expense 
of Post Office Limited. During the period, no Director sought independent professional advice. 

In accordance with the Companies Act 2006, the Articles of Association give the Directors power to 
authorise conflicts of interest. 

During the period, none of the Directors had a material interest in any contract of significance with 
Post Office Limited or any of its subsidiaries. At al l times during the periods of their appointments in 
2018/19, the independent Directors met the criteria for independence set by the Board. 

Post Office Limited has arranged appropriate insurance cover in respect of legal action against 
Directors of Post Office Limited and its subsidiaries. 

Tim Parker, Ken McCall, Tim Franklin, Shirine Khoury-Haq and Carla Stent are considered 
Independent Non-Executive Directors. Tom Cooper is not an independent Non-Executive Director as 
he is a shareholder representative. Paula Vennells and Alisdair Cameron held executive roles 
throughout the financial year, and as such were not independent directors. 

Board Meetings 
During 2018/19 the Board met 8 times (Including additional meetings held either in person or by 
telephone). A record of Directors' attendance (attended/eligible to attend)2 at the Board and its 
Committees is set out in the table below: 

Director Board Board Audit, Risk and Nominations Remuneration 
(additional) Corn pile see Committee Committee 

Cctmmrttr'e 

Chairman

Tim Parker 8/8 TIC - 4/4 6/6 

EaeecutiveDirecttras  
Paula Ven iel s 7/8 TBC 

Alisda'r Cameron 8/8 TBC - - -

Cc n ̂ M Cut tlrk ..Directors 

Ken McCal l 8/8 TBC 4/5 4/4 6/6 

Tom Cooper 8/8 TBC 5/5 - 5/6 

Tim Franklin 8/8 TBC 4/5 - - 

Shirine Khoury-Haq 8/8 TBC - 3/4 5/6 

Carla Stent 8/8 TBC 5/5 - - 

2 Directors who are not members of a committee may attend meetings from time to time, at the invitation of 
the Chair. 
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To assist in the execution of its corporate governance responsibilities, the Board has established 
three committees which deal with specific topics requiring independent oversight. The Audit, Risk 
and Compliance, Nominations, and Remuneration Committees are each chaired by an independent 
Non-Executive Director. 

The Board retains overall oversight but delegates responsibilities and authorities to its committees 
to operate within the Terms of Reference approved by the Board. The Terms of Reference for all 
committees are reviewed annually to assess that each Committee discharged its duties effectively in 
accordance with the Terms of Reference. The reviews conducted in March 2019 raised no issues. 

Terms of Reference for the committees are available on the Post Office Limited website: 
www.corporate.postoffice.co.ukfour-leadership. 

Nominations Committee 

Role and Membership 
The duties and responsibilities of the Nominations Committee are included in the Terms of Reference, 
which are available on the Post Office Limited website: www.corporate.postoffice.co.uk/our-
leadership. 

The Committee is chaired by Tim Parker, Chairman, and the other members during the year were 
Shirine Khoury-Haq, Non-Executive Director and Ken McCall, Senior Independent Director. 

Work of the Committee in 2018/19 
During the year the Committee considered the skills and experience required by the Board fora new 
Group Chief Executive and a new Non-Executive Director and worked with Russell Reynolds (search 
consultants) on the proposed appointments. The Committee approved re-appointments to subsidiary 
hoards and the appointment of a new Chair of Post Office Management Services Limited. 

The Nominations Committee monitored the independence and internal process for the evaluation of 
the Board and Board sub-committees and considered developments in corporate governance and 
how these should apply to the Company. 

Remuneration Committee 

Role and Membership 
The duties and responsibilities of the Remuneration Committee are included in the Terms of 
Reference which are available on the Post Office Limited website: 
www.corporate.postoffice.co.uk/our-leadershi p. 

The Committee is chaired by Ken McCall, and the other members during the year were Tom Cooper, 
Shirine Khoury-Haq and Tim Parker. 

In accordance with the Terms of Reference, the Group Chief Executive may attend meetings, at the 
invitation of the Committee Chairman, to discuss matters relating to the remuneration of the Chief 
Finance and Operating Officer and members of the Group Executive. However, the Committee 
recognises the need to manage any potential conflicts of interest and upholds the principle that no 
individual may be involved in discussions concerning their own remuneration. 

Work of the Committee in 2018/19 
During the year the Committee reviewed and made recommendations to the Shareholder for the 
2017/18 bonus payments against incentive plans for Executive Directors, annual pay increases for 
Executive Directors and targets and measures for 2018/19. The Committee approved senior salary 
pay changes, in line with increases provided to all employees, and pay at appointment where these 
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were within its remit and delegated authority. 

The Committee received updates and advice from the HR and Finance teams and from 
PricewaterhouseCoopers LLP, its external adviser, on gender pay, market trends and benchmarking 
information and corporate governance. 

Audit, Risk and Compliance Committee 

Role and Membership 
The duties and responsibilities of the Audit, Risk and Compliance Committee are included in the 
Terms of Reference which are available on the Post Office Limited website: 
www.coraorate.postofce.co.uk/our-leadership. 

The Committee is chaired by Carla Stent, Non-Executive Director, and the other members during the 
year were Ken McCall, Senior Independent Director, Tom Cooper, Non-bxecutive Director and Tim 
Franklin, Non-Executive Director. 

The Board considers that the Committee's members have broad commercial knowledge and 
extensive business leadership experience and that this constitutes an appropriate mix of business 
and financial experience and expertise. 

The Directors of Risk & Compliance and Head of Internal Audit attended all of the meetings of the 
Committee and also met the Committee Chairman, independently and regularly, throughout the year. 
The external auditor was invited to, and attended, all meetings of the Committee except on 31 July 
2018, where the Committee recommended to the Board the appointment of new external auditors 
PricewaterhouseCoopers LLP. 

Further detailed information on the management of risk within Post Office Limited, together with 
identification of principal risks, their impacts and mitigation, can be found in the Management of Risk 
section on pages [XX] to [XX]. 

Work of the Committee in 2018/19 
During the year, the Committee reviewed the Annual Report and Financial Statements for 2017/18, 
including consideration of the principal and strategic risks, and recommended Board approval. 

The Committee approved the annual audit plans for the internal and external auditors. 

The Committee reviewed the risk management framework for the Company, including its appetite 
for risk, self-assessment of the control framework and areas of specific risk highlighted by the 
Executive Risk and Compliance Committee. It reviewed and approved relevant policies, such as 
financial crime and protecting personal data, as part of an annual review cycle. 

Board and Committee Effectiveness Evaluations 

The Board recognises that an effective Board is vital to the success of the Company and the business. 
Ken McCall, Senior Independent Director, led an internal Board effectiveness evaluation in December 
2018 which included a formal evaluation of the performance of the Board, its Committees and the 
Chairman. 

The Board evaluation was conducted by Internal questionnaire and, following a review of the results, 
recommendations were presented to the Board. The feedback and scores were positive but areas for 
additional focus were identified, including closer engagement with and understanding of 
stakeholders' perspectives, particularly postmasters and employees; the competitor landscape and 
franchising models; and periodic scheduling of meetings without the executives. 

As part of the Board review process, each Board Committee undertook a review of its effectiveness. 
The feedback and scores were positive. Each Committee considered the feedback from the evaluation 
and agreed actions. The Audit, Risk & Compliance Committee decided to increase the number and 
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length of meetings held annually to reflect the range and scope of legal and regulatory compliance 
and risk management issues across a span of business lines. It also agreed to hold separate meetings 
with the Head of Internal Audit periodically. The Nominations Committee added a succession planning 
review to its forward agenda and the Remuneration Committee commissioned a report on the group 
remuneration framework and the approvals process. 
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Our Approac'i to Risk 
The commercially competitive and highly regulated environment, together with operational 
complexity, exposes the Post Office to a number of risks. We define risk as anything that can 
adversely affect our ability to meet the Post Office's objectives, maintain its reputation and comply 
with regulatory standards. We seek to understand and harness risk in the pursuit of our objectives 
and aim to operate within an acceptable level of risk taking. The Post Office has articulated its risk 
appetite in relation to the most material risks with a view to managing better the key strategic risks 
and assessing the risks in relation to new opportunities. 

Risk Management Governance 
The Board is accountable for risk management and internal controls in the Post Office, reviewing 
their effectiveness and determining the nature and extent of principal risks. The Board has delegated 
responsibilities to the Audit, Risk and Compliance Committee ("ARC"), which provides assurance to 
the Board through review of reports from management, risk, internal audit external advisers and 
external audit. Responsibility for day to day operations rests with the Group Executive. The Risk and 
Compliance Committee ("RCC") reviews the effectiveness of the risk management framework and 
management of principal risks. The outputs are reported to the ARC as necessary. 

Our Risk Management Framework 
In order to deliver its objectives, the Post Office is required to identify, assess and manage a wide 
range of risks. These are managed through an overarching framework in order to apply consistency 
and transparency of risk management across the organisation. The framework identifies roles and 
responsibilities of key parties in the risk management process, the policies for how risks are 
managed, the tools and processes used and the reporting outputs that are generated. 

The approach to risk management is based on the underlying principle of line management 
accountability for effective implementation of internal controls to manage risk. The Group Executive 
has identified and manages the principal risks in the organisation, focusing on the aims of the 
strategic plan. These risks, with their response plans, are reviewed by the Central Risk team and at 
the RCC and the ARC to assure the robustness of risk assessment and management. There is an 
ongoing process of identifying, evaluating and managing the principal risks faced by Post Office. 

During the year we have further improved our oversight over the level of risks being taken across 
Post Office and effectiveness of our mitigating actions, including close monitoring of emerging risk 
themes and incidents. Plans are also in place to fully refresh risk appetite to better inform decision 
making. This is a component within our wider enhancement plan to continue maturing our Risk 
Management framework. 

Our Control Framework 
We have an internal control framework in place for both our financial reporting and IT processes, 
which fall under our self-assessment regime. In addition, we have implemented a suite of Post Office 
policies which define the minimum control standards we expectto be performed within the applicable 
business areas. Our risk management efforts are also underpinned by our Executives' Declaration. 

What has changed since last year? 
Our principal risks evolve overtime, as we progress with the North Star strategy and business plan, 
new risks emerge and our mitigation activities adapt. Health and Safety has become a new principal 
risk this year, reflecting the high importance we place on the safety. Litigation is also new, due to 
the change in posture. The level of risk has increased for Economic and Political environment, in 
response to the ongoing political and economic uncertainty. Dependency on strategic relationships 
remains a principal risk and is in an improving position. We have invested considerably in Technology, 
Business Interruption and Cyber and this principle risk is improving. Both our Retail Proposition and 
Regulatory Environment risks are stable. Our Retail Proposition remains fundamental to enabling us 
to continue to successfully deliver our social purpose and the regulatory environment continues to 
evolve and introducing new ways of doing business. 

Post Office Limited comorete,nostoifiice.co.uk I 'AGE 21 

14 of 344 Pont Office l...imi ed - Audit Risk & C:ompliericF +( o wriife - 9;'{) 



POL00422968 
POL00422968 

Tab 4.2 Financal Stoteri t nEN 

These are our principal risks, detailed with their potential consequences if they were to crystallise 
and how the Post Office manages them. Any of these risks could have a material impact on our 
results, condition and prospects. However, these risks should not be regarded as a complete and 
comprehensive statement of all potential risks; some risks are not yet known and some that are not 
considered material could later turn out to be material. Our principal risks are regularly re-evaluated 
and discussed at both a Board and GE level. 

Principal Risk I Movement 
Potential 

Consequences Key Mitigations 

STRATEGIC RISKS 
Dependency on Strategic Not achieving our • We have established close working
Relationships strategic ambitions, relationships with our strategic 
Post Office has a number of _ losing revenue and partners underpinned by formal 
strategic relationships which market share, governance and reporting mechanisms.i 
are key to delivering its growth u _ These ensure commercial objectives 
and strategic ambitions. The are aligned and relationship deliver to 
number of such relationships is expectation. 
increasing. • Regular interaction with strategic 

partners to improve joint operating 
We work with our partners to efficiency, product offering and service 
align our direction and 
interests to enable us to meet 

to drive growth and profitability for all 
This includes regular 

evolving customer and market 
parties. 
engagement at Chief Executive Officer 

requirements and any / Managing Director level. 
misalignment. •___ We review the relationships with our 

strategic partners on a regular basis, to! 
ensure long term alignment, with our 
customer and business outcomes. 

Retail Proposition Inability to meet • We are continuing to open branch 
Post Office are committed to our network locations where there is a customer 
maintaining a Retail network commitment, and need, adding 328 `new network 
of at least 11,500 branches, consequent locations' in 2018/19. We are also 
Critical to this objective is adverse impact on continuing to improve our support to 
offering an attractive delivery of our existing postmasters and have 
proposition for our retail social purpose and strengthened our field support team this 
partners and to continue to consequential year. 
operate Post Offices in financial impacts. • New technology will help our 
communities who need us. postmasters manage costs and our 
We continue to review and business remain relevant to customers 
develop our proposition to and we are investing in the next 
enable us to continue to generation of automation for our 
successfully deliver our social branches as well as further developing 
purpose, which addresses the the software that will allow retailers to 
impact of: sel l Post Office products on their awn 
• increased high street costs; tills. 
• ongoing move to online; • We are developing 15 pilot locations for 

and Post Office Parcel Shop and are 
• a decline in traditional continuing to develop automated locals, 

income streams, with the first proof of concept branch. 
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Potential 
Principal Risk I Movement Consequences Key Mitigations 

STRATEGIC RISKS 
Economic and Political Spending patterns • We regularly perform horizon scanning
Environment of our customers to identify external events and assess 
Current uncertainties in the during economic their potential impact on our business. 
external political, economic uncertainty and • Our strategy considers customer 
and social environment could . potential downturn requirements, market trends and 
have a detrimental impact our of the economy competi=or behaviour. 
strategy and operating model e.g. decline in the • We continue to invest in the 
significantly: sale of banking development o our digital capability. 

Brexit itself represents a products, • In terms of Brexit arrangements, PO 

potential series of risks which particularly have communicarlons, riain'r rig and 

would be most pronounced in mortgages. contingency processes in place to 

the event of a no-deal deploy In the event of a 'no deal'. 
departure from the EU (see Disruption to 
below), but has also taken a operations 
very serious toll on all aspect (customs labels in 
of Government and politics branch, 
more broadly. There remains a accessibility issues 
possibility that the current for supply chain) 
impasse will increase the 
pressure for a General Financial resilience Election, with the attendant 
risk that Government and our of our postmasters 

Shareholder's priorities will and suppliers. 

change in favour of a Labour 
agenda, with significant Retention of skilled 
implications for the business. labour and 

Examples include the recruitment. 
implementation of Labour's 
proposals for the New income 
renationalisation of RMG, and streams failing to 
the creations of a Post Bank. grow. 

OPERATIONAL AND FINANCIAL RISKS 
Health and Safety NE37y' 

IN 
Exposure to We have regular Health & Safety training 

Due to Post Office's wide reach W significant costs for provided to all colleagues and managers 
through the size and operation reimbursement for including Directly Managed Branches and 
of its Network including fleet, damages and Supply Chain Managers. 
it is essential we invest in our remediation, We regularly review, update and 
safety procedures and operational monitoring of Local Risk Assessments 
controls. disruption, and safe systems of work. 
A health and safety incident or prosecution and We have developed a Road Risk Policy. 
failure could result in serious reputational We regularly review our Health & Safety 
injury, ill health or loss of l ife, damage. policy and Property Statutory 

Compliance policies. 
Our Health & Safety Management 
System has been independently audited 
and assessed as strong and 
mature. Initiatives recommended to 
further strengthen our safety culture 
have been implemented. 
An independent Risk Assessment of high 
risk building fabric has been undertaken 
and remediation actions completed. 
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We undertake a dynamic risk 
assessment, work closely with industry 
experts and bodies and have Invested 
heavily in security related interventions 
to reduce the risk of attack and assault 
across the Network and Supply Chain. 

-ECHNOLOGY AND INFORMATION SECURITY RISKS 
Technology Busrness pirectimpact on We are continuing to mitigate this ri sk 
Interruption and Cyber 

• the digitatcutior e+

our network 
availability and 
reliability resulting 

by migrating some of our aging legacy 
systems to new infrastructure and this 
will continue through 2019/20. 

cur 
hucincrrn to continuce prom, 
Post Office is dependent on the in adverse • We regularly evaluate the adequacy of 
continued effectiveness, customer service our IT infrastructure and related 
availability, integrity and and financial controls. 
security of its information performance • We regularly meet with our key third 
systems and associated and/or reputation, parties to ensure they fulfil their 
infrastructure, obligations covering the security, 
Post Office, in common with A cyber-attack resilience and availability of our IT 
other businesses, is continuing could threaten the systems and infrastructure. 
to track the threat "universe" 
and is aware of increasing risk 

confidentiality, 
integrity and 

• We have introduced a Security 
Improvement Plan enabling our third 

from cyber-attackers availability of our party suppliers to use their security 
{pni_tic _' ;ay_nat on__ tae )._ systems. experience to identify a gap or 
seeking to undermine improvement to a security process or 
businesses, government and tool that Post Office has not identified, 
utilities, improving our partnership and utilise 

their experiences to improve our 
overall security posture. 

• We have policies in place for cyber, 
disaster recovery, information security 
and acceptable use. 

• We monitor and provide assurance 
against the minimum controls defined 
in these policies. 

• A Security Operations Centre has built 
enabling our IT Security Team to 
assess and manage vulnerabilities, 
identify and mitigate the risk of cyber-
attacks. 

• We continue to further invest and 
further mature our cyber defences 
including: 

➢ increasing capability within our 
security operations; and 

➢ cultural awareness around data 
protection. 
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Potential 
Principal Risk J Movement Consequences Key Mitigations 

LEGAL & REGULATORY RISKS 
Group Litigation '1EW Legal findings- and . Post_Officehasinstructed_ specialist __________: 
Post Office Limited is the court orders which 

have an adverse 
legal advisors to advise on and conduct' 
its defence of the litigation, subject to defendant in Bates & Others v. 

Post_ Office_ Limited, Claim Nos. impact on financial senior management oversight. 
HQ16X01238, HQ17XC2637 & I performance 
HQ17XO4248 in the High Court) and/or reputation. 
of Justice, Queen's Bench 
Division ("The Post Office 
Group Litigation"). 

Regulatory Environment Fines, penalties, • We have open dialogue with key 
Post Office operates under an litigation and a regulators to understand and clarify 
extensive and evolving resulting adverse expectations. 
regulatory environment, impact on financial • We regulatory perform horizon 
including areas such as performance scanning to anticipate future 
financial services, transactional and/or reputation, requirements and planning with each 
services, postal services, business area to undertake 
telecoms, procurement, appropriate solutions. 
competition law, and data • On-going training is provided to staff 
security. This environment and retail partners on legal and 
continues to evolve, regulatory matters. 
particularly in the financial • Regulatory obligations are supported 
services (e.g. HMRC's by policies which define minimum 
requirements around Anti controls that must be operated to 
Money Laundering controls, mitigate risks.
location fees as well as Fit and • Internal and external programmes are 
Proper) and telecoms space, in place to provide assurance on 
which increases the risk of regulatory compliance. 
non-compliance, costs and 
could impact our financial
performance. 

Houghton to approve. The section is also subject to change by Mark Davies and team who will 
rcvicw. fell ntyic an,, :, , , 

Post Ofliice Limited cc r>orate, tiost:+:file .ca.uk € 'AGE 25 

--"l Formatted: Font color. Dark Red, Shadow 

48 of 344 Post Office ).lira ed - Ati6t Risk & C;otnip€leince +(Eom imniil..'Fif:- ;'{) /1 



POL00422968 
POL00422968 

Teti 4.2 Financal Stoternenk> 

The Directors present the Group Annual Report and Financial Statements and Company Financial 
Statements for the year ended 31 March 2019. 

Expected future developments 
Expected future developments are detailed in the Chief Executive's statement on page [7t]. 

Results and dividends 
The profit after taxation for the year was £52 million (2018: £17 million). The Directors do not 
recommend the payment of a dividend (2018: £nil). 

Political contributions 
No political contributions were made in the year (2018: £nil). 

Research and development 
We submitted our first research and development claim during 2018/19 in respect of 2017/18 
and 2016/17. The claim relates to IT transformation projects. 

Directors and their interests 
The following served as Directors during the year: 

T C Parker PA Vennells (resigned 30 April 2019) 

A C J Cameron T KG Cooper 

TA Franklin S Khoury-Haq 

K S McCall C R Stent 

V A Holmes (resigned 27 March 2018) R J Canard (resigned 27 March 2018) 

No Director has a beneficial interest in the share capital of Post Office Limited. The emoluments 
of Directors are set out in note [5] to the financial statements on pages [)O<] to [X7€]. 

People 
People are critical to our success, whether in branch or in our offices. To attract and retain the 
right people we: 

• Conduct regular employee surveys and use the feedback to make improvements. 

• Provide information regularly on company performance, policies and organisational 
developments through our Intranet, briefing sessions and company-wide emails. 

• Have a network of engagement champions representing the voices of colleagues from 
each part of the business. 

• Are committed to providing a safe working environment that promotes the health, 
safety and wellbeing of employees. A range of services is provided to help all employees 
stay mentally and physically healthy. 

• Operate our Learning Academy to provide high quality learning for al l employees and 
postmasters, aiming to ensure that everyone Is supported Into reaching their full potential. 
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• Invest in developing the best talent to support our business, including graduate 
recruitment and active participation in the apprenticeship programme, available 
for new and existing colleagues. 

• Promote diversity and inclusion and celebrate the diversity of the workforce and 
communities we serve. We have a number of active employee network groups such as: 
Women in Leadership, to support and nurture female talent; Prism, which supports and 
celebrates our LGBT+ community; BAME (supporting Black, Asian and Minority Ethnic 
colleagues) and Return to Work (supporting colleagues returning to work after maternity, 
other parental leave and long term absences). 

• Proactively communicate that we are a Disability Confident Leader and actively try to 
attract talented people to Post Office from diverse backgrounds. We do this through our 
corporate careers page, recruitment agencies and other attraction channels such as 
Vercida who are the world's leading diversity and inclusion employer brand platform. 

• Ask all applicants to Inform us of any reasonable adjustments we can make to ensure they 
are not disadvantaged due to a particular disability during the selection process. 

• Require all Hiring Managers to complete Effective Interviewing and Unconscious Bias 
Training to ensure a consistent, fair and unbiased selection process takes place. 

• Do not tolerate any form of bullying, harassment, victimisation or discrimination whether 
written, verbal, visual or physical. We are committed to taking the necessary action to 
ensure that they do not occur, or where they do occur that they are dealt with quickly and 
eliminated, by following a consistent, fair and robust Bullying and Harassment Policy and 
Procedure. All managers are required to complete Dignity at Work training to ensure they 
understand their responsibilities and that they demonstrate the correct behaviours and 
treat everyone with dignity and respect at all time. 

Disabled employees 
As noted above, the Post Office Limited has been recognised as a Disability Confident Leader. We 
have a Disability Confidence networking group called 'Be You'. This group provides support and 
advice and helps the business to do the best it can for employees with disabilities. We also make 
necessary adjustments for colleagues who are disabled or become disabled during the course of 
their employment to allow them to carry out their role and fulfil their potential, including any 
specific training needs. 

Gender pay gap 
Gender pay is not the same as equal pay. Equal pay is about ensuring men and women are paid 
the same for work of equal value, as set out in the Equality Act 2010. At Post Office we support 
equal pay through a robust job evaluation process that is free from gender bias. 

The gender pay gap relates to the difference between the gross hourly pay of all men and the 
gross hourly pay of all women across the organisation. The difference between gender pay and 
equal pay is important to understand as you can have a gender pay gap without having equal pay 
issues. At Post Office we recognise that more needs to be done to reduce the gender pay gap and 
we are committed to doing so. 

We continue to make progress. Our gender pay gap is 0.5% lower than last year, and smaller 
than the UK average. We are closer to our goal of filling 50% of senior manager roles with women 
which was 39% in our last report and is currently 43%. The number of women holding mid-level 
managerial roles has risen by a third in the last year. We provide tailored coaching and mentoring 
for female colleagues and run recruitment programmes to encourage more women to pursue 
careers in IT and Finance. Our commitment has been recognised by The Times as we made their 
list of Top 50 Employers for Women for the third time. 
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Both our mean and median hourly gap has reduced. Our median gender pay gap is 7.9%, (as 
compared with the national figure of 18.4%) and our mean gender pay gap is 17%. The main 
reason for the gap is the lower proportion of women in senior roles relative to men. Another 
reason is part-time working - 45% of female colleagues work part-time, compared with only 12% 
male colleagues. This especially impacts the bonus pay gap. 

However, we are not complacent. There Is sti l l work to do to ensure women at Post Office realise 
their potential. We are taking actions to reduce the gender pay gap further, such as continuing 
to offer tailored mentoring to female colleagues and making sure we have 50/50 gender balanced 
shortlists for senior level, vacancies and for our next graduate intake. Above all else, we continue 
to listen to our colleagues and understand what they need to help them to flourish. We will use 
these conversations, alongside the data contained in our full gender pay report, to improve again 
next year. Because it is the right thing to do - for the future of Post Office and our people. For 
our full gender pay report please see: http://corporate.postofce.co.uk. 

Post balance sheet events 
In accordance with the funding agreement with Government, Post Office Limited received a 
Network Subsidy Payment of £17.5 million on 2 Apri l 2019. The Network Subsidy Payment is 
received on a quarterly basis and a total of £50 million will be received from Government in 
2019/20. 

Going concern 
After analysis of the financial resources available and cash flow projections for Post Office Limited, 
the Directors have concluded that it is appropriate that the financial statements have been 
prepared on a going concern basis. Further details are provided in accordance with the 
fundamental accounting concept in note 1 to the financial statements on page [XX7. 

Financial instrument risk 
The exposure of the Group to market risk, credit risk and liquidity risk has been disclosed in note 
16 to the financial statements on pages [XX] to [XD]. 

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

Auditor 
PricewaterhouseCoopers LLP were appointed as the Company's external auditors on 31 July 2018 
following a tender process. 

By Order of the Board 

Veronica Branton 
Company Secretary, Post Office Limited (Company Number 
2154540) Finsbury Dials, 20 Finsbury Street, London EC2Y 9AQ 
XX XXXX 2019 
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Strategic Report 
The Strategic Report for the Post Office comprises the Chairman's Foreword, Chief 
Executive's Statement and Financial and Business Review. 

The Post Office has had another strong year e die 
we_have_delivered-_s_trailing- profit _of_ estiwg-a-L 61 mil 'io a_14° _i- _cr 

A particularly encouraging performanc 
areas including Banking, Mails, insurance and.- Telecoms ondrra h',
has been another challenging year on the high street. 

This year we have built on the major business restructures undertaken in previous years, consolidating 
and reshaping central and back office functions to better serve our increasingly dynamic organisation. 
Improving the support we provide our postmasters and agents, and making it easier for them to run 
their Post Offices profitably, rema..i..a . .dgil.ti, 

We are creating stronger foundations to provide better services to our customers and support to those 
who run our branches. At the same time, we have been seta challenged by Government to become a 
self-sustaining company free of public subsidy. To achieve al l this, we are going to have to work harder 
than ever before. We must match the pace of change in the industry, embrace new technology, adapt 
to market trends and meet customer expectations more decisively still. 

Our recent results demonstrate that the ways in which we are transforming the business to remain 
relevant, easily accessible and the first choice for customers are working. We are on the right track. 
The success of our Banking Framework arrangements with the UK's banks has seen us become the 
biggest high street provider of cash and point of access for everyday banking services in the country. 
We are now the last cash provider in thousands of communities, reflecting our social purpose in action, 
supporting the consumers and small businesses which fuel local economies. There is more growth to 
come and we are working hard to expand this offer, to simplify the processes underpinning it and 
provide a better share of that success to our postmasters. 

Elsewhere we performed well against strong competition and emerging market trends. Our Insurance 

This year's acquisition of Payzone Bill Payments Limited ("Payzone") underscores our determination 
to extend our reach and accessibility for corporate and retail customers alike. The integration of 
Payzone's bill payments business with our own more than doubles the number of outlets at which 
these services can be conveniently transacted, to 25,000. This provides us with a much stronger 
platform through which to innovate and win new contracts from a wide range of corporate clients. 

Ifap-av-isag--the xr*ppwt-we-pra,,Ade-e+aa {sertartasFerx-<: ~i-U gvra a. w-..;may>!n~;..!r-pier--f4rr`-tk crn--to--r-uo 
thgir Poct QfAcesprof'ta sing a priority. To sucpor: postmasters, Wvje have been reviewing 
our ways of working to ensure that effort and complexity are kept to a minimum, while looking to 
extend their product offering and rebalancing transaction fees. Our ambition is to attract and retain 
high quality business people to deliver for all our customers with energy and care. The ongoing Group 
Litigation involving Post Office is an important reminder that this aspect of our work is open ended, 
and that we must always strive to do even better. 
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As ever, it's our people, whether working in branches across the country, in our supply chain or in our 
support centres, who are making these changes happen and I would like to thank them for their 
continued support and their dedication to making this business successful. 

I would also like to express my appreciation to our Shareholder, the Secretary of State at the 
Department for Business, Energy and Industrial Strategy ("BEIS"), as well as his Ministers and officials 
in UK Government Investments and BEIS for their collaboration and support across the year. My 
colleagues on the Post Office Board and the Executve Team have, once again, demonstrated real 
drive and energy in addressing the many challenges involved in modernising the Post Office for future 
generations. 

Finally, I would like to extend particular thanks to Paula Vennel ''ls for her service over the past seven 
years as Chief Executive, leading and transforming this unique business towards an even brighter 
future. During Paula's leadership, Post Office has grown from a company that was losing £120 million 
a year, with a branch network in desperate need of modernising, to a strong, customer--focused, 
innovative and profitable business. She is leaving the business in good shape and I wish her every 
success for the future. I look forward to working with Al Cameron, Interim Chief Executive, and the 
Executive Team to build on Paula's success in the coming year. 

Tim Parker 
Chairman 
XX XXXX 2019 
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The Post Office matters more today than ever before. Providing essential services to millions of 
consumers and small businesses, day-in, day-out, it fulfils a unique function in the UK. We are, 
therefore, relentlessly focused on what needs to be done to evolve Post Office so it is relevant for 
future generations, financially robust to weather new challenges, and always faithful to our central 
purpose: being there for every customer in every community. 

With a trading profit of £61 million this year, ochiovod i.rtct 0 broodly fbsuppc;tecby a sYn l- Formatted: Not Highlight 
increas-irL-; evne-sever3cae-rofie, we are on track to achieve our £100 million trading profit target 
by 2020/21. As Government looks, quite rightly, to reduce its financial support for the business in 
favour of other spending priorities, it is essential that we build robust financial foundations. 

Our trading profit target reflects our shared ambition to become entirely subsidy free after 2020/21, 
and create sufficient value to build a thriving, UK-wide, business for the long term. This will not be 
easy. We have to keep developing ahead of the market, and generate enough profit to reinvest in 
products, technology, our branches, and our people. We take confidence from the fact that our recent 
results demonstrate that if we stay focused on the right things we can succeed. 

This year saw us complete our Network Transformation Programme, by far the biggest change we 
have ever made, and one of the biggest in UK retail. Investing in and modernising over 7,700 branches 
has resulted in significant increases in opening hours and levels of customer satisfaction. Over the 
period, we also opened over 440 new Post Offices in new locations, part of our strategy to increase 
convenience and choice for customers who want easier access to our services on their doorstep. With 
11,638 branches as at the year-end (2018: 11,547), our network is at its most stable for more than 
a decade arid;-end is growing._A-detailed.-h eakdoy rn w'l l _h _av ahl _:_n this year's Vetyic.i Report,:, 

Franchising, combining a liPost Oeffce alongside a separate retai l offering, enables us to share the 
property, staffing, and other costs of running any business. This model, which has been operated 
successfully across the vast majority of the network for decades, continues to be extended to some 
of our Directly Managed Branches ("DMBs'). These represent less than 2% of our network, but are 
disproportionately expensive to operate as stand-alone Post Oeffices. The decision to franchise is 
driven by a determination to keep these essential services available on high streets across the country 
in the face of the very significant cost challenges facing all retailers. Research shows that customer 
satisfaction levels return to, or even exceed, their pre-franchise levels soon after the change is made. 

Improvements to our physical network of brick-and-mortar outlets has been matched by significant 
IT investment across the business, powered by substantial investment funding from Government. In 
financial year 2018119, we Ialgel.ysubstantaally completed the transformation of our back office 
systems. These handle £60 billion in financial transactions each year for corporate clients and 
customers. As well as driving further efficiency, the changes give us better commercial insights to 
enable us to improve products and services. At the front line, we also renewed equipment in all our 
branches, and continue to look for opportunities for technology to expedite and simplify processes for 
our postmasters and customers. 

We are consolidating and strengthening our position in some of our traditional markets, such as bill 
payments. Following clearance by the Competition and Markets Authority in October 2018, the 
successful acquisition of Payzone's bill payments business gives us a combined network of 25,000 
locations at which customers can conveniently pay for essential services, significantly enhancing 
opportunities for future revenue growth in this competitive market. 

We have retained our position as number one in letters and parcels, with significant growth in home 
shopping returns offsetting the continued decline in stamps. Online shopping has continued to drive 
strong growth in Collections and Return volumes and we are working closely with Royal Mail to 
innovate and improve our customer offering. This year we launched the new 'Labels to Go' service for 

Post Office Limited corporate,postcffice.co.uk i PAGE 3 

54 of 344 Poet Office l...l#-u ed - Audit Risk, & Compliance +( otf wriil1wf:- ;'{) 1`i 



POL00422968 
POL00422968 

Tab 4.2 Financal Stttern€i:nE3 

online shoppers to print a returns label at their local Post Office, by simply using a QR code on their 
mobile phone or tablet. 

Our travel proposition also continues to grow as we leverage our market leading position in Travel 
Money, using technology to enhance our offer. More than 300,000 customers are already using our 
new Travel App. This enables customers to manage their Travel Money Card accounts 24/7 from 
anywhere in the world, as well as providing easy access to travel insurance. Over 700 branches are 
now offering Passport Digital Check and Send, enabling branches to process applications online, 
dramatically improving the customer experience, while boosting security. To round off what has 
become a one stop shop for our customers' travel needs, we made International Driving Permits 
available in 2,500 branches across the country, selling 350,000 permits over two months, with plans 
for further expansion in the year ahead. 

Over 900,000 new customers registered for our GOV.UK Verify service, which provides a secure, and 
re-usable, means of definitive identity assurance to enable customers to access a range of online 
Government services. The opportunity now is to build on this success and expand the benefits of 
digital identity to a much broader range of users and organisations. We believe the Post Office is 
ideally placed to help grow this wider market, and we are seeking to rekindle Government's impressive 
early interest and positive action in the development of this new and transformative technology. 

Concerns over bank branch closures across the country have grown louder across the year, and 
underscore just how important the continued availability of access to basic banking services through 
the Post Office is to communities. Since its inception in January 2017, we have significantly grown the 
volume of transactions we undertake on behalf of al l the UK's major banks, and doubled revenue. We 
have been busy working on a significant further expansion over the next three year phase, rebalancing 
the fees we receive to better reflect the value of the service. While the banking framework is already 
resonating strongly with custmr*ors. we continue to undertake awareness raising activity with our 
banking partners to secure maximum benefit From itsoperation. We want all those involved to share 
in the success of the service, especia ly those wor<ing at the counter, and we recently announced that 
we are near tripling the fees our postmasters receive for cash deposits as a result. 

We recognise that our postmasters are key to the success of our business. These are the people 
operating our branches alongside their retail businesses, serving our customers, day-in, day-out. 
While the model works well in thousands of branches across the country, we know that in common 
with other retailers, there are challenging head winds to face into. That is why have been working 
hard to make it easier for them to operate their Ppost Q_offices more profitably, with less effort, and 
better support from us. From the process of on-boarding, through improved training and field 
engagement, to simplified products and sales processes, we are continually improving the support we 
provide postmasters. Irrespective of the legal merits, the Group Litigation we are engaged in brings a 
sharper focus to this work. While our culture and practices have changed hugely over the 20 years 
spanned by the case, it is right that we must continue to do better. 

I would like to thank the Post Office Board, led by Tim Parker, for its direction and support throughout 
the year, as well as our Shareholder and colleagues at BEIS. I must also thank all my colleagues in 
our main customer support centres for rising to the challenge, once more, as we build a stronger 
business. My final thanks are reserved for my predecessor1 Paula Vennells, who over the past 7 years 
has led us, as CEO, to be a profitable, confident, business without losing sight of our values. The Group 
Executive is continuing, with passion and enthusiasm, to evolve an organisation like no other in the 
service of current and future generations. 

Atisdair Cameron 
Interim Chief Executive 
XX XXXX 2019 

Post Office Limited corporate.po- off ce.co.uk i PAGE 4 

Post Office l imbed - Auiil Risk & Complier e ,;o r3rr:if.'ee-29I0511 55 of 344 



POL00422968 
POL00422968 

Tab 4.2 Financial Stxaternenk> 

Financial and Business Review 

Summary results 
We delivered our third consecutive year of profit as we continue on the path to commercial 
sustainability. 

Operating profit was £13 million (2018: £47 million). This is after increased depreciation and 
amortisation charges of £94 mi llion (2018: £55 million), and exceptional items of £14 million (2018: 
£3 million). 

Trading profit increased by £26 million to £61 million (2018: £35 million). Our revenueturnnver grew 
by £16 million during 2018/19 to £972 million (2018: £956 million). Growth was driven by our Identity 
(97%) and Insurance (15%) business areas, with continued growth also noted within Banking Services 
(15%). This was partly offset by the anticipated decline in our card account income stream (down 
25%). 

As planned, the Network Subsidy Payment ("NSP") from Government decreased by £10 million to £60 
million (2018: £70 million). NSP is to cover the costs of loss making branches which deliver our social 
purpose. It is our responsibility to demonstrate that the NSP received is equal to or less than the total 
loss these social purpose branches create. If the loss is less than the NSP, we are obliged to pay the 
difference back to Government. This reduction in the NSP hwas•-ssrtiy been offset by cost reductions 
of £2 million and;  revenue when combined wit h the growth of £16 million. in ".red 
ais reks_a_r.esu, cijusteci_resu<ted-ifa-an-ad)a~ted-EBITDA increased t.yof £16 million to £121 million 
(2018: £105 million). 

Profit and Loss Summary - Trading 

2019 2018 Variance Variance 
£m £m £m 

y
Revenur~ 972 956 16 2 
Costs (958) (960) 2 4-- 
Other income 14 5 9 180 
Share of profit from joint venture 33 34 (1) (3) 
Trading profit 61 35 26 74 

Add: Network Subsidy Payment 60 70 (10) (14) 

Operating profit before depreciation, 
amortisation, exceptional items and 121 105 
investments (adjusted EBITDA) 

16 15 

Depreciation and amortisation (94) (55) (39) (71) 
Exceptional items (14) (3) (11) (367) 

Operating profit before investments 13 47 (34) (72) 
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Significant accounting judgements 

Going concern 

The Group (being the Group of companies headed by Post Office Limited) has net assets of £256 
million at 31 March 2019 (2018: £203 million) and headroom on the loan from BEIS of £385 million 
(2018: £327 million). This is £185 million above the target minimum headroom of £200 million, hence 
we are not at risk of breaching this limit. We have also been profitable at a trading profit level with 
current year profit of £61 million (2018: £35 million) and shown a profit after tax of £52 million (2018: 
£17 million). 

We have the following funding agreed with BEIS: a working capital facility of £950 million to 31 March 
2021; a further £50 million facility available to provide same day liquidity to 4 April 2020; NSP of £50 
million for 2019/20 and 2020/21 respectively; and we also have investment funding of up to £210 
million avaia-ble_for-- he-_p.-eriod-.from-_Aril-_2tI18_go-_Ma;"cn_2020,as-~eGt~ised--fex--up--tcr--Mar-ch--2020 
Investment funding of £168 mil lion was received in 2018/19. 

After careful consideration of the plans for the coming years, we continue to believe that Post Office 
wil l be able to meet its liabilities as they fall due for the next 12 months. Accordingly, on that basis, 
the Directors consider that it is appropriate that these financial statements have been prepared on a 
going concern basis. 

Key Financial Performance Indicators 

2019 2018 Variance 
£m £m £m 

1 n v rrReven_= 972 956 16 

Operating profit before depreciation, amortisation, 121 105 16 
exceptional items and investments (adjusted 
EBITDA) (note [XX]) 

Operating profit before depreciation, amortisation, 
exceptional items, investments and Network 61 35 26 
Subsidy Payment (trading profit) (note [XX]) 

Profit for the financial year 52 17 35 
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As disclosed in note [XX] to the financial statements on page [XX], we have split the results of the Group 
between trading and investments. Together these combine to give the results of the Group. This 
presentation clearly separates the underlying trading of the business from the change activity being 
undertaken to ensure the future sustainability of the Post Office. In the following sections, we consider 
each of the columns of our consolidated income statement which combine to give an operating profit of 
£52 million (2018: £15 million). Once finance income/costs, taxation credit/charge have been factored 
in, the profit for the financial year is £52 million (2018: £17 million). See the consolidated income 
statement on page [XX] for full details. 

2019 2018 Variance 
£m £m £m 

Operating profit 
Operating profit before depreciation, amortisation, 
exceptional items and investments (adjusted 1.21. 105 16 
EBITDA) 
Depreciation and amortisation (94) (55) (39) 
Exceptional items (14) (3) (11) 
Operating profit before investments 13 47 (34) 
Investments 39 (32) 71 
Operating profit 52 15 37 

Post Office Limited Corporate.pas Gffce.co,uk i PAGE 7 

8 of 344 Post Office l...im ed - Au< it Risk, & C:oilT1plient ei +( o wrhlee 92  O5h1 



POL00422968 
POL00422968 

Teti 4.2 Financal Stotern€snk> 

r' r 

The Post Office business is organised into three strategic business units, Retail, Financial Services & 
Telecoms (including Insurance) and Identity. RevenueTurnover from our subsidiary Post Office 
Management Services Limited is included within the Insurance line below. Revenue from our 
subsidiary Payzone Bil l Payments Limited ("Payzone") is included within the Payment Services line 
below. The divisions and their performance are detailed on the next pages: 

2019 2018 Variance Variance 
£m Em Em 

Retail 
Mails 350 334 16 5 
Retail & Lottery 42 45 (3) (7) 
Payment Services 27 27 - - 
Cash & Banking Services 161 158 3 2 

Financial Services & Telecoms 
Financial Services 113 127 (14) (11) 
Telecoms 153 147 6 4 

Insurance 55 48 7 15 
Identity 88 54 4 7 
Identity 88 54 4 7 
Other* 13 16 (3) (19) 
Yurnover-Revenue 972 956 16 2 
Relates to Supply Chain income (E10 million) predominantly for warehousing of Royal Mail stock, transport of high value 

mails and release of Bank of Ireland deferred income (E3 million). 

The grouping of products has altered in 2018/19 as a result of changes to internal reporting, with Post 
Office Card Account ("POCA") revenuetu=nevee--moving from Government Services to Cash & Banking 
Services. Remaining Government Services revenueturnevccr has been moved into the Identity business 
unit. Banking Services and ATMs revenue have also moved into Cash & Banking Services. Commission 
income relating to Government Services has been reclassified from revenue to other income because 
it did not fall within the scope of IFRS 15 Revenue from Contracts with Customers. The impact of these 
changes on the reported 2017/18 performance of the divisions is detailed below: 

Commission Banking 2018 
2018 POCA income Identity Services ATMs reclassified 

£m Em Em Em Em Em Em ------------------------------------------- ----- -----------------------------------------------------------
Retail 

Mails 334 - - - - - 334 
Retail & Lottery 45 - - - - - 45 
Government Services 99 (40) (5) (54) - - - 
Payment Services 57 - - - - (30) 27 
Cash & Banking Services - 40 - - 88 30 158 

Financial Services & Telecoms 
Financial Services 215 - - - (88) - 127 
Telecoms 147 - - - - - 147 

insurance 48 48 
identity - - - 54 - - 54 

44 _ _ _ _ _ 49 

then 16 - - - - - 16 
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961 - (5) - - - 956 venue

Reta i I 
The Retail business encompasses our position as the United Kingdom's number one mails provider, as 
wel l as providing Cash & Banking and Payment services. 

Mails 
Mails includes the sale of parcels and other mails products provided by Royal Mail and Parcelforce, 
Underlying trading turnovcr revenue is up £167 million (65%) year on year. Growth in parcels (7%) and 
home shopping returns (35%) is partially offset by the continuing decline in stamps. in addition, there 
were planned reductions in the fixed fee element of the contract with the Royal Mail Group plc of £2 
million. 

= Formatted: Font: 9 pt 
Retail & Lottery

Payment Services 
Payment Services includes bl ''::;: noyment :runsuc5ors- Re,;el-rt.:e don remained Flat at ±'7 milaon 

the reset:er market of £4 mill on. 

Cash & Banking Services 
This comprises the following services: 

2019 2018 Variance Variance 

£m Em Em 

POCA 30 40 (10) (25) 

Banking Services 102 88 14 15 

ATMs 29 30 (1) (3) 

Cash B•. Banking Services 161 158 3 2 

POCA revenue has decreased by £10 million in line with expectations. ATMs revenue has remained stable 
despite market decline. Banking services has significant year on year growth of £14 million to £102 
million as more high street banks are closing their branches, in addition to the switch made to automated 
deposit transactions in October 2018. 
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Poymcrtt Ccrvicc indudcs bill peymcnt transactiorto. Rvcrtuc has rcmaincd flat at £27 million (2018: 
£-27 rnlI lien) T-ate--acquisition of -Payzon-e-cont4bute<i-£4 —miliotn-tc- Eurnover,,-offset by-reduced-volu-mutes-in 
the .. seliier market of  CF p9ill iep 

Financial Services & Telecoms 

Financial Services 
Our Financial Services products include mortgages, credit cards, savings and travel money, in addition 
to postal orders.'"' naves Revenue decreased by £14 million to £113 million (2018: £127 million). 
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The majority of the decrease is due to Bank of Ireland products, down £12 million to £45 million (2018: 
£57 million). This is due to not having a minimum savings commission value in 2018/19. The 
competitive, customer and regulatory environments remain tough; the continued low rate environment 
and Bank of England funding scheme are putting pressure on Mortgage margins and savings rates. 
Mortgages are also chal lenged due-t-o-Bank-of-Ixetand pricing constraints, but the expansion into the 
Broker channel is compensating for this. 

Turnover Revenue from Postal Orders declined by £2 mi llion as this legacy product continues to decline 
in the marketplace. The impact of Brexit, weak sterling and tighter AML regulations continue to impact 
MoneyGram and to a lesser extent travel money, which has remained stable year on year. 

Telecoms 
Telecoms includes Post Office HomePhone, Broadband and Fibre services. 

Telecoms turnoverrevenue of £153 million increased by £6 million (2018: £147 million) as customer 
numbers have increased. 

Insurance 
Post Office Insurance provides Travel, Life and General insurance policy cover. Insurance turnover 
revenue has grown by £7 million to £55 million (2018: £48 million). The increase was driven mainly by 
growth in our Over 50s Life insurance and Travel insurance businesses. 

Identity 
Identity provides Home Office, DVLA and Verify services. Identity twr-nave;'--revenue has grown by £4 
million to £58 million (2018: £54 million) due to the launch of Universal Credit in Verify. A new pricing 
arrangement with the Government Digital Service in November 2018 significantly reduced average 
margin for the Verify service, and will do in the future. 

Total costs decreased by £2 million to £958 million (2018: £960 million). 

People costs of £193 million increased by £4 million (2018: £189 million) due to pay increases. 

Average headcount reduced from 5,066 in 2017/18 to 4,703 in 2018/19 reflecting LL'ef'ect ng the e 9win Formatted: Font: (Default) verdana, 10 pt, Font color 
shape of our operations cfficicncy coving crocs the DMBs and the effect of the Network and DM Auto,English (United Kingdom), Condensed by 0.1 pt 
transformation programmes. Closing headcount for the year was 4,397 (2018: 5,020). 

Other operating costs decreased by £f6 million to £765 million (2018: £771 million) of which £3 million 
relates to landlord compensation payments, with other controlled cost savings noted, especially in IT. 

De reciation and amortisation 
Depreciation and amortisation charges increased to £94 million (2018: £55 million); a number of 
significant assets under construction came into use during the year and are now being depreciated. 

Exceptional costs [to be updated] 
Formatted: Highlight 

On 11 April 
10

2016, a High Court claim was issued on behalf of a number of postmasters against Post 
Office in relation to various legal, technical and operational matters, many of which have been the 
subject of significant external focus for a number of years. Post Office is robustly defending the claim, 
believes it lacks merit, but welcomes the opportunity to have these matters reso:ved through the 
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Court managed Group Litigation Order, 

The Court has ordered two trials to be heard in 2018/19 to determine a subset of the preliminary 
issues in dispute between the parties. The Court has not yet ordered a process for determining any 
issues of liability or quantum, To date, the Claimants have not asserted the aggregate value of their 
claims in any of the Particulars of Claim filed in the litigation. 

While the Directors recognise that an adverse outcome could be material, they are currently unable 
to determine whether the outcome of these proceedings would have a material adverse impact on the 
consolidated position of the Group, and are unlikely to be able to do so until the Court has made 
further determinations and the Claimants have provided the necessary information about the value of 
their claims. The Directors continue to keep this under close review 

The costs of £14 million included in exceptional items relate to Post Office. defending the Post Office 
Group Litigation (2018: £3 million). 

Post Office Limited has a joint venture with the Bank of Ireland with each holding 50% of First Rate 
Exchange Services Holdings Limited. The principal activity of the business is the supply of foreign 
exchange in the UK to the Post Office and others. The share of operating profit from the joint venture 
was £33 mi llion (2018: £34 million). 

Capital and investment costs 
Investment costs included in the consolidated income statement are shown below: 

2019 2018 
Em £m 

Investment funding 168 70 
Restructuring: 
Business transformation (14) (16) 
Network programmes (64) (63) 
IT transformation (13) (6) 
Severance (38) (17) 
Total restructuring costs (129) (102) 
Unwinding of discount on provisions (1) (2) 
Total investment income/(charge) 38 (34) 

Restructuring costs include the costs of delivery for major change programmes. In addition, we have 
incurred £1594 million (2018: £151 million) of capital spend, primarily on IT transformation projects, 
as disclosed in notes [X] and [X]. Combined with restructuring costs of £129 million (2018: £102 

These are offset by Government funding, recognised to match the associated costs. Government 
f ngGovernr ent funding for 2018/19 of £168 million (2018: £70 million) was received in quarterly 
instalments and was fully recognised in the year. 
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BEIS has approved funding of up to £210 million which is available for the period from April 2018 to 
March 2020. The maximum available in 2018/19 was £168 million and this was received in full. 

Cash and cash equivalents amounted to £54360 million (2018: £655 million) at the year-end. There 
was a net cash outflow during the year of £95112 million (2018: £25 million). 

Net debt (excluding cash in the Post Office network) decreased by £6669. mi llion year on year as 
shown in the table below. 

2019 2018 

BEIS loan at the start of the year (623) (561) 
Investment funding 168 70 
Restructuring costs (119) (116) 
Other cash inflows from operating activities 513.4 66 

-----------------------------------------------------------------------------Net cash inflow from operating activities 10083 20 
Dividends received from joint ventures 33 34 
Acquisition of businesses (17) (6) 
Proceeds from the sale of property, plant and equipment 4 5 
Purchase of tangible and intangible non-current assets (149) (135) 
Net cash outflow from investing activities (129) (102) 
Net cash outflow from financing activities (8) (5) 
Decrease in cash and cash equivalents 95 25 
BEIS loan at the end of the year (565) (623) 
Cash (excluding cash in the Post Office Network) 243 12 
Total net debt carried forward at the end of the year (S42-) (611) 

Post Office Limited seeks to minimise the amount drawn down on the loan from BEIS in order to 
reduce its interest cost. The facility is limited to a maximum of £950 million, the unused facility at the 
end of the year was £385 million (2018: £327 million). The maximum drawn down under the facility 
during the year was £744 million on 13 Apri l 2018. The facility is available at two days' notice and has 
an end date of 31 March 2021. 
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Post Office Limited's borrowing facility from the Government limits the purposes for which the facility 
can be used and, together with borrowing limits contained in the Articles of Association, imposes 
constraints on the avai lability of external borrowing. 

The Bank of England Note Circulation Scheme 
The continued participation in the Note Circulation Scheme ("NCS") assures that Post Office Limited has 
an adequate supply of notes to meet customer demand across its network and provides a mechanism 
for enabling Post Office Limited to hold Bank of England owned notes. At the end of the year £227 million 
(2018: £238 million) of Bank of England owned notes were held. See note 22 on page [XX] for further 
details on the NCS. 

Post Office also has an arrangement in Scotland with a commercial banking partner whereby surplus 
Scottish notes are sold to the partner overnight for repurchase the next day. At the end of the year a 
total of £3 million (2018: £17 million) was outstanding under this arrangement. 

Pensions 
Post Office Limited is the principal employer of the Post Office Section of the Royal Mail Pension Plan 
("RMPP"), which is independent of the Royal Mail section of the RMPP. Royal Mail Group Limited is the 
principal employer of the Royal Mail Senior Executives Pension Plan ("RMSEPP") and Post Office Limited 
is a participating employer within RMSEPP. RMPP and RMSEPP are both defined benefit plans. The Post 
Office operates a defined contribution scheme - the Post Office Pension Plan. 

Both defined benefit plans are closed to new members and closed to future accrual. 

In 2016/17, a Memorandum of Understanding was executed by Post Office with the Trustee of RMPP. 
This removed the unconditional right to refund from the RMPP. As a result of these events the surplus 
relating to this Plan was derecognised. 

In 2017/18, the Trustees of the pension scheme entered into an agreement with Rothesay Life PLC in 
which a pension buy-in was effected by the purchase of two bulk annuities. Under the purchase 
agreements, the Trustees of the pension plan bought an asset that provides income which matches 
closely the benefit payments from the pension plan, achieving a material risk reduction as changes in 
income mirror changes in benefits due to, for example, inflation and longevity. 

The accounting surplus reduced by the difference between the insurance premium and the value of the 
insured liabilities, creating a `loss' on buy-in. There was also an ancillary premium as part of the buy-in 
agreement which transferred to the insurer the risk of 'incorrect data being used to price the premium. 
These items were recognised in Other Comprehensive Income in 2017/18. As Post Office had no right 
to a future surplus in the scheme, there was an equal and opposite adjustment to the asset cei ling 
through Other Comprehensive Income. As a result, there was no effect on the net assets position of the 
Group. 

The immaterial deficit payments into RMSEPP were agreed with the pension trustees during the year 
and payments were made in accordance with the agreements. The net cash payments made are detailed 
below: 

2019 2018 
Em £m 

Regular pension contributions (20) (20) 
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Funding of the pension deficit - RMSEPP - (1) 
Payments relating to redundancy (1) (5) 
Net cash payments (21) (26) 

The income statement charge to trading for the year was £13 million (2018: £17 million) in relation 
to the defined contribution scheme. There was no charge (2018: £nil) in relation to the defined benefit 
scheme. 

Alisdair Cameron 
Interim Chief Executive 
XX XXX 2019 
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iM{ 

Post Office Limited ('the Company") is 
wholly owned by the Dcportrncnt 
Secrets  of Stste for Business, Energy 
and Industrial Strategy ("BEIS"). BEIS 
holds a special share in the Company 
the rights of which are enshrined within 
the Post Office Limited Articles of 
Association 
(http://corporate.postoffice.co.uk/our-
leadership). 

wT. 

.. ......... . ...... . ......... .............................. 
-ec,atars• of State fur 3asi:;ess, 

E3Teis o Irdustria€Strategy 

.............................:. ............................. 
Past Office u:r:ited 

.flak 
ra<__ .

7~t aF.:ae to r:en: c..mie¢s  _.E ..h d(R 
U4ddf:~e imRad(RTES') trm:eetl Lrntvd 

.:.d

: .. T.... KR 

.._........ 
BEIS has no day to day involvement in
the operations of the Company or in ; -- ' °gf --
the management of its branch network and staff. Through UK Government Investments ("UKGI"), 
BEIS monitors the Company's performance, in particular its compliance with minimum network access 
criteria and provision of specified services. BEIS has the right to appoint Non-Executive Directors to 
the Board and typically appoints a UKGI employee for this purpose. Tom Cooper currently holds this 
position. 

The Company maintains standards of corporate governance appropriate for our ownership structure, 
commitment to social purpose and strategy to achieve commercial sustainability. We review our 
corporate governance arrangements to ensure they remain appropriate for our developing business 
needs and relevant legal and regulatory advances. 

The Board is responsible for setting the business' strategic aims, putting in place the leadership to 
deliver them, maintaining appropriate oversight of the management of the business, reporting to the 
Shareholder and determining the Company's vision, values and organisational culture. 

During 2018/19 the Board comprised an independent Non-Executive Chairf:aan, the Group Chief 
Executive, the Chief Finance and Operating Officer and five Non-Executive Directors (one of whom is 
designated the Senior Independent Director and four of whom are independent). Non-Executive 
Directors are not employees of Post Office Limited but provide services under the terms of an individual 
letter of appointment, signed at the commencement of their directorship. 

Directors' statutory duties are set out in the Companies Act 2006. The primary duty of the Directors 
is to promote the success of the Company for the benefit of its Government shareholder and the wider 
stakeholder community. 
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Mu Tim Parker, Independent Alisdair Cameron, Chief Finance 
Chairman, Chairman of the 

j. 
and Operating Officer throughout 

Nominations Committee and i E the 2018/19 financial year and 
member of the Remuneration Interim Chief Executive from 5 
Committee April 2019.
Joined the Board I October 2015 Joined the Board 28 January 2015 

Ken McCall, Senior Independent iiB Tim Franklin, Non-Executive Director 
Director, Chairman of the and member of the Audit, Risk and 

: .. Remuneration Committee and Compliance Committee 
member of the Audit, Risk and Joined the Board 19 September 2012 
Compliance and Nominations 
Committees 
Joined the Board 21 January 2016 

I
.Shirine Khoury-Haq, Non- Carla Stent, Non-Executive Director 
Executive Director and member of and Chairnaaa of the Audit, Risk and 
the Nominations and Remuneration Compliance Committee 
Committee f'' Joined the Board 21 January 2016 
Joined the Board 24 May 2018 

Tom Cooper, Non-Executive 
Director, and member of the Audit, 

Paula Vennells, Group Chief 
Executive, throughout the 2018/19 

Risk and Compliance and '` financial year2
Remuneration Committees Joined the Board 18 October 2010 
Joined the Board 27 March 2018 

Company Secretary: 
Veronica Branton Jane Macleod 
Appointed as Company Secretary XX Served as Company Secretary 
XXX 2019 from her appointment on 30 

August 2017 until 31 May 2019 

Ali deir Carrieron_was_aooginted_iriterirr_Chief-Executive on._5_Apr_uI 2019-. 1d_e. rando~Jer_.peroo 
commenced until Paula Vennells resignation on 30 Apri l 2019. 
'Paula Vennells resigned as Group Chief Executive on 30 April 2019. 
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Non-Executive Directors are usually appointed for an Initial term of three years with the scope to 
renew for a second term, subject to Board approval and the approval of BEIS. Ken McCall and Carla 
Stent were reappointed for a second term of three years on 29 January 2019 as Senior Independent 
Director and Non-Executive Director, respectively. As the Board representative of UKGI, Tom 
Cooper's appointment period is determined by the Secretary of State for BEIS. 

Biographies of all current members of the Board can be found on the Post Office Limited website: 
corporate.postoffice.co.uk/our-leadershi p. 

Board 
Role and responsibilities 
The Board is accountable to the Secretary of State for BEIS, as the sole shareholder, for the 
performance of the Company and is required to seek consent for certain matters, as included In the 
Articles of Association. The Shareholder is briefed regularly on the performance of the business and 
the progress to deliver the strategy. 

The Board Is also responsible for oversight of legal and regulatory compliance, delivery of the 
strategy, providing constructive challenge to the Group Executive and communicating with the 
Shareholder. The Board has a schedule of matters reserved for its decision and has approved Terms 
of Reference for its committees, which are available on the Post Office website. 

The Board annually reviews the strategy, approves the annual budget and business plan required to 
deliver the strategic objectives for that year; the last approval was in [May 2019]. The Board 
regularly reviews reports on performance against that plan and receives periodic business reports 
from senior management. Directors are briefed on matters to be discussed at Board and Committee 
meetings by papers distributed in advance of meetings, as well as management presentations. 

In setting the risk appetite for Post Office Limited the Board has established a framework to manage 
and mitigate risk. The Board takes guidance from its Audit, Risk and Compliance Committee, and 
has oversight of risk management. This Committee receives reports from the executive Risk and 
Compliance Committee, from the internal and external audit teams and from operational 
management. Further detailed information on the management of risk within Post Office Limited, 
together with identification of principal risks, their impacts and mitigation can be found in the 
management of risk section on pages [XX] to [XX]. 

Key focus and achievements in 2018/19 
During the year to 31 March 2019, the Board continued to oversee the Post Office Limlted's strategic 
plan to achieve commercial sustainability and profitability. 

This included project approvals, monitoring of developments in IT strategy, and services in the digital 
space. These developments are designed to enhance customer experience and offer services that 
meet customer needs in a digital age while continuing to serve our social purpose. 

The Company acquired Payzone Bill Payments Limited on 24 October 2018. The business has over 
25 years' experience in the bill payments industry and offers payment terminals for bills, tickets, 
lottery and mobi le top up in convenience stores, enabling these businesses to generate revenue and 
Increase footfall. 

The Board approved the appointment of new external auditors, following the resignation of Ernst & 
Young LLP et the end of their te=m_ofengarlement. PricewaterhouseCoopers LLP were appointed as 
the Company's external auditors on 31 July 2018 following a tender process. 

The Board also focused on a revised banking framework to provide banking services in Post Office 
branches on behalf of UK banks and approved investment for the Branch Hub (a self-service portal 
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for branch operators and business owners to access support). 

The _Bosrdrec_eiye_re-g~gr flee.IL'n-a_Erd as fety.-epQ1's_arl-_rc cye9 th _Ceni`lic:ts_ef_Irltc cst-_P`~'rcf=
The Board also reviewed and approved the Company's 2017/18 Modern Slavery Act Statement. 

The Board continued to monitor the progress of the ongoing Group Litigation Order. 

Conflicts of Interest and Independence 
The Board may, in the furtherance of its duties, seek independent professional advice at the expense 
of Post Office Limited. During the period, no Director sought independent professional advice. 

In accordance with the Companies Act 2006, the Articles of Association give the Directors power to 
authorise conflicts of interest. 

During the period, none of the Directors had a material interest in any contract of significance with 
Post Office Limited or any of its subsidiaries. At all times during the periods of their appointments in 
2018/19, the independent Directors met the criteria for independence set by the Board. 

Post Office Limited has arranged appropriate insurance cover in respect of legal action against 
Directors of Post Office Limited and its subsidiaries. 

Tim Parker, Ken McCall, Tim Franklin, Shirine Khoury-Haq and Carla Stent are considered 
Independent Non-Executive Directors. Tom Cooper Is not an Independent Non-Executive Director as 
he is a shareholder representative. Paula Vennells and Alisdair Cameron held executive roles 
throughout the financial year, and as such were not independent directors. 

Board Meetings 
During 2018/19 the Board met ].24 times (including additional meetings held either in person or by 
telephone). A record of Directors' attendance (attended/eligible to attend)3 at the Board and its 
Committees is set out in the table below: 

Nor.- Executive 
Directors 

Ken McCall 8/8 4i4T-0 4/5 4/4 6/6 

Tom Cooper 8/8 244T-BE 5/5 - 5/6 

Tim Franklin 8/8 _2 4T-8C 4/5 - - 

Shirine Khoury-Haq 818 4/f&T-W. - 3/4 5/6 

Carla Stent 8/8 LT -BC 5/5 - - 

' Directors who are not members of a committee may attend meetings from time to time, at the invitation of 
the Chair. 
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Committees 
To assist In the execution of Its corporate governance responsibilities, the Board has established 
three committees which deal with specific topics requiring independent oversight. The Audit, Risk 
and Compliance, Nominations, and Remuneration Committees are each chaired by an independent 
Non-Executive Director. 

The Board retains overall oversight but delegates responsibilities and authorities to its committees 
to operate within the Terms of Reference approved by the Board. The Terms of Reference for all 
committees are reviewed annually to assess that each Committee discharged its duties effectively in 
accordance with the Terms of Reference. The reviews conducted in March 2019 raised no issues. 

Terms of Reference for the committees are available on the Post Office Limited website: 
www.corporete.postoffice.co.ukfour-leadershi p. 

Nominations Committee 

Role and Membership 
The duties and responsibilities of the Nominations Committee are included in the Terms of Reference, 
which are available on the Post Office Limited website: www.corporate.postoffiice.co.uk/our-
leadership. 

The Committee is chaired by Tim Parker, Chairman, and the other members during the year were 
Shirine Khoury-Haq, Non-Executive Director and Ken McCall, Senior Independent Director. 

Work of the Committee in 2018/19 
During the year the Committee considered the skills and experience required by the Board for a new 
Group Chief Executive and a new Non-Executive Director and worked with Russell Reynolds (search 
consultants) on the proposed appointments. The Committee approved re-appointments to subsidiary 
boards and the appointment of a new Chair of Post Office Management Services Limited. 

The Nominations Committee monitored the independence and internal process for the evaluation of 
the Board and Board sub-committees and considered developments in corporate governance and 
how these should apply to the Company. 

fieComimittee 'i^;;I d J e E p `inq e ini'en en`'_ 110,5 is C it r,ier ( 1 , ellai oii, 
R porting) Reaulr"rir..< 2019 a , d r sec in. e I he , trc. - r 1 to rl— 201=) 2 A:-nua Rco. to s :ow 

t i sir Eats , on L2  r rip i t 21 1 , i, .h " n9..l vlrtg 
res.r.for`.he;' ewe ofthe,I,r,iehodei,em: o✓ee ,cu..'..om., ei won ici . ,1nenna<i ci .s'ons. 

Remuneration Committee 

Role and Membership 
The duties and responsibilities of the Remuneration Committee are included in the Terms of 
Reference which are available on the Post Office Limited website: 
www.corporate.postoffice.co.ulg'our-leadership. 

The Committee is chaired by Ken McCall, and the other members during the year were Tom Cooper, 
Shirine Khoury-Haq and Tim Parker. 

In accordance with the Terms of Reference, the Group Chief Executive may attend meetings, at the 
invitation of the Committee Chairman, to discuss matters relating to the remuneration of the Chief 
Finance and Operating Officer and members of the Group Executive. However, the Committee 
recognises the need to manage any potential conflicts of interest and upholds the principle that no 
individual may be involved in discussions concerning their own remuneration. 
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Work of the Committee in 2018/19 
During the year the Committee reviewed and made recommendations to the Shareholder for the 
2017/18 bonus payments against incentive plans for Executive Directors, annual pay increases for 
Executive Directors and targets and measures for 2018/19. The Committee approved senior salary 
pay changes, in line with increases provided to all employees, and pay at appointment where these 
were within its remit and delegated authority. 

The Committee received updates and advice from the HR and Finance teams and from 
PricewaterhouseCoopers LLP, its external adviser, on gender pay, market trends and benchmarking 
information and corporate governance. 

Audit, Risk and Compliance Committee 

Role and Membership 
The duties and responsibilities of the Audit, Risk and Compliance Committee are included in the 
Terms of Reference which are available on the Post Office Limited website: 
www.corporate.postoffice.co.ul 'our-leadership. 

The Committee is chaired by Carla Stent, Non-Executive Director, and the other members during the 
year were Ken McCall, Senior Independent Director, Toni Cooper, Non-Executive Director and Tim 
Franklin, Non-Executive Director. 

The Board considers that the Committee's members have broad commercial knowledge and 
extensive business leadership experience and that this constitutes an appropriate mix of business 
and financial experience and expertise. 

The Directors of Risk & Compliance and Head of Internal Audit attended all of the meetings of the 
Committee and also met the Committee Chalr=na:n, Independently and regularly, throughout the year. 
The external auditor was invited to, and attended, all meetings of the Committee except on 31 July 
2018, where the Committee recommended to the Board the appointment of new external auditors 
PricewaterhouseCoopers LLP. 

Further detailed information on the management of risk within Post Office Limited, together with 
identification of principal risks, their impacts and mitigation, can be found in the Management of Risk 
section on pages [XX] to [;KX]. 

Work of the Committee in 2018/19 
During the year, the Committee reviewed the Annual Report and Financial Statements for 2017/18, 
including consideration of the principal and strategic risks, and recommended Board approval. 

The Committee approved the annual audit plans for the internal and external auditors. The 
Committee receiver, and challenged. nnere approp late, internal audit reports. -

The Committee reviewed the risk management framework for the Company, including its appetite 
for risk, self-assessment of the control framework and areas of specific risk highlighted by the 
Executive Risk and Compliance Committee. It reviewed and approved relevant policies, such as 
financial crime and protecting personal data, as part of an annual review cycle. 

Board and Committee Effectiveness Evaluations 

The Board recognises that an effective Board is vital to the success of the Company and the business. 
Ken McCall, Senior Independent Director, led an internal Board effectiveness evaluation in December 
2018 which included a formal evaluation of the performance of the Board, its Committees and the 
Cha 1 rwwae. 

The Board evaluation was conducted by internal questionnaire and, following a review of the results, 
recommendations were presented to the Board. The feedback and scores were positive but areas for 
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additional focus were identified, including closer engagement with acid understanding of 
stakeholders' perspectives, particularly postmasters and employees; the competitor landscape and 
franchising models; and periodic scheduling of meetings without the executives. 

As part of the Board review process, each Board Committee undertook a review of its effectiveness. 
The feedback and scores were positive. Each Committee considered the feedback from the evaluation 
and agreed actions. The Audit, Risk & Compliance Committee decided to increase the number and 
length of meetings held annually to reflect the range and scope of legal and regulatory compliance 
and risk management issues across a span of business lines. It also agreed that Nom-Executive 
Members of the Committee would---ta hold separate meetings with the Head of Internal Audit 
periodically. The Nominations Committee added a succession planning review to its forward agenda 
and the Remuneration Committee commissioned a report on the group remuneration framework and 
the approvals process. 
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Our Approach to Risk
The commercially competitive and highly regulated environment, together with operational 
complexity, exposes the Post Office to a number of risks. We define risk as anything that can 
adversely affect our ability to meet the Post Office's objectives, maintain its reputation and comply 
with regulatory standards. We seek to understand and harness risk in the pursuit of our objectives 
and aim to operate within an acceptable level of risk taking. The Post Office has articulated its risk 
appetite in relation to the most material risks with a view to managing better the key strategic risks 
and assessing the risks in relation to new opportunities. 

Risk Management Governance 
The Board is accountable for risk management and internal controls in the Post Office, reviewing 
their effectiveness and determining the nature and extent of principal risks. The Board has delegated 
responsibilities to the Audit, Risk and Compliance Committee ("ARC"), which provides assurance to 
the Board through review of reports from management, risk, internal audit external advisers and 
external audit. Responsibility for day to day operations rests with the Group Executive. The Risk and 
Compliance Committee ("RCC") reviews the effectiveness of the risk management framework and 
management of principal risks. The outputs are reported to the ARC as necessary. 

Our Risk Management Framework 
In order to deliver its objectives, the Post Office is required to identify, assess and manage a wide

- Formatted: SpaceAfter: 6 pt 
range of risks. These are managed through an overarching framework in order to apply consistency 
and transparency of risk management across the organisation. The framework identifies roles and 
responsibilities of key parties in the risk management process, the policies for how risks are 
managed, the tools and processes used and the reporting outputs that are generated. 

The approach to risk management is based on the underlying principle of line management-
accountability for effective implementation of internal controls to manage risk. The Group Executive 
has identified and manages the principal risks in the organisation, focusing on the aims of the 
strategic plan. These risks, with their response plans, are reviewed by the Central Risk team and at 
the RCC and the ARC to assure the robustness of risk assessment and management. There is en 
ongoing process of identifying, evaluating and managing the principal risks faced by Post Office. 

During the year we have further improved our oversight over the level of risks being taken across 
Post Office and effectiveness of our mitigating actions, including close monitoring of emerging risk 
themes and incidents. Plans are also in place to fully refresh risk appetite to better inform decision 
making. This is a component within our wider enhancement plan to continue maturing our Risk 
Management framework. 

Our Control Framework 
We have an internal control framework in place for both our financial reporting and IT processes, 
which fall under our self-assessment regime. In addition, we have implemented a suite of Post Office 
policies which define the minimum control standards we expectto be performed within the applicable 
business areas. Our risk management efforts are also underpinned by our Executives' Declaration. 
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Our Principal Risks and Mitigations 
These are our principal risks, detailed with their potential consequences if they were to crystallise 
and how the Post Office manages them. Any of these risks could have a material impact on our 
results, condition and prospects. However, these risks should not be regarded as a complete and 
comprehensive statement of all potential risks; some risks are not yet known and some that are not 
considered material could later turn out to be material. Our principal risks are regularly re-evaluated 
and discussed at both a Board and GE level. 

Potential 

>TRATEGIC RISKS 
Dependency on Strategic 
Relationships 
Post Office has a numbe- of 
strategic relationships welch 
are key to delivering its grow 
and strategic ambitions. The 
number of such relationships 
increasing. 

We work with our partners to 
align our direction and 
interests to enable us to meet 
evolving customer and market 
requirements and any 
misalignment. 

Post Office Limited 

Not achieving our . We have established close working 
strategic ambitions, relationships with our strategic 
losing revenue and partners underpinned by formal 
market share, governance and reporting mechanisms. 

These ensure commercial objectives 
are aligned and relationship deliver to 
expectation. 
Regular interaction with strategic 
partners to improve joint operating 
efficiency, product offering and service 
to drive growth and profitability for all 
parties. This includes regular 
engagement at Chief Executive Officer 
/ Managing Director level. 
We review the relationships with our 
strategic partners on a regular basis, to 
ensure long term alignment, with our 
customer and business outcomes. 
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• a decline in traditional 
income streams. 

STRATEGIC RISKS 
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Princioal Risk I Movement 

further strengthen our safety culture 
have been implemented. 
•An independent Risk Assessment of high 
risk building fabric has been undertaken 
and remediation actions completed. 

;e'n me.nt, work closely with industry 
exerts and hod'iies and have invested .. ................. . ..... .....................------------............... 
heavily securay v:nated interventions 
to reduce the rink of attack and assault .. . ... ...... --------------------- 
across  the Network and Su ly Chain. 

Potential 
Consequences Key Miti-gations 
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Technology, Business Direct impact on • We are continuing to mitigate this risk 1 
Interruption and Cyber our network by migrating some of our aging legacy 
As the '.gitclioatio:i of eras- availability and 

reliability resulting 
in adverse 

systems to new infrastructure and this 
will continue through 2019/20. 

• We regularly evaluate the adequacy of 
burrinenc to ror.tinuen grow, 
Post Office is dependent on the 
continued effectiveness, customer service our IT infrastructure and related 
availability, integrity and and financial controls, 
security of its information performance • We regularly meet with our key third 
systems and associated and/or reputation, parties to ensure they fulfil their 
infrastructure. - obligations covering the security, 
Post Office, i i common with A cyber-attack resilience and availability of our IT 
other businesses, is continuing could threaten the systems and infrastructure. 
to track the threat "universe" confidentiality, • We have Introduced a Security 
and is aware of iricicasing risk integrity and Improvement Plan enabling our third 
from cy'uer-attackers availability of our party suppliers to use their security 
jparticuiarly nation state_) systems.- experience to identify a gap or 

improvement to a security process or seeking to undermine 
businesses, government and tool that Post Office has not identified, 
utilities, improving our partnership and utilise 

their experiences to improve our 
overall security posture. 

• We have policies in place for cyber, 
disaster recovery, information security 
and acceptable use. 

• We monitor and provide assurance 
against the minimum controls defined 
in these policies. 

• A Security Operations Centre has hoer-I 
,built enabling our IT Security Team to 
assess and manage vulnerabilities, 
identify and mitigate the risk of cyber-
attacks. 

• We continue to further invest and 
further mature our cyber defences 
including: 

> increasing capability within our 
secu:ty operations; -arra-

➢__cultuoil awareness around data 
prot

➢ 
contecl 

uc,:.s tr:tina'in house and with 

Potential 
Principal Risk I Movement Consequences Key Mitigations 

LEGAL & REGULATORY RISKS 
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Post Office Limited is the 
defendant in Bates & Others v 
Post Office Limited, Claim Nos 
HQ16X01238, HQ17XC2637 & 
HQ17XO4248 in the High Cour 
of Justice, Queen's Bench 
Division ("The Post Office 
Group Litigation"). 

Regulatory Environment 
Post Office operates under an 
extensive and evolving 
regulatory environment, 
including areas such as 
financial services, transactions 
services, postal services, 
telecoms, procurement, 
competition law, and data 
security. This environment 
continues to evolve, 
particularly in the financial 
services (e.g. HMRC's 
requirements around Anti 
Money Laundering controls, 
location fees as well as Fit and 
Proper) and telecoms space, 
which increases the risk of 
non-compliance, costs and 
could impact our financial 
performance. 

court orders which legal advisors to advise on and condui 
have an adverse its defence of the litigation, subject to 
impact on financial senior management oversight. 
performance 
and/or reputation. 

Fines, penalties, • We have open dialogue with key 
litigation and a regulators to understand and clarify 
resulting adverse expectations. 
impact on financial • We regulatory perform horizon 
performance scanning to anticipate future 
and/or reputation, requirements and planning with each 

business area to undertake 
appropriate solutions. 

• On-going training is provided to staff 
and retail partners on legal and 
regulatory matters. 

• Regulatory obligations are supported 
by policies which define minimum 
controls that must be operated to 
mitigate risks. 

• Internal and external programmes are 
in place to provide assurance on 
regulatory compliance. 

?i©+:glatcr;,Fo apprave~-i=~e-~ett±on isa ~+.suti,~estFo-ck:a+~ye-b~f--Mark--Ua;+«e,a~~l--team-v+hu-wil.l.. 
review 
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The Directors present the Group Annual Report and Financial Statements and Company Financial 
Statements for the year ended 31 March 2019. 

Expected future developments 
Expected future developments are detailed in the Chief Executive's statement on page [X]. 

Results and dividends 
The profit after taxation for the year was £52 million (2018: £17 million). The Directors do not 
recommend the payment of a dividend (2018: £nil). 

Political contributions 
No political contributions were made in the year (2018: £nil). 

Research and development 
We submitted our first research and development claim during 2018/19 in respect of 2017/18 
and 2016/17. The claim relates to IT transformation projects. 

Directors and their interests 
The following served as Directors during the year: 

T C Parker P A Vennells (resigned 30 April 2019) 

A C J Cameron T KG Cooper 

TA Franklin S Khoury-Haq 

K S McCall C R Stent 

V A Holmes (resigned 27 March 2018) R J Callard (resigned 27 March 2018) 

No Director has a beneficial interest in the share capital of Post Office Limited. The emoluments 
of Directors are set out In note [5] to the financial statements on pages [XX] to [XX]. 

People 
People are critical to our success, whether in branch or in our offices. To attract and retain the 
right people we: 

• Conduct regular employee surveys and use the feedback to make improvements. 

• Provide information regularly on company performance, policies and organisational 
developments through our intranet, briefing sessions and company-wide emails. 

• Have a network of engagement champions representing the voices of colleagues from 
each part of the business. 

• Are committed to providing a safe working environment that promotes the health, 
safety and wellbeing of employees. A range of services is provided to help all employees 
stay mentally and physically healthy. 

• Operate our Learning Academy to provide high quality learning for al l employees and 
postmasters, aiming to ensure that everyone is supported into reaching their full potential. 
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• Invest in developing the best talent to support our business, including graduate 
recruitment and active participation in the apprenticeship programme, available 
for new and existing colleagues. 

• Promote diversity and inclusion and celebrate the diversity of the workforce and 
communities we serve. We have a number of active employee network groups such as: 
Women in Leadership, to support and nurture female talent; Prism, which supports and 
celebrates our LGBT+ community; BAME (supporting Black, Asian and Minority Ethnic 
colleagues) and Return to Work (supporting colleagues returning to work after maternity, 
other parental leave and long term absences). 

• Proactively communicate that we are a Disability Confident Leader and actively try to 
attract talented people to Post Office from diverse backgrounds. We do this through our 
corporate careers page, recruitment agencies and other attraction channels such as 
Vercida who are the world's leading diversity and inclusion employer brand platform. 

• Ask all applicants to Inform us of any reasonable adjustments we car make to ensure they 
are not disadvantaged due to a particular disability during the selection process. 

• Require all Hiring Managers to complete Effective Interviewing and Unconscious Bias 
Training to ensure a consistent, fair and unbiased selection process takes place. 

• Do not tolerate any form of bullying, harassment, victimisation or discrimination whether 
written, verbal, visual or physical. We are committed to taking the necessary action to 
ensure that they do not occur, or where they do occur that they are dealt with quickly and 
eliminated, by following a consistent, fair and robust Bullying and Harassment Policy and 
Procedure. All managers are required to complete Dignity at Work training to ensure they 
understand their responsibilities and that they demonstrate the correct behaviours and 
treat everyone with dignity and respect at all time. 

Disabled employees 
As noted above, the Post Office Limited has been recognised as a Disability Confident Leader. We 
have a Disability Confidence networking group called 'Be You'. This group provides support and 
advice and helps the business to do the best it can for employees with disabilities. We also make 
necessary adjustments for colleagues who are disabled or become disabled during the course of 
their employment to allow them to carry out their role arid fulfil their potential, including any 
specific training needs. 

Gender pay gap 
Gender pay is not the same as equal pay. Equal pay is about ensuring men and women are paid 
the same for work of equal value, as set out in the Equality Act 2010. At Post Office we support 
equal pay through a robust job evaluation process that is free from gender bias. 

The gender pay gap relates to the difference between the gross hourly pay of all men and the 
gross hourly pay of all women across the organisation. The difference between gender pay and 
equal pay is important to understand as you can have a gender pay gap without having equal pay 
issues. At Post Office we recognise that more needs to be done to reduce the gender pay gap and 
we are committed to doing so. 

We continue to make progress. Our gender pay gap is 0.5% lower than last year, and smaller 
than the UK average. We are closer to our goal of filling 50% of senior manager roles with women 
which was 39% in our last report and is currently 43%. The number of women holding mid-level 
managerial roles has risen by a third In the last year. We provide tailored coaching and mentoring 
for female colleagues and run recruitment programmes to encourage more women to pursue 
careers in IT and Finance. Our commitment has been recognised by The Times as we made their 
list of Top 50 Employers for Women for the third time. 
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Both our mean and median hourly gap has reduced. Our median gender pay gap is 7.9%, (as 
compared with the national figure of 18.4%) and our mean gender pay gap is 17%. The main 
reason for the gap is the lower proportion of women in senior roles relative to men. Another 
reason is part-time working - 45% of female colleagues work part-time, compared with only 12% 
male colleagues. This especially impacts the bonus pay gap. 

However, we are not complacent. There is still work to do to ensure women at Post Office realise 
their potential. We are taking actions to reduce the gender pay gap further, such as continuing 
to offer tailored mentoring to female colleagues and making sure we have 50/50 gender balanced 
shortlists for senior level, vacancies and for our next graduate intake. Above all else, we continue 
to listen to our colleagues and understand what they need to help them to flourish. We will use 
these conversations, alongside the data contained in our full gender pay report, to improve again 
next year. Because It Is the right thing to do - for the future of Post Office and our people. For 
our full gender pay report please see: http://corporate.postoffice.co.uk. 

Post balance sheet events 
In accordance with the funding agreement with Government, Post Office Limited received a 
Network Subsidy Payment of £18=t million on 2 April 2019. The Network Subsidy Payment is 
received on a quarterly basis and a total of £50 million will be received from Government in 
2019/20. 

Going concern 
After analysis of the financial resources avai lable and cash flow projections for Post Office Limited, 
the Directors have concluded that it is appropriate that the financial statements have been 
prepared on a going concern basis. Further details are provided in accordance with the 
fundamental accounting concept in note 1 to the financial statements on page [XX]. 

Financial instrument risk 
The exposure of the Group to market risk,. credit risk and liquidity risk has been disclosed in note 
16 to the financial statements on pages [XX] to P] 

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

Auditor 
PricewaterhouseCoopers LLP were appointed as the Company's external auditors on 31 July 2018 
following a tender process. 

By Order of the Board 

Veronica Branton 
Company Secretary, Post Office Limited (Company Number 
2154540) Finsbury Dials, 20 Finsbury Street, London EC2Y9AQ 
XX XXXX 2019 
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Registered Number 2154540 

&Consolidated
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The Directors are responsible for preparing the Annual Report and the financial statements in 
accordance with applicable law and regulation. 

Company law requires the Directors to prepare financial statements for each financial 53 week 
period. Under that law the Directors have prepared the Group financial statements in accordance 
with International Financial Reporting Standards (IFRSs) as adopted by the European Union and 
Company fi nancial statements in accordance with United Kingdom Generally Accepted Accounting 
Practice (United Kingdom Accounting Standards, comprising FRS 101 "Reduced Disclosure 
Framework", and applicable law). In preparing the Group financial statements, the Directors have 
also elected to comply with IFRSs, issued by the International Accounting Standards Board (IASB). 
Under Company law the Directors must not approve the financial statements unless they are 
satisfied that they give a true and fair view of the state of affairs of the Group and Company and of 
the profit or loss of the Group and Company for that period. In preparing the financial statements, 
the Directors are required to: 

• select suitable accounting policies and then apply them consistently; 
• state whether applicable IFRSs as adopted by the European Union and IFRSs issued by IASB 

have been followed for the Group financial statements and United Kingdom Accounting 
Standards, comprising FRS 101, have been fol lowed for the Company financial statements, 
subject to any material departures disclosed and explained in the financial statements; 

• make judgements and accounting estimates that are reasonable and prudent; and 
• prepare the financial statements on the going concern basis unless it is inappropriate to 

presume that the Group and Company will continue in business. 

The Directors are also responsible for safeguarding the assets of the Group and Company and 
hence for taking reasonable steps for the prevention and detection of fraud and other irregularities. 

The Directors are responsible for keeping adequate accounting records that are sufficient to show 
and explain the Group and Company's transactions and disclose with reasonable accuracy at any 
time the financial position of the Group and Company and enable them to ensure that the financial 
statements comply with the Companies Act 2006. 

The Directors are responsible for the maintenance and integrity of the Company's website. 
Legislation in the United Kingdom governing the preparation and dissemination of financial 
statements may differ from legislation in other jurisdictions. 

Directors' confirmations 
In the case of each Director in office at the date the Directors' Report is approved: 

• so far as the Director is aware, there is no relevant audit information of which the Group and 
Company's auditors are unaware; and 

• they have taken all the steps that they ought to have taken as a Director in order to make 
themselves aware of any relevant audit information and to establish that the Group and 
Company's auditors are aware of that information. 
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Independent Auditor's Report to themembers of 
Post Office Limited
In our opinion: 

• Post Office Limited's Group financial statements and parent Company financial statements (the 
"financial statements") give a true and fair view of the state of the Group's and of the parent 
Company's affairs as at 31 March 2019 and of the Group's and the parent Company's profit and 
the Group's cash flows for the 53 week period (the "period") then ended; 

• the Group financial statements have been properly prepared in accordance with International 
Financial Reporting Standards (IFRSs) as adopted by the European Union; 

• the parent Company financial statements have been properly prepared in accordance with 
United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting 
Standards, comprising FRS 101 "Reduced Disclosure Framework", and applicable law); and 

• the financial statements have been prepared in accordance with the requirements of the 
Companies Act 2006. 

We have audited the financial statements, included within the Annual Report & Financial 
Statements (the "Annual Report"), which comprise: the Group consolidated and Company balance 
sheet as at 31 March 2019; the consolidated income statements and consolidated statement of 
comprehensive income, the consolidated statement of cash flows, and the consolidated and 
Company statements of changes to equity for the 53 week period then ended; and the notes to the 
financial statements, which include a description of the significant accounting policies. 

Basis for opinion 
We conducted our audit in accordance with International Standards on Auditing (UK) ("ISAs (UK)") 
and applicable law. Our responsibilities under ISAs (UK) are further described in the Auditors' 
responsibilities for the audit of the financial statements section of our report. We believe that the 
audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion. 

Independence 
We remained independent of the Group in accordance with the ethical requirements that are 
relevant to our audit of the financial statements in the UK, which includes the FRC's Ethical 
Standard, and we have fulfilled our other ethical responsibilities in accordance with these 
requirements. 

Conclusions relating to going concern 
ISAs (UK) require us to report to you when: 

• the Directors' use of the going concern basis of accounting in the preparation of the financial 
statements is not appropriate; or 

• the Directors' have not disclosed in the financial statements any identified material 
uncertainties that may cast significant doubt about the Group's ability to continue to adopt the 
going concern basis of accounting for a period of at least twelve months from the date when 
the financial statements are authorised for issue. 

We have nothing to report in respect of the above matters. 

However, because not al l future events or conditions can be predicted, this statement is not a 
guarantee as to the Group's ability to continue as a going concern. For example, the terms on 
which the United Kingdom may withdraw from the European Union are not clear, and it is difficult 
to evaluate all of the potential implications on the Group's trade, customers, suppliers and the 
wider economy. 

Post Office ..i€ -.ited corporat:e.postoffice.co.uk I PAGE 2 

Post OlSos I..imied - Audit Risk & Compliance Cmrnr►iit?ee:-2.9105119 85 of 344 



POL00422968 
POL00422968 

Tab 4.2 Finen::•ial SteternonEe 

Independent Auditor's Report to the members of Post Office Limited (continued) 

Reporting on other information 
The other information comprises all of the information in the Annual Report other than the financial 
statements and our auditors' report thereon. The Directors are responsible for the other 
information. Our opinion on the financial statements does not cover the other information and, 
accordingly, we do not express an audit opinion or, except to the extent otherwise explicitly stated 
in this report, any form of assurance thereon. 

In connection with our audit of the financial statements, our responsibility is to read the other 
information and, in doing so, consider whether the other information is materially inconsistent with 
the financial statements or our knowledge obtained in the audit, or otherwise appears to be 
materially misstated. If we identify an apparent material inconsistency or material misstatement, 
we are required to perform procedures to conclude whether there is a material misstatement of the 
financial statements or a material misstatement of the other information. If, based on the work we 
have performed, we conclude that there is a material misstatement of this other information, we 
are required to report that fact. We have nothing to report based on these responsibilities. 

With respect to the Strategic Report and Directors' Report, we also considered whether the 
disclosures required by the UK Companies Act 2006 have been included. 

Based on the responsibilities described above and our work undertaken in the course of the audit, 
ISAs (UK) require us also to report certain opinions and matters as described below. 

Strategic Report and Directors Report 
In our opinion, based on the work undertaken in the course of the audit, the information given in 
the Strategic Report and Directors' Report for the period ended 31 March 2019 is consistent with 
the financial statements and has been prepared in accordance with applicable legal requirements. 

In light of the knowledge and understanding of the Group and its environment obtained in the 
course of the audit, we did not identify any material misstatements in the Strategic Report and 
Directors' Report. 

Responsibilities of the Directors for the financial statements 
As explained more fully in the Directors' Responsibilities Statement set out on page [XX], the 
Directors are responsible for the preparation of the financial statements in accordance with the 
applicable framework and for being satisfied that they give a true and fair view. The Directors are 
also responsible for such internal control as they determine is necessary to enable the preparation 
of financial statements that are free from material misstatement, whether due to fraud or error. 

In preparing the financial statements, the Directors are responsible for assessing the Group's 
ability to continue as a going concern, disclosing as applicable, matters related to going concern 
and using the going concern basis of accounting unless the Directors either intend to liquidate the 
Group or to cease operations, or have no realistic alternative but to do so. 

Auditor's responsibilities for the audit of the financial statements 
Our objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an auditors' 
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a 
guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material 
misstatement when it exists. Misstatements can arise from fraud or error and are considered 
material if, individually or in the aggregate, they could reasonably be expected to influence the 
economic decisions of users taken on the basis of these financial statements. 
A further description of our responsibilities for the audit of the financial statements is located on 
the FRC's website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our 
auditors' report. 
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Independent Auditor's Report to the members of Post Office Limited (continued) 

Use of this report 
This report, including the opinions, has been prepared for and only for the parent Company's 
members as a body in accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no 
other purpose. We do not, in giving these opinions, accept or assume responsibility for any other 
purpose or to any other person to whom this report is shown or into whose hands it may come 
save where expressly agreed by our prior consent in writing. 

Companies Act 2006 exception reporting 

Under the Companies Act 2006 we are required to report to you if, in our opinion: 

• we have not received al l the information and explanations we require for our audit; or 
• adequate accounting records have not been kept by the parent Company, or returns adequate 

for our audit have not been received from branches not visited by us; or 
• certain disclosures of Directors' remuneration specified by law are not made; or 
• the parent Company financial statements are not in agreement with the accounting records and 

returns. 

We have no exceptions to report arising from this responsibility. 

Andrew Paynter (Senior statutory auditor) 
for and on behalf of PricewaterhouseCoopers LLP 
Charted Accountants and Statutory Auditors 
Leeds 
XX XXXX 2019 
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Consoidated Income Statement 
for the 53 week ; ended 31 March 201.9 and 52 weeks ended 25 March 2018 

2019 2018 
£m £m 

Note Trading Investments Total Trading Investments Total 

Revenue from contracts with 972  - 972 956 956 

Costs 2,4 (958) (129) (1,087) (960) (102) (1,062) 
Costs — exceptional items 19 (14) - (14) (3) - (3) 

local costs (`972) (12`9) (1,1Ul) ('J•b.i) (1U2) (1,Ubs) 

Other operating income 14 - 14;: 5 - 5 

Investment funding 4 - 168 16811 - 70 70 
Network Subsidy Payment 60 - 60 70 - 70 

Depreciation and amortisation 8,9 (94) - (94)' (55) - (55) 
Share of post-tax profit from 10 33 • - 33 34 - 34 
.oint venture.........._ .........................._.... ..--- -------------------------...._.. : -<----..........._....... ................................................ _ _ 
Operating profit / (loss) 3 13 39 52' 47 (32) 15 

Operating profit / (loss) before 27 39 66 50 (32) 18 exce tional items 
Finance costs 6 (8) (1) (9) (5) (2) (7) 

Profit / (loss) before taxation 3 5 38 43 42 (34) 8 

Taxation credit 7 9 - 9I 9 9 
Profit / (loss) for the 14 

~x 

------- 
38 52 

------ ----------------------------------------
51 (34) 17 financial year.

For the year ended 31 March 2019 trading profit was £61 million (2018: £35 million). 

Trading profit is one of the Group's key financial measures and is calculated by taking operating 
profit before depreciation, amortisation, exceptional items, investments and Network Subsidy 
Payment. Further detail is given in note [23]. 
All amounts relate to continuing operations 
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Consolidated Statement of ompr h n i 
Income 
for the 53 weeks ended 31 March 2019 and 52 fees ended 25 March 2018 

2019 2018 
Note £m £m 

P ft f th f' I 52 17 ro i or a InancIa year 

Items that may be reclassified to profit or loss 

Gain on cash flow hedge 

Items that will not be reclassified to profit or loss 

Re-measurements on defined benefit surpluses 

Aemf roilinn ofFn,t 

16 :. ' € !:: * ::: : 

17 ($) 2 

17 1 (2) 

Other comprehensive income 1  - 

Total comprehensive income for the year 53 17 

There are no other comprehensive income items that will be reclassified to the profit and loss in future 
periods. 
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ConsolidatedStatement of Cash Flows 
for the 53 weeks ended 31. March 2019 and 52 weeks ended 25 March 2018 

2019 2018 
Note £m £m 

Cash flows from operating activities 

Operating profit 13 47 

Total profit before investments 13 47 

Adjustment for: 

Share of profit from joint venture 10 (33) (34) 

Depreciation and amortisation 8,9 94 55 

Pension operating costs 17 13 17 

Other gains and losses 7 - 

movements: 

(Increase)/decrease in trade and other receivables 

Decrease in contract assets 

Decrease in trade and other payables 

Decrease/(increase) in inventories 

~Decrease in trading provision 

ncrease/(decrease) in provisions for discontinued o 

Pension costs paid 

(11) 5 

5 - 

(26) (3) 

1 (2) 

(1) - 

rations 2 (2) 

(21) (26) 

:ash payments in respect of investments items: 49 (46) 

nvestment funding 168 70 

testructuring costs (119) (116) 

Surrender of tax losses to ioint venture 8 9 

Net cash inflow from operating activities 100 20 

Cash flows from investing activities 

Dividends received from joint ventures 10 £ 33 34 

Acquisition of businesses (net of cash acquired) 20 (17) (6) 

Proceeds from the sale of property, plant and equipment 4 5 

Purchase of tangible and intangible non current assets ` (149) (135) 

Net cash outflow from investing activities (129) (102) 

Net cash outflow before financing activities (29) (82) 

Cash flows from financing activities 

Finance costs paid (8) (5) 

Proceeds of borrowings from BEIS 14 (58) 62 

Net cash (outflow)/inflow from financing activities 
................----------------------------------------------------------------------------------- -- ---..... ...._..................._.........................._....................._,.. (66) ._......................_............ 57 

Net decrease in cash and cash equivalents ;, (95) (25) 

Cash and cash equivalents at the beginning of the year 12 655 680 

Cash and cash equivalents at the end of the year 12 560 655 
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ConsoHdated BaanceSheet 
at 31 March 2019 and 25 March 2018 

2019 
Note £m 

2018 
£m 

Non-current assets 

Intangible assets 8 291 264 

Property, plant and equipment 9 176 148 

Investments in joint venture 10 66 66 

Retirement benefit surplus 17 1 3 

Trade and other receivables ii 6 12 

Total non-current assets 540 `' 493 

Current assets ' 

Inventories 8 9

Trade and other receivables 11 344;1 324 

Cash and cash equivalents 12 560 655 

Total current assets 912 988 

Total assets 1,452", 1,481 

Current liabilities 

Trade and other payables 13 (533) (571) 

Financial liabilities - interest bearing loans and borrowings 14 (565) (623) 

Provisions 15  (50) (36) 
.................._.........................._............ . . . - --- . ---...---...._..................._.........................._....... ...... .. 

Total current liabilities (1,148) .. (1,230) 

Non-current liabilities i 1 ..... 1 s al:.,... . ....... .......... ...... ...... .......... ..... ...... ...... ..... . ...... ....... 

Other payables 13 (14) (18) 

Provisions 15 (34)< (30) 

Total non-current liabilities (48)?! (48) 

Net assets 256. 203 

Equity I I 4n I l an

Share capital 18 

Share premium 18 465 465 

Accumulated losses (214) (264) 

Other reserves 18 5 2

Total equity 256 203 

The notes on page [X)(] to [XX] form an integral part of the consolidated financial statements. 

The financial statements on pages [XX] to [XX]' were approved by the Board of Directors on XX 
XXX 2019 and signed on its behalf by: 

A C] Cameron 
Interim Chief Executive 
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IiConsodated Statement Changes in Equity 
for the 53 weeks ended 31 March 2019 and 52 weeks ended 25 March 2018 

Share Share Accumulated Other Total 
capital premium losses reserves equity 

Note £m £m £m £m m .... .......... ......................... ..... _ 
.... .... .... ............. . ............. 

_ 
......... .... ............. 

At 26 March 2018 - 465 (264) 2 203 

Profit for the year - - 52 - 52 

Other comprehensive income - - (2) 3 1 

At 31 March 2019 - 465 (214) 5 256 

Share Share Accumulated Other Total 
capital premium losses reserves equity 

Note £17 1 ................._-.-....-.-.-_£m...._. £m £m £m 

At 27 March 2017 - 465 (281) 2 186 

Profit for the year - - 17 - 17 

Other comprehensive income - - - - -

At 25 March 2018 - 465 (264) 2 203 
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Financial year 
The financial year ends on the last Sunday in March and for this reason these financial statements 
are made up for the 53 weeks ended 31 March 2019 (2018: 52 weeks ended 25 March 2018). 

Basis of preparation 
The Group financial statements on pages [XX] to [XX] have been prepared in accordance with 
International Financial Reporting Standards (IFRS) as adopted by the European Union and with 
those parts of the Companies Act 2006 applicable to companies reporting under IFRS. IFRS 
interpretations are issued by the International Accounting Standards Board (IASB) and must be 
adopted into European Law, referred to as endorsement, before they become mandatory under 
the IAS regulation. Unless otherwise stated in the accounting policies below, the financial 
statements have been prepared under the historic cost accounting convention. 

The principal accounting policies applied in the preparation of these consolidated Financial 
Statements are set out below. These policies have been consistently applied to all the years 
presented, unless otherwise stated. 

The Company is incorporated and domiciled in the United Kingdom. The Group consolidated financial 
statements are presented in sterling and al l values are rounded to the nearest £ million except 
where otherwise indicated. The financial statements have been prepared in accordance with the 
requirements of the Companies Act 2006. 

Post Office Limited is a private Company limited by shares incorporated in England and Wales. 

The income statement presents the results of the Group in a columnar format — in total and split 
between trading and investments. The trading column represents the underlying performance of the 
business. Investment funding from Government, restructuring and transformation costs are 
separately disclosed in the investments column. 

Basis of consolidation 
The consolidated financial statements comprise the financial statements of the Company and its 
subsidiary undertakings as at 31 March 2019. Subsidiaries are consolidated from the date of 
acquisition, being the date on which the Group obtains control, and continue to be consolidated until 
the date such control ceases. A set of financial statements has been prepared for Post Office 
Management Services Limited (subsidiary, registered address: Finsbury Dials, 20 Finsbury Street, 
London, EC2Y 9AQ) for the 53 weeks ended 31 March 2019. A separate set of financial statements 
has also been prepared for Payzone Bil l Payments Limited (subsidiary, registered address: Finsbury 
Dials, 20 Finsbury Street, London, EC2Y 9AQ), which was acquired on 24 October 2018, see note 
[20] for details. 

The year-end dates of these subsidiaries are in line with the Company. The subsidiaries use 
consistent accounting policies where appropriate and their results have been consol idated into the 
Group financial statements. Al l intra-group balances, transactions, and unrealised gains and losses 
resulting from intra-group transactions are eliminated in ful l . 

New and amended standards adopted by the Group 

The Group applied IFRS 15 and IFRS 9 for the first time. The nature and effect of the changes as 
a result of adoption of these new accounting standards are described below. 

Several other amendments and interpretations apply for the first time in 2018/19, but do not 
have an impact on the financial statements of the Group. The Group has not early adopted any 
standards, interpretations or amendments that have beer, issued but are not yet effective. 

IFRS 9 Financial Instruments 
IFRS 9 replaces the provisions of IAS 39 Financial Instruments: Recognition and Measurement 
that relate to the recognition, classification and measurement of financial assets and financial 
liabi l ities, derecognition of financial instruments, impairment of financial assets and hedge 
accounting. 
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Notes to the financial statements (continued) 

The adoption of IFRS 9 from 2018/19 has not had a material impact on our results, with the key 
issues for Post Office being around documentation of policies and new hedge documentation. 

IFRS 9 operates an expected credit loss model rather than an incurred credit loss model . 
Providing for loss allowances on our existing financial asset has not had a material impact. 

IFRS 15 Revenue from Contracts with Customers 
IFRS 15 supersedes IAS 11 Construction Contracts, IAS 18 Revenue and related Interpretations 
and it applies, with limited exceptions, to all revenue arising from contracts with its customers. 
IFRS 15 establishes a five-step model to account for revenue arising from contracts with 
customers and requires that revenue be recognised at an amount that reflects the consideration 
to which an entity expects to be entitled in exchange for transferring goods or services to a 
customer. 

The Group adopted IFRS 15 using the modified retrospective method of adoption. The standard 
has not had a material impact on revenue recognition at Post Office and therefore, on initial 
application, no adjustment was required to the opening balance of retained earnings. 
Presentational reclassifications on the face of the income statement have been required in 
respect of the Network Subsidy Payment and commission income relating to Government 
Services. These two items were formerly recognised in revenue and have now been reclassified 
to other income as they did not meet the recognition criteria from revenue under IFRS 15. Refer 
to page [XX] for further details of the reclassification. The accounting policies for revenue and for 
other income are on pages [X] and [X] respectively. 

New standards and interpretations not yet adopted 

IFRS 16 Leases 
IFRS 16 was issued in January 2016. It will result in almost al l leases being recognised on the 
balance sheet by lessees, as the distinction between operating and finance leases is removed. Under 
the new standard, an asset (the right to use the leased item) and a financial liability to pay rentals 
are recognised. The only exceptions are short-term and low-value leases. 

The Group has set up a project team which has reviewed al l of the Group's leasing arrangements 
over the last year in light of the new lease accounting rules in IFRS 16. The standard will affect 
primarily the accounting for operating leases. 

The Group will apply the standard from its mandatory adoption date - for Post Office this is from 1 
April 2019. The Group intends to apply the simplified transition approach and wi l l not restate 
comparative amounts for the year prior to first adoption. Right-of-use assets wil l be measured at the 
amount of the lease liability on adoption (adjusted for any existing onerous and vacant lease 
provisions). The Group therefore expects to recognise right-of-use assets of approximately £[XX] 
mi llion on 1 April 2019 and lease liabil ities of £[XX] million. The net impact on the income statement 
account wil l be minimal - an increase in trading profit of some £[7-9]m as it will no longer have a 
charge for operating leases, matched by increases in depreciation, to recognise the usage of the new 
right -of-use assets, and finance costs, to recognise the unwinding of the discount on the lease 
liabi l ity. There wil l be no impact on the cash flows of the business. 

The Group's activities as a lessor are not material and hence the group does not expect any 
significant impact on the financial statements. 

The Group's current lease commitments are disclosed in note [19]. 

There are no other standards and interpretations in issue but not yet adopted that the Directors 
anticipate wi ll have a material effect on the reported income or net assets of the Group. The Group 
has not early adopted any standard, interpretation or amendment that has been issued but is not 
yet effective. 

Fundamental accounting concept - going concern 

The Group has net assets of £256 mi l lion at 31 March 2019 (2018: £203 mil lion). At 31 March 2019 
£385 mi l lion of the Group's working capital facility was undrawn (2018: £327 million). The Group has 
also been profitable at a trading profit level with current year profit of £61 mi llion (2018: £35 million) 
and has shown a profit after tax of £52 mi llion (2018: £17 million). 
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Notes to the financial statements (continued) 

We have the following funding agreed with BEIS: a working capital faci lity of £950 mil lion to 31 
March 2021; a further £50 mil lion facility available to provide same day liquidity to 4 Apri l 2020; 
Network Subsidiary Payment of £50 million for 2019/20 and 2020/21 respectively; and we also have 
investment funding of up to £210 mi llion as required for the period from April 2018 to March 2020. 

After careful consideration of the plans for the coming years, the Directors continue to believe that 
Post Office wil l be able to meet its liabi lities as they fal l due for the next 12 months. Accordingly, on 
that basis, the Directors consider that it is appropriate that these financial statements have been 
prepared on a going concern basis. 

Critical accounting estimates and judgements in applying accounting policies 
The Group makes certain estimates and assumptions regarding the future. Estimates and 
assumptions are continual ly evaluated based on historical experience and other factors. In the 
future, actual experience may differ from these estimates and assumptions. 

In addition the Group has to make judgements in applying its accounting policies which affect the 
gamounts recognised in the financial statements. The most significant areas where judgements and 
estimates are made are discussed below: 

Critical accounting estimates: 

Key assumptions used in impairment tests for non-current assets 

The Group assesses whether there are any indicators of impairment for al l non -current assets at 
each reporting date as well as if events or changes in circumstances indicate that the carrying value 
may be impaired. Factors considered important that could trigger an impairment review include the 
fol lowing: 

• Significant underperformance compared to historical or projected future operating results. 

• Significant changes in the manner of use of the acquired assets or the strategy of the overal l 
Group. 

Significant negative micro- or macro-economic trends. 

Where appropriate, an impairment loss is recognised in the income statement for the amount by 
which the carrying value of the asset or cash generating unit (CGU) exceeds its recoverable amount. 
The recoverable amount is determined based on value in use calculations which require the use of 
assumptions. The calculations use cash flow projections based on financial budgets approved by 
management covering a two year period. Cash flows beyond this period are extrapolated using 
estimated growth rates. Refer to note [9] for the results of the latest impairment test, including 
sensitivity analysis. 

Actuarial assumptions 

The costs, assets and liabilities of the pensions operated by the Group are determined using 
methods relying on actuarial estimates and assumptions. 

The pension figures are particularly sensitive to changes in assumptions for discount rates, mortality 
and inflation rates. The Group exercises its judgement in determining the assumptions to be 
adopted, after discussion with its Actuary and in accordance with published statistics and experience. 
Refer to note 17 for detai ls of the key assumptions and sensitivity analysis performed. 

Pension liabi lities are measured on an actuarial basis using the projected unit credit method and 
discounted at a rate equivalent to the current rate of return on a high quality corporate bond of 
equivalent currency and term. Judgement has been applied in determining that for these purposes a 
high quality corporate bond constitutes AA rated or equivalent status bonds. 

Property provisions 

The Group recognises provisions for property leases that are onerous. Assumptions are made to 
determine whether the unavoidable costs of meeting the obligations of a lease agreement exceed 
the economic benefits expected to be received under it. These include estimates around the future 
trading performance of the site and cost allocations. 
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Notes to the financial statements (continued) 

Critical accounting judgements: 

The recognition of a contingent liability in respect of the Group Litigation Order is a key accounting 
judgement as at the accounting reference date. The key judgement is the level to which a potential 
liabi lity is deemed possible versus probable and therefore whether a contingent liability is the correct 
accounting treatment. 

Revenue 

The fol lowing revenue accounting policy relates to the prior year only. 

Revenue from Retail, Financial Services and Telecoms comprises the value of services provided from 
the Group's principal activities in providing a whole range of services through its physical and digital 
channels. Revenue from Financial Services and some Retail services comprises the commission 
received. Revenue relating to line rental for telecoms services is recognised evenly over the period to 
which the charges relate and revenue from calls is recognised at the time the cal l is made. Revenue 
from all other transactions is recognised when the transaction is completed. All revenue is derived 
whol ly from within the United Kingdom. 

Post Office Management Services revenue comprises the value of services provided from the 
principal activities in providing insurance intermediary services through its network of Post Office 
branches across the UK, online and contact centre channels. Revenue comprises commissions 
received from provision of the intermediary services excluding taxes. Revenue from all transactions 
is recognised when the transaction is completed. 

Revenue from contracts with customers 

In 2018/19, the Group adopted IFRS 15. 

Retail 

The Group provides Mails support services to Royal Mail and Parcelforce. Each Mails product and 
service has an associated transaction price. The transaction price may vary due to the volume 
transacted in the period. Revenue from providing Mails support services is recognised in the 
accounting period in which the services are rendered. 

The Group acts as a selling agent and earns commission on the sale of lottery tickets, scratch cards 
and gift vouchers. The transaction price is a contractual commission rate, which is based on the 
value of sales in the period. Revenue from the sale of lottery tickets, scratch cards and gift vouchers 
is recognised in the accounting period in which these sales are made. 

Payment services comprise of bill payments (including the subsidiary Payzone Bil l Payments 
Limited). The transaction price is the fee that the Group earns for each bill paid in a branch. Revenue 
from bil l payments is recognised in the accounting period in which the service is rendered and is 
based on the transaction price multiplied by the volume of bill payments in the period. 

Through the Banking Framework Agreement, the Group provides over-the-counter banking services, 
such as withdrawals, deposits and balance enquiries, on behalf of banks. A transaction price is 
associated with each banking service provided. Revenue is recognised in the accounting period in 
which the services are rendered and is based on the transaction price multiplied by the volume of 
each service provided in the period. 

Identity Services 

Identity services are provided under contract to Government departments, such as the DWP, DVLA 
and the Home Office. Each Government service has an associated transaction price. Revenue is 
recognised in the accounting period in which the services are rendered and is based on the 
transaction price multiplied by the volume of each service provided in the period. 
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Financial Services & Telecoms 

Our Financial Services products include mortgages, credit cards, savings, travel and banking. The 
Group earns commission on the sale of these products. The transaction price is a contractual 
commission rate. This commission rate varies by product and is based on volume or value of 
products sold in the period as well as the channel of sale, for example online or through the branch 
network. Revenue is recognised in the accounting period in which the new products are sold. 

Telecoms includes Post Office HomePhone and Broadband services. The transaction price is the 
subscription fee, consisting primari ly of charges for access to broadband and other internet access or 
voice services. Revenue is recognised as the service is provided because the customer receives and 
uses the benefits simultaneously. 

Insurance 

Through its subsidiary, Post Office Management Services Limited, the Group provides general and 
life insurance intermediation. The transaction price is a contractual commission rate. This 
commission rate varies by product and is based on the volume or value of products sold in the 
period as wel l as the channel of sale, for example online or through the branch network. Revenue is 
recognised in the accounting period in which the new products are sold. 

For al l the revenue streams noted above, a receivable is recognised when the goods are delivered or 
the services are provided, as this is the point in time that the consideration is unconditional, because 
only the passage of time is required before the payment is due. 

The Group does not expect to have any contracts where the period between the transfer of the 
promised goods or services to the customer and the payment by the customer exceeds one year. As 
a consequence, the Group does not adjust any of the transaction process for the time value of 
money. 

Other income 

The Network Subsidy Payment is received from Government and is recognised as other income to 
match the related costs of making avai lable the network of public Post Offices that the Secretary of 
State for BEIS considers appropriate. The subsidy is recognised in the year in which it is received. If 
the subsidy were to exceed the cost of making the network available, the excess would be repaid to 
Government. Other income also includes commission income relating to Government Services. This 
income, along with the Network Subsidy Payment, was previously presented within revenue; 
however they do not fall within the scope of IFRS 15. As a result these two items have been 
reclassified to other income. Refer to note [16] for further detail . 

Investments column in the income statement 
Income statement items are presented in the investments column when they are significant in 
size or nature, and either they do not form part of the underlying trading of the business or their 
separate presentation enhances understanding of the financial performance of the Group. 
Investment funding from Government, restructuring and transformation costs are separately 
disclosed in the investments column. Refer to note [4] for further detail . 

Leases 

Leases where substantially all the risks and rewards of ownership of the asset are retained by the 
lessor, are classified as operating leases and rentals are charged to the income statement over the 
lease term. The aggregate benefit of incentives are recognised as a reduction of rental expenses 
over the lease term on a straight-line basis, Provision for di lapidation are made where necessary. 
Refer to the provisions policy on page [X] and note [15] for further detail . 
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Notes to the financial statements (continued) 

Taxation 

The amount charged or credited as current income tax is based on the results for the year as 
adjusted for items which are not taxed or are disallowed. It is calculated using tax rates in legislation 
that has been enacted or substantively enacted by the balance sheet date. 

Deferred income tax assets and liabilities are recognised for al l taxable and deductible temporary 
differences and unused tax assets and losses except: 

- On the initial recognition of goodwill . 

- On the initial recognition of an asset or liabi lity in a transaction that is not a business combination 
and, at the time of the transaction, affects neither the accounting profit nor taxable profit and loss. 

- On the taxable temporary differences associated with investments in subsidiaries and interest in 
joint ventures, where the timing of the reversal of the temporary difference can be controlled and it 
is probable that the temporary difference wil l not reverse in the foreseeable future. 

Deferred tax assets are recognised only to the extent that it is probable that taxable profit will be 
available against which they can be uti lised. 

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the 
period when the tax asset is realised or the liabi lity is settled, based on tax rates that have been 
substantively enacted at the balance sheet date. Deferred tax balances are not discounted. 

Current and deferred tax is recognised in the income statement, except to the extent that it relates 
to items recognised in other comprehensive income or directly to equity. In this case, the tax is also 
recognised in other comprehensive income or directly in equity, respectively. 

Investments in joint ventures 

Investments in joint ventures within the Group's financial statements are accounted for under the 
equity method of accounting. Under this method the investment is carried in the balance sheet at 
cost plus post-acquisition changes in the Group's share of the net assets of the joint venture less any 
impairment in value. The income statement reflects the Group's share of post-tax profits from the 
joint venture. The joint venture is an integral part of the Group's operations, 

Business combinations 

Acquisitions of subsidiaries and businesses are accounted for using the acquisition method. The 
consideration transferred in a business combination is measured at fair value, which is calculated 
as the sum of the acquisition-date fair values of assets transferred by the Group, liabilities 
incurred by the Group to the former owners of the acquiree and the equity interest issued by the 
Group in exchange for control of the acquiree. Acquisition-related costs are recognised in profit 
or loss as incurred, within the investments column. 

Property, plant and equipment 

Property, plant and equipment excluding freehold property, long leasehold property and land: 

Property, plant and equipment is recognised at cost, including attributable costs in bringing the 
asset into working condition for its intended use. These assets are depreciated on a straight-line 
basis over the following useful lives: 

Range of asset lives 

Plant and machinery 3 - 15 years 
Motor vehicles 3 - 12 years 
Fixtures and equipment 3 - 15 years 
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Notes to the financial statements (continued) 

Freehold property, long leasehold property and land: 

As with other property, plant and equipment this is recognised at cost, including attributable costs in 
bringing the asset into working condition for its intended use. These assets have a long useful life 
and a fair market value. They are depreciated on a straight-line basis over the following useful lives: 

Range of asset lives 

Freehold land Not depreciated 
Freehold buildings Up to 50 years 
Leasehold buildings The shorter of the period of the lease, 50 years or the estimated 

remaining useful life 

The remaining useful lives of freehold buildings are reviewed periodically and adjusted where 
applicable on a prospective basis. Where freehold property and long leasehold includes the fit-out of 
those properties, then the fit-out is depreciated over its useful economic life in line with fixtures and 
fittings. 

Assets in the course of construction are carried at cost, with depreciation charged on the same basis 
as all other assets once those assets are ready for their intended use. 

Intangible assets 

Goodwill 

Goodwill is initially recognised at cost, being the excess of the aggregate of the consideration 
transferred and the amount recognised for non-controlling interests, and any previous interest held, 
over the net identifiable assets acquired and liabilities assumed. After initial recognition, goodwill is 
recognised at cost less any accumulated impairment losses. The Group's management undertakes an 
impairment review annually or more frequently if events or changes in circumstances indicate that 
the carrying value may not be recoverable. 

Software 

Costs associated with maintaining software programmes are recognised as an expense as incurred. 
Development costs that are directly attributable to the design and testing of identifiable and unique 
software products controlled by the Group are recognised as intangible assets when the following 
criteria are met: 

• it is technically feasible to complete the software so that it will be available for use 

• management intends to complete the software and use or sell it 

• there is an ability to use or sel l the software 

• it can be demonstrated how the software will generate probable future economic benefits 

• adequate technical, financial and other resources to complete the development and to use or 
sell the software are available, and 

• the expenditure attributable to the software during its development can be reliably measured. 

Directly attributable costs that are capitalised as part of the software include employee costs and an 
appropriate portion of relevant overheads. 

Capitalised development costs are recorded as intangible assets and amortised from the point at 
which the asset is ready for use. 

Research and development 

Research expenditure and development expenditure that does not meet the criteria above are 
recognised as an expense as incurred. Development costs previously recognised as an expense are 
not recognised as an asset in subsequent periods. 
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Notes to the financial statements (continued) 

Intangible assets with a finite useful life: 

Intangible assets acquired separately or generated internally are initial ly recognised at cost. They 
are amortised on a straight-line basis over the fol lowing useful lives: 

Range of asset lives 

Software 3 - 6 years 

Customer relationships 5 years 

Merchant relationships 5 - 10 years 

Brands 15 years 

Assets in the course of construction are carried at cost, with amortisation commencing once the 
assets are ready for their intended use. 

Inventories 

Inventories include stationery, retail, lottery and Royal mint coin products and are carried at the 
lower of cost and net real isable value after adjusting for obsolete or slow-moving stock. 

Trade receivables 

Trade receivables are recognised and carried at original invoice amount. An allowance is made 
when col lection of the full amount is no longer probable. The Group applies IFRS 9 to measure 
this al lowance for expected credit loses, grouping trade receivables based on shared risk 
characteristics and days past due. Bad debts are written off when identified. 

Cash and cash equivalents 

Cash and cash equivalents in the balance sheet comprise cash at bank and on hand, including cash 
in the Post Office network and short-term deposits (cash equivalents) with an original maturity date 
of three months or less. Cash equivalents are classified as loans and receivable financial 
instruments. 

For the purpose of the statement of cash flows, cash and cash equivalents consist of cash and cash 
equivalents as defined above, net of bank overdrafts. 

The subsidiaries Post Office Management Services Limited and Payzone Bil l Payments Limited hold 
some fiduciary cash balances, these are held on trust on behalf of third parties, see note [12] for 
details. 

Pensions and other post-retirement benefits 

Membership of occupational pension schemes is open to most permanent UK employees of the 
Group. 

The Group is the principal employer of the Post Office Section of the Royal Mail Pension Plan (RMPP), 
and is a participating employer within the Royal Mail Senior Executives Pension Plan (RMSEPP). 
RMPP and RMSEPP are both defined benefit plans closed to new members and closed to future 
accrual . Al l members of these plans are contracted out of the earnings-related part of the State 
pension scheme. 

A Memorandum of Understanding was executed in 2016/17 which removed the unconditional right to 
refund from the RMPP. As a result of these events the surplus relating to this Plan was derecognised. 

The pension assets of the defined benefit schemes are measured at fair value. Liabilities are 
measured on an actuarial basis using the projected unit credit method and discounted at a rate 
equivalent to the current rate of return on a high quality corporate bond of equivalent currency and 
term. 
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Notes to the financial statements (continued) 

Full actuarial funding valuations are carried out at intervals not normally exceeding three years as 
determined by the Trustees and actuarial valuations are carried out at each balance sheet date and 
form the basis of the surplus or deficit disclosed. When the calculation at the balance sheet date 
results in net assets to the Group, the recognised asset is limited to the present value of any future 
refunds of the plan or reductions in future contributions to the plan (the asset ceiling). As noted 
above, the RMPP Plan has been closed and no future refunds will be made to the Group. 

Actuarial gains and losses are recognised immediately in the statement of comprehensive income. 
Any deferred tax movement associated with the actuarial gains and losses is also recognised in the 
statement of comprehensive income. As the Group has no right to a future surplus in the RMPP, an 
equal and opposite adjustment to the asset ceiling is recognised in other comprehensive income. 
There is no effect on the net assets position of the Group. 

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

Foreign currencies 

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

Foreign currency transactions are translated into the functional currency using the exchange 
rates at the dates of the transactions. Foreign exchange gains and losses resulting from the 
settlement of such transactions and from the translation of monetary assets and liabilities 
denominated in foreign currencies at year-end exchange rates are recognised in profit or loss. 

Provisions 

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result 
of a past event, it is probable that an outflow of resources will be required to settle the obligation, 
and a reliable estimate can be made of the amount of the obligation. Due to the nature of provisions 
the future amount settled may be different from the amount that has been provided. If the effect of 
the time value of money is material, provisions are determined by discounting the expected future 
cash flows at an appropriate pre-tax rate. 

Financial instruments 

Initial measurement of financial instruments 
All financial instruments are initially measured at fair value plus or minus, in the case of a 
financial asset or financial liability not at fair value through profit or loss, transaction costs. 

Subsequent measurement of financial assets 
IFRS 9 divides all financial assets into two classifications — those measured at amortised cost and 
those measured at fair value. 

Where assets are measured at fair value, gains and losses are either recognised entirely in profit 
or loss (fair value through profit or loss, "FVTPL"), or recognised in other comprehensive income 
(fair value through other comprehensive income, "FVTOCI)". 

The classification of a financial asset is made at the time it is initially recognised. If certain 
conditions are met, the classification of an asset may subsequently need to be reclassified. 

Subsequent measurement of financial liabilities 
IFRS 9 divides all financial liabilities into two measurement categories: FVTPL and amortised 
cost. All of the Group's financial liabilities are measured at amortised cost. 

Derecognition of financial assets 
A financial asset is derecognised when the Group determines that it has transferred substantially 
all of the risks and rewards of ownership of the asset. 

Derecognition of financial liabilities 
A financial liability is removed from the balance sheet when it is extinguished; that is, when the 
obligation specified in the contract is either discharged or cancelled or expires. 

Derivatives and hedging activities 

Derivatives are initially recognised at fair value on the date that a derivative contract is entered 
into, and they are subsequently remeasured to their fair value at the end of each reporting 
period. The accounting for subsequent changes in fair value depends on whether the derivative is 

Post Office Limited corporate.postoffice.co.uk I PAGE 18 

Post Office limbed - Audit Risk & Compliance Corer► it?ee:-2.9105119 •101 of 314 



POL00422968 
POL00422968 

Tab 4.2 Financial Staten.enta 

Notes to the financial statements (continued) 

designated as a hedging instrument and, if so, the nature of the item being hedged. The Group 
designates certain derivatives as either: 

• Hedges of the fair value of recognised assets or liabi lities or a firm commitment (fair value 
hedges). 

• Hedges of a particular risk associated with the cash flows of recognised assets and liabi lities 
and highly probable forecast transactions (cash flow hedges). 

• Hedges of a net investment in a foreign operation (net investment hedges). 

At inception of the hedge relationship, the Group documents the economic relationship between 
hedging instruments and hedged items, including whether changes in the cash flows of the 
hedging instruments are expected to offset changes in the cash flows of hedged items. The 
Group documents its risk management objective and strategy for undertaking its hedge 
transactions. 

The fair values of derivative financial instruments designated in hedge relationships are disclosed 
in note [16]. Movements in the hedging reserve are shown within other reserves in the 
statement of changes in equity. The full fair value of a hedging derivative is classified as a non-
current asset or liability when the remaining maturity of the hedged item is more than 12 
months; it is classified as a current asset or liability when the remaining maturity of the hedged 
item is less than 12 months. 

Cash flow hedges that qualify for hedge accounting 
The effective portion of changes in the fair value of derivatives that are designated and qualify as 
cash flow hedges is recognised in other reserves within equity. The gain or loss relating to the 
ineffective portion is recognised immediately in profit or loss. 

When the forecast transaction subsequently results in the recognition of a non-financial asset or 
non-financial liability, the associated cumulative gain or loss is removed from equity and included 
in the initial cost or other carrying amount of the non-financial asset or liabi lity. If a hedge of a 
forecast transaction subsequently results in the recognition of a financial asset or financial 
liabi lity, the associated gains or losses that were previously recognised in the statement of 
comprehensive income are reclassified into the income statement in the same period or periods 
during which the asset acquired or liability assumed affects the income statement. 
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Notes to the financial statements (continued) 

Employment and related costs were as follows: 

2019 2018 
People costs within trading: £m £m 

Wages and salaries 162 154 

Social security costs 18 18 

Other pension costs (note [1]) 13 ' 
- : -- 

17 
------ ------ ------- -- -------- -------- -------- 

Total people costs within trading 
-------- --------- ----------------------------------------

193 189 

Other operating costs within trading 765 :' 771 

Total trading costs 958 
---

960 

People costs within investments relate to severance costs as part of restructuring and are disclosed 
within note [4]. 

Period end and average monthly employee numbers were as follows: 

Period end employees Average monthly employees 
2019 2018 2019 2018 

Total employees 4,397 5,020 4,703 5,066 
-------------- ---------------------------------r_............._.................................. ---------------------------------------------...---------- ............... ---------- ........ ---------------------------------------------

Total employee numbers can be categorised as fol lows: 

2019 2018 

Administration 1,205 -! 1,205 

Directly managed branches (DMB) 2,049 ` 2,707 

Supply Chain 854 848 

Network programmes 164 213 

Post Office Insurance 57 47 

Payzone Bill Payments 68 - 

Total 4,397 5,020 
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Notes to the financial statements (continued) 

3. Operating profit 
The fol lowi 1y items are included within operating profit: 

2019 2018 

Postmasters' fees I 371 

Depreciation and amortisation (notes [8] and [9]) j 55 

Cost of inventories recognised as an expense 4 

Loss on disposal of fixed assets S' 1 

Operating lease charges - Land and buildings 13  12 

Operating lease charges - Motor vehicles I I 1 

Fees payable to the Group's auditor for audit and other services: £000 £000 

- parent Company and Group audit 440 773 

- audit of subsidiary 85 82 

- audit related assurance services hrr l h l s sI; J 105 

- other assurance services 110 110 

2019 2018 
Em £m 

Investment funding 168 70 

Restructuring: 

Business transformation (14) (16) 

Network programmes (64) (63) 

IT transformation (13) (6) 

Severance (38) (17) 

Total restructuring costs (129) (102) 

Unwinding of discounts on provisions (1) (2) 

Total investments income / (charge) ii 38 (34) 

Investment funding: Investment funding is received from BEIS. 

Restructuring: Restructuring costs are transformational spend incurred in order to implement the 
major transformation programmes. Business transformation is an overarching programme that will 
transform the business, driving Post Office toward commercial sustainability through technological 
innovation and the fundamental re-envisaging of long-term contracts. Network programmes is a 
multi-year initiative designed to simplify the retailer proposition, with key areas of focus being 
simplification, automation and the extension of the franchising model to some of our directly 
managed branches. IT transformation includes programmes to restructure our IT operating model 
and overhaul legacy back office systems, transitioning to a cloud based architecture. As part of the 
aforementioned transformational activities, severance costs have been incurred. 

Unwinding of discounts on provisions: finance costs incurred in order to unwind the discount on 
onerous lease provisions. 
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Notes to the financial statements (continued) 

5.Directors' emoluments 
Directors accruing pension entitlements during the period under: 2019 2018 

Number Number 

Defined benefit schemes ;;;:' : ;; ; ; ;;;;, -

Defined contribution schemes 1 1 

The Directors received the following emoluments: 

Remuneration for each Director for the financial year 2018/19 

Name Annualised Actual Cash in lieu 

salary/fees salary/fees Benefits of pension STIP LTIP Total Total 

..---....-.........-----...-- ..........................-.......------ 
2018/19 (note 1) 
-- -- - -- ---- .............--------------------.............-------------------------.........-....---...............----------------------------------------------------------------------------------------------

2018/19 2018/19 2018/19 2018/19 2018/19 2018/19 2017/18 

Non-Executive Directors 

Tom Cooper (note 2) - - - - - - - 

Tim Franklin 40,000 39,800 - - - - 39,800 40,000 

Virginia Holmes (note 3) 35,700 300 - - - - 300 35,500 

Shirine Khoury-Haq 35,000 30,000 - - - - 30,000 - 

Ken McCall 50,000 49,800 - - - - 49,800 50,000 

Tim Parker (note 4) 19,230 19,300 - - - - 19,300 75,000 

Carla Stent 45,000 44,800 - - - - 44,800 45,000 

Richard Callard (note s) - - - - - - 

Executive Directors 

Paula Vennells motes) 255,000 255,000 9,900 63,800 X X X 718,300 

Alisdair Cameron 244,800 244,800 9,900 61,200 X X X 595,900 

Note 1: The annualised fees are shown as at 31 March 2019 or at the date of leaving. 
Note 2: Tom Cooper is an employee of UK Government Investments Limited (UKGI). 
Note 3: Virginia Holmes ceased her role as Non-Executive Director on 27 March 2018. 
Note 4: Tim Parker donates the after tax value of his Board fees to charity. From 1 April 2018, Tim's time 
commitment has reduced and there has been a corresponding reduction in his annual fee. 
Note 5: Richard Callard was an employee of UKGI and ceased his role as Non-Executive Director on 27 
March 2018. 
Note 6: Paula Vennells resigned as Group Chief Executive on 30 April 2019. 

Remuneration Policy Summary 

The tab'ie below describes the STIP and LTIP available for the Executive Directors. 

The remuneration framework for the Executive Directors requires consent from the Special 
Shareholder (BEIS) each year. 
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Teti 4.2 Finar •i l Stxate:nenk> 

Notes to the financial statements (continued) 

Short-Term The STIP drives and rewards performance over the single 
Incentive Plan financial year against key financial and operational targets taken 
(STIP) from the business scorecard. Metrics and targets are 

determined and set each year according to business priorities. 

80% of the STIP plan is determined by business targets, with 
the remaining 20% linked to the achievement of personal 
performance objectives. 

The target opportunities for the Chief Executive and Chief 
Finance and Operating Officer are 48% and 40% of salary, with 
a maximum for stretch performance of 80% and 66.66% of 
salary respectively. 

Long-Term The LTIP is designed to reward and retain key executives and 
Incentive Plan senior managers on the achievement of strategic longer term 
(LTIP) targets linked to the development and growth of a sustainable 

business. 

The specific performance targets are determined for each LTIP 
cycle with reference to the three-year plan which is agreed with 
the Special Shareholder (BEIS). 

The target opportunities for the Chief Executive and Chief 
Finance and Operating Officer are 70% and 50% of salary, with 
stretch performance of 98% and 70% of salary respectively. 

Differences in remuneration policy for the Executive Directors and employees 
generally 

The remuneration policy for the Executive Directors takes account of their level of responsibility 
and their influence over Post Office's performance. Accordingly, a higher proportion of their total 
remuneration package is at risk and subject to performance (under the STIP and LTIP). The 
incidence and potential amounts payable under such incentives across the workforce are 
determined by their role and grade within the organisation. 

Claw-back provision 

Executive Directors have claw-back clauses in their contracts, as well as the STIP and LTIP rules, 
which provide for the return of any over-payments in the event of misstatement of the financial 
statements, error or gross misconduct on the part of an Executive Director. These provisions are 
structured in line with market best practice. 

2019 2018 
£m £m 

Trading: 

Interest payable on loans (6) (5) 

Finance charges (2) -

Total - trading (8) (5) 

Investments: '. 

Unwinding of discounts on provisions (i)r,' (2) 

Total - investments (1) 'j (2) 

Total - net finance costs (9) l (7) 
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Notes to the financial statements (continued) 

7. Taxation credit 

(a) Taxation recognised in the year 

Cur-rent and deferred income tax is charged or credited to the income statement as follows: 

2019 2018 
£m £m 

Current income tax: 

Corporation tax credit for year (8) (8) 
Deferred income tax: hel e $
Deferred tax income relating to the utilisation of losses brought forward (1) (1) 

Taxation credit (9) (9) 

The current income tax credit recognised in the income statement is £8 million (2018: £8 million) 
and relates to the surrender of tax losses to the joint venture. The deferred income tax credit 
recognised in the income statement is £1 million (2018: £1 mi llion) and arises as a consequence of 
the acquisition of intangible assets as part of a business combination. It corresponds to the deferred 
tax liability recognised in the business combination. 

In the current year no deferred income tax has been recognised in other comprehensive income. 

No current or deferred tax income tax was recognised directly in equity in the current or prior year. 

(b) Factors affecting current tax charge on profit on ordinary activities 

As in 201.8, the tax assessed for the year differs from the standard rate of corporation tax in the UK 
of 19% (2018: 19%). The differences are explained below: 

2019 2018 
£m £m 

Profit before taxation 43 ` 8 
.....---...-- .........................._......................................................................................................................._.........................._....---........................................................ ...........s..._....._...........--....--....._................ 

Profit before taxation multiplied by the standard rate of corporation 
8 1 tax in the UK of 19% (2018: 19%) 

Effect of unutilised losses carried forward 18 `` 29 

Decrease in tax charge as a result of change in unrecognised deferred (21) i! (24) tax assets 
Surrender of tax losses to joint venture (8) (8) 

Profits from disposals eligible for relief - -
Tax effect of share of results of joint venture (6) 1 (7) 

Taxation credit (9)  (9) 

(c) Deferred tax 

Deferred tax relates to the following: 
Consolidated balance sheet Consolidated income statement 

2019 2018 2019 2018 
£m £m £m £m 

Acquired intangible assets (2), (1) 1 1 

Tax losses 2 1 - - 

Deferred tax (liability) - i - - -

Deferred tax income - - 1 1 

In the current year a deferred tax liability of £2 million (2018: £1 million) has been recognised on 
the acquisition of intangible assets as part of a business combination, with a corresponding deferred 
tax asset of £2 million (2018: £1 million) recognised for the value losses up to the same liability. 

The Group has significant tax losses that are available indefinitely for offsetting against future 
taxable profits. As at the balance sheet date no deferred tax asset has been recognised in relation to 
these tax losses (2018: £nil). 
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Notes to the financial statements (continued) 

(d) Factors that may affect future tax charges 

The Group has unrecognised deferred tax assets of £183 million (2018: £190 million), comprising 
£148 million (2018: £143 million) relating to tax losses that are available to offset against future 
taxable profits, £32 million (2018: £46 million) relating to fixed asset timing differences and £1 
million (2018: £1 million) relating to temporary differences on provisions. The Group has rolled over 
capital gains of £2 million (2018: £2 million); no tax liability would be expected to crystallise should 
the assets into which the gains have been rolled be sold at their residual value, as it is anticipated 
that a capital loss would arise. 

The main rate of corporation tax in the UK will remain at 19% for the year starting 1 April 2019 and 
reduce to 17% with effect from 1 April 2020. 

The Finance (No.2) Act 2017 was substantively enacted on 16 November 2017. This includes a 
restriction on the utilisation of brought forward tax losses and corporate interest in certain 
circumstances effective from 1 Apri l 2017. 
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Tab 4.2 Financial StaternanEa 

Notes to the financial statements (continued) 

8. Intangible assets 
Other 

Software Goodwill intangibles Total 
£m £m £m Em 

Cost 
- ---- ------ - -- - - ---- --.................---...---..........--....---....-............-....---....-.................---....-........... 

At 27 March 2017 
................................-........... 

323 
...........-...............................................................-.................. 

44 - 367 

Reclassification (2) - - (2) 

Additions 125 1 6 132 

At 25 March 2018 446 45 6 497 

Reclassification (29) - - (29) 

Additions 101 - - 101 

Added on acquisition 1 8 7 16 

Disposals (17) - - (17) 

At 31 March 2019 502 53 13 568 

Accumulated amortisation 

At 27 March 2017 200 - - 200 

Reclassification 6 6 

Amortisation 27 - - 27 

At 25 March 2018 233 233 
Added on acquisition 1 - - 1 

Amortisation 55 - 3 58 

Disposals 
......_.........._ 

(15) - (15) 
. ................-....---.................---...---..........----.---....-............-....---....-........................................................................................................................................ ........................... .................... .. 

At 31 March 2019 274 - 3 277 

Net book value 

At 31 March 2019 228 53 10 1
At 25 March 2018 213 45 6 264 

Other intangibles includes customer relationships, merchant relationships and brands 

During the current and prior year, a review of property, plant and equipment and intangible assets 
took place and resulted in reclassifications between categories. 

Additions to software relate to IT transformation projects undertaken during the current year. 

Additions to goodwill and other intangibles relate to the Payzone Bill Payments Limited ("Payzone") 
business combination disclosed within note [20]. Goodwi l l is tested for impairment annually or more 
frequently if events or changes in circumstances indicate that the carrying value may not be 
recoverable. Management determined that no impairment was necessary for the current year (2018: 
£nil). 

Goodwill was not considered to be impaired at the date of the last review. Refer to note [9] for 
details of the impairment review performed during the year. 
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Notes to the financial statements (continued) 

9. Property, plant and equipment 
Land and Buildings 

Plant Fixtures 
Long Short Motor and and 

Freehold leasehold leasehold vehicles machinery equipment Total 
£m £m £m £m £m £m £m 

Cost 

At 27 March 2017 45 41 23 26 1 795 931 

Reclassification 1 1 1 - - (1) 2 

Additions - - - 1 - 18 19 

Disposals 
- -- .._ .......................... _... ... ....._....... ........._......._........_......._......._........_......_......._....-_......__....__... .-_........ .....__........ ........ ......... ........_....... ......._......._......_.. ...._......._.... .. 

(6) (3) (2) (2) - (7) (20) 

At 25 March 2018 40 39 22 25 1 805 932 

Reclassification 2 - - - - 27 29 

Additions 1 1 1 - 35 38 

Added on acquisition - - - - - 4 4 

Disposals (4) (1) (2) - - (22) (29) 

At 31 March 2019 39 39 21 25 1 849 974 

Accumulated depreciation 

At 27 March 2017 32 14 23 26 1 677 773 

Reclassification - - - - - (6) (6) 

Depreciation 1 2 - - - 25 28 

Disposals (4) - (2) (2) - (3) (11) 

At 25 March 2018 29 16 21 24 1 693 784 

Depreciation 1 2 - - - 33 36 

Disposals (2) (1) (2) - - (17) (22) 

At 31 March 2019 28 17 19 24 1 709 798 

Net book value 

At 31 March 2019 11 22 2 1 - 140 176 

At 25 March 2018 11 23 1 1 - 112 148 

Depreciation rates are disclosed on page [XX] within the accounting pol icies note. No depreciation is 
provided on freehold land, which represents £2 mi l lion (2018: £2 million) of the total cost of 
properties. 

During the current and prior year, reviews of property, plant and equipment and intangible assets 
took place and resulted in reclassifications between categories. 

An impairment test was performed during the year. Intangible assets and property, plant and 
equipment were tested for impairment by comparing the carrying amount of each Cash 
Generating Unit (CGU) with the recoverable amount determined from value in use calculations. 
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Tab 4.2 Finanoia9 Staten.enta 

Notes to the financial statements (continued) 

Post Office has determined that it has two CGUs: Post Office Limited and Post Office Management 
Services Limited. Post Office Management Services Limited is a standalone entity with an 
identifiable asset base and therefore is deemed one CGU. Post office Limited runs a national 
network of branches which provide a distinct retail offering resulting in a fluid customer base 
across the network. As such the network as a whole is deemed to be one CGU. 

The discounted net cash flows from the value in use calculations were used to determine the 
recoverable amount of the CGU's identified, being Post Office Limited and Post Office 
Management Services Limited. Value in use is determined using the Group's net cash inflows 
from the continued use of the assets within each CGU over a two year period (and then 
continued into perpetuity), with no nominal growth rate assumed outside of this period. Pre-tax 
discount rates for Post Office Limited of 9.5% (2018: 9%) and for Post Office Management 
Services Limited of 12% (2018: 12%) have been used to discount the forecasted cash flows. 

A sensitivity analysis has been performed in assessing the value in use of property, plant and 
equipment and intangible assets. This has been based on changes in key assumptions considered 
to be possible by management. This included an increase in the discount rate of up to 12%, zero 
growth rate and a decrease in forecasted EBITDA by 5%. The sensitivity analysis showed that no 
impairment would arise under each or a combined scenario. 

Management therefore believes that any reasonably possible change in the key assumptions 
would not cause the carrying amount of any CGU's to exceed their carrying value. 
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Notes to the financial statements (continued) 

~ 1 • 

The fol lowing entity has been included in the consolidated financial statements using the equity 
method: 

Joint ventures 

During the current and prior year, the Group's only joint venture investment was a 50% interest 
(1,000 £1 ordinary A shares) in First Rate Exchange Services Holdings Limited, whose principal 
activity is the provision of Bureau de Change. First Rate Exchange Services Holdings Limited is a 
company registered in the United Kingdom. The registered address of First Rate Exchange Services 
Holdings Limited is Great West House, Great West Road, Brentford, Middlesex, TW8 9DF. 

The principal activity of First Rate Exchange Services Holdings Limited is the supply of foreign 
currency in the UK, which is seen as complementing the Group's operations and contributing to 
achieving the Group's overall strategy. The principal risks of the Group are disclosed on pages [XX] 
to [XX]. 
The financial year-end date of First Rate Exchange Services Holdings Limited is 31 March. For the 
purposes of applying the equity method of accounting, the financial statements of First Rate 
Exchange Services Holdings Limited for the year ended 31 March 2019 have been used. 

2019 2018 
Joint venture Joint venture 

Em £m 

Share of net assets 

Total net investment at 26 March 2018, 27 March 2017 
66` 

66 

Share of post-tax pre dividend profit 33 34 

Dividend (33) (34) 

Total net investment at 31 March 2019, 25 March 2018 66 66 

Share of assets and liabilities: 

Receivables 

Cash and cash equivalents 

Non-current assets 

Share of gross assets 

Current liabilities 

Share of net assets 

Share of revenue and profit: 

Revenue 

Profit after tax 

Post Office Limited 

2019 2018 
Joint venture Joint venture 

Em £m 

193 220 

22'x: 14 

7 8 

222 '" 242 

(156):, (176) 

66 66 

84 
33 34 
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Notes to the financial statements (continued) 

2019 2018 

.................._.........................._....---...............-----...---......------------...._............_....---...._.........-----...---...._..................._...................._..._...........-........................ £m ---................................_.................. £m 
Current: 

Trade receivables 97 '- 81 

Accrued income 71 78 

Prepayments 19 " 17 

Client receivables 138 132 

Other receivables 19 16 

Total 344 . 324 
...-----...-- .........................._.........................._..........................................................................................._.........................._.................. 

Non-current: 

Accrued income 2 2 

Prepayments 4 10 

Total 
------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------- 

6' ' ...---....----..................-..-.-- !...... --•----------------------------------------------
12 

The Group receives and disburses cash on behalf of Government agencies and other clients to 
customers through its branch network. Amounts owed from/to Government agencies and other 
clients are disclosed separately as client receivables (as above) and client payables (see note [13]). 
£5m (2018: £4m) has been recognised within current prepayments for costs incurred to fulfil 
contracts. Non-current prepayments constitute costs incurred to fulfil contracts, in both the current 
and prior year. 

The Group applies IFRS 9 when measuring expected credit losses. Trade receivables have been 
grouped based on shared credit risk characteristics and the days past due to measure the expected 
credit losses. The loss allowance for the current and prior year has been determined as follows: 

>30 days >60 days 
and <60 and <120 

days past days past >120 days 
31 March 2019 Current due due past due Total 
Expected loss rate 21% 65% 

Gross carrying amount - £m - - 1 18 19 

Loss allowance - ;Em - - 1 18 19 

>30 days >60 days 
and <60 and <120 

days past days past >120 days 
25 March 2018 Current due due past due Total 
Expected loss rate - - - 95% 

Gross carrying amount - £m - - - 19 19 

Loss allowance - Em - - - 19 19 

There is a loss allowance in the current, more than 30 days and more than 60 days ageing 
categories, however it is immaterial for disclosure. 

The closing loss allowance for trade receivables as at 31 March 2019 reconciles to the opening loss 
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Tab 4.2 Financial StaternanEa 

Notes to the financial statements (continued) 

allowance as follows: 

2019 

Opening loss allowance 

Increase in loss allowance 

Receivables written off as uncollectible 

Unused amounts reversed 

Closing loss allowance 

2018 
Em ............... 
14 

14 

(5) 

(4) 

19 

Tine fair value of trade and other receivables is not materially different from the carrying value. 

2019 
£m 

2018 
Em 

Cash in the Post Office Limited network 537  643 

Short-term bank deposits 14 ` 9 

Fiduciary cash balances held on behalf of third parties 9 3 

Total cash and cash equivalents 560 655 

Cash in the Post Office Limited network represents the note and coin in circulation in branches and 
cash centres. Refer to note [22] for further detail. 

Where interest is earned it is at a floating or short-term fixed rate. The fair value of cash and cash 
equivalents is not materially different from the carrying value. 

The fiduciary cash balances are held within Post Office Management Services Limited or Payzone Bill 
Payments Limited and are held on trust on behalf of third parties and cannot be called upon should 
either company become insolvent. 
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Notes to the financial statements (continued) 

13. Trade and other payables 
2019 

Em 

Current: 

Trade payables 

Accruals 

Deferred income 

Social security 

Client payables 

Capital accruals 

Other payables 

Total 

2018 
£m 

45 

160 

32 

8 

306 

20 

571 

Non-current: 

Other payables 14 18 

Total 14 18 
----------------------------------------------------------------------------------------------------------------------------------------------------------- :_ -----------------------------------------

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

61 

118 

20 

8 

312 

11 

3 

i::....i:€; .€...; 533 

14. Financial liabilities - interest bearing loan and borrowings 
2019 2018 

Em £m

Department for Business, Energy and Industrial Strategy 565 623 

The loan under the faci lity is short dated on a programme of liquidity management and matures 1 
day after the year-end (2018: 1 day). The fair value of borrowings approximate their carrying value 
due to the short term maturities of the loan. On maturity it is expected that further loans will be 
drawn down under this facility, which expires in 2021. The undrawn committed facility, in respect of 
which al l conditions precedent had been met at the balance sheet date, is £385 million (2018: £327 
mi llion). The average interest rate on the drawn down loans is 1.1Db (2018: 0.8%). 

The facility is currently restricted to funding the cash and near cash items held within the Post Office 
Limited network. 

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office 
Limited and a negative pledge over cash and near cash items. The negative pledge is an agreement 
not to grant security over the assets or to set up a vehicle that has the same effect. 
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Notes to the financial statements (continued) 

Network 
Programmes 

£m 
Property 

£m 
Severance 

£m 
Other 

£m 
Total 

£m 
At 26 March 2018 18 32 7 9 66 

Charged to investments 3c) 'S 
.......... ................ 

" 43 98 

Charged to trading 9 9 

Transfers - - - 3 3 

Utilisation (36) (9) (24) (6) (75) 
Provisions released in the year - - (7) (4) (1) (12) investments 
Provisions released in the year - (5) {5) trading .- ...---.-
At 31 March 2019 12 41 22 9 84 

Network 
Programmes Property Severance Other Total 

£m £m £m £m £m 

Disclosed as: 

At 31 March 2019 

Current 6 14 22 8 50 

Non-current 6 27 - 1 34 

---...-- .........................._.........................._.............................................. 12 41 22 9 84 

At 25 March 2018 

Current 11 11 7 7 36 

Non-current 7 21 - 2 30 

18 32 7 9 66 

The Group has recognised provisions where a present legal or constructive obligation exists as a 
result of a past event, where it is probable that an outflow of resources will be required to settle the 
obligation and a reliable estimate of the amount can be made. 

The Network Programmes provision relates to payments due to postmasters in relation to the major 
transformation programme. Provisions are recognised when either postmasters agree to terminate 
their existing contracts or sign the new format contracts under Network Transformation. 

Property provisions relate to vacant and onerous leases and dilapidations. Vacant and onerous lease 
provisions are recognised on leasehold properties when the unavoidable costs of meeting the 
obligations of the lease agreement exceed the benefits expected to be received under it. 

Severance provisions are recognised for business reorganisation where the plans are sufficiently 
detailed and well advanced and where appropriate communication to those affected has been 
undertaken at the balance sheet date. 

Other provisions of £9 million includes £1 million for personal injury claims and £2 million which sits 
within the subsidiary Post Office Management Services Limited and relates to the repayment of 
commission received in the event of the cancellation of insurance policies. 
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Notes to the financial statements (continued) 

16. Financial assets and liabilities 
a. Financial assets and liabilities by category 

The breakdown of the Croup's financial instruments at 31 March 2019 and 25 iviarch 2018 is shown 
below: 

2019 2018 
Non - Non -

Current current Total Current current Total 
Em Em Em £m Em Em 

Financial assets 

Trade and other receivables 325 2 327 307 2 309 

Cash and cash equivalents 543 - 543 655 - 655 

Financial liabilities 

Trade and other payables ($05) (3) (508) 1' (531) (4) (535) 

BEIS loan (565) - (565) ' (623) - (623) 
------- ------- -------- - ------- 

Total financial liabilities 
(202) (1) (203) ; 

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

(192) (2) (194) 

Except for prepayments, social security and deferred income, which have been excluded from the 
table above, al l of the Group's financial assets and liabilities by nature and classification for 
measurement purposes are considered loans and receivables. 

The fair value of the Group's financial assets and liabilities approximate their carrying value due to 
the short-term maturities of these instruments. The fair value of financial assets and liabilities is 
defined as the amount at which the Group would expect to receive upon selling an asset or pay to 
transfer a liability in a transaction between market participants at the measurement date. 

All of the Group's financial assets and liabilities are considered to be Level 2 in the fair value 
hierarchy. The nature of the inputs used in determining the values of the financial assets and 
liabilities are those other than quoted prices included within Level 1 that are observable for the asset 
or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices). 

The Group has no Level 1 and Level 3 financial instruments and there have been no transfers 
between the levels of fair value hierarchy during the period. 

b. Financial risk management objectives and policies 

The Group is exposed to a variety of financial risks: market risk (including foreign currency risk and 
interest rate risk), credit risk and liquidity risk. The Group's overall risk management programme 
focuses on the unpredictability of financial markets and aims to minimise potential adverse effects 
on the Group's financial performance. 

Interest rate risk 

The Group is exposed to changes in interest rate on floating rate debt, cash deposits, current 
account balances, and commission income. Interest rate risk on borrowings is managed through 
determining the right balance of fixed and floating debt within the financing structure. Market 
conditions are considered when determining the desired balance of fixed and floating rate debt. Had 
there been a 50 basis point increase in interest rates, there would have been an £7 million 
favourable impact on the Group's equity and income statement. A 50 basis point decrease would 
have resulted in a £7 million adverse impact on the Group's equity and income statement. 

Post Office Limited corporate.postoffice.co.uk ( PAGE 3.4 

Post Office l imbed - Audit Risk & Compliance , ;o r€rr:ii.'e -29;'t15119 117 of 344 



POL00422968 
POL00422968 

Tel 4.2 Financal Stete:nenEs 

Notes to the financial statements (continued) 

In 2018/19, to hedge its exposure to the variability of commission income linked to 1-month Libor, 
the Group entered into a three year amortising interest rate swap which has the effect of fixing a 
proportion of the interest commission income. The qualifying criteria for hedge accounting were met 
and in accordance with IFRS 9 the swap was designated as the hedging instrument in a cash flow 
hedge. At year end, the hedging instrument had a fair value of £3 million and has been included 
within trade and other receivables on the balance sheet. 

Foreign currency risk 

The Group is exposed to foreign currency risk resulting from balances held to operate Bureau de 
Change services. 

The currencies in which these transactions are primarily denominated are US dollar and Euro. The 
Group's foreign currency risk management objective is to minimise the impact on the Income 
Statement of fluctuations in the exchange rates. The Group hedges its foreign currency risk 
principally through external forward foreign currency contracts to cover near-term future revenues 
with a number of providers including First Rate Exchange Services Holdings Limited. 

The following table demonstrates the sensitivity of financial instruments to a reasonably possible 
change in the US dollar and Euro exchange rates, assuming they are unhedged and with all other 
variables held constant, on profit/(loss) before tax and equity. 

Strengthening Effect on Strengthening Effect on 
/ (weakening) profit Effect / (weakening) profit Effect 

in US dollar rate before tax on equity in euro rate before tax on equity 
£m Em % £m £m 

Increase / Increase / Increase / Increase / Increase / Increase / 
(decrease) (decrease) (decrease) (decrease) (decrease) (decrease) 

2019 10 1 1 10 2 2 

(10) (1) (1) (10) (2) (2) 

2018 10 1 1 10 3 3 

(10) (1) (1) (10) (3) (3) 

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in 
financial loss to the Group. Financial credit risk arises from cash balances (including bank deposits 
and cash and cash equivalents) held by the Group and business credit risk arises from exposures to 
customers. Business risk includes commission receivable and client related settlements for amounts 
paid out of the Post Office network on their behalf. 

The Group aims to minimise its financial credit risk through the application of risk management 
policies approved by the Board. Counterparties are limited to major banks and financial institutions. 
The policy restricts the exposure to any one counterparty by setting appropriate credit limits. The 
maximum exposure to credit risk is limited to the carrying value of each class of asset summarised 
in note [11]. 

Business credit risk is monitored centrally. The level of bad debt provision is 2% (2018: less than 
2%) of revenue. 

Capital management 

The Group's objectives when managing capital (defined as the net of borrowings and cash and cash 
equivalents excluding cash in the Post Office Network) are to safeguard its ability to continue as a 
going concern and to maintain an optimal capital structure in order to support the business and 
maximise stakeholder value. In managing the Group's capital levels the Board and the Group 
Executive regularly monitor the level of debt in the Group, the working capital requirements and the 
forecast cash flows. The Board and Group Executive plan accordingly following this review process in 
order to meet the Group's capital management objectives. 
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Tab 4.2 F financial StaternanEa 

Notes to the financial statements (continued) 

Liquidity risk 

The Group's primary objective is to ensure that the Group has sufficient funds available to meet its 
financial obligations as they fall due. This is achieved by aligning short-term investments and 
borrowing facilities with forecast cash flows. Typical short-term investments include short term bank 
deposits with approved counterparties. Borrowing facilities are regularly reviewed to ensure 
continuity of funding. 

The Group has adequate cash reserves to meet operating requirements in the next 12 months. 

At 31 March 2019 the Group has unused facility of £385 million (2018: £327 million). The working 
capital facility expires in 2021. 

In addition to the security interest provided to BEIS in connection with the £950 million Working 
Capital Facility (note [14]), Post Office Limited has also created a first floating charge over its 
assets as security for the payment and discharge of certain liabilities arising in the normal course 
of its client-related activity. The charge under these arrangements is restricted in its ability to 
take an acceleration action in relation to its debt. As at the balance sheet date the outstanding 
liabilities amounted to £95 million (2018: £100 million). 

The tables below analyse the Group's financial assets and liabilities into relevant maturity groupings 
based on the remaining period at the balance sheet date to the contractual maturity date. The 
amounts disclosed in the table are the contractual undiscounted cash flows and include interest, 
where applicable. 

12 1-2 
Months Years Total 

At 31 March 2019 £m £m £m 

Financial assets 

Trade and other receivables 325 2 327 

Cash and cash equivalents 543 - 543 

Financial liabilities 

Trade and other payables (505) (3) (508) 

Interest bearing loan (565) - (565) 

Total financial assets/(liabilities) (202) 
- - ... ...........-....... .. .................................................... .........- (1) (203) 

12 1-2 
Months Years Total 

At 25 March 2018 £m £m £m 

Financial Assets 

Trade and other receivables 307 2 309 

Cash and cash equivalents 655 - 655 

Financial Liabilities 

Trade and other payables (531) (4) (535) 

Interest bearing loan (623) - (623) 

Total financial assets/(liabilities) (192) (2) (194) 

Prepayments, social security and deferred income have been excluded from the table above. There 
were no financial assets or liabilities in the current or prior year that were due to mature after two 
years. 
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Notes to the financial statements (continued) 

The disclosures in this note reflect the two defined benefit schemes: the Post Office section of the 
Royal Mail Pension Plan (RMPP) which is independent from the Royal Mail section of the RMPP, 
and a 7% share of the Royal Mail Senior Executives Pension Plan (RMSEPP). Royal Mail Group Ltd 
is the principal employer of RMSEPP and Post Office Limited became a participating employer 
with effect from 1 April 2012. This disclosure also includes the Post Office Pension Plan (POPP), 
which is a defined contribution scheme. 

The disclosures in this note show the value of the assets and liabilities that have been calculated 
at the balance sheet date. 

Post Office participates in pension schemes as detailed below. 

Name Eligibility Type 

Royal Mail Pension Plan (RMPP)* UK employees Defined benefit 

Royal Mail Senior Executives Pension Plan (RMSEPP) UK senior executives Defined benefit 

Post Office Pension Plan (POPP) UK employees Defined contribution 
*The RMPP closed to future accrual on 31 March 2017. 

Defined Contribution 

The charge in the income statement for the defined contribution scheme was £13 mil lion (2018: 
£17 million) and the Group contributions to this scheme were £20 million (2018: £20 million) 
during the year. 

Defined Benefit 

Both RMPP and RMSEPP are funded by the payment of contributions to separate Trust 
administered funds. It should be noted that the assumptions used for these pension disclosures 
are not the same as the assumptions used for funding the plans. The latest full actuarial funding 
valuation of the RMPP was carried out as of 31 March 2018 using the projected unit method. For 
RMPP, this valuation was concluded at £20 mi llion surplus (31 March 2015 valuation: £63 million 
surplus) on a Technical Provisions basis. Valuations are carried out triennially. 

RMPP includes sections A, B and C each with different terms and conditions: 

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

• Section B is for members (or beneficiaries of members) who joined after 1 December 
1971 and before 1 Apri l 1987 or to Section A members who chose to receive Section B 
benefits. 

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

The latest ful l actuarial funding valuation for RMSEPP was carried out as at 31 March 2018 using 
the projected unit method. For 100% of RMSEPP, the valuation concluded at £49 million surplus 
(31 March 2015 valuation: £17 million surplus) on a Technical Provisions basis. 

A series of changes to RMPP and RMSEPP have taken effect since 1 Apri l 2008. 

The changes encompassed are: 

• The Plans closed to new members from 31 March 2008. 
• Al l pensions and benefits earned before 1 April 2008 retained a link to final pensionable 

salary, benefits accrued from 1 April 2008 were earned on a "career average pensionable 
salary" basis. 

• RMPP employees can continue to take their pension on reaching age 60 but the normal 
retirement age increased to age 65 for benefits earned from 1 April 2010. 

• From 1 Apri l 2010 it was possible to draw pension earned before the change to normal 
retirement age at age 55 (subject to an actuarial reduction in the pension benefit), and 
continue working while sti ll contributing to the RMPP until the maximum level of benefits 
was reached. 

• RMSEPP was closed to future accrual on 31 December 2012. 
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Tab 4.2 Finanoia9 Staten.enta 

Notes to the financial statements (continued) 

Liabilities accrued in the RMPP to 31 March 2012 were largely transferred to the Royal 
Mail Statutory Pension Scheme. The pre-31 March 2012 liabilities are substantially no 
longer an obligation of Post Office and the transfer therefore resulted in a significant 
removal of pension risk for Post Office. 
In relation to RMPP only, from 1 April 2014 pensionable salary was amended to the 
amount in force as at 31 March 2014, increasing each 1 April thereafter in line with RPI 
(up to 5% each year), with allowance for certain promotional increases. 
The Post Office section of the RMPP closed to future accrual on 31 March 2017 and so no 
further defined benefits have accrued in respect of Post Office employment after that 
date; however for as long as a member remains in employment with the Group or has not 
taken pension, pre-1 April 2012 pension benefits are linked to pensionable salary and 
post-31 March 2012 benefits receive in-deferment increases (linked to CPI). Closure to 
future accrual means that no contributions in respect of normal service accrual are 
required after 31 March 2017. However there were redundancy payments of £1 million 
(2018: £5 million) made to the RMPP during 2018/19, which were paid in order to fund 
enhanced benefits for the members concerned. 
On 21 March 2017 Post Office executed a Memorandum of Understanding with the Trustee 
of the RMPP. This clarified the Trustee's powers to distribute surplus without Post Office's 
agreement and Post Office concluded that it no longer had an unconditional right to 
refund from the Plan. In light of this, in accordance with IFRIC 14, the RMPP pension 
surplus was derecognised as at 26 March 2017. 

Even though RMSEPP had a funding surplus on a Technical Provisions basis at the date of the 
latest full actuarial funding valuation, under the associated Schedule of Contributions, payments 
of £1 million per annum has been made. Post Office's share of these payments is 7% of the total. 
The payments wil l continue to 31 March 2025. 

The weighted average duration of the Post Office section of the RMPP is around 25 years, and for 
RMSEPP is around 20 years. 

In July 2017 the Trustee of the RMPP invested in two bulk annuity policies with Rothesay Life. 
Those policies provide an income to the Post Office section of the RMPP that matches the vast 
majority of the required benefit payments; as shown in the following disclosures, the estimated 
value of those policies (on the IAS 19 assumptions as at 31 March 2019) is £292 million (2018: 
£272 million), compared to the RMPP defined benefit obligation of £320 million (2018: £298 
million). The £28 million difference in these figures is due to a £20 million reserve for future 
administration expenses (which are not matched by the annuity policies), plus £8 million in 
respect of small differences between the insured benefits and the actual benefit obligation. 

A bulk annuity policy (with Scottish Widows) is also held by the Trustee of the RMSEPP. As shown 
in the following disclosures, the estimated value of that policy, on the IAS 19 assumptions as at 
31 March 2019, is £28 million (2018: £12 million), compared to the RMSEPP defined benefit 
obligation of £29 million (2018: £27 million). 

Therefore, as at 31 March 2019, 92% of the aggregate defined benefit obligation (i.e. £320 
million out of the £349 million) is matched by bulk annuities that provide income matching the 
required benefit payments. As such, the majority of the investment and longevity risk associated 
with Post Office's obligations in respect of the defined benefit plans has been removed (noting 
that the bulk annuity policies are subject to protection from insurance regulations, including 
access to the Financial Services Compensation Scheme, in the event of insurer insolvency). 
Nevertheless, to the extent that 8% of the defined benefit obligation is not matched by bulk 
annuities, some risk remains in respect of that 8%, in particular the risk that members with 
uninsured benefits live for longer than expected, the risk that inflation is higher than expected, 
leading to higher than expected increases to the uninsured benefits, the risk that the assets in 
excess of the bulk annuity polices generate poor investment returns, and the risk that 
administration expenses are higher than anticipated. However, these risks are expected to be 
mitigated by the surplus assets shown in the disclosures (before allowing for the fact that the 
RMPP surplus is not recognised on Post Office's balance sheet due to the Memorandum of 
Understanding described above). 
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Teb 4.2 Finer •i l SteternenEs 

Notes to the financial statements (continued) 

The following disclosures relate to the gains/losses and surplus/deficit in respect of Post Office's 
obligations to RMPP and RMSEPP: 

Major long-term assumptions 
The size of the defined benefit obligation shown in the financial statements is materially sensitive 
to the assumptions adopted. Small changes in these assumptions could have a significant impact 
on this value. The overall income statement charge and past service adjustment in the income 
statement are also sensitive to the assumptions adopted. However, the majority of any change in 
the defined benefit obligation due to changes in assumptions, will be matched by a corresponding 
change in the value in the bulk annuity policies (described above). 

The major long-term assumptions in relation to both RMPP and RMSEPP were: 

At 31 March 2019 At 26 March 2018 
n/® pa % pa 

Increases to benefits that retain a link to pensionable pay 3.4 3.3 

Rate of pension increases - RMPP sections A/B 2.4 2.2 

Rate of pension increases - RMPP section C 3.4 3.3 
Rate of pensions increases - RMSEPP members transferred 2.4 2 2 from Section A or B of RMPP 

Rate of pension increases - RMSEPP all other members 3.4 3.3 

Rate of increase for deferred pensions 2.4 2.2 

Discount rate 2.4 2.5 

Inflation assumption (RPI) - RMPP & RMSEPP 3.4', _ 3.3 

Inflation assumption (CPI) - RMPP & RMSEPP 2.4 2.2 

The following table shows the potential impact on the value of Post Office's defined benefit 
obligation in respect of RMPP and RMSEPP of changes in key assumptions. As noted above, the 
bulk annuities held by the arrangements provide an income that matches the vast majority of the 
RMPP benefit payments, and a significant proportion of the RMSEPP benefit payments. Therefore 
the following changes in the defined benefit obligation would be largely offset by a corresponding 
change in the asset values. 

The sensitivity analysis has been prepared using projected benefit cash flows as at the latest full 
actuarial valuation of the plan. The same method was applied as at the previous reporting date. 
The accuracy of this method is limited by the extent to which the profiles of the plan cash flows 
have changed since those valuations although any change is not expected to be material in the 
context of the above sensitivity analysis. 
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Tab 4.2 Financal Steternenrt 

Notes to the financial statements (continued) 

Mortality: The mortality assumptions used to calculate the value of Post Office's defined benefit 
obligation in respect of RMPP and RMSEPP are based on the latest self-administered pension 
scheme (SAPS "S2" series) mortality tables as shown in the following table: 

Base mortality tables 2019 2018 

Male members 100% x S2PMA 100% x S2PMA 

Male dependants 100% x S2PMA 100% x S2PMA 

Female members 100% x S2PFA 100% x S2PFA 

Female dependants i00% x S2PFA 100% x S2DFA 

Future improvements 
CMI 2018 CoreProjections with CMI 2016 Core Projections 

a 1.5 /o pa long-term trend with a 1.5% pa long-term trend 

Average expected life expectancy from age 60: 2019 2018 

For a current 60 year old male RMPP member 27 years 27 years 
For a current 60 year old female RMPP member 29 years 29 years 
For a current 40 year old male RMPP member 28 years 29 years 

For a current 40 year old female RMPP member 31 years 31 years 

b) Plans' assets 

The assets in the plans for the Group were: 

Market value 2019 Market value 2018 
Sectionalised RMPP £m £m 

Corporate bonds - 16 

Private Equity 4 6 

Cash and cash equivalents 43 28 

Bond/fixed interest funds 9 1 

Other loan/debt funds 10 10 

Alternative asset funds 4 5 

Bulk annuity policies* ............. .. --- .................._....----- --- ---................----........-............-...........-........................_:.........._.........................._.......... 292 ...............................................................-.................. 272 

Fair value of RMPP assets 362 338 

Present value of RMPP liabilities (320) ; (298) 

Surplus in plan before asset ceiling adjustment 42 40 

Less effect of asset ceiling (42) (40) 

Surplus in plan after asset ceiling adjustment - - 
* As described above, the Post Office section of the RMPP holds two bulk annuity policies with Rothesay Life 
PLC. The value ascribed to the policies has been calculated using the same assumptions as used to calculate 
the present value of the defined benefit obligation. 
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Notes to the financial statements (continued) 

Market value 2019 Market value 2018 
Share of RMSEPP 

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

£m 
-------- 

£m 
--------------------------------------

Overseas equities 8
Government bonds - 17 
Cash and cash equivalents - 1 
Alternative asset funds - (8) 
Property 1 2 
Bulk annuity policy* 28 12

Fair value of share in plan assets for RMSEPP 29 32 

Present value of share in plan liabilities for RMSEPP (29) (27) 

Surplus in plan for the share of RMSEPP before asset 5
ceiling adjustment 

Less effect of asset ceiling 1 (2) 

Surplus in plan for share of RMSEPP after asset 1 3 
ceiling adjustment 

*As described above, RMSEPP holds a bulk annuity policy with Scottish Widows. The value ascribed to this 
policy has been calculated using the same assumptions as used to calculate the present value of the defined 
benefit obligation. 

As described above, no surplus is recognised for RMPP because the Group no longer has an 
unconditional right to refund from the Plan. A retirement benefit surplus of £1 million is disclosed 
on the balance sheet, representing the surplus in the RMSEPP only. 

There is no element of the above present value of liabilities that arises from plans that are wholly 
unfunded. With the exception of the bulk annuity policy described above, all RMPP and RMSEPP 
assets are securities with a quoted price in an active market. 

c) Movement in plans' assets and liabilities 
Changes in the fair value of the plans' assets are analysed as follows: 

Assets Sectionalised Sectionalised 
RMPP RMPP 
201.9 2018 

£m £m 

Assets in sectionalised RMPP at beginning of period 
-------------------------------

338 532 

Contributions paid 1 5 

Finance income 7 7 
Actuarial gains/(losses) 21 (201) 

Benefits paid to members (5) (5) 

Assets in sectionalised RMPP at end of period 362 338 

Share of Share of 
RMSEPP RMSEPP 

Assets 2019 2018 
£m £m 

Share of assets in RMSEPP at beginning of period 32 32 

Contributions paid - 1 
Finance income 1 1 

Actuarial losses ( 2) (1) 
Benefits paid to members (2) (1) 

Share of assets in RMSEPP at end ofperiod 29 32 
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Notes to the financial statements (continued) 

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

Liabilities Sectionalised Sectionalised 
RMPP RMPP 
2019 2018 

.................._.........................._....---.................---...---..........--....---...._............_....---...._...........---...---...._..................._.................................... . ...... .................... ............-......................................._.................. £m £m 

Liabilities in sectionalised RMPP at beginning of period (298) (322) 

Past service cost (1) (4) 

Finance cost x $ (7) (7) 
Experience adjustments on liabilities j (6) (2) 

Financial assumption changes (18) 23 

Demographic assumption changes 4 9
Benefits paid 6 5

Liabilities in sectionalised RMPP at end of period (320) (298) 

Liabilities Share of Share of 
RMSEPP RMSEPP 

2019 2018 
£m £m 

Share of liabilities in RMSEPP plans at beginning of period (27) (31) 

Finance cost (1) (1) 

Experience adjustments on liabilities (1) - 

Financial assumption changes (2) 3 

Demographic assumption changes 1 1 

Benefits paid 1 1 

Share of liabilities in RMSEPP at end of period (29) (27) 
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Notes to the financial statements (continued) 

d) Recognised charges 

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

Sectionalised Sectionalised 
RMPP RMPP 
2019 2018 
Em Em 

Analysis of amounts recognised in the income statement r 
Analysis of amounts charged to investments:  i. 
Loss due to curtailments 1 ::̀ 4 

Total charge to operating profit 1 : 4 

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

Interest on plan liabilities 7 , 7 

Interest income on plan assets (7) (7) 

Net pensions credit to financing - 

Net charge to the income statement ... .........._....---.................---...---..........--...---...._............_....---...._...........---...---...._..................._.....................-... 1............................................... ----................................_.................. 4

Analysis of amounts recognised in the statement of
comprehensive income 

:l F':: ::::::.:i :::ii::: : ::::::E' :3:: : 

Actual return on plan assets 28 i' (194) 

Less: expected interest income on plan assets ( ) (7) 

Actuarial gains/(losses) on assets (all experience adjustments) - - 
21 (201) 

Actuarial gains arising from changes in demographic assumptions 
— ----- — -------- 

4 9

Actuarial (gains)/losses arising from changes in financial assumptions (18) 23 

Actuarial losses arising from experience adjustment (6) (2) 

Actuarial (gains)/losses on liabilities (20) 30 

Effect of the asset ceiling (2) 170 
— --- 

Total actuarial losses recognised in the statement of 
--- -- 

 
i h 

-- ----

(1) comprehensive income ...:.:. . .... ... .:..><.F. . ..~ 
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Notes to the financial statements (continued) 

Share of Share of 
RMSEPP RMSEPP 

2019 2018 
£m mm 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged to net pensions interest: 

Interest on plan liabilities 1 1 

Interest income on plan assets {1 } (1) 

Net._pensions credit to_financing 

Net charge to the income statement before deduction for tax - -------- : ------ ------ -------
Analysis of amounts recognised in the statement of 

comprehensive income 

Actual return on plan assets (1) 

Less: expected interest income on plan assets (1) (i) 

Actuarial losses on assets (all experience adjustments) (2)I` (1) 

Actuarial gains arising from changes in demographic assumptions mm
_ — — 

1-' 1 

Actuarial (losses)/gains arising from changes in financial assumptions (2) 3 

Actuarial losses arising from experience adjustment {i} ;I`; -

Actuarial (gains)Jlosses on liabilities . . ................................................._ .........................._ ...... ............
. . (2) .......... . . . .......... ..._....._.........-----...-- 4 ................ ---- 

Total actuarial (gains)/losses recognised in the statement of {4) ;; 3 
comprehensive income before effect of asset ceiling 
Effect of the asset ceiling-------------------------------------------------.- .-------- - ------_ .. 1. ....._.........---.. -.---.. 

2) 
--- 

Total actuarial (gains)/losses recognised in the statement of
comprehensive income after effect of asset ceiling 

(3} 1

q 

Called up share capital: 

2019 2018 
£ £ 

Authorised 

Ordinary shares of £1 each 51,000 51,000 

Total 51,000 51,000 

Allotted and issued and fully paid 

Ordinary shares of £1 each 50, 
-----...-- ..........................-.......................................................................................................................-..........................-......... ........ ........... ...... . ...... I ........... 
Total 50, 

Other reserves: 

50,003 

50,003 

Other reserves of £2 million (2018: £2 million) relate to First Rate Exchange Services Holdings 
Limited, the joint venture entity, and £3 million (2018: £nil) relates to a cash flow hedge. 

Share premium: 

On 7 August 2007 one ordinary share of £1 was issued in return for £313 million cash paid by the 
Secretary of State for Business, Enterprise and Regulatory Reform. A share premium of £313 million 
resulted from this subscription. In April 2008 two ordinary £1 shares were issued in return for £152 
million cash paid by the Secretary of State for Business, Energy and Industrial Strategy. A share 
premium of £152 mi l lion resulted from this subscription. 
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Notes to the financial statements (continued) 

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

Within one year 

Land and buildings Motor vehicles 
2019 2018 2019 2018 

£m £m £m £m
11 13 1 1 

Between one and five years 24 34 

Beyond five years 18 33 

Total 53 80 

Contingent liabilities: As a large, nationwide retailer operating in dynamic and competitive markets, 
we may be subject to regulatory investigations and may face damage to our reputation and legal 
claims. 

From time to time, we may be named as a defendant in legal claims or be required to respond to 
regulatory actions in connection with our activities. This may include claims for substantial or 
indeterminate amounts of damages from customers, employees, consultants and contractors, or 
may result in penalties, fines, or other results adverse to us. Like any large company, we may also 
be subject to the risk of potential employee or postmaster misconduct, including non-compliance 
with policies and improper use or disclosure of our assets or confidential information. 

On 11 April 2016, a High Court claim was issued on behalf of a number of postmasters against Post 
Office in relation to various legal, technical and operational matters, many of which have been the 
subject of significant external focus for a number of years. Post Office is robustly defending the 
claim, believes it lacks merit, but welcomes the opportunity to have these matters resolved through 
the Court managed Group Litigation Order. 

The Court has ordered two trials to be heard in 2018-19 to determine a subset of the preliminary 
issues in dispute between the parties. The Court has not yet ordered a process for determining any 
issues of liability or quantum. To date, the Claimants have not asserted the aggregate value of their 
claims in any of the Particulars of Claim filed in the litigation. 

While the Directors recognise that an adverse outcome could be material, they are currently 
unable to determine whether the outcome of these proceedings would have a material adverse 
impact on the consolidated position of the Group, and are unlikely to be able to do so until the 
Court has made further determinations and the Claimants have provided the necessary 
information about the value of their claims. The Directors continue to keep this under close 
review. 

The costs of £14 mil lion included in exceptional items relate to Post Office defending the Post Office 
Group Litigation (2018: £3 million). These have been disclosed as exceptional items because we 
expect costs to remain significant in 2019/20 and 2020/21. 
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Notes to the financial statements (continued) 

On 24 October 2018, the Group acquired Payzone Bil l Payments Limited ("Payzone") for cash 
consideration of £16 million. Further consideration of £3 million is contingent on the future 
performance of certain Payzone revenue streams. £1 million has been paid as at 31 March 2019. The 
acquisition developed the bill payments business and has been accounted for under IFRS 3 Business 
Combinations. 

The fair values of the identifiable assets and liabilities of the business as at the date of acquisition 
were: 

Property, plant and equipment 

Trade and other receivables 

Cash and cash equivalents 

Trade and other payables 

Net assets acquired 5 

Intangible assets - merchant relationships 6 

Intangible assets - brand 1 

Deferred tax liability on acquired intangible assets (1) 

Goodwill 8 

Total consideration 19 

Consideration is represented by: 

Cash 16 

Contingent consideration 3 

Total consideration 19 

The goodwill arising from the acquisition represents the opportunity to integrate technology and 
combine the Group's existing bill payments business with Payzone in order to compete for new and 
bigger bill payment contracts from a stronger position. The goodwill arising on acquisition is not 
deductible for income tax purposes. Goodwill has been reviewed for impairment at acquisition and 
during the year and on both occasions the amount is considered to represent fair value. There are no 
indicators of impairment. 

Associated acquisition expenses were immaterial and have been charged to the income statement, 
within the investments column. 

From the date of acquisition to 31 March 2019, the Payzone business has contributed £4 mil l ion of 
revenue and £1 million to trading profit. 
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Notes to the financial statements (continued) 

e following Company is a joint venture of the Group: 

Company Country of incorporation Holding Principal activities 

First Rate Exchange  
Services Holdings Limited United Kingdom 50 Bureau de Change 

All shareholdings are equity shares. Summarised financial information for the joint venture is 
included in note [10]. 

Related party transactions 

During the year the Group entered into transactions with the following related parties. The 
transactions were in the ordinary course of business. The transactions entered into and the balances 
outstanding at the financial year-end were as follows: 

Sales / recharges 
to related 

2019 2018 

Purchases / 
recharges from 
related party 
2019 2018 

Amounts owed from 
related party 

including 
outstandina loans 
2019 2018 

Amounts owed to 
related party 

including 
outstandina loans 
2019 2018 

First Rate , 
Exchange Services l {' 

f 
Holdinas Limited I ... € ..36i 34 . . it 1i12 118 I l.:!!1 2i 8 E I t.:. t 4 

The sales to and purchases from related parties are made at normal market prices. Balances 
outstanding at the year-end are unsecured, interest free and settlement is made by cash. First Rate 
Exchange Services Holdings Limited is a joint venture of the Group. 

The Ggoup trades with numerous Government bodies on an arm's length basis, such as the DWP, 
the DVLA and the Home Office. Transactions with these entities are not disclosed owing to the 
significant volume of transactions that are conducted. 

Separately: 

• The Group has certain loan facilities with Government (page [XX]). 

• The Group has received investment funding from Government of £168 million (2018: £70 
million), all of which was recognised through the income statement. 

• The Group has received the Network Subsidy Payment from Government (page [XX]). 
Key management personnel comprises the Executive and Non-Executive Directors of the Post 
Office Limited Board at 31 March 2019. The remuneration of the key management personnel of 
the Post Office Group is disclosed in note [5] on pages [XX] and [XX]. 
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Notes to the financial statements (continued) 

r r r& I1:flfl T1 ii1 •WI 51 FTi1 FRT1• 

Post Office Limited is a member of the Bank of England (the 'Bank') Note Circulation Scheme (the 
'NCS') which governs the custody of Bank of England notes that are not in issue. The NCS promotes 
efficiency in the distribution and processing of notes by allowing approved commercial organisations, 
engaged in the wholesale distribution and processing of cash, such as the Post Office, to hold notes 
owned by the Bank. 

The continued participation in the NCS ensures that Post Office Limited has an adequate supply of 
notes to meet customer demand across its network. 

The NCS mechanisms that enable Post Office Limited to hold Bank of England owned notes comprise 
of two elements: 

Bond Faci lity Cash (the 'Bond') — this is cash that is permanently owned by the Bank and is stored in 
secure vaults at our cash centres, physical ly separate from other cash. Post Office Limited buys cash 
from and sel ls cash to the Bond. 

Note Recirculation Facility Cash (the 'NRF') — this is cash that is held securely, either in our NCS cash 
centres or in the branch network and that is sold to the Bank at the end of each day with a 
commitment from Post Office Limited to buy it back the next morning. In order to sel l notes in this 
way to the Bank, Post Office Limited must ensure that Gilts are lodged each night as col lateral . Our 
ability to sell notes to the Bank under the NRF is constrained by: 

a) The amount of eligible notes avai lable for sale. 
b) The col lateral available. 
c) An annual limit imposed by the Bank dependent upon the volume of notes sorted and issued 

from our cash centres. 

In order to support its participation in the NCS, Post Office Limited has bank facilities of up to £400 
mi llion in place (the 'Facilities'), comprising: 

a) An overnight collateral facility. 
b) An intra-day overdraft facility. 

The Faci lities may be cancelled by the lender with 60 days' notice. 

At the end of the year £227 million (2018: £238 million) were held in this way. 
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Tab 4.2 Finsn::•ial State:mnanka 

Notes to the financial statements (continued) 

23. Afternative performance measures 
An alternative performance measure is a financial measure of historical or future financial 
performance, position or cash flows of the Group which is not a measure defined or specified in 
IFRS. 

Trading profit 

Trading profit is one of the Group's key financial measures and is calculated by taking operating 
profit from continuing operations before depreciation, amortisation, exceptional items, closure of 
activities, investments and Network Subsidy Payment. The table below summarises the calculation of 
operating profit before exceptional items, trading profit before Network Subsidy Payment and trading 
profit. 

2019 2018 
Em £m 

Operating profit : • •:' ; 15 

Adjusted for: 

Exceptional items 14 3 

Operating profit before exceptional items 66 18 

Depreciation and amortisation 94 55 

Investments (39) 32 
.............................................._....---.................._....._..................._....._....... --.................._....._....._..................._........................:...........................................-................................................_.................. 
Trading profit before Network Subsidy Payment 121 

:.--------------------------------------------------
105 

---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------- 
Network Subsidy Payment (60) (70) 

Trading profit 61 35 

In accordance with the Funding Agreement with Government signed on 30 March 2017, Post 
Office Limited received a Network Subsidy Payment of £18 million on 2 April 2019. The Network 
Subsidy Payment is received on a quarterly basis and a total of £50 mi llion will be received from 
Government in 2019/20. 

4 ii[ITTikZi[Si•1T1I1I:ttii i 
The Post Office Limited was a wholly owned subsidiary of Postal Services Holding Company 
Limited unti l it entered voluntary liquidation in June 2017 and the shares in Post Office Limited 
were transferred to the Secretary of State for BEIS. 

BEIS holds a special share in Post Office Limited and the rights attached to that special share are 
enshrined within Post Office Limited Articles of Association. BEIS, through UK Government 
Investments Limited (UKGI), has no day to day involvement in the operations of Post Office 
Limited or in the management of its branch network and staff. As such, at 31 March 2019, the 
Directors regarded Post Office Limited as the immediate and ultimate parent Company. 

The largest Group to consolidate the results of the Company is Post Office Limited, a company 
registered in the United Kingdom. Post Office Limited financial statements can be obtained from 
Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 
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Tab 4.2 Fnmoia9 Statem.enta 

T 1 ! -r11.. . . 

Company 

Financial Statements 

2018/19 
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Tab 4.2 Finenoial SteternenEe 

Company balance sheet 
at 31 March 2019 and 25 March 2018 

2019 2018 

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------ Note £m £m - 
Non-current assets 

Intangible assets 3 215 211 

Property, plant and equipment 4 173 148 

Investment in subsidiaries 5 74 50 

Investments in joint venture 6 66 66 

Retirement benefit surplus 12 1 3 

Trade and other receivables 7 6 12 

Total non-current assets 535 490 

Current assets 

Inventories 8 9 

Trade and other receivables 7 344 323 

Cash and cash equivalents 8 541 644 

Total current assets 893 976 

Total assets 1,428 1,466 

Current liabilities 

Trade and other payables 9 (523) (565) 

Financial liabilities - interest bearing loans and borrowings 10 (565) (623) 

Provisions 11 (49) (35) 

Total current liabilities 
............. ------....---......------------....-............-....---....-.........-----...---....- ...................-..........................-.........-- 

(1,137) ---....-.............................................. (1,223) 
-- -- --- --- -- 

Non-current liabilities 

Other payables 9 (14) (18) 

Provisions 11 (33) (30) 

Total non-current liabilities (47) (48) 

Net assets 244 195 

Equity 

Share capital 13 - - 

Share premium 13 465 465 

Accumulated losses (226) (272) 

Other reserves 5 2 

Total equity 244 195 

The notes on page [XX] to [XX] form an integral part of the financial statements. 

The result dealt with in the financial statements of the Company amounted to a profit of £[48] 
million (2018: £15 million). 

The financial statements on pages [XX] to [XX] were approved by the Board of Directors on XX 
XXX 2019 and signed on its behalf by: 

A C I Cameron 
Interim Chief Executive 
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Company statement of changes in equity 
for the 53 weeks ended 31 March 2019 and 52 weeks ended 25 March 2018 

Share Share Accumulated Other Total 
capital Premium losses reserves equity 

£m £m £m £m £m 

At 26 March 2018 (272) 2 195 

Profit for the year $; ; 48 - 48 
aa
K 

) fF 1 
b : € i lR F k F[ i i Gains on cash flow hedges 3

Re measurements on defined $ (3) - (3) 
benefit surplus . 

Asset ceiling effect - - 1 - 1 

At 31 March 2019 - 465 (226) 5 244 

Share Share Accumulated Other Total 
capital Premium losses reserves equity 

Em £m £m Em Em 

At 27 March 2017 - 465 (287) 2 180 

Profit for the year - - 15 - 15 

Re-measurements on defined - - 2 - 2 

benefit surplus 

Asset ceiling effect - - (2) - (2) 

At 25 March 2018 - 465 (272) 2 195 
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Tab 4.2 Financial Statements 

The accounting policies which follow, set out those which apply in preparing the Company financial 
statements for the 53 week period ended 31 March 2019. 

Financial year 

The financial year ends on the last Sunday in March and accordingly, these financial statements are 
made up to the 53 weeks ended 31 March 2019 (2018: 52 weeks ended 25 March 2018). 

Authorisation of financial statements 

The parent Company financial statements of Post Office Limited (the 'Company') for the year ended 
31 March 2019 were authorised for issue by the Board of Directors on XX XXX 2019 and the balance 
sheet was signed on the Board's behalf by A C J Cameron. Post Office Limited is a company limited 
by share capital, incorporated and domiciled in England and Wales. The address of the registered 
office is given on page [XX]. 

Basis of preparation 

These financial statements were prepared in accordance with Financial Reporting Standard 101 
Reduced Disclosure Framework ("FRS" 101). These financial statements are prepared under the 
historical cost convention. The financial statements have been prepared in accordance with the 
requirements of the Companies Act 2006. 

As permitted by Section 408 of the Companies Act 2006 Post Office Limited has not presented its 
own income statement. 

The results of Post Office Limited are included in the consolidated financial statements of Post Office 
Limited which are available from Companies House. 

The Company has taken advantage of the following disclosure exemptions under FRS 101: 

(a) the requirements of IFRS 7 'Financial Instruments: Disclosures'. 

(b) the requirements of paragraphs 91-99 of IFRS 13 Fair Value Measurement. 

(c) the requirement in paragraph 38 of IAS 1 'Presentation of Financial Statements' to present 
comparative information in respect of: 

a. paragraph 73(e) of IAS 16 `Property, Plant and Equipment'. 

b. paragraph 118(e) of IAS 38 `Intangible Assets'. 

(d) the requirements of paragraphs 10(d), 10(f), 39(c), 40.A and 134-136 of IAS 1 'Presentation 
of Financial Statements'. 

(e) the requirements of IAS 7 'Statement of Cash Flow's. 

(f) the requirements of paragraphs 30 and 31 of IAS 8 `Accounting Policies, Changes in 
Accounting Estimates and Errors'. 

(g) the requirements of paragraph 17 of IAS 24 `Related Party Disclosures'. 

(h) the requirements of IAS 24 'Related Party Disclosures' to disclose related party transactions 
entered into between two or more members of a Group, provided that any subsidiary which is 
a party to the transaction is wholly owned by such a member. 

Fundamental accounting concept — going concern 

The Company had net assets of £244 million at 31 March 2019 (2018: £195 million). At 31 March 
2019 £385 million of the Company's working capital facility was undrawn (2018: £327 million). The 
Company has also shown a profit for the year of £48 million (2018: £15 million). 
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Tab 4.2 Finanoial Staten.enta 

Notes to the financial statements (continued) 

We have the following funding agreed with BEIS: a working capital facility of £950 million to 31 
March 2021; a further £50 million facility available to provide same day liquidity to 4 April 2020; 
NSP of £50 million 

for 2019/20 and 2020/21 respectively; and we also have investment funding of up to £210 million as 
required for the period from April 2018 to March 2020. 

After careful consideration of the plans for the coming years, the Directors continue to believe that 
Post Office Limited will be able to meet its liabilities as they fall due for the next 12 months. 
Accordingly, on that basis, the Directors consider that it is appropriate that these financial 
statements have been prepared on a going concern basis. 

Accounting policies 

The following accounting policies are consistent with those of the Group as detailed in note 1 of the 
Group financial statements: 

• Critical accounting estimates and judgements in applying accounting policies. 

• Revenue. 

• Investments column in the income statement. 

• Leases. 

• Taxation. 

• Investments in joint venture. 

• Business combinations. 

• Property, plant and equipment. 

• Intangible assets. 

• Inventories. 

• Trade receivables. 

• Cash and cash equivalents. 

• Pensions and other post-retirement benefits. 

• Foreign currencies. 

• Provisions. 

• Financial instruments. 

• Derivatives and hedging activities. 

Auditors' remuneration 

The remuneration paid to auditors is disclosed in the Group financial statements (note [ ])• 

Directors' emoluments 

The emoluments paid to Directors are disclosed in the Group financial statements (note [5]). 
Directors for the Company are the same as Group. 

Investment in subsidiaries 

Investment in subsidiaries are carried at cost less accumulated impairment losses. 

Post Office Limited corporate.postoffice.co.uk I PAGE 5.4 

Post Office I..i Hied - Audit Risk & Compliance Cornr►:ft?ee:-2.9/05119 137 of 344 



POL00422968 
POL00422968 

Tab 4.2 Fine mial State:nenka 

Notes to the financial statements (continued) 

2. Staff costs and numbers 
Employment and related costs were as follows: 

People costs within trading. 

Wages and salaries 

Social security costs 

Other pension costs (note [17]) 
Total people costs within trading 

-------- ------- ------- - - ----- -- --------
Other operating costs within trading 

2019 2018 
£m £m 

157 151 

17'i' 18 

13 
----------------------------------------------

16 

187.1 185 
------ 

733 
------ -------

751 

Total trading costs 920;.. 936 

Period end and average employee numbers were as follows: 

Period end employees Average_ employees 
2019 2018 l .; 2019 2018 -----------------------------------.- ----.....<....,:,.: 

Total employees 4,272 4,973 4,623 5,022

Total employee numbers can be categorised as fol lows: 

2019 2018 

Administration 1,205 ' 1,205 

Directly managed branches (DMB) 2,049 ii 2,707 

Supply Chain 854 848 

Network programmes 164 " 213 
-- ------------

Total 4,272 4,973 
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Tab 4.2 Finamial StaternanEa 

Notes to the financial statements (continued) 

3. Intangible assets 
Other 

Software Goodwill Intangibles -1 otal 

£m £m Em Ern 
Cost 

At 27 March 2017 314 - - 314 

Reclassification (2) - - (2) 

Additions 122 1 6 129 
..................-..........................-....---.................---...---..........--....---....-............-....--........ 
At 25 March 2018 434 1 6 441 

Reclassification (29) (29) 

Additions 90 90 

Disposals (17) - - (17) 

At 31 March 2019 478 1 6 485 
Accumulated amortisation and impairment 

At 27 March 2017 199 - - 199 

Reclassification 6 - - 6 

Amortisation 25 - - 25 

At 25 March 2018 230 
- ......-

230 

Amortisation 52 - 3 55 

Disposals (15) - - (15) 

At 31 March 2019 267 - 3 270 

Net book value 

At 31 March 2019 211 1 3 215 

At 25 March 2018 204 1 6 211 
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Tab 4.2 Financial StaternanEa 

Notes to the financial statements (continued) 

a • r -' r; I. iiTiELi  

Land and Buildings 

Long Short 
Freehold leasehold leasehold 

£m £m £m 

Plant 
Motor and 

vehicles machinery 
£m £m 

Fixtures 
and 

equipment 
£m 

Total 
£m 

Cost 

At 27 March 2017 45 41 23 26 1 795 931 

Reclassification 1 1 1 - - (1) 2 

Additions - - - 1 - 18 19 

Disposals (6) (3) (2) (2) - (7) (20) 

At 25 March 2018 40 39 22 25 1 805 932 

Reclassification 2 - - - - 27 29 

Additions 1 1 1 - 35 38 

" ' Disposals (4) (1) (2) (22) (29) 

At 31 March 2019 39 39 21 25 1 845 970 

Accumulated depreciation and impairment 
..........- ..........................- --- -- .....---...---..........--....---....-............-....---....-...........---...---....-...................-..........................-..........................-............................................... . . -...........--.... 

At 27 March 2017 32 14 23 26 1 677 773 

Reclassification - - - - - (6) (6) 

Depreciation 1 2 - - - 25 28 

Disposals (4) - (2) (2) - (3) (11) 

At 25 March 2018 29 16 21 24 1 693 784 

Depreciation 1 2 - - - 32 35 

Disposals (2) (1) (2) - - (17) (22) 

At 31 March 2019 28 17 19 24 1 708 797 

Net book value 

At 31 March 2019 11 22 2 1 - 137 173 

At 25 March 2018 11 23 1 1 112 148 

Depreciation rates are disclosed on page XX within the Group accounting policies note. No 
depreciation is provided on freehold land, which represents £2 million (2018: £2 million) of the total 
cost of properties. 

During the current and prior year, a review of property, plant and equipment and intangible assets 
took place and resulted in reclassifications between categories. 

An impairment test was performed during the year. Intangible assets and property, plant and 
equipment were tested for impairment by comparing the carrying amount of each Cash Generating 
Unit (CGU) with the recoverable amount determined from the value in use calculations. 

The discounted net cash flows from the value in use calculations were used to determine the 
recoverable amount of the CGU's identified, being Post Office Limited. Value in use is determined 
using the Group's net cash inflows from the continued use of the assets within each CGU over a 
two year period (and then continued into perpetuity), with no nominal growth rate assumed 
outside of this period. Pre-tax discount rates for Post Office Limited of 9.5% (2018: 9%) have 
been used to discount the forecasted cash flows. 
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Tab 4.2 Finanoial Staten.enta 

Notes to the financial statements (continued) 

A sensitivity analysis has been performed in assessing the value in use of property, plant and 
equipment and intangible assets. This has been based on changes in key assumptions considered 
to be possible by management. This included an increase in the discount rate of up to 12%, zero 
growth rate and a decrease in forecasted EBITDA by 5%. The sensitivity analysis showed that no 
impairment would arise under each or a combined scenario. 

Management therefore believes that any reasonably possible change in the key assumptions 
would not cause the carrying amount of any CGU's to exceed their carrying value. 

5. Investment in subsidiaries 
The carrying value of £74 mi llion relates £55 mi llion to the Company's investment in Post Office 
Management Services Limited, a 100% subsidiary of the Company with 55,000,000 shares at a 
nominal value of £1 and 1 share with a nominal value of £100; and £19 million, in Payzone Bil l 
Payments Limited, a 100% subsidiary of the Company with 1 share at a nominal value of £1. The 
registered address of both Post Office Management Services Limited and Payzone Bill Payments 
Limited is Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 

6. Investments in joint ventures 
2019 2018 

£m £m 

Investment in joint ventures 66 66 

During the current and prior year, the Company's only joint venture investment was a 50% interest 
(1,000 £1 ordinary A shares) in First Rate Exchange Services Holdings Limited with a carrying value 
of £66 mi llion (2018: £66 mi llion), whose principal activity is the provision of Bureau de Change. 
First Rate Exchange Services Holdings Limited is a company registered in the United Kingdom. The 
registered address of First Rate Exchange Services Holdings Limited is Great West House, Great 
West Road, Brentford, Middlesex, TW8 9DF. 
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Tab 4.2 Fine dial Staternenf a 

Notes to the financial statements (continued) 

2019 2018 
£m m 

Current: 
Trade receivables 90 78 

Amounts owed by group undertakings 8 6 

Accrued income 70 74 

Prepayments 19 17 

Client receivables 138 132 

Other receivables 19 16 

Total 
------------ 

344 323 
Non-current: 

----------- 

Accrued income 2 2 

Prepayments 4 10 

Total 6 12 

E i1iNi iDEsM.1iN1IiI

2019 2018 
£m £m 

------- ------- ------ ----- -------- -------- -------- --------- -------- .------- ------- 
Cash in the Post Office Limited network 53`3; 

----- -------
643 

Short-term bank deposits 4  1 

Total 54], 
......... .............................................- ... ...............-......----------- -------- ...... . ---

644 

2019 2018 
£m Em 

Current: 

Trade payables 53 40 

Amounts owed to group undertakings 4 4 

Accruals 113 155 

Deferred income 20 32 

Social security 8 8 

Client payables 312 306 

Capital payables 10 20 

Other Payables 1  3 
--- ----::----- 

- 
......---...-- .........................._.........................._..........................................................................................._........................--------------- 
Total 

- .........._....._....._.................---.----. 
523 565 

Non-current: 
Other payables 14 18 

Total 14 18 
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Notes to the financial statements (continued) 

.s s. 

r rr •; 

2019 2018 
~m £m 

Department for Business, Energy and Industrial 565 623 

The loan under the facility is short dated on a programme of liquidity management and matures 1 
day after the year-end (2018: 1 day). The fair value of borrowings approximate their carrying value 
due to the short term maturities of the loan. On maturity it is expected that further loans will be 
drawn down under this facility, which expires in 2021. The undrawn committed facility, in respect of 
which all conditions precedent had been met at the balance sheet date, is £385 million (2018: £327 
million). The average interest rate on the drawn down loans is 1.1% (2018: 0.8%). 

The facility is currently restricted to funding the cash and near cash items held within the Post Office 
Limited network. 

The facility (including drawn down loans) is secured by a floating charge over al l assets of Post Office 
Limited and a negative pledge over cash and near cash items. The negative pledge is an agreement 
not to grant security over the assets or to set up a vehicle that has the same effect. 
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Tab 4.2 Finer •iai SteternenEe 

Notes to the financial statements (continued) 

11. Provisions 

Network 
Programmes Property Severance Other Total 

£m £m £m £m £m 

At 26 March 2018 18 32 7 8 65 

Charged to investments 30 25 43 -

Charged to trading - - - 5 5 

Transfers - - - 3 3 

Utilisation (36) (9) (24) (3) (72) 
Provisions released in the year (7) (4) (1) (12) investments
Provisions released in the year - 

(5) (5) trading 

At 31 March 2019 12 41 22 7 82 

Network 
Programmes Property Severance Other Total 

£rn £m £m £m £m 

Disclosed as: 

At 31 March 2019 
Current 6 14 22 7 49 

Non-current 6 27 - - 33 

12 41 22 7 82 

At 25 March 2018 
Current 11 11 7 6 35 

Non-current 7 21 - 2 30 

18 32 7 8 65 

Details of the provisions are included in note [15] in the Group financial statements. 

12. Pensions 
The Company pension's disclosure is consistent with the Group disclosure included in note [17] on 
pages [XX] to [XX] 
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Tab 4.2 Financial State:nenka 

Notes to the financial statements (continued) 

Called up share capital: 

2019 2018 

Ordinary shares of £i each 51,000 51,000 
-- --- -------- -------- ------- -------- ------- ------- ------- -------- ---------------------------------------------

Total 51,000 51,000 

Allotted and issued 

Ordinary shares of £1 each 

Total 

Share premium: 

50,003 50,003 

50,003 50,003 

On 7 August 2007 one ordinary share of £1 was issued in return for £313 mi l lion cash paid by the 
Secretary of State for Business, Energy and Industrial Strategy. A share premium of £313 million 
resulted from this subscription. In April 2008 two ordinary £1 shares were issued in return for £152 
million cash paid by the Secretary of State for Business, Energy and Industrial Strategy. A share 
premium of £152 mi l lion resulted from this subscription. 

14. Commitments and contingent liabilities 

Details of the Company commitments under non-cancellable operating leases and Company 
contingent liabi lities are disclosed in the Group financial statements (note [19]). 

15. Related party disclosures 
Detai ls of transactions with related parties are disclosed in the Group financial statements (note 
1211)-

1 . Investments expenditure 

Detai ls of operating investments expenditure is disclosed in the Group financial statements (note 
[4]), 

17. Taxation 
Details of the taxation gains recognised in the year are disclosed in the Group financial statements 
(note [7]). 

18. Business combination 
Details of the business combination are included in note [20] in the Group financial statements. 

19. Post balance sheet events 

Details of post balance sheet events are included in note [24] in the Group financial statements. 

On 1 April 2019 Post Office Management Services Limited issued 5,000,000 ordinary shares with a 
value of £1 each to Post Office Limited. 
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Tab 4.2 Financal Stxate:nenk> 

Notes to the financial statements (continued) 

The Post Office Limited was a whol ly owned subsidiary of Postal Services Holding Company Limited 
unti l it entered voluntary liquidation in June 2017 and the shares in Post Office Limited were 
transferred to the Secretary of State for BEIS. 

BEIS holds a special share in Post Office Limited and the rights attached to that special share are 
enshrined within Post Office Limited Articles of Association. BEIS, through UK Government 
Investments Limited (UKGI), has no day to day involvement in the operations of Post Office Limited 
or in the management of its branch network and staff. As such, at 31 March 2019, the Directors 
regarded Post Office Limited as the immediate and ultimate parent Company. 

The largest Group to consolidate the results of the Company is Post Office Limited, a company 
registered in the United Kingdom. Post Office Limited financial statements can be obtained from 
Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 
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Registered Office 
Post Office Limited 
Finsbury Dials 
20 Finsbury Street 
London 
EC2Y 9AQ 

Actuary 
Towers Watson Limited 
Watson House 
London Road 
Reigate 
Surrey 
RH2 9PQ 

Independent Auditor Consumer Body 
PricewaterhouseCoopers LLP Consumer Focus 
29 Wellington St 4th door 
Leeds Artillery House 
LS1 4DL Artillery Row 

London 
SW1P 1RT 

Solicitor 
Linklaters LLP 
One Silk Street 
London 
EC2Y 8HQ 
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Registered Number 2154540 

• • •• W 1t 
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Directors' responsibilities statement 
The Directors are responsible for preparing the Annual Report and the financial statements in 
accordance with applicable law and regulation. 

Company law requires the Directors to prepare financial statements for each financial 53 week 
period. Under that law the Directors have prepared the Group financial statements in accordance 
with International Financial Reporting Standards (IFRSs) as adopted by the European Union and 
Company financial statements in accordance with United Kingdom Generally Accepted Accounting 
Practice (United Kingdom Accounting Standards, comprising FRS 101 "Reduced Disclosure 
Framework", and applicable law). In preparing the Group financial statements, the Directors have 
also elected to comply with IFRSs, issued by the International Accounting Standards Board (IASB). 
Under Company law the Directors must not approve the financial statements unless they are 
satisfied that they give a true and fair view of the state of affairs of the Group and Company and of 
the profit or loss of the Group and Company for that period. In preparing the financial statements, 
the Directors are required to: 

• select suitable accounting policies and then apply them consistently; 
• state whether applicable IFRSs as adopted by the European Union and IFRSs issued by IASB 

have been followed for the Group financial statements and United Kingdom Accounting 
Standards, comprising FRS 101, have been followed for the Company financial statements, 
subject to any material departures disclosed and explained in the financial statements; 

• make judgements and accounting estimates that are reasonable and prudent; and 
• prepare the financial statements on the going concern basis unless it is inappropriate to 

presume that the Group and Company wi l l continue in business. 

The Directors are also responsible for safeguarding the assets of the Group and Company and 
hence for taking reasonable steps for the prevention and detection of fraud and other irregularities. 

The Directors are responsible for keeping adequate accounting records that are sufficient to show 
and explain the Group and Company's transactions and disclose with reasonable accuracy at any 
time the financial position of the Group and Company and enable them to ensure that the financial 
statements comply with the Companies Act 2006. 

The Directors are responsible for the maintenance and integrity of the Company's website. 
Legislation in the United Kingdom governing the preparation and dissemination of financial 
statements may differ from legislation in other jurisdictions. 

Directors' confirmations 
In the case of each Director in office at the date the Directors' Report is approved: 

• so far as the Director is aware, there is no relevant audit information of which the Group and 
Company's auditors are unaware; and 

• they have taken all the steps that they ought to have taken as a Director in order to make 
themselves aware of any relevant audit information and to establish that the Group and 
Company's auditors are aware of that information. 
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Independent Auditor's Report to the members of 
Post Office Limited 
In our opinion: 

• Post Office Limited's Group financial statements and parent Company financial statements (the 
"financial statements") give a true and fair view of the state of the Group's and of the parent 
Company's affairs as at 31 March 2019 and of the Group's and the parent Company's profit and 
the Group's cash flows for the 53 week period (the "period") then ended; 

• the Group financial statements have been properly prepared in accordance with International 
Financial Reporting Standards (IFRSs) as adopted by the European Union; 

• the parent Company financial statements have been properly prepared in accordance with 
United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting 
Standards, comprising FRS 101 "Reduced Disclosure Framework", and applicable law); and 

• the financial statements have been prepared in accordance with the requirements of the 
Companies Act 2006. 

We have audited the financial statements, included within the Annual Report & Financial 
Statements (the "Annual Report"), which comprise: the Group consolidated and Company balance 
sheet as at 31 March 2019; the consolidated income statements and consolidated statement of 
comprehensive income, the consolidated statement of cash flows, and the consolidated and 
Company statements of changes to equity for the 53 week period then ended; and the notes to the 
financial statements, which include a description of the significant accounting policies. 

Basis for opinion 
We conducted our audit in accordance with International Standards on Auditing (UK) ("ISAs (UK)") 
and applicable law. Our responsibilities under ISAs (UK) are further described in the Auditors' 
responsibilities for the audit of the fine ncia'l sta=ements section of our report. We believe that the 
audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion. 

Independence 
We remained independent of the Group in accordance with the ethical requirements that are 
relevant to our audit of the financial statements in the UK, which includes the FRC's Ethical 
Standard, and we have fulfilled our other ethical responsibilities in accordance with these 
requirements. 

Conclusions relating to going concern 
ISAs (UK) require us to report to you when: 

• the Directors' use of the going concern basis of accounting in the preparation of the financial 
statements is not appropriate; or 

• the Directors' have not disclosed in the financial statements any identified material 
uncertainties that may cast significant doubt about the Group's ability to continue to adopt the 
going concern basis of accounting for a period of at least twelve months from the date when 
the financial statements are authorised for issue. 

We have nothing to report in respect of the above matters. 

However, because not all future events or conditions can be predicted, this statement is not a 
guarantee as to the Group's ability to continue as a going concern. For example, the terms on 
which the United Kingdom may withdraw from the European Union are not clear, and it is difficult 
to evaluate all of the potential implications on the Group's trade, customers, suppliers and the 
wider economy. 
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Independent Auditor's Report to the members of Post Office Limited (continued) 

Reporting on other information 
The other information comprises all of the information in the Annual Report other than the financial 
statements and our auditors' report thereon. The Directors are responsible `or the other 
information. Our opinion on the financial statements does not cover the other information and, 
accordingly, we do not express an audit opinion or, except to the extent otnerw se explicitly stated 
in this report, any form of assurance thereon. 

In connection with our audit of the financial statements, our responsibi lity is to cad the other 
information and, in doing so, consider whether the other information Is materially inconsistent with 
the financial statements or our knowledge obtained in the audit, or otherwise appears to be 
materially misstated. If we identify an apparent material inconsistency or material misstatement, 
we are required to perform procedures to conclude whether there is a material misstatement of the 
financial statements or a material misstatement of the other information. If, based on the work we 
have performed, we conclude that there is a material misstatement of this other information, we 
are required to report that fact. We have nothing to report based on these responsibilities. 

With respect to the Strategic Report and Directors' Report, we also considered whether the 
disclosures required by the UK Companies Act 2006 have been included. 

Based on the responsibilities described above and our work undertaken in the course of the audit, 
ISAs (UK) require us also to report certain opinions and matters as described below. 

Strategic Report and Directors Report 
In our opinion, based on the work undertaken in the course of the audit, the information given in 
the Strategic Report and Directors' Report for the period ended 31 March 2019 is consistent with 
the financial statements and has been prepared in accordance with applicable legal requirements. 

In light of the knowledge and understanding of the Group and its environment obtained in the 
course of the audit, we did not identify any material misstatements in the Strategic Report and 
Directors' Report. 

Responsibilities of the Directors for the financial statements 
As explained more fully in the Directors' Responsibilities Statement set out on page (XX], the 
Directors are responsible for the preparation of the financial statements in accordance with the 
applicable framework and for being satisfied that they give a true and fair view. The Directors are 
also responsible for such internal control as they determine is necessary to enable the preparation 
of financial statements that are free from material misstatement, whether due to fraud or error. 

In preparing the financial statements, the Directors are responsible for assessing the Group's 
ability to continue as a going concern, disclosing as applicable, matters related to going concern 
and using the going concern basis of accounting unless the Directors either intend to liquidate the 
Group or to cease operations, or have no realistic alternative but to do so. 

Auditor's responsibilities for the audit of the financial statements 
Our objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an auditors' 
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a 
guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material 
misstatement when it exists. Misstatements can arise from fraud or error and are considered 
material if, individually or in the aggregate, they could reasonably be expected to influence the 
economic decisions of users taken on the basis of these financial statements. 
A further description of our responsibilities for the audit of the financial statements is located on 
the FRC's website at: www.frc.org.uk/auditorsresponsibil'i;ties. This description forms part of our 
auditors' report. 
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Independent Auditor's Report to the members of Post Office Limited (continued) 

Use of this report 
This report, including the opinions, has been prepared for and only for the parent Company's 
members as a body In accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no 
other purpose. We do not, in giving these opinions, accept or assume responsibility for any other 
purpose or to any other person to whom this report is shown or Into whose hands It may come 
save where expressly agreed by our prior consent in writing. 

Companies Act 2006 exception reporting 

Under the Companies Act 2006 we are required to report to you if, in our opinion: 

• we have not received all the information and explanations we require for our audit; or 
• adequate accounting records have not been kept by the parent Company, or returns adequate 

for our audit have not been received from branches not visited by us; or 
• certain disclosures of Directors' remuneration specified by law are not made; or 
• the parent Company financial statements are not in agreement with the accounting records and 

returns. 

We have no exceptions to report arising from this responsibility. 

Andrew Paynter (Senior statutory auditor) 
for and on behalf of PricewaterhouseCoopers LLP 
Charted Accountants and Statutory Auditors 
Leeds .. ... . ........ .. . ..... . ..... .. ..... 
XX XXXX 2019 .. . .. . ..... . .... .... . . ..... .. .. ... 
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Consolidated Income Statement 
for ttie 53 weeks ended 31 March 2019 and 52 weeks ended 25 March 2018 

2019 2018 
Em Em 

Note Trading Investments Total Trading Investments Total 

Revenue from contracts with 972 - 972 956 - 956 customers 
hosts 2,4 (958) (129) (1,087) (960) (102) (1,052) 

osts - exceptional items 19 (14) - (14) (3) - (3) 
Total costs (972) (129) (1,101) (963) (102) (1,065) 
Other operating income 14 - 14-.-. 5 - 5 
Investment funding 4 - 168 168= - 70 70 
Network Subsidy Payment 60 - 60 70 - 70 
Depreciation and amortisation 8,9 (94) - (94)-. (55) - (55) 
Share of post-tax profit from 10 33 - 33 34 - 34 joint venture 
Operating profit/ (loss) 3 13 39 52 47 (32) 15 

Aerating profit! (loss) before 27 39 66 50 (32) 18 xceptional items 
Finance costs 6 (8) (1) (9) (5) (2) (7) 
Profit / (loss) before taxation 3 5 38 43 42 (34) 8 
Taxation credit 7 9 - 9 9 - 9 
------ - - - ------ ------- Profit -------_.. 

14 38 
°-------

52 51 (34) 17 financial ear 

For the year ended 31 March 2019 trading profit was £61 million (2018: £35 million). 

Trading profit is one of the Group's key financial measures and is calculated by taking operating 
profit before depreciation, amortisation, exceptional items, investments and Network Subsidy 
Payment. Further detail is given in note [z3J. 
All amounts relate to continuing operations. 
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Consolidated Statement of Comprehensive 
Income 

for the 53 weeks ended 31 March 2019 and 52 weeks ended 25 March 2018 

Note 

Profit for the financial 

2019 2018 
Em Em

- 17 

Items that may be reclassified to profit or loss

Gain on cash flow hedge 16 ? - 

Items that will not be reclassified to profit or loss 

Re-measurements on defined benefit surpluses 17 (3) 2 

Asset ceiling effect 17 1,. (2) 

Other comprehensive income 
------- ----------------- 1 ` - --------------------

Total comprehensive income for the year 53 17 

There are no other comprehensive income items that wil l be reclassified to the profit and loss in future 
periods. 
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Consolidated Statement of Cash Flows 
for the 53 weeks ended 31 March 2015 and 52 weeks ended 25 March 2018 

2019 2018 
Note £m  Em 

Cash flows from operating activities

Total profit before investments 13 47 

Adjustment for: 

Share of profit from joint venture 10 (33) (34) 

Depreciation and amortisation 8,5 94 55 

Pension operating costs 17 13 17 

Other gains and losses 7 - 

Working capital movements:  (30) (2) 

Increase)/decrease in trade and other receivables (11) 5 

ecrease in contract assets 5 -

ecrease in trade and other payables (26) (3) 

ecrease/(increase) in inventories 1 (2) 

ecrease in trading provision (1) -

ncrease/(decrease) in provisions for discontinued operations 2 (2) 

Pension costs paid (21) (26) 

Cash payments in respect of investmenrs items _ 49 (46 _ _ _ _ _ __ -- -- _ 
- - --- --------- _ 

.vestment funding 168 70 

estructuring costs (119). 116 

Surrender of tax losses to joint venture 8 9 

Net cash inflow from operating activities 100 20 

Cash flows from investing activities 

Dividends received from joint ventures 10 33 34 

Acquisition of businesses (net of cash acquired) 20 (17) (6) 

Proceeds from the sale of property, plant and equipment 4 5 

Purchase of tangible and intangible non-current assets (149) (135) 

Net cash outflow from investing activities ,_ (129) (102) 

Net cash outflow before financing activities 

(_ 
) 29 (82) 

Cash flows from financing activities

Finance costs paid (8) (5) 

Proceeds of borrowings from BEIS 14 (58)_.._ 62 

Net cash (outflow)/inflow from financing activities (66) - - - 57 

Net decrease in cash and cash equivalents  (95) (25) 

Cash and cash equivalents at the beginning of the year 12 655 680 

Cash and cash equivalents at the end of the year 12 560 655 
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Consolidated Balance Sheet 
t 31. ;March 2019 and 25 March 2.018 

2019 2018 
£m £m • Formatted Table 

Non-current assets 

Intangible assets 8 ;:' 264 

Property, plant and equipment 9  ..' 148 

Investments In joint venture 

Retirement benefit surplus 

10 

17 Via; 

66 

3 

Trade and other receivables 11 's > : ' 12 

r...~~ ......_.....e... ~«e.. :.. F $. 1 493 

Current assets 

Inventories 9 

Trade and other receivables 11 : ; € ' ..: :.. ,:. ` 324 

Cash and cash equivalents 12 ls;i7; l ;l.i;; ; ;15&D 655 

Total current assets  
.... 

, ;; 988 

Total assets ls ~;< 1,481 

Current liabilities ?:fl 

Trade and other payables 13  : (571) 

Financial liabilities - interest bearing loans and borrowings 14 $! . ` (623) 

Provisions 15 (36) 

Total current liabilities (1,230) 
------------------------------------------------- 

Non-current liabilities 
..::. .:. .: -------------------- 

11 
Other payables 13 ':f': ': (18) 

Provisions - ..........................-..........................-................................................................................... 15 . " ..--....... .. (30) .. 
Total non-current liabilities (48) 

IlIF,. ,. 203 

Equity 

Share capital 1s - - 

Share premium is 465 ! 465 

Accumulated losses (214) (264) 

Other reserves is 5'  2 

Total e uit 
..... ... ........256.. 

203 

The notes on page [XX] to [7( ] form an integral part of the consolidated financial statements. 

The financial statements on pages [XX] i to P0(1 were approved by the Board of Directors on XX 
XXX 2019 and signed on its behalf by: 

A C I Cameron 
Interim Chief Executive 

Post Off:re l imited cOrprrate.pc=stoffire.ro.aal< PACE €i 

Post Office l imbed - Aiaiit Risk,, & Compliance plianf =;o rirr:if.'e -29;'t15119 157 of 344 



POL00422968 
POL00422968 
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Consolidated Statement of Changes in Equity 
for the 53 weeks ended 31 March 2019 and 52 weeks ended 25 March 2.018 

Share Share Accumulated Other Total 
capital premium losses reserves equity 

Em Ern Ern Ern Em 

At 26 March 2018 - 465 (264) 2 203 

Profit for the year - - 52 - 52 

Other comprehensive income - - {2) 3 1 

At 31 March 2019 - 465 (214) S 256 

Share Share Accumulated Other Total 
capital premium losses reserves equity 

£m £m Em Em £m 

At 27 March 2017 - 465 (281) 2 186 

Profit for the year - - 17 - 17 

Other comprehensive Income - - - - -

At 25 March 2018 465 (264) 2 203 
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Financial year 
The financial year ends on the last Sunday in March and for this reason these financial statements 
are made up for the 53 weeks ended 31 March 2019 (2018: 52 weeks ended 25 March 2018). 

Basis of preparation 
The Group financial statements on pages [XX] to 1)4 ] have been prepared in accordance with 
International Financial Reporting Standards (IFRS) as adopted by the European Union and with 
those parts of the Companies Act 2006 applicable to companies reporting under IFRS. IFRS 
interpretations are issued by the International Accounting Standards Board (IASB) and must be 
adopted into European Law, referred to as endorsement, before they become mandatory under 
the IAS regulation. Unless otherwise stated in the accounting policies below, the financial 
statements have been prepared under the historic cost accounting convention. 

The principal accounting policies applied in the preparation of these consolidated Financial 
Statements are set out below. These policies have been consistently applied to all the years 
presented, unless otherwise stated. 

The Company is incorporated and domiciled in the United Kingdom. The Group consolidated financial 
statements are presented in sterling and all values are rounded to the nearest £ million except 
where otherwise indicated. The financial statements have been prepared in accordance with the 
requirements of the Companies Act 2006. 

Post Office Limited is a private Company limited by shares incorporated in England and Wales. 

The income statement presents the results of the Group in a columnar format - in total and split 
between trading and investments. The trading column represents the underlying performance of the 
business. Investment funding from Government, restructuring and transformation costs are 
separately disclosed in the investments column. 

Basis of consolidation 
The consolidated financial statements comprise the financial statements of the Company and its 
subsidiary undertakings as at 31 March 2019. Subsidiaries are consolidated from the date of 
acquisition, being the date on which the Group obtains contro', and continue to be consolidated until 
the date such control ceases. A set of financial statements has been prepared for Post Office 
Management Services Limited (subsidiary, registered address. Finsbury Dials, 20 Finsbury Street, 
London, EC2Y 9AQ) for the 53 weeks ended 31 March 2019. A separate set of financial statements 
has also been prepared for Payzone Bill Payments Limited (subsidiary, registered address: Finsbury 
Dials, 20 Finsbury Street, London, EC2Y 9AQ), which was acquired on 24 October 2018, see note 
[220] for details. 

The year-end dates of these subsidiaries are in line with the Company. The subsidiaries use 
consistent accounting policies where appropriate and their results have been consolidated into the 
Group financial statements. All intra-group balances, transactions, and unrealised gains and losses 
resulting from intra-group transactions are eliminated in full. 

New and amended standards adopted by the Group 

The Group applied IFRS 15 and IFRS 9 for the first time. The nature and effect of the changes as 
a result of adoption of these new accounting standards are described below. 

Several other amendments and interpretations apply for the first time in 2018/19, but do not 
have an impact on the financial statements of the Group. The Group has not early adopted any 
standards, interpretations or amendments that have been issued but are not yet effective. 

IFRS 9 Financial Instruments 
IFRS 9 replaces the provisions of IAS 39 Financial Instruments: Recognition and Measurement 
that relate to the recognition, classification and measurement of financial assets and financial 
liabilities, derecognition of financial instruments, impairment of financial assets and hedge 
accounting. 
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Notes to the financial statements (continued) 

The adoption of IFRS 9 from 2018/19 has not had a material impact on our results, with the key 
issues for Post Office being around documentation of policies and new hedge documentation. 

IFRS 9 operates an expected credit loss model rather than an incurred credit loss model. 
Providing for loss allowances on our existing financial asset has not had a material impact. 

IFRS 15 Revenue from Contracts with Customers 
IFRS 15 supersedes IAS 11 Construction Contracts, IAS 18 Revenue and related Interpretations 
and it applies, with limited exceptions, to all revenue arising from contracts with its customers. 
IFRS 15 establishes a five-step model to account for revenue arising from contracts with 
customers and requires that revenue be recognised at an amount that reflects the consideration 
to which an entity expects to be entitled in exchange for transferring goods or services to a 
customer. 

The Group adopted IFRS 15 using the modified retrospective method of adoption. The standard 
has Tint had a material irruact on revenue recognition at Post Office and therefore, on initial 
application, no adjustment was required to the opening balance o` retained earnings. 
Presentational reclassifiea. ions on the face of the income statement have been required in 
respect of the Network Subsidy Payment and commission income relating to Government 
Services. These two items were formerly recognised in revenue and have now been reclassified 
to other income as they did not meet the recognition criteria from revenue under IFRS 15. Refer 
to page [XX] for further details of the reclassification. The accounting policies for revenue and for 
other income are on pages [X] and [X] respectively. 

New standards and interpretations not yet adopted 

IFRS 16 Leases 
IFRS 16 was issued in January 2016. It will result in almost all leases being recognised on the 
balance sheet by lessees, as the distinction between operating and finance leases is removed. Under 
the new standard, an asset (the right to use the leased 'Item) and a financial liability to pay rentals 
are recognised. The only exceptions are short-term and low-value leases. 

The Group has setups project team which has reviewed al l of the Group's leasing arrangements 
over the last year in light of the new lease accounting rules in IFRS 16. The standard will affect 
primarily the accounting for operating leases. 

The Group will apply the standard from its mandatory adoption date - for Post Office this is from 1 
Apri l 2019. The Group intends to apply the simplified transition approach and will not restate 
comparative amounts for the year prior to first adoption. Right-of-use assets wil l be measured at the 
amount of the lease liability on adoption (adjusted for any existing onerous and vacant lease 
provisions). The Group therefore expects to recognise right-of-use assets of approximately £[XX] 
million on 1 April 2019 and lease liabilities of £[XX] million. The net impact on the income statement 
account will be minimal - an increase in trading profit of some £[7-9]m as it will no longer have a 
charge for operating leases, matched by increases in depreciation, to recognise the usage of the new 
right-of-use assets, and finance costs, to recognise the unwinding of the discount on the lease 
liability. There will be no impact on the cash flows of the business. 

The Group's activities as a lessor are not material and hence the group does not expect any 
significant impact on the financial statements. 

The Group's current lease commitments are disclosed in note [1;9]P. 
There are no other standards and interpretations in issue but not yet adopted that the Directors 
anticipate will have a material effect on the reported income or net assets of the Group. The Group 
has not early adopted any standard, interpretation or amendment that has been issued but is not 
yet effective. 

Fundamental accounting concept - going concern 

The Group has net assets of £256 million at 31 March 2019 (2018: £203 million). At 31 March 2019 
£385 million of the Group's working capital facility was undrawn (2018: £327 million). The Group has 
also been profitable at a trading profit level with current year profit of £61 million (2018: £35 million) 
and has shown a profit after tax of £5.2 million (2018: £17 million). 

Post Off:re limited ca: porate.posto i e.ro.ul< PAGE 11. 

16f) of 3'14 Pi.tS% (Juice I..i#"U ed - Audit Risk & C:olliplie lic + O iTi i'Fif - 9;'O J 



POL00422968 
POL00422968 

Tab 4.2 Financal Stoternenkt 

Notes to the financial statements (continued) 

We have the following funding agreed with BEIS: a working capital facility of £950 million to 31 
March 2021; a further £50 million facility available to provide same day liquidity to 4 April 2020; 
Network Subsidiary Payment of £50 million for 2019/20 and 2020/21 respectively; and we also have 
investment funding of up to £210 million i , r. for the period from April 2018 to 
March 2020. . n e. et ,• tttii . .............................._........_.--... 

After careful consideration of the plans for the coming years, the Directors continue to believe that 
Post Office will be able to meet its liabilities as they fall due for the next 12 months. Accordingly, on 
that basis, the Directors consider that it is appropriate that these financial statements have been 
prepared on a going concern basis. 

Critical accounting estimates and judgements In applying accounting policies 
The Group makes certain estimates and assumptions regarding the future. Estimates and 
assumptions are continually evaluated based on historical experience and other factors. In the 
future, actual experience may differ from these estimates and assumptions. 

In addition the Group has to make judgements in applying its accounting policies which affect the 
gamounts recognised in the financial statements. The most significant areas where judgements and 
estimates are made are discussed below: 

Critical accounting estimates. 

Key assumptions used in impairment tests for non-current assets 

The Group assesses whether there are any Indicators of Impairment for all non-current assets at 
each reporting date as well as if events or changes in circumstances indicate that the carrying value 
may be impaired. Factors considered important that could trigger an impairment review include the 
following: 

• Significant underperformance compared to historical or projected future operating results. 

• Significant changes in the manner of use of the acquired assets or the strategy of the overall 
Group. 

• Significant negative micro- or macro-economic trends. 

Where appropriate, an impairment loss is recognised in the income statement for the amount by 
which the carrying value of the asset or cash generating unit (CPU) exceeds Its recoverable amount. 
The recoverable amount is determined based on value in use calculations which require the use of 
assumptions. The calculations use cash flow projections based on financial budgets approved by 
management covering a two year period. Cash flows beyond this period are extrapolated using 
estimated growth rates. Refer to note [9] for the results of the latest impairment test, including 
sensitivity analysis. 

Actuarial assumptions 

The costs, assets and liabilities of the pensions operated by the Group are determined using 
methods relying on actuarial estimates and assumptions. 

The pension figures are particularly sensitive to changes in assumptions for discount rates, mortality 
and inflation rates. The Group exercises its judgement in determining the assumptions to be 
adopted, after discussion with its Actuary and in accordance with published statistics and experience. 
Refer to note 17 for details of the key assumptions and sensitivity analysis performed. 

Pension liabilities are measured on an actuarial basis using the projected unit credit method and 
discounted at a rate equivalent to the current rate of return on a high quality corporate bond of 
equivalent currency and term. Judgement has been applied in determining that for these purposes a 
high quality corporate bond constitutes AA rated or equivalent status bonds. 

Property provisions 

The Group recognises provisions for property leases that are onerous. Assumptions are made to 
determine whether the unavoidable costs of meeting the obligations of a lease agreement exceed 
the economic benefits expected to be received under it. These include estimates around the future 
trading performance of the site and cost allocations. 
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Notes to the financial statements (continued) 

Critical accounting judgements: 

The recognition of a contingent liability in respect of the Group Litigation Order is a key accounting 
judgement as at the accounting reference date. The key judgement is the level to which a potential 
liability is deemed possible versus probable and therefore whether a contingent liability is the correct 
accounting treatment. 

Revenue 

The following revenue accounting policy relates to the prior year only. 

Revenue from Retail, Financial Services and Telecoms comprises the value of services provided from 
the Group's principal activities in providing a whole range of services through its physical and digital 
channels. Revenue from Financial Services and some Retail services comprises the commission 
received. Revenue relating to line rental for telecoms services is recognised evenly over the period to 
which the charges relate and revenue from calls is recognised at the time the call is made. Revenue 
from all other transactions is recognised when the transaction is completed. All revenue is derived 
wholly from within the tinted Kingdom. 

Post Office Management Services revenue comprises the value of services provided from the 
principal activities in providing insurance intermediary services through its network of Post Office 
branches across the UK, online and contact centre channels. Revenue comprises commissions 
received from provision of the intermediary services excluding taxes. Revenue from all transactions 
is recognised when the transaction is completed. 

Revenue from contracts with customers 

In 2018/19, the Group adopted IFRS 15. 

Retail

The Group provides Mails support services to Royal Mail and Parcelforce. Each Mails product and 
service has an associated transaction price. The transaction price may vary due to the volume 
transacted in the period. Revenue from providing Mails support services is recognised in the 
accounting period in which the services are rendered. 

The Group acts as a selling agent and earns commission on the sale of lottery tickets, scratch cards 
and gift vouchers. The transaction price is a contractual commission rate, which is based on the 
value of sales in the period. Revenue from the sale of lottery tickets, scratch cards and gift vouchers 
Is recognised In the accounting period In which these sales are made. 

Payment services comprise of bill payments (including the subsidiary Payzone Bill Payments 
Limited). The transaction price is the fee that the Group earns for each bill paid in a branch. Revenue 
from bill payments is recognised in the accounting period in which the service is rendered and is 
based on the transaction price multiplied by the volume of bill payments In the period. 

Through the Banking Framework Agreement, the Group provides over-the-counter banking services, 
such as withdrawals, deposits and balance enquiries, on behalf of banks. A transaction price is 
associated with each banking service provided. Revenue is recognised in the accounting period in 
which the services are rendered and is based on the transaction price multiplied by the volume of 
each service provided in the period. 

Identity Services 

Identity services are provided under contract to Government departments, such as the DWP, DVLA 
and the Home Office. Each Government service has an associated transaction price. Revenue is 
recognised in the accounting period in which the services are rendered and is based on the 
transaction price multiplied by the volume of each service provided in the period. 
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Notes to the financial statements (continued) 

Financial Services & Telecoms 

Our Financial Services products include mortgages, credit cards, savings, travel and banking. The 
Group earns commission on the sale of these products. The transaction price is a contractual 
commission rate. This commission rate varies by product and is based on volume or value of 
products sold in the period as well as the channel of sale, for example online or through the branch 
network. Revenue is recognised in the accounting period in which the new products are sold. 

Telecoms includes Post Office HomePhone and Broadband services. The transaction price is the 
subscription fee, consisting primarily of charges for access to broadband and other internet access or 
voice services. Revenue Is recognised as the service Is provided because the customer receives and 
uses the benefits simultaneously. 

Insurance

Through its subsidiary, Post Office Management Services Limited, the Group provides general and 
life insurance intermediation. The transaction price is a contractual commission rate. This 
commission rate varies by product and is based on the volume or value of products sold in the 
period as well as the channel of sale, for example online or through the branch network. Revenue is 
recognised in the accounting period in which the new products are sold. 

For all the revenue streams noted above, a receivable is recognised when the goods are delivered or 
the services are provided, as this is the point in time that the consideration is unconditional, because 
only the passage of time is required before the payment is due. 

The Group does not expect to have any contracts where the period between the transfer of the 
promised goods or services to the customer and the payment by the customer exceeds one year. As 
a consequence, the Group does not adjust any of the transaction process for the time value of 
money. 

Other income 

The Network Subsidy Payment is received from Government and is recognised as other income to 
match the related costs of making available the network of public Post Offices that the Secretary of 
State for BEIS considers appropriate. The subsidy is recognised in the year in which it is received. If 
the subsidy were to exceed the cost of making the network available, the excess would be repaid to 
Government. Other income also includes commission income relating to Government Services. This 
income, along with the Network Subsidy Payment, was previously presented within revenue; 
however they do not fal l within the scope of IFRS 15. As a result these two items have been 
reclassified to other income iccaureirry • 

u i 

v•ur ;t 1. 1. t ; ;v„en E.
(1€1 f .  f F ........ ........................................................................ ........ ..., 

ormatted: Highlight

Investments column in the income statement ✓ 
Income statement items are presented In the investments column when they are significant In 
size or nature, and either they do not form part of the underlying trading of the business or their 
separate presentation enhances understanding of the financial performance of the Group. 
Investment funding from Government, restructuring and transformation costs are separately 
disclosed in the Investments column. Refer to note [4] for further detail. 

Leases 

Leases where substantially all the risks and rewards of ownership of the asset are retained by the 
lessor, are classified as operating leases and rentals are charged to the income statement over the 
lease term. The aggregate benefit of incentives are recognised as a reduction of rental expenses 
over the lease term on a straight-line basis. Provision for dilapidation are made where necessary. 
Refer to the provisions policy on page [XI And note [15] for further detail. 
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Notes to the financial statements (continued) 

Taxation 

The amount charged or credited as current income tax Is based on the results for the year as 
adjusted for items which are not taxed or are disallowed. It is calculated using tax rates in legislation 
that has been enacted or substantively enacted by the balance sheet date. 

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

On the initial recognition of goodwill. 

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

- On the taxable temporary differences associated with investments in subsidiaries and interest in 
joint ventures, where the timing of the reversal of the temporary difference can he controlled and it 
is probable that the temporary difference will not reverse in the foreseeable future. 

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

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the 
period when the tax asset is realised or the liability is settled, based on tax rates that have been 
substantively enacted at the balance sheet date. Deferred tax balances are not discounted. 

Current and deferred tax is recognised in the income statement, except to the extent that it relates 
to items recognised in other comprehensive income or directly to equity. In this case, the tax is also 
recognised in other comprehensive income or directly in equity, respectively. 

Investments in joint ventures 

Investments in joint ventures within the Group's financial statements are accounted for under the 
equity method of accounting. Under this method the Investment Is carried In the balance sheet at 
cost plus post-acquisition changes in the Group's share of the net assets of the joint venture less any 
impairment in value. The income statement reflects the Group's share of post-tax profits from the 
joint venture. The joint venture is an integral part of the Group's operations, 

Business combinations 

Acquisitions of subsidiaries and businesses are accounted for using the acquisition method. The 
consideration transferred in a business combination is measured at fair value, which is calculated 
as the sum of the acquisition-date fair values of assets transferred by the Group, liabilities 
incurred by the Group to the former owners of the acquiree and the equity interest issued by the 
Group in exchange for control of the acquiree. Acquisition-related costs are recognised in profit 
or loss as incurred, within the Investments column. 

Property, plant and equipment 

Property, plant and equipment excluding freehold property, long leasehold property and land: 

Property, plant and equipment is recognised at cost, including attributable costs in bringing the 
asset into working condition for its intended use. These assets are depreciated on a straight-line 
basis over the following useful lives: 

Range of asset lives 

Plant and machinery 3 - 15 years 
Motor vehicles 3 - 12 years 
Fixtures and equipment 3 - 15 veers 
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Notes to the financial statements (continued) 

Freehold property, long leasehold property and land: 

As with other property, plant and equipment this is recognised at cost, including attributable costs in 
bringing the asset into working condition for its intended use. These assets have a long useful life 
and a fair market value. They are depreciated on a straight-line basis over the following useful lives: 

Range of asset lives 

Freehold land Not depreciated 
Freehold buildings Up to 50 years 
Leasehold buildings The shorter of the period of the lease, 50 years or the estimated 

remaining useful life 

The remaining useful lives of freehold buildings are reviewed periodically and adjusted where 
applicable on a prospective basis. Where freehold property and long leasehold includes the fit-out of 
those properties, then the fit-out is depreciated over its useful economic life in line with fixtures and 
fittings. 

Assets in the course of construction are carried at cost, with depreciation charged on the same basis 
as al l other assets once those assets are ready for their intended use. 

Intangible assets 

Goodwill 

Goodwil l is initially recognised at cost, being the excess of the aggregate of the consideration 
transferred and the amount recognised for non-controlling interests, and any previous interest held, 
over the net identifiable assets acquired and liabilities assumed. After initial recognition, goodwil l is 
recognised at cost less any accumulated impairment losses. The Group's management undertakes an 
impairment review annually or more frequently if events or changes in circumstances indicate that 
the carrying value may not be recoverable. 

Software 

Costs associated with maintaining software programmes are recognised as an expense as incurred. 
Development costs that are directly attributable to the design and testing of identifiable and unique 
software products controlled by the Group are recognised as intangible assets when the following 
criteria are met: 

• it is technically feasible to complete the software so that it will be available for use 

• management intends to complete the software and use or sell it 

• there is an ability to use or sell the software 

• it can be demonstrated how the software wil l generate probable future economic benefits 

• adequate technical, financial and other resources to complete the development and to use or 
sell the software are avai lable, and 

• the expenditure attributable to the software during its development can be reliably measured. 

Directly attributable costs that are capitalised as part of the software include employee costs and an 
appropriate portion of relevant overheads. 

Capitalised development costs are recorded as intangible assets and amortised from the point at 
which the asset is ready for use. 

Research and development 

Research expenditure and development expenditure that does not meet the criteria above are 
recognised as an expense as incurred. Development costs previously recognised as an expense are 
not recognised as an asset in subsequent periods. 

Post Office Limited corporate. ostotfi L'. 'o.L:k 1 PAGE 16 

Post i.}f cc Liini ed - Atiolt Risk, & Compliance , ;o r3rr:if.'e -2 !0511 165 of 344 



POL00422968 
POL00422968 

Teb 4.2 Financal MteternanU 

Notes to the financial statements (continued) 

Intangible assets with a finite useful life: 

Intangible assets acquired separately or generated internally are initially recognised at cost. They 
are amortised on a straight-line basis over the following useful lives: 

Range of asset lives 

Software 3 - 6 years 

Customer relationships 5 years 

Merchant relationships 5 - 10 years 

Brands 15 years 

Assets in the course of construction are carried at cost, with amortisation commencing once the 
assets are ready for their intended use. 

Inventories 

Inventories include stationery, retail, lottery and Royal mint coin products and are carried at the 
lower of cost and net realisable value after adjusting for obsolete or slow-moving stock. 

Trade receivables 

Trade receivables are recognised and carried at original invoice amount. An allowance is made 
when collection of the full amount is no longer probable. The Group applies IFRS 9 to measure 
this allowance for expected credit loses, grouping trade receivables based on shared risk 
characteristics and days past due. Bad debts are written off when identified. 

Cash and cash equivalents 

Cash and cash equivalents in the balance sheet comprise cash at bank and on hand, including cash 
in the Post Office network and short-term deposits (cash equivalents) with an original maturity date 
of three months or less. Cash equivalents are classified as loans and receivable financial 
instruments. 

For the purpose of the statement of cash flows, cash and cash equivalents consist of cash and cash 
equivalents as defined above, net of bank overdrafts. 

The subsidiaries Post Office Management Services Limited and Payzone Bill Payments Limited hold 
some fiduciary cash balances, these are held on trust on behalf of third parties, see note [12] for 
details. 

Pensions and other post-retirement benefits 

Membership of occupational pension schemes is open to most permanent UK employees of the 
Group. 

The Group is the principal employer of the Post Office Section of the Royal Mail Pension Plan (RMPP), 
and is a participating employer within the Royal Mai l Senior Executives Pension Plan (RMSEPP). 
RMPP and RMSEPP are both defined benefit plans closed to new members and closed to future 
accrual. All members of these plans are contracted out of the earnings-related part of the State 
pension scheme. 

A Memorandum of Understanding was executed in 2016/17 which removed the unconditional right to 
refund from the RMPP. As a result of these events the surplus relating to this Plan was derecognised. 

The pension assets of the defined benefit schemes are measured at fair value. Liabilities are 
measured on an actuarial basis using the projected unit credit method and discounted at a rate 
equivalent to the current rate of return on a high quality corporate bond of equivalent currency and 
term. 
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Notes to the financial statements (continued) 

Full actuarial funding valuations are carried out at intervals not normally exceeding three years as 
determined by the Trustees and actuarial valuations are carried out at each balance sheet date and 
form the basis of the surplus or deficit disclosed. When the calculation at the balance sheet date 
results in net assets to the Group, the recognised asset is limited to the present value of any future 
refunds of the plan or reductions in future contributions to the plan (the asset ceiling). As noted 
above, the RMPP Plan has been closed and no future refunds wi l l be made to the Group. 

Actuarial gains and losses are recognised Immediately In the statement of comprehensive Income. 
Any deferred tax movement associated with the actuarial gains and losses is also recognised in the 
statement of comprehensive income. As the Group has no right to a future surplus in the RMPP, an 
equal and opposite adjustment to the asset ceiling is recognised in other comprehensive income. 
There is no effect on the net assets position of the Group. 

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

Foreign currencies 

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

Foreign currency transactions are translated into the functional currency using the exchange 
rates at the dates of the transactions. Foreign exchange gains and losses resulting from the 
settlement of such transactions and from the translation of monetary assets and liabilities 
denominated in foreign currencies at year-end exchange rates are recognised in profit or loss. 

Provisions 

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result 
of a past event, it is probable that an outflow of resources will be required to settle the obligation, 
and a reliable estimate can be made of the amount of the obligation. Due to the nature of provisions 
the future amount settled may be different from the amount that has been provided. If the effect of 
the time value of money is material, provisions are determined by discounting the expected future 
cash flows at an appropriate pre-tax rate. 

Financial instruments 

Initial measurement of financial instruments 
All financial instruments are initially measured at fair value plus or minus, in the case of a 
financial asset or financial liability not at fair value through profit or loss, transaction costs. 

Subsequent measurement of financial assets 
IFRS 9 divides all financial assets Into two classifications - those measured at amortised cost and 
those measured at fair value. 

Where assets are measured at fair value, gains and losses are either recognised entirely in profit 
or loss (fair value through profit or loss, "FVTPL"), or recognised in other comprehensive income 
(fair value through other comprehensive income, "FVTOCI)". 

The classification of a financial asset is made at the time it is initially recognised. If certain 
conditions are met, the classification of an asset may subsequently need to be reclassified. 

Subsequent measurement of financial liabilities 
IFRS 9 divides all financial liabilities into two measurement categories: FVTPL and amortised 
cost. Al l of the Group's financial liabilities are measured at amortised cost. 

Derecognition of financial assets 
A financial asset is derecognised when the Group determines that it has transferred substantially 
all of the risks and rewards of ownership of the asset. 

Derecognition of financial liabilities 
A financial liability is removed from the balance sheet when it is extinguished; that is, when the 
obligation specified in the contract is either discharged or cancelled or expires. 

Derivatives and hedging activities 

Derivatives are initially recognised at fair value on the date that a derivative contract is entered 
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Notes to the financial statements (continued) 

into, and they are subsequently remeasured to their fair value at the end of each reporting 
period. The accounting for subsequent changes in fair value depends on whether the derivative is 
designated as a hedging instrument and, if so, the nature of the item being hedged. The Group 
designates certain derivatives as either: 

• Hedges of the fair value of recognised assets or liabilities or a firm commitment (fair value 
hedges). 

• Hedges of a particular risk associated with the cash flows of recognised assets and liabilities 
and highly probable forecast transactions (cash flow hedges). 

• Hedges of a net investment in a foreign operation (net investment hedges). 

At inception of the hedge relationship, the Group documents the economic relationship between 
hedging instruments and hedged items, including whether changes in the cash flows of the 
hedging instruments are expected to offset changes in the cash flows of hedged items. The 
Group documents its risk management objective and strategy for undertaking its hedge 
transactions. 

The fair values of derivative financial instruments designated in hedge relationships are disclosed 
in note [16]. Movements in the hedging reserve are shown within other reserves in the 
statement of changes in equity. The full fair value of a hedging derivative is classified as a non-
current asset or liability when the remaining maturity of the hedged item is more than 12 
months; it is classified as a current asset or liability when the remaining maturity of the hedged 
item is less than 12 months. 

Cash flow hedges that qualify for hedge accounting 
The effective portion of changes in the fair value of derivatives that are designated and qualify as 
cash flow hedges is recognised in other reserves within equity. The gain or loss relating to the 
ineffective portion is recognised immediately in profit or loss. 

When the forecast transaction subsequently results in the recognition of a non-financial asset or 
non-financial liability, the associated cumulative gain or loss is removed from equity and included 
in the initial cost or other carrying amount of the non-financial asset or liability. If a hedge of a 
forecast transaction subsequently results in the recognition of a financial asset or financial 
liability, the associated gains or losses that were previously recognised in the statement of 
comprehensive income are reclassified into the income statement in the same period or periods 
during which the asset acquired or liability assumed affects the income statement. 
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Notes to the financial statements (continued) 

2. Staff costs and numbers 
Employment and related costs were as follows: 

2019 2018 
People_ costs_ within_trading:_ son  £m 

Wages and salaries 162 154 

Social security costs is 18 

Other pension costs (note [17]) 
-___.-- 

13_ _. __ --- 17 
-------- -------- 

otal people costs within trading 
------- 

193
__ -..,,- 

.----------------------
189 

-- --------- ------- ---------- ------ ------- 
Other operating costs within trading 

------_ _.__.... 
765 : I'. 

-------- ------
771 

Total trading costs 958 960 

People costs within investments relate to severance costs as part of restructuring and are disclosed 
within note [4]. 
Period end and average monthly employee numbers were as follows: 

Period end employees 

H 2018 

Total employees - 5,020 

Average monthly employees 
2019 2018 

4,703 5,066 

Total employee numbers can be categorised as follows: 

2019 2018 

Administration 1,205 i 1,205 

Directly managed branches (DMB) 2,049: 2,707 

Supply Chain 354 848 

Network programmes 164. .! 213 

Post Office Insurance 57 47 

Payzone Bill Payments 
----- - - - -- ---- --------- -------- -------- --------- -------- 

68 
- --------- ------

Total L. . .................4,397
--- ...............--...---.........................-..........................-........................................................................... ,.-... ... ---..............

5,020
... 
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Notes to the financial statements (continued) 

3. Operating profit 
The following items are included within operating profit 

2019 2018 

------------------------------------------------------------------------------------------------------------------------------------------ Em ------------------------£m 
Postmasters' fees 371 

Depreciation and amortisation (notes [8] and [9]) 55

Cost of Inventories recognised as an expense ilii~ 'i i f. 4 

Loss on disposal of fixed assets S •i•It I• 1 

Operating lease charges - Land and buildings a ; 12 

Operating lease charges - Motor vehicles  1 

Fees payable to the Group's auditor for audit and other services: `>"? "'? £000 

parent Company and Group audit 773 
- audit of subsidiary 82 

- audit related assurance services ''"[̀ '""'';r#; 105 

- other assurance services 11,0 110 

4. Investments 

Investment funding 

Restructuring: 
Business transformation 

Network programmes 

IT transformation 

2019 2018 
Em £m 

1681 70 

(14) (16) 

(64) (63) 

(13) (6) 

Severance (33) (17) 

Total restructuring costs (129) (102) 

Unwinding of discounts on provisions (1) (2) 

Total investments income / (charge) 38 (34) 

Investment funding: Investment funding is received from BEIS. 

Restructuring: Restructuring costs are transformational spend incurred in order to implement the 
major transformation programmes. Business transformation is an overarching programme that will 
transform the business, driving Post Office toward commercial sustainabllity through technological 
innovation and the fundamental re-envisaging of long-term contracts. Network programmes is a 
multi-year initiative designed to simplify the retailer proposition, with key areas of focus being 
simplification, automation and the extension of the franchising model to some of our directly 
managed branches. IT transformation includes programmes to restructure our IT operating model 
and overhaul legacy back office systems, transitioning to a cloud based architecture. As part of the 
aforementioned transformational activities, severance costs have been incurred. 

Unwinding of discounts on provisions: finance costs Incurred in order to unwind the discount on 
onerous lease provisions. 
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Notes to the financial statements (continued) 

5. Directors' emoluments 
Directors accruing pension entitlements during the period under: 2019 2018 

Number Number 

Defined benefit schemes 

Defined contribution schemes is 1 

The Directors received the following emoluments: 

Remuneration for each Director for the financial year 2018/19 

Name Annualised Actual Cash in lieu 

salary/fees salary/fees Benefits of pension STIP LTIP Total Total 

2018/19 (note 1) 2018/19 2018/19 2018/19 2018/19 2018/19 2018/19 2017/18 

Non-Executive Directors 

Tom Cooper hot. 2) - - - - - - - - 

Tim Franklin 40,000 39,800 - - - - 39,800 40,000 

Virginia Holmes ,,,a a) 35,700 300 - - - - 300 35,500 

Shirine Khoury-Haq 35,000 30,000 - - - - 30,000 - 

Ken McCall 50,000 49,800 - - - - 49,800 50,000 

Tim Parker (,a, a; 19,230 19,300 - - - - 19,300 75,000 

Carla Stert 45,000 44,800 - - - - 44,800. 45,000 

Richard Callard (note 5) - 

Executive Directors 
F R' 

Paula Vennells cnoeei 255,000 255,000 9,900 63,800 X X f t 718,300 

Alisdalr Cameron 244,800 244,800 9,900 61,200 )E X 3; ;;;liK ;;; i ; ; 595,900 

Note 1: The annualised fees are shown as at 31 March 2019 or at the date of leaving. 

Note 2: Tom Cooper Is an employee of UK Government Investments Limited (UKGI). 

Note 3: Virginia Holmes ceased her role as Non-Executive Director on 27 March 2018. 

Note 4: Tim Parker donates the after tax value of his Board fees to charity. From 1 April 2018, Tim's time 
commitment has reduced and there has been a corresponding reduction in his annual fee. 

Note 5: Richard Callard was an employee of UKGI and ceased his role as Non-Executive Director on 27 
March 2018. 

Note 6: Paula Vennells resigned as Group Chief Executive on 30 April 2019. 

Remuneration Policy Summary 

The table below describes the STIP and LTIP available for the Executive Directors. 

The remuneration framework for the Executive Directors requires consent from the Special 
Shareholder (BEIS) each year. 
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Notes to the financial statements (continued) 

Short-Term The STIP drives and rewards performance over the single 
Incentive Plan financial yearagainst key financial and operational targets taken 
(STIP) from the business scorecard. Metrics and targets are 

determined and set each year according to business priorities. 

80% of the STIP plan is determined by business targets, with 
the remaining 20% linked to the achievement of personal 
performance objectives. 

The target opportunities for the Chief Executive and Chief 
Finance and Operating Officer are 48% and 40% of salary, with 
a maximum for stretch performance of 80% and 66.66% of 
salary respectively. 

Long-Term The LTIP is designed to reward and retain key executives and 
Incentive Plan senior managers on the achievement of strategic longer term 
(LTIP) targets linked to the development and growth of a sustainable 

business. 

The specific performance targets are determined for each LTIP 
cycle with reference to the three-year plan which is agreed with 
the Special Shareholder (BEIS). 

The target opportunities for the Chief Executive and Chief 
Finance and Operating Officer are 70% and 50% of salary, with 
stretch performance of 98th and 70% of salary respectively. 

Differences in remuneration policy for the Executive Directors and employees 
generally 

The remuneration policy for the Executive Directors takes account of their level of responsibility 
and their influence over Post Office's performance. Accordingly, a higner proportion of their total 
remuneration package is at risk and subject to performance (under the STIP and LTIP). The 
incidence and potential amounts payable under such incentives across the workforce are 
determined by their role and grade within the organisation. 

Claw-back provision 

Executive Directors have claw-back clauses In their contracts, as well as the STIP and LTIP rules, 
which provide for the return of any over-payments in the event of misstatement of the Financial 
statements, error or gross misconduct on the part of an Executive Director. These provisions are 
structured in line with market best practice. 

6. Finance costs 

2019 2018 
fm £m 

Trading,-

Interest payable on loans (6) (5) 

Finance charges (2) - 

Total - trading (6), (5) 

Investments: 

Unwinding of discounts on provisions 
------------------------------------------------------------------------------------------------------------------------------------------------------._a;:. 

(1)'. :! 
------------------------------

(2) 

Total - Investments 
------- ------- --------- -------- -------- 

----------------------------. 

(1)
_. . _. 

::z ,

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

(2) 

Total - net finance costs <' ($?j`s (7) 
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Notes to the financial statements (continued) 

7. Taxation credit 

(a) Taxation recognised in the year 

Current and deferred income tax is charged or credited to the income statement as follows: 

2019 2018 
£m £m 

Current income tax: L J
Corporation tax credit for year " (8) 

Deferred income tax: ` 
' . . ' ;::; '

i. ' 
'. Deferred tax Income relating to the utilisation of losses brought forward §>' (1) 

Taxation credit fl It  94€ (9) 

The current income tax credit recognised in the income statement is £8 million (2018: £8 million) 
and relates to the surrender of tax losses to the joint venture. The deferred income tax credit 
recognised in the income statement is £1 million (2018: £1 million) and arises as a consequence of 
the acquisition of intangible assets as part of a business combination. It corresponds to the deferred 
tax liability recognised in the business combination. 

In the current year no deferred income tax has been recognised in other comprehensive income. 

No current or deferred tax income tax was recognised directly in equity in the current or prior year. 

(b) Factors affecting current tax charge on profit on ordinary activities 

As In 2018, the tax assessed for the year differs from the standard rate of corporation tax In the UK 
of 19% (2018: 19%). The differences are explained below: 

2019 2018 
£m Em 

Profit before taxation 4. 
Profit before taxation multiplied by the standard rate of corporation < >;
tax In the UK of 19% (2018: 19%) I

Effect of unutilised losses carried forward ~~~~>:;::::i ':::: <:>""< 29 
Decrease in tax charge as a result of change In unrecognised deferred i;'. ;;g' `>'t's (24) tax assets I 
Surrender of tax losses to joint venture . ,.,,.,... . .  j" (8) 
Profits from disposals eligible for relief 

1 :l 1 
-

Tax effect of share of results of joint venture (8) (7) 

Taxation credit (9) 

(c) Deferred tax 

Deferred tax relates to the following: 
Consolidated balance sheet Consolidated Income statement 

2019 2018 2019 2018 
£m Em £m Em 

-------- ------- ------- ...;. --- .. ---- --^~:. 
Acquired intangible assets (2)_ (1) 1 

Tax losses 2 1 <: 

Deferred tax (liability) / asset
------- ------- ------- -------- ------ ------ ----- --
Deferred tax income 1 

In the current year a deferred tax liability of £2 m Ilion (2018: £1 million) has been recognised on 
the acquisition of intangible assets as part of a business combination, with a corresponding deferred 
tax asset of £2 million (2018: £1 million) recognised for the value losses up to the same liability. 

The Group has significant tax losses that are available indefinitely for offsetting against future 
taxable profits. As at the balance sheet date no deferred tax asset has been recognised in relation to 
these tax losses (2018: Loll). 
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Notes to the financial statements (continued) 

(d) Factors that may affect future tax charges 

The Group has unrecognised deferred tax assets of £183 million (2018: £190 million), comprising 
£148 mi l lion (2018: £143 million) relating to tax losses that are available to offset against future 
taxable profits, £32 million (2018: £46 million) relating to fixed asset tinning differences and £1 
million (2018: £1 million) relating to temporary differences on provisions. The Group has rolled over 
capital gains of £2 million (2018: £2 million); no tax liability would be expected to crystallise should 
the assets into which the gains have been rolled be sold at their residual value, as it is anticipated 
that a capital loss would arise. 

The main rate of corporation tax in the UK will remain at 19% for the year starting 1 April 2019 and 
reduce to 17% with effect from 1 April 2020. 

The Finance (No.2) Act 2017 was substantively enacted on 16 November 2017. This includes a 
restriction on the utilisation of brought forward tax losses and corporate interest in certain 
circumstances effective from 1 April 2017. 
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Notes to the financial statements (continued) 

8. Intangible assets 
Other 

Software Goodwill Intangibles Total 

---------------Er" ------ -- 
...£m Em 

----Em--
Cost 

At 27 March 2017 323 44 - 367 

Reclassification (2) - - (2) 

Additions 125 1 6 132 
._.........-'---...-- .........................._.........................._.......................... 
At 25 March 2018 446 45 6 497 

Reclassification (29) - - (29) 

Additions 101 - - 101 

Added on acquisition 1 3 7 16 

Disposals (17) - - (17) 

At 31 March 2019 502 53 13 568 

Accumulated amortisation 

At 27 March 2017 200 - - 200 

Reclassification 6 - - 6 

Amortisation 27 - - 27 

Other intangibles includes customer relationships, merchant relationships and brands 

During the current and prior year, a review of property, plant and equipment and intangible assets 
took place and resulted In reclassifications between categories. 

Additions to software relate to IT transformation projects undertaken during the current year. 

Additions to goodwill and other intangibles relate to the Payzone Bill Payments Limited ("Payzone") 
business combination disclosed within note [20]. Goodwill Is tested for Impairment annually or more 
frequently if events or changes in circumstances indicate that the carrying value may not be 
recoverable. Management determiner that no impairment was necessary for the current year (2018: 
£nll). 

Goodwi l l was not considered to be impaired at the date of the last review. Refer to note [9] for 
details of the impairment review performed during the year. 
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Notes to the financial statements (continued) 

9. Property, plant and equipment 
Land and Buildings 

Plant Fixtures 
Long Short Motor and and 

Freehold leasehold leasehold vehicles machinery equipment Total 
£rn £m £m Em £m £m £m 

Cost 

At 27 March 2017 45 41 23 26 1 795 931 

Reclassification 1 1 1 - - (1) 2 

Additions - - - 1 - 18 19 

Disposals (6) (3) (2) (2) - (7) (20) 

At 25 March 2018 40 -- 39 22 25 1 805 932 

Reclassification 2 - - - - 2/ 29 

Additions 1 1 1 - - 35 38 

Added on acquisition - - - - - 4 4 

Disposals (4) (1) (2) (22) (29) 

At 31 March 2019 39 39 21 25 1 849 974 

Accumulated depreciation 

At 27 March 2017 32 14 23 26 1 677 773 

Reclassification - - - - - (6) (6) 

Depreciation 1 2 - - - 25 28 

Disposals (4) - (2) (2) - (3) (11) 

At 25 March 2018 29 16 21 24 1 693 784 

Depreciation 1 2 - - - 33 36 

Disposals (7) (1) (2) - - (17) (22) 

At 31 March 2019 28 17 19 24 1 709 798 

Net book value 

At 31 March 2019 -- 11 22 2 1 " - 140 176 

At 25 March 2018 11 23 1 1 - 112 143 

Depreciation rates are disclosed on page [XX] within the accounting policies note, No depreciation is 
provided on freehold land, which represents £2 million (2018: £2 million) of the total cost of 
properties. 

During the current and prior year, reviews of property, plant and equipment and intangible assets 
took place and resulted in reclassifications between categories. 

An impairment test was performed during the year. Intangible assets and property, plant and 
equipment were tested for impairment by comparing the carrying amount of each Cash 
Generating Unit (CGU) with the recoverable amount determined from value in use calculations. 
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Notes to the financial statements (continued) 

Post Office has determined that it has two CGUs: Post Office Limited and Post Office Management 
Services Limited. Post Office Management Services Limited is a standalone entity with an 
identifiable asset base and therefore is deemed one CGU. Post eDffice Limited runs a national 
network of branches which provide a distinct retail offering resulting in a fluid customer base 
across the network. As such the network as a whole is deemed to be one CGU. 

fla:ii t>c:?vartaola :xrnour;t: far > *.a>t: Of € ;.*ftc ii >vas {3;t? rrriiiion 2` 1t<.: ££if 4 mi3iion` atr:ci i«. ....„„„_..,,„a„, w„..,.~„..~..,.~,,,....J.,.. ,- Formatted: Font color. Auto 
r, i s Office i.Rc neci Telt ..̀ ;3i vu: £•S 1. n ec. was £3b m c i ,tOth t )5. ̀ miton`,•. , .................. .......................................................................... ............. 

The discounted net cash flows from the value In use calculations were used to determine the 
recoverable amount of the CGU's identified, being Post Office Limited and Post Office 
Management Services Limited. Value in use is determined using the Group's net cash inflows 
from the continued use of the assets within each CGU over a two year period (and then 
continued into perpetuity), with no nominal growth rate assumed outside of this period. Pre-tax 
discount rates for Post Office Limited of 9.5% (2018: 9%) and for Post Office Management 
Services Limited of 12% (2018: 12%) have been used to discount the forecasted cash flows. 

A sensitivity analysis has been performed in assessing the value in use of property, plant and 
equipment and Intangible assets. This has been based on changes In key assumptions considered 
to be possible by management. This included an increase in the discount rate of up to 12%, zero 
growth rate and a decrease in forecasted EBITDA by 5%. The sensitivity analysis showed that no 
impairment would arise under each or a combined scenario. 

Management therefore believes that any reasonably possible change in the key assumptions 
would not cause the carrying amount of any CGU's to exceed their carrying value. 
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Notes to the financial statements (continued) 

10. Investments in joint ventures 
The following entity has been included in the consolidated financial statements using the equity 
method: 

Joint ventures 

During the current and prior year, the Group's only joint venture investment was a 50% interest 
(1,000 £1 ordinary A shares) in First Rate Exchange Services Holdings Limited, whose principal 
activity is the provision of Bureau de Change. First Rate Exchange Services Holdings Limited is a 
company registered in the United Kingdom. The registered address of First Rate Exchange Services 
Holdings Limited is Great West House, Great West Road, Brentford, Middlesex, TW8 9DF. 

The principal activity of First Rate Exchange Services Holdings Limited is the supply of foreign 
currency in the UK, which is seen as complementing the Group's operations and contributing to 
achieving the Group's overall strategy. The principal risks of the Group are disclosed on pages [XX] 
to [XX]. 
The financial year-end date of First Rate Exchange Services Holdings Limited is 31 March. For the 
purposes of applying the equity method of accounting, the financial statements of First Rate 
Exchange Services Holdings Limited for the year ended 31 March 2019 have been used. 

2019 2018 
Joint venture Joint venture 

Cm £m 

Share of net assets 

Total net Investment at 26 March 2018, 27 March 2017 66 '. 66 
------- -------- ------- -------- ------- -------- --------- -: ------- ------ 

Share of post-tax pre dividend profit 33 ! 34 

Dividend (33) (34) 

Total net investment at 31 March 2019, 25 March 2018 66 66 

2019 2018 
Joint venture Jolntventure 

Share of assets and liabilities: ......................--..........._............_..........._......... Em £m ..................._............... 
Receive bles 220 

Cash and cash equivalents ''+ "^i€ .:i I I2i 14 

Non-current assets '"` 8 

Share of gross assets 242 

Current liabilities , •;.,:,.;, , (176) 

Share of net assets , 66 

Share of revenue and profit: Ii t 
Revenue 84 

Profit after tax ... .. 
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Notes to the financial statements (continued) 

11. Trade and other receivables 

Current: 

2019 
Em 

2018 
£m 

Trade receivables 97 81 

Accrued income 71 78 

Prepayments 19 > 17 

Client receivables 136:' , 132 

Other receivables 
------------------------------------------------------------------------------------------------------------------------------------ 

19 
- - . . . . 

16 
--. --.. 

Total 344 324 

Non-current: 

Accrued Income s 1 ffi i  31t 2 : 2 

Prepayments 4 10 

Total 8 12 

The Group receives and disburses cash on behalf of Government agencies and other clients to 
customers through its branch network. Amounts owed from/to Government agencies and other 
clients are disclosed separately as client receivables (as above) and client payables (see note [131). 
£5m (2018: £4m) has been recognised within current prepayments for costs incurred to fulfi l 
contracts. Non-current prepayments constitute costs incurred to fulfil contracts, in both the current 
and prior year. 

The Group applies IFRS 9 when measuring expected credit losses. Trade receivables have been 
grouped based on shared credit risk characteristics and the days past due to measure the expected 
credit losses. The loss allowance for the current and prior year has been determined as follows: 

>30 days >60 days 
and <60 and <120 

days past days past >120 days 
31 March 2019 Current due due past due Total 
Expected loss rate 21% 65°I° 

Gross carrying amount - £m - - 1 16 19 

Loss allowance - £m - - 1 is 19 

>30 days >60 days 
and <60 and <120 

days past days past >120 days 
25 March 2018 Current -due - due past due Total 
Expected loss rate - - - 95% 

Gross carrying amount - £m - - - 19 19 
.........................._.........................._....---...............-'---...---............"-'---...._............_....---...._.........-'---...---...._..................._.........................._............... 

Loss allowance - £m - - - 19 19 

There is a loss allowance in the current, more than 30 days and more than 60 days ageing 
categories, however it is immaterial for disclosure. 
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Notes to the financial statements (continued) 

The closing loss allowance for trade receivables as at 31 March 2019 reconciles to the opening loss 
allowance as follows: 

2019 2018 
fm Fm 

Opening loss allowance 19 14 

Increase In loss allowance 9 14 

Receivables written off as uncollectible (7) (5) 

Unused amounts reversed (2) (4) 

Closing loss allowance 19 19 

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

12. Cash and cash equivalents 

2019 2018 
fm £m 

Cash In the Post Office Limited network 537 643 

Short-term bank deposits 14 9 

Fiduciary cash balances held on behalf of third parties : : 9 3 

Total cash and cash equivalents 560;=. 655 

Cash in the Post Office Limited network represents the note and coin in circulation in branches and 
cash centres. Refer to note [22] for further detail. 

Where interest is earned it is at a floating or short-term fixed rate. The fair value of cash and cash 
equivalents is not materially different from the carrying value. 

The fiduciary cash balances are held within Post Office Management Services Limited or Payzone Bill 
Payments Limited and are held on trust on behalf of third parties and cannot be called upon should 
either company become insolvent. 
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Notes to the financial statements (continued) 

13. Trade and other payables 
2019 
Em 

2018 
£m 

Current: 

Trade payables 61 45 

Accruals 118 160 

Deferred income 20 - 32 

Social security S'ai'd 8 

Client payables 312 306 

Capital accruals 11.. . 20 

Other payables 3 - 

Total 533 571 

Non-current: 

Other payables 14 18 

Total 14 18 

The fair value of trade and other payables is not materially different from the carrying value 

14. Financial liabilities ® interest bearing loan and borrowings 
2019 2018 

_  Em     £ m 
Department for Business, Energy and Industrial Strategy 565 623 

The loan under the facility is short dated on a programme of liquidity management and matures 1 
day after the year-end (2018: 1 day). The fair value of borrowings approximate their carrying value 
due to the short term maturities of the loan. On maturity it is expected that further loans will be 
drawn down under this facility, which expires in 2021. The undrawn committed facility, in respect of 
which all conditions precedent had been met at the balance sheet date, is £385 million (2018: £327 
million). The average interest rate on the drawn down loans is 1.1% (2018: 0.8%). 

The facility is currently restricted to funding the cash and near cash items held within the Post Office 
Limited network. 

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office 
Limited and a negative pledge over cash and near cash Items. The negative pledge is an agreement 
not to grant security over the assets or to set up a vehicle that has the same effect. 
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Notes to the financial statements (continued) 

15. Provisions 

Network 
Programmes Property Severance Other Total 

Em £m £rn Cm Cm 

At 26 March 2018 (8 32 7 9 66 

Charged to Investments 30 25 43 - 98 

Charged to trading - - - 9 9 

Transfers - - - 3 3 

Utilisation (36) (9) (24) (6) (75) 
Provisions released In the year - (7) (4) (1) (1)) investments 
Provisions released In the year - - _ (5) (5) trading ------------------------------------.~ .------------------- ------------
At 31 March 2019 12 41 22 9 84. 

Network 
Programmes Property Severance Other Total 

Em Em Em 6m Em 

Disclosed as: 

At 31 March 2019 

Current 

Non-current 

At 25 March 2018 

Current 11 11 7 7 36 

Non-current 7 21 - 2 30 

18 32 7 9 66 

The Group has recognised provisions where a present legal or constructive obligation exists as a 
result of a past event, where it is probable that an outflow of resources will be required to settle the 
obligation and a reliable estimate of the amount can be made. 

The Network Programmes provision relates to payments due to postmasters in relation to the major 
transformation programme. Provisions are recognised when either postmasters agree to terminate 
their existing contracts or sign the new format contracts under Network Transformation. 

Property provisions relate to vacant and onerous leases and dilapidations. Vacant and onerous lease 
provisions are recognised on leasehold properties when the unavoidable costs of meeting the 
obligations of the lease agreement exceed the benefits expected to be received under it. 

Severance provisions are recognised for business reorganisation where the plans are sufficiently 
detailed and well advanced and where appropriate communication to those affected has been 
undertaken at the balance sheet date. 

Other provisions of £9 million includes £1 million for personal injury claims and £2 million which sits 
within the subsidiary Post Office Management Services Limited and relates to the repayment of 
commission received In the event of the cancellation of Insurance policies. 
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Notes to the financial statements (continued) 

16. Financial assets and liabilities 

a. Financial assets and liabilities by category 

The breakdown of the Group's financial instruments at 31 March 2019 and 25 March 2018 is shown 
below: 

2019 2018 
Non - Non -

Current current Total Current current Total 
Fm Em Em Em Em Em 

Financial assets 

Trade and other receivables 325 2 327 307 2 309 

Cash and cash equivalents 5 - 655 - 655 

Financial liabilities 

Trade and other payables (505) (3) (508) (531) (4) (535) 

BEIS loan (565) - (565) (623) - (623) 

Total financial liabilities ( ' {i) ( '} {192) (2) (194) 

Except for prepayments, social security and deferred income, which have been excluded from the 
table above, all of the Group's financial assets and liabilities by nature and classification for 
measurement purposes are considered loans and receivables. 

The fair value of the Group's financial assets and liabilities approximate their carrying value due to 
the short-term maturities of these instruments. The fair value of financial assets and liabilities is 
defined as the amount at which the Group would expect to receive upon selling an asset or pay to 
transfer a liability in a transaction between market participants at the measurement date. 

All of the Group's financial assets and liabilities are considered to be Level 2 in the fair value 
hierarchy. The nature of the inputs used in determining the values of the financial assets and 
liabilities are those other than quoted prices included within Level 1 that are observable for the asset 
or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices). 

The Group has no Level 1 and Level 3 financial instruments and there have been no transfers 
between the levels of fair value hierarchy during the period. 

b. Financial risk management objectives and policies 

The Group is exposed to a variety of financial risks; market risk (including foreign currency risk and 
interest rate risk), credit risk and liquidity risk. The Group's overall risk management programme 
focuses on the unpredictability of financial markets and aims to minimise potential adverse effects 
on the Group's financial performance. 

Interest rate risk 

The Group is exposed to changes in interest rate on floating rate debt, cash deposits, current 
account balances, and commission Income. Interest rate risk on borrowings is managed through 
determining the right balance of fixed and floating debt within the financing structure. Market 
conditions are considered when determining the desired balance of fixed and floating rate debt. Had 
there been a 50 basis point increase in interest rates, there would have been an £7 million 
favourable impact on the Group's equity and income statement. A 50 basis point decrease would 
have resulted in a £7 million adverse impact on the Group's equity and income statement. 
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Notes to the financial statements (continued) 

In 2018/19, to hedge its exposure to the variability of commission income linked to 1-month Libor, 
the Group entered into a three year amortising interest rate swap which has the effect of fixing a 
proportion of the interest commission income. The qualifying criteria for hedge accounting were met 
and in accordance with IFRS 9 the swap was designated as the hedging instrument in a cash flow 
hedge. At year end, the hedging instrument had a fair value of £3 million and has been included 
within trade and other receivables on the balance sheet. 

Foreign currency risk 

The Group is exposed to foreign currency risk resulting from balances held to operate Bureau de 
Change services. 

The currencies in which these transactions are primarily denominated are US dollar and Euro. The 
Group's foreign currency risk management objective is to minimise the impact on the Income 
Statement of fluctuations in the exchange rates. The Group hedges its foreign currency risk 
principally through external forward foreign currency contracts to cover near-term future revenues 
with a number of providers including First Rate Exchange Services Holdings Limited. 

The following table demonstrates the sensitivity of financial instruments to a reasonably possible 
change in the US dollar and Euro exchange rates, assuming they are unhedged and with all other 
variables held constant, on profit/(loss) before tax and equity. 

Strengthening Effect on Strengthening Effect on 
/ (weakening) profit Effect / (weakening) profit Effect 

in US dollar rate before tax on equity In euro rate before tax on equity 
Ern Em % fm Fin 

Increase / Increase / Increase / Increase / Increase / Increase / 
(decrease) (decrease) (decrease) (decrease) (decrease) (decrease) 

2019 10 _. . _. 1 1 10 2 2 

_. _. . .. . (10) (1) _. . . ( 1) _ _.. . (10) (2) __._.. (2) 

2018
. 

10
... . 

1 1 10 3 3

Credit risk 

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in 
financial loss to the Group. Financial credit risk arises from cash balances (including bank deposits 
and cash and cash equivalents) held by the Group and business credit risk arises from exposures to 
customers. Business risk includes commission receivable and client related settlements for amounts 
paid out of the Post Office network on their behalf. 

The Group aims to minimise its financial credit risk through the application of risk management 
policies approved by the Board. Counterpartles are limited to major banks and financial institutions. 
The policy restricts the exposure to any one counterparty by setting appropriate credit limits. The 
maximum exposure to credit risk is limited to the carrying value of each class of asset summarised 
in note [11]. 
Business credit risk is monitored centrally. The level of bad debt provision is 2% (2018: less than 
2%) of revenue. 

Capital management 

The Group's objectives when managing capital (defined as the net of borrowings and cash and cash 
equivalents excluding cash in the Post Office Network) are to safeguard its ability to continue as a 
going concern and to maintain an optimal capital structure in order to support the business and 
maximise stakeholder value. In managing the Group's capital levels the Board and the Group 
Executive regularly monitor the level of debt in the Group, the working capital requirements and the 
forecast cash flows. The Board and Group Executive plan accordingly following this review process in 
order to meet the Group's capital management objectives. 
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Notes to the financial statements (continued) 

Liquidity risk 

The Group's primary objective is to ensure that the Group has sufficient funds available to meet its 
financial obligations as they fall due. This is achieved by aligning short-term investments and 
borrowing facilities with forecast cash flows. Typical short-term investments include short term bank 
deposits with approved counterpartles. Borrowing facilities are regularly reviewed to ensure 
continuity of funding. 

The Group has adequate cash reserves to meet operating requirements in the next 12 months. 

At 31 March 2019 the Group has unused facility of £385 million (2018: £327 million). The working 
capital facility expires in 2021. 

In addition to the security interest provided to BEIS in connection with the £950 million Working 
Capital Facility (note [14]), Post Office Limited has also created a first floating charge over its 
assets as security for the payment and discharge of certain liabilities arising in the normal course 
of its client-related activity. The charge under these arrangements is restricted in its ability to 
take an acceleration action in relation to its debt. As at the balance sheet date the outstanding 
liabilities amounted to £95 million (2018: £100 million). 

The tables below analyse the Group's financial assets and liabilities into relevant maturity groupings 
based on the remaining period at the balance sheet date to the contractual maturity date. The 
amounts disclosed in the table are the contractual undiscounted cash flows and include interest, 
where applicable. 

12 1-2 
Months Years Total 

Financial assets 

Trade and other receivables 325 2 327 

Cash and cash equivalents 543 - 543 

Financial liabilities 

Trade and other payables (S05) (3) (508) 

Interest bearing loan (565) - (565) 

Total financial assets/(llabllltles) 
------- ------- --------------------------------------------------------

(202) (1) (203) 

12 1-2 
Months Years Total 

At 25 March 2018 £m £m £m 
Financial Assets 

Trade and other receivables 3D7 2 309 

Cash and cash equivalents 655 - 655 

Financial Liabilities 

Trade and other payahles (531) (4) (535) 

Interest bearing loan (623) - (623) 

Total financial assets/(liabilities) (192) (2) (194) 

Prepayments, social security and deferred income have been excluded from the table above. There 
were no financial assets or liabilities in the current or prior year that were due to mature after two 
years. 
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Notes to the financial statements (continued) 

17. Retirement benefit surplus 
The disclosures in this note reflect the two defined benefit schemes: the Post Office section of the 
Royal Mail Pension Plan (RMPP) which is independent from the Royal Mail section of the RMPP, 
and a 7% share of the Royal Mail Senior Executives Pension Plan (RMSEPP). Royal Mail Group Ltd 
is the principal employer of RMSEPP and Post Office Limited became a participating employer 
with effect from 1 April 2012. This disclosure also includes the Post Office Pension Plan (POPP), 
which is a defined contribution scheme. 

The disclosures in this note show the value of the assets and liabilities that have been calculated 
at the balance sheet date. 

Post Office participates in pension schemes as detailed below. 

Name -Ellglblllty TYP_e 
------- --------------

Royal Mall Pension Plan (RMPP)* UK employees Defined benefit 

Royal Mall Senior Executives Pension Plan (RMSEPP) UK senior executives Defined benefit 

Post bfflce Pension Plan (POPP) -UK_employees_ _ Defined contribution 
*Tie RMPP closed to future accrual on 31 March 2017. 

Defined Contribution 

The charge in the income statement for the defined contribution scheme was £13 million (2018: 
£17 million) and the Group contributions to this scheme were £20 million (2018: £20 million) 
during the year. 

Defined Benefit 

Both RMPP and RMSEPP are funded by the payment of contributions to separate Trust 
administered funds. It should be noted that the assumptions used for these pension disclosures 
are not the same as the assumptions used for funding the plans. The latest full actuarial funding 
valuation of the RMPP was carried out as of 31 March 2018 using the projected unit method. For 
RMPP, this valuation was concluded at £20 million surplus (31 March 2015 valuation: £63 million 
surplus) on a Technical Provisions basis. Valuations are carried out triennially. 

RMPP includes sections A, B and C each with different terms and conditions: 

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

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

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

The latest full actuarial funding valuation for RMSEPP was carried out as at 31 March 2018 using 
the projected unit method. For 100% of RMSEPP, the valuation concluded at £49 million surplus 
(31 March 2015 valuation: £17 million surplus) on a Technical Provisions basis. 

A series of changes to RMPP and RMSEPP have taken effect since 1 April 2008. 

The changes encompassed are: 

• The Plans closed to new members from 31 March 2008. 
• All pensions and benefits earned before 1 April 2008 retained a link to final pensionable 

salary, benefits accrued from 1 April 2008 were earned on a "career average pensionable 
salary" basis. 

• RMPP employees can continue to take their pension on reaching age 60 but the normal 
retirement age increased to age 65 for benefits earned from 1 April 2010. 

• From 1 April 2010 it was possible to draw pension earned before the change to normal 
retirement age at age 55 (subject to an actuarial reduction in the pension benefit), and 
continue working while still contributing to the RMPP until the maximum level of benefits 
was reached. 

• RMSEPP was closed to future accrual on 31 December 2012. 
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Notes to the financial statements (continued) 

• Liabilities accrued in the RMPP to 31 March 2012 were largely transferred to the Royal 
Mail Statutory Pension Scheme. The pre-31 March 2012 liabilities are substantially no 
longer an obligation of Post Office and the transfer therefore resulted in a significant 
removal of pension risk for Post Office. 

• In relation to RMPP only, from 1 Apri l 2014 pensionable salary was amended to the 
amount in force as at 31 March 2014, increasing each 1 April thereafter in line with RPI 
(up to 5% each year), with allowance for certain promotional increases. 

• The Post Office section of the RMPP closed to future accrual on 31 March 2017 and so no 
further defined benefits have accrued In respect of Post Office employment after that 
date; however for as long as a member remains in employment with the Group or has not 
taken pension, pre-1 April 2012 pension benefits are linked to pensionable salary and 
post-31 March 2012 benefits receive in-deferment increases (linked to CPI). Closure to 
future accrual means that no contributions in respect of normal service accrual are 
required after 31 March 2017. However there were redundancy payments of £1 million 
(2018: £5 million) made to the RMPP during 2018/19, which were paid in order to fund 
enhanced benefits for the members concerned. 

• On 21 March 2017 Post Office executed a Memorandum of Understanding with the Trustee 
of the RMPP. This clarified the Trustee's powers to distribute surplus without Post Office's 
agreement and Post Office concluded that it no longer had an unconditional right to 
refund from the Plan. In light of this, in accordance with IFRIC 14, the RMPP pension 
surplus was derecognised as at 26 March 2017. 

Even though RMSEPP had a funding surplus on a Technical Provisions basis at the date of the 
latest full actuarial funding valuation, under the associated Schedule of Contributions, payments 
of £1 million per annum has been made. Post Office's share of these payments is 7% of the total 
The payments will continue to 31 March 2025. 

The weighted average duration of the Post Office section of the RMPP is around 25 years, and for 
RMSEPP is around 20 years. 

In July 2017 the Trustee of the RMPP invested in two bulk annuity policies with Rothesay Life. 
Those policies provide an income to the Post Office section of the RMPP that matches the vast 
majority of the required benefit payments; as shown in the following disclosures, the estimated 
value of those policies (on the IAS 19 assumptions as at 31 March 2019) is £292 million (2018: 
£272 mi llion), compared to the RMPP defined benefit obligation of £320 million (2018: £298 
million). The £28 million difference in these figures is due to a £20 million reserve for future 
administration expenses (which are not matched by the annuity policies), plus E8 million in 
respect of small differences between the insured benefits and the actual benefit obligation. 

A bulk annuity policy (with Scottish Widows) is also held by the Trustee of the RMSEPP. As shown 
in the following disclosures, the estimated value of that policy, on the IAS 19 assumptions as at 
31 March 2019, is £28 million (2018: £12 million), compared to the RMSEPP defined benefit 
obligation of £29 million (2018: £27 million). 

Therefore, as at 31 March 2019, 92% of the aggregate defined benefit obligation (i.e. £320 
million out of the £349 million) is matched by bulk annuities that provide income matching the 
required benefit payments. As such, the majority of the investment and longevity risk associated 
with Post Office's obligations in respect of the defined benefit plans has been removed (noting 
that the bulk annuity policies are subject to protection from insurance regulations, including 
access to the Financial Services Compensation Scheme, in the event of insurer insolvency). 
Nevertheless, to the extent that 6% of the defined benefit obligation is not matched by bulk 
annuities, some risk remains in respect of that 8%, in particular the risk that members with 
uninsured benefits live for longer than expected, the risk that inflation is higher than expected, 
leading to higher than expected increases to the uninsured benefits, the risk that the assets in 
excess of the bulk annuity polices generate poor investment returns, and the risk that 
administration expenses are higher than anticipated. However, these risks are expected to be 
mitigated by the surplus assets shown in the disclosures (before allowing for the fact that the 
RMPP surplus is not recognised on Post Office's balance sheet due to the Memorandum of 
Understanding described above). 
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Notes to the financial statements (continued) 

The following disclosures relate to the gains/losses and surplus/deficit in respect of Post Office's 
obligations to RMPP and RMSEPP: 

Major long-term assumptions 
The size of the defined benefit obligation shown in the financial statements is materially sensitive 
to the assumptions adopted. Small changes in these assumptions could have a significant impact 
on this value. The overall income statement charge and past service adjustment in the income 
statement are also sensitive to the assumptions adopted. However, the majority of any change in 
the defined benefit obligation due to changes in assumptions, will be matched by a corresponding 
change in the value in the bulk annuity policies (described above). 

The major long-term assumptions in relation to both RMPP and RMSEPP were: 

At 31 March 2019 At 26 March 2018 
%n a % a ------------------------------ -

Increases to benefits that retain a link to pensionable pay 3.4 3.3 

Rate of pension increases - RMPP sections A/B 2.4 2.2 

Rate of pension Increases - RMPP section C 3.4 3.3 
Rate of pensions Increases - RMSEPP members transferred 2 4 2 2 from Section A or B of RMPP 

Rate of pension Increases - RMSEPP all other members 3.4 3.3 

Rate of Increase for deferred pensions 2.4 2.2 

Discount rate 2.4 2.5 

Inflation assumption (RPI) - RMPP & RMSEPP 3.4 3.3 

Inflation assumption (CPI .: RMPP_&_RMSEPP.....--...-....._............_ ............................................... .•4.................................._......_ :?.... 

The following table shows the potential impact on the value of Post Office's defined benefit 
obligation in respect of RMPP and RMSEPP of changes in key assumptions. As noted above, the 
bulk annuities held by the arrangements provide an income that matches the vast majority of the 
RMPP benefit payments, and a significant proportion of the RMSEPP benefit payments. Therefore 
the following changes in the defined benefit obligation would be largely offset by a corresponding 
change in the asset values. 

2019 2018 
fm fm 

: Vi; :` "' ~
Changes In RPI and CPI Inflation of +0.1% pa ;;;;; ;; ,,;;;;;;; ;;;; ;;;;; ;;;;; ;;;;;; ;;;;;;; ;> :;; ;;; ;<

Changes In discount rate of +0.1% pa I _ ; £ 1  .Si B 

Changes In CPI assumptions of +0.1n/o pa 3 (3) 

An additional one year life expectancy .._._ 11 (9) 

The sensitivity analysis has been prepared using projected benefit cash flows as at the latest full 
actuarial valuation of the plan. The same method was applied as at the previous reporting date. 
The accuracy of this method is limited by the extent to which the profiles of the plan cash flows 
have changed since those valuations although any change is not expected to be material in the 
context of the above sensitivity analysis. 
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Notes to the financial statements (continued) 

Mortality: The mortality assumptions used to calculate the value of Post Office's defined benefit 
obligation in respect of RMPP and RMSEPP are based on the latest self-administered pension 
scheme (SAPS "S2" series) mortality tables as shown in the following table: 

Base mortality tables 2019 2018 

Male members 100"1. x S2PMA 100% x S2PMA 

Male dependants 100% x S2PMA 100% x S2PMA 

Female members 100% x S2PFA 100% x S2PFA 

Female dependants 100% x S2PFA 100% x S2DFA 

Future Improvements CMI 2018 Core Projections with CMI 2016 Core Projections 
a l.5°,5 pa long-term trend with a 1.5% pa long-term trend 

Average expected life expectancy from age 60: 2019 2018 
For a current 60 year old male RMPP member 27 years 27 years 
For a current 60 year old female RMPP member 29 years 29 years 
For a current 40 year old male RMPP member 28 years 29 years 
For a current 40 year old female RMPP member 

.-................... ..........................-..........................-....................................--... 
31 years 31 years _.......................... _.......................... _ _................-.....-...................--.... 

b) Plans' assets 

The assets in the plans for the Group were: 

Market value 2019 Market value 2018 
Sectlonallsed RMPP £m Em 

Corporate bonds - 16 

Private Equity 4 6 

Cash and cash equivalents 43 28 

Bond/fixed interest funds 9 1 

Other loan/debt funds 10 10 

Alternative asset funds 4 5 

Bulk annuity policies* 292 272 

Fair value of RMPP assets 362 338 

Present value of RMPP liabilities a, ,(s. ; (320) ... ............ (298) 

Surplus in plan before asset ceiling adjustment 42 40 

Less effect of asset ceiling (42) (40) 

Surplus in plan after asset ceiling adjustment -
* As described above, the Post Office section of the RMPP holds two bulk annuity policies with Rothesay Life 
PLC. The value ascribed to the policies has been calculated using the same assumptions as used to calculate 
the present value of the defined benefit obligation. 
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Notes to the financial statements (continued) 

Market value 2019 Market value 2018 
Share of RMSEPP Em £m 
Overseas equities 8 
Government bonds - 17 

Cash and cash equivalents - 1 

Alternative asset funds - (8) 
Property 1 2 
Bulk annuity policy* 25 12 

Fair value of share In plan assets for RMSEPP 29 32 
Present value of share in plan liabilities for RMSEPP 

--------------------------
(29) (27) 

Surplus In plan for the share of RMSEPP before asset _

Less effect of asset ceiling 1 (2) 
Surplus In plan for share of RMSEPP after asset 1 3 
ceiling adjustment

*As described above, RMSEPP holds a bulk annuity policy with Scottish Widows. The value ascribed to this 
policy has been calculated using the same assumptions as used to calculate the present value of the defined 
benefit obligation. 

As described above, no surplus is recognised for RMPP because the Group no longer has an 
unconditional right to refund from the Plan. A retirement benefit surplus of £1 million is disclosed 
on the balance sheet, representing the surplus in the RMSEPP only. 

There is no element of the above present value of liabilities that arises from plans that are wholly 
unfunded. With the exception of the bulk annuity policy described above, all RMPP and RMSEPP 
assets are securities with a quoted price in an active market. 

c) Movement in plans' assets and liabilities 
Changes in the fair value of the plans' assets are analysed as follows: 

Assets Sectionalised Sectionallsed 
RMPP RMPP 
2019 2018 
Em Em 

Assets In sectionalised RMPP at beginning of period 338 532 

Contributions paid 1 5 

Finance Income 7 7 
Actuarial gains/(losses) 21 (201) 

Benefits paid to members (5) (5) 

Assets in sectionalised RMPP at end of period 362 338 

Share of Share of 
RMSEPP RMSEPP 

Assets 2019 2018 
Em Fm 

Share of assets In RMSEPP at beginning of period 32 32 

Contributions paid - 1 

Finance income 1'; 1 

Actuarial losses Oi __ _(1)__.-- Formatted: Not Highlight 
Benefits paid_to members 

- -- --- - ...-- ...................--...---..........----.---...._............_....---.....--................................ ........_.........................._......... O -----------------(1) — Formatted: Not Highlight 

Share of assets in RMSEPP at end of oerfod 29 ' 32 
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Notes to the financial statements (continued) 

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

Liabilities Sectionalised Sectlonallsed 
RMPP RMPP 
2019 2018 

£m Em 

Liabilities in sectionalised RMPP at beginning of period (298) (322) 

Past service cost (1) (4) 

Finance cost (7) (7) 
Experience adjustments on liabilities (6) (2) 
Financial assumption changes (187) 23 

Demographic assumption changes 4 9 

Benefits..paid. --- ---------------------------
Liabilities in sectionalised RMPP at end of period ..............._....._.........................._.........................._......................... ...........................................................................:.:.. .........._....--.........................--'- 

(32.!.) (298) 

Liabilities 

Share of liabilities in RMSEPP plans at beginning of period 

Share of Share of 
RMSEPP RMSEPP 

2019 2018 
6m Em 

(27) (31) 

Finance cost (1) (1) 

Experience adjustments on liabilities f31(-) -
Financial assumption changes (2-a)-------------------- __.. ---------  Formatted: Not Highlight 
Demographic assumption changes 1 '---....._....._-----------.........-_...--....._....._ ..................._.................. 

Benefits aid 4 _ _ __.. 1 
...... ..... . .............................._.........................._.... ..... 

_,_ Formattd: Not Highlight 

Share of liabilities in RMSEPP at end of period (29) (27) 
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Notes to the financial statements (continued) 

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

Sectionalised Sectionalised 
RMPP RMPP 
2019 2018 

sm Em 

Analysis of amounts recognised in the income statement 
Analysis of amounts charged to investments: 

Loss due to curtailments 

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

Interest on plan liabilities 7 ' 7

Interest income on plan assets (7) (7) 

Net pensions credit to financing - 

Net charge- to the income statement 1. 4 

Analysis of amounts recognised in the statement of 

comprehensive income 

Actual return on plan assets 26 (194) 

Actuarial gains/(losses) on assets (all experience adjustments) 21 (201) 

Actuarial gains arising from changes in demographic assumptions 4 9

Actuarial (gains)/losses arising from changes In financial assumptions (i7S) 23 

Actuarial losses arising_from experience adjustment ( 6) (2) 

Actuarial (gains)/losses on liabilities 30 
Effect of the asset ceiling 

_--_ 
(2) 
_..._-_ 

170 
---- - - - ----- - - ------ - ----- ------ - ----------------------- 

Total actuarial losses recognised in the statement of 
comprehensive income 

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

'... .. 
(1)
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Notes to the financial statements (continued) 

Share of Share of 
RMSEPP RMSEPP 

2019 2018 

Analysis of amounts recognised in the income statement 

Analysis of amounts charged to net pensions Interest: . :.'.
Interest on plan liabilities 1 1 

Interest Income on plan assets (1);I (1) 

- - -- 
Net charge_to the income statement before deduction fortax 

- 
- .. - _ 

Analysis of amounts recognised in the statement of t l I r t >£ 

comprehensive income 
f43 - 

Actual return on 371ar, carets L11._------------------------ :_--
..---...---...._ ..................._.................. 

Formatted: Not Highlight 
Le 6._ expected €r ter_ s Income on plan csss.tsLessi -ExpecAedd-_If=toi 

., ------- --tl-)---- -{Formatted: Not Highlight 
----- ---- ---- ----- -- --... ...- 
Actuarial losses on assets Call experience adjustments)  .%' .' -------------------------------- 

-- --- 
()= --- Formtted: Not Highlight 

Actuarial gains arising from changes In demographic assumptions :-- 1. 1 

Actuarial (losses)/galas arising from changes In financial assumptions (22}::, 3 

cxpc4cncr adjcztm-cn ;-b} -

_ Actuanal_(gains)Llosses or liabilities _ _ (c ) ............. - 
-4-.---- Formatted: Not Highlight 

Total actuarial (gains)/losses recognised In the statement of 
- comprehensive Income before effect of asset ceiling ------------ - -_ Formatted: Not Highlight 

Effect of the asset ceiling 1 (2) 
Total actuarial (gains)/losses recognised in the statement of 
comprehensive income after effect of asset ceiling -- Formatted: Not Highlight 

18. Equity 

Called up share capital: 

2019 2018 
£ £ 

Authorised 

Ordinary shares of £1 each 51,000i'r, 51,000 

Total 51,000I';: 51,000 

Allotted and Issued and fully paid 

Ordinary shares of £1 each 50,003 50,003 

Other reserves: 

Other reserves of £2 million (2018: £2 million) relate to First Rate Exchange Services Holdings 
Limited, the joint venture entity, and £3 million (2018: £nil) relates to a cash flow hedge. 

Share premium: 

On 7 August 2007 one ordinary share of El was issued in return for £313 million cash paid by the 
Secretary of State for Business, Enterprise and Regulatory Reform. A share premium of £313 million 
resulted from this subscription. In April 2008 two ordinary £1 shares were issued in return for £152 
million cash paid by the Secretary of State for Business, Energy and Industrial Strategy. A share 
premium of £152 million resulted from this subscription. 
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Notes to the financial statements (continued) 

19. Commitments and contingent liabilities 
The Group is also committed to the following minimum lease payments under non-cancellable 
operating leases: 

Land and buildings Motor vehicles 
2019 2018 2019 2018 

im Fm Em Sm 
Within one year 11::;; 13 1 1 

Between one and five years 34 1 -

Beyond five years # ' ' :M144:  ",: : > 33 - - 

Total :.. :.:.:.:!'.!" ...
. 80 2 1 

Contingent liabilities: As a large, nationwide retailer operating in dynamic and competitive markets, 
we may be subject to regulatory investigations and may face damage to our reputation and legal 
claims. 

From time to time, we may be named as a defendant in legal claims or be required to respond to 
regulatory actions in connection with our activities. This may include claims for substantial or 
indeterminate amounts of damages from customers, employees, consultants and contractors, or 
may result in penalties, fines, or other results adverse to us. Like any large company, we may also 
be subject to the risk of potential employee or postmaster misconduct, including non-compliance 
with policies and improper use or disclosure of our assets or confidential information. 

On 11 April 2016, a High Court claim was issued on behalf of a number of postmasters against Post 
Office in relation to various legal, technical and operational matters, many of which have been the 
subject of significant external focus for a number of years. Post Office is robustly defending the 
claim, believes it lacks merit, but welcomes the opportunity to have these matters resolved through 
the Court managed Group Litigation Order. 

The Court has ordered two trials to he heard in 2018-19 to determine a subset of the preliminary 
issues in dispute between the parties. The Court has not yet ordered a process for determining any 
issues of liability or quantum. To date, the Claimants have not asserted the aggregate value of their 
claims in any of the Particulars of Claim filed in the litigation. 

While the Directors recognise that an adverse outcome could be material, they are currently 
unable to determine whether the outcome of these proceedings would have a material adverse 
impact on the consolidated position of the Group, and are unlikely to be able to do so until the 
Court has made further determinations and the Claimants have provided the necessary 
information about the value of their claims. The Directors continue to keep this under close 
review. 

The costs of £14 million included in exceptional items relate to Post Office defending the Post Office 
Group Litigation (2018: £3 million). These have been disclosed as exceptional items because we 
expect costs to remain significant In 2019/20 and 2020/21. 
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Notes to the financial statements (continued) 

20. Business combinations 
On 21 Jl-  ioer 2018, the Group acquired Payzone Bill Payments Limited ("Payzone") for cash 
consideration of £16 million. Further consideration of £3 million is contingent on the future 
performance of certain Payzone revenue streams. £1 million has been paid as at 31 March 2019. The 
acquisition developed the bill payments business and has been accounted for under IFRS 3 Business 
Combinations. 

The fair values of the identifiable assets and liabilities of the business as at the date of acquisition 
were: 

2018 
5m 

Property, plant and equipment I .. q 

Trade and other receivables i I#., 

Cash and cash equivalents 1

Trade and other paysbles (6):; 

Net assets acquired

Intangible assets - merchant relationships

Intangible assets - brand 1 

Deferred tax liability on acquired Intangible assets (1) 

Goodwill 8 

Total consideration 19 

Consideration Is represented by: 

Cash 16 <: 

Contingent consideration 8i 

Total consideration _19 

The goodwill arising from the acquisition represents the opportunity to integrate technology and 
combine the Group's existing bill payments business with Payzone in order to compete for new and 
bigger bill payment contracts from a stronger position. The goodwill arising on acquisition is not 
deductible for income tax purposes. Goodwill has been reviewed for impairment at acquisition and 
during the year and on both occasions the amount is considered to represent fair value. There are no 
indicators of impairment. 

Associated acquisition expenses were immaterial and have been charged to the income statement, 
within the investments column. 

From the date of acquisition to 31 March 2019, the Payzone business has contributed £4 mi l lion of 
revenue and £1 million to trading profit. 
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Tab 4.2 Financial StaternomG 

Notes to the financial statements (continued) 

21. Related party disclosures 
Joint venture 

The following Company is a joint venture of the Group: 

Company Country of incorporation % Holding 
First Rate Exchange 

Services Holdings Limited United Kingdom 50 

Principal activities 

Bureau de Change 

All shareholdings are equity shares. Summarised financial information for the joint venture is 
included in note [10]. 
Related party transactions 

During the year the Group entered into transactions with the following related parties. The 
transactions were in the ordinary course of business. The transactions entered into and the balances 
outstanding at the financial year-end were as follows: 

Amounts owed from Amounts owed to 
Sales / recharges Purchases / related party related party 

to related recharges from Including including 
party related party outstanding loans outstanding loans 

2019 2018 2019 2018 2019 2018 2019 2018 
£m £m £m Em £m £m £m fm 

First Rate 
Exchange Services 

The sales to and purchases from related parties are made at normal market prices. Balances 
outstanding at the year-end are unsecured, interest free and settlement is made by cash. First Rate 
Exchange Services Holdings Limited is a joint venture of the Group. 

The Ggoup trades with numerous Government bodies on an arm's length basis, such as the DWP, 
the DVLA and the Home Office. Transactions with these entities are not disclosed owing to the 
significant volume of transactions that are conducted. 

Separately: 

• The Group has certain loan facilities with Government (page [XX]). 
• The Group has received investment funding from Government of £168 million (2018: £70 

million), all of which was recognised through the income statement. 

• The Group has received the Network Subsidy Payment from Government (page [XX]). 
Key management personnel comprises the Executive and Non-Executive Directors of the Post 
Office Limited Board at 31 March 2019. The remuneration of the key management personnel of 
the Post Office Group is disclosed in note [5] on pages [XX] and [XX]. 
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Teti 4.2 Fnartcial Stgternonk> 

Notes to the financial statements (continued) 

Post Office Limited is a member of the Bank of England (the 'Bank') Note Circulation Scheme (the 
`NCS') which governs the custody of Bank of England notes that are not in issue. The NCS promotes 
efficiency in the distribution and processing of notes by allowing approved commercial organisations, 
engaged in the wholesale distribution and processing of cash, such as the Post Office, to hold notes 
owned by the Bank. 

The continued participation in the NCS ensures that Post Office Limited has an adequate supply of 
notes to meet customer demand across its network. 

The NCS mechanisms that enable Post Office Limited to hold Bank of England owned notes comprise 
of two elements: 

Bond Facility Cash (the 'Bond') - this is cash that is permanently owned by the Bank and is stored in 
secure vaults at our cash centres, physically separate from other cash. Post Office Limited buys cash 
from and sells cash to the Bond. 

Note Recirculation Facility Cash (the 'NRF') - this is cash that is held securely, either In our NCS cash 
centres or in the branch network and that is sold to the Bank at the end of each day with a 
commitment from Post Office Limited to buy it back the next morning. In order to sell notes in this 
way to the Bank, Post Office Limited must ensure that Gilts are lodged each night as collateral. Our 
ability to sel l notes to the Bank under the NRF is constrained by: 

a) The amount of eligible notes available for sale. 

b) The collateral available. 
c) An annual limit imposed by the Bank dependent upon the volume of notes sorted and issued 

from our cash centres. 

In order to support its participation in the NCS, Post Office Limited has bank facilities of up to £400 
million in place (the `Facilities'), comprising: 

a) An overnight collateral facility. 
h) An intra-day overdraft facility. 

The Facilities may be cancelled oy the lender with 60 days' notice. 

At the end of the year £227 million (2018: F238 million) were held in this way. 
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Teti 4.2 Finandal StoternonEt 

Notes to the financial statements (continued) 

23. Alternative performance measures 
An alternative performance measure is a financial measure of historical or future financial 
performance, position or cash flows of the Group which is not a measure defined or specified in 
IFRS. 

Tradina oroflt 

Trading profit is one of the Group's key financial measures and is calculated by taking operating 
profit from continuing operations before depreciation, amortisation, exceptional items, closure of 
activities, investments and Network Subsidy Payment. The table below summarises the calculation of 
operating profit before exceptional items, trading profit before Network Subsidy Payment and trading 
profit. 

2019 2018 
fm 

- 
£m 

------- -----
Operating profit 6 j 15 

Adjusted for.• I . 
Exceptional Items 14 3 

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

Operating profit before exceptional items 
-------- '-"+'-' 

-'---- 

----`---------------------------------------

66 18 
- - --

Depreciation and amortisation 94 55 

Investments (39) 32 

Trading profit before Network Subsidy Payment 121 105 

Network Subsidy Payment (60) (70) 

Trading profit 61 35 

In accordance with the Funding Agreement with Government signed on 30 March 2017, Post 
Office Limited received a Network Subsidy Payment of £18 million on 2 April 2019. The Network 
Subsidy Payment is received on a quarterly basis and a total of £50 million will be received from 
Government in 2019/20. 

25. Ultimate controlling party 
The Post Office Limited was a wholly owned subsidiary of Postal Services Holding Company 
Limited until it entered voluntary liquidation in June 2017 and the shares in Post Office Limited 
were transferred to the Secretary of State for BEIS. 

The._Sc;:,retary_f 5th e fri_BEIS holds a special share in Post Office Limited and the rights 
attached to that special share are enshrined within Post Office Limited Articles of 
Association. BEIS, through UK Government Investments Limited ((JKGI), has no day to day 
involvement in the operations of Post Office Limited or in the management of its branch network 
and staff. As such, at 31 March 2019, the Directors regarded Post Office Limited as the 
immediate and ultimate parent Company. 

The largest Group to consolidate the results of the Company is Post Office Limited, a company 
registered in the United Kingdom. Post Office Limited financial statements can be obtained from 
Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 
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Tab 4.2 Fnmoia9 Statem.enta 

Post Office Lirnfted 

Company 
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20 18/19 

in te;i corpor e.oto1fl co.uk i I';t;f- 50 

Post i.}t k;e L.4niied - Audit Risk & C omplianc Corrlr•11ttef:-29!O5/19 •19;1 of 344 



POL00422968 
POL00422968 

Teti 4.2 Fnandal StoternenEs 

Company balance sheet 
at 31 March 2019 and 25 March 2018 

2019 2018 
Notc Em 1m 

Non-current assets 

Intangible assets .. 215 211 

Property, plant and equipment 4 173 148 

Investment In subsidiaries 5 74 50 

Investments In joint venture 6 66 66 

Retirement benefit surplus 12 1 3 

Trade and other receivables 7 6 12 

Total non-current assets 535 490 

Current assets 

Inventories 8 9 

Trade and other receivables 7 344 323 

Cash and cash equivalents 8 541 644 

Total current assets 893 976 

Total assets 1,428 1,466 

Current liabilities 

Trade and other payables 9 (523) (565) 

Financial liabilities - Interest bearing loans and borrowings 10 (565) (623) 

Provisions 11 (49) (35) 

Total current liabilities (1,137) (1,223) 

Nan-current liabilities 

Other payables g (14) (18) 

Provisions 11 (33) (30) 

Total non-current liabilities (47) (48) 

Net assets 244 195 

Equity 

Share capital 13 - - 

Share premium 13 465 465 

Accumulated losses (226) (272) 

Other reserves 5 2 

Total equity 244 195 

The notes on page [XX] to [XX] form an integral part of the financial statements. 

The result dealt with in the financial statements of the Company amounted to a profit of £[48] 
million (2018: £15 million). 

The financial statements on pages [XX] to [XX] were approved by the Board of Directors on XX 
XXX 2019 and signed on its behalf by: 

A Cl Cameron 
Interim Chief Executive 
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Teti 4.2 Fnancial StgternenEt 

Company statement of changes in equity 
for the 53 weeks ended 31 March 2019 and 52 weeks ended 25 March 2018 

Share Share Accumulated Other Total 
capital Premium losses reserves equity 

da•E:p; £m Ern £rn. Ern fm 

At 26 March 2018 - 465 (272) 2 195 

Profit for the year - - 48 - 48 

Gains on cash flow hedges - - - 3 3 

Re-measurements on defined - - (3) - (3) 
benefit surplus 

Asset ceiling effect 
--------- ------- ------- -------- 

14 - - -.-.-.-. _ _.._. _..._ 1 _._... . - _.. .. ._ 1 

At 31 March 2019 I ,«.i:: I ,«.. s .-.x t t..«.. na t: I ;; _'.' 5 244 

Share Share Accumulated Other Total 
capital Premium losses reserves equity 

fd*.~E:ts £rn £m £m £m £m 

At 27 March 2017 - 465 (267) 2 180 

Profit for the year - - 15 - 15 

Re-measurements on defined ?. - - 2 - 2 

benefit surplus 

Asset ceiling effect 
----------------------------------------------------------------------------------------------------------------------------

%- . - - (2) - (2) 

At 25 March 2018 - 465 (272) 2 195 
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Teti 4.2 Finariolal Staters t nEa 

Notes to the hnand& statements 
1. Accounting Policies 

The accounting policies which follow, set out those which apply in preparing the Company financial 
statements for the 53 week period ended 31 March 2019. 

Financial year 

The financial year ends on the last Sunday in March and accordingly, these financial statements are 
made up to the 53 weeks ended 31 March 2019 (2018: 52 weeks ended 25 March 2018). 

Authorisation of financial statements 

The parent Company financial statements of Post Office Limited (the 'Company') for the year ended 
31 March 2019 were authorised for issue by the Board of Directors on XX XXX 2019 and the balance 
sheet was signed on the Board's behalf by A C J Cameron. Post Office Limited is a company limited 
by share capital, incorporated and domiciled in England and Wales. The address of the registered 
office is given on page [XX]. 

Basis of preparation 

These financial statements were prepared in accordance with Financial Reporting Standard 101 
Reduced Disclosure Framework ("FRS" 101). These financial statements are prepared under the 
historical cost convention. The financial statements have been prepared in accordance with the 
requirements of the Companies Act 2006. 

As permitted by Section 408 of the Companies Act 2006 Post Office Limited has not presented its 
own income statement. 

The results of Post Office Limited are included in the consolidated financial statements of Post Office 
Limited which are available from Companies House. 

The Company has taken advantage of the following disclosure exemptions under FRS 101: 

(a) the requirements of IFRS 7 'Financial Instruments: Disclosures'. 

(b) the requirements of paragraphs 91-99 of IFRS 13 Fair Value Measurement. 

(c) the requirement in paragraph 38 of IAS 1'Presentation of Financial Statements' to present 
comparative information in respect of: 

a. paragraph 73(e) of IAS 16 'Property, Plant and Equipment'. 

b. paragraph 118(e) of IAS 38 'Intangible Assets'. 

(d) the requirements of paragraphs 10(d), 10(f), 39(c), 40.A and 134-136 of IAS 1'Presentation 
of Financial Statements'. 

(e) the requirements of IAS 7 'Statement of Cash Flow's. 

(f) the requirements of paragraphs 30 and 31 of IAS 8 'Accounting Policies, Changes in 
Accounting Estimates and Errors'. 

(g) the requirements of paragraph 17 of IAS 24'Related Party Disclosures'. 

(h) the requirements of IAS 24'Related Party Disclosures' to disclose related party transactions 
entered into between two or more members of a Group, provided that any subsidiary which is 
a party to the transaction is wholly owned by such a member. 

Fundamental accounting concept — going concern 

The Company had net assets of £244 million at 31 March 2019 (2018: £195 million). At 31 March 
2019 £385 million of the Company's working capital facility was undrawn (2018: £327 million). The 
Company has also shown a profit for the year of £48 million (2018: £15 million), 
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Teti 4.2 Financal StoternonEt 

Notes to the financial statements (continued) 

We have the following fundi:ig agreed with BETS: a working capital facility of £950 million to 31 4 
March 2021; a further £50 mi 't'.ion -acility available to provide same day liquidity to 4 April 2020; 
NSP of £50 million 

for 2019/20 and 2020/21 respectively; and we also have Investment funding of up to £210 million as 
required for the period from April 2018 to March 2020. 

After careful consideration of the plans for the coming years, the Directors continue to believe that 
Post Office Limited will be able to meet its liabilities as they fall due for the next 12 months. 
Accordingly, on that basis, the Directors consider that it is appropriate that these financial 
stater-en:s have been prepared on a going concern basis. 

Accounting policies 

The following accounting policies are consistent with those of the Group as detailed in note 1 of the 
Group financial statements: 

,.;.~a ~ '> ~`'• - --'I Formatted, Font: Not Bold ' 

I FR,' .(5 :^'Ve.-iue from +br4tr'acts witn Cuaator.

llit eases, 

• Critical accounting estimates and judgements in applying accounting policies. 

Revenue. 

• Other IncorTiti. ................:...... ....... . . . 

• Investments column in the income statement. 

• Leases. 

• Taxation. 

• Investments in joint venture. 

• Business combinations. 

• Property, plant and equipment. 

• Intangible assets. 

• Inventories. 

• Trade receivables. 

• Cash and cash equivalents. 

• Pensions and other post-retirement benefits. 

• Foreign currencies. 

• Provisions. 

• Financial instruments. 

• Derivatives and hedging activities. 

Auditors' remuneration 

The remuneration paid to auditors is disclosed in the Group financial statements (note [3]). 

Directors' emoluments 

The emoluments paid to Directors are disclosed in the Group financial statements (note [5]). 
Directors for the Company are the same as Group. 

Investment in subsidiaries 

Investment in subsidiaries are carried at cost less accumulated impairment losses. 
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Tab 4.2 Financial Stoternenk> 

Notes to the financial statements (continued) 

2. Staff costs and numbers 
Employment and related costs were as follows: 

2019 2018 
-.People costs within -trading:---------_- --  6m -_--------£m_-

Wages and salaries 157 151 

Social security costs 17<: ; 18 

Other pension costs (note [1 ])- - 13 16 „_- Formatted.. Highlight l 
Total people costs within trading 167 185 

Other operating costs within trading 733 751 

Total trading costs 920 i 936 

Period end and average employee numbers were as follows: 

Period end emplovees 

Total employees 

Total employee numbers can be categorised as follows: 

2018 2019 2018 ---.-..-.-.- -------------------------
1,973 s ;; : A,623' 5,022 

2019 2018 
-------------------------------------------- -- --------------------------------------------------------------------- • — --- -------------------------- 
Adminlstratlon 1,205 

Directly managed branches DMB 't"t''><Ils ~sl" ' 2,707 

Supply Chain 848 

Network programmes 213 
----------------------------

Total €'uw ".;:''.:;. . ':,..: .: ., 4,973 
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Tclb 4.2 inar ca) St9tern€:nEs 

Notes to the financial statements (continued) 

3. Intangible assets 

Other 
Software Goodwill Intangibles Total 

£m £m £m £m 
Cost 

At 27 March 2017 314 - - 314 

Reclassification (2) - - (2) 

Additions 122 1 6 129 

At 25 March 2018 414 1 6 441 

Reclassification (29) - - (29) 

Additions 90 - - 90 

Disposals (17) _ _ (17) 

At 31 March 2019 478 1 : 6 : 485 
Accumulated amortisation and impairment 

At 27 March 2017 199 - - 199 

Reclassification 6 - - 6 

Amortisation 25 - - 25 

At 25 March 2018 r 230  . ; - 230 
Amortisation 52 ,. 3 55 

Disposals (15) (15) 

At 31 March 2019 267 - 3 270 

Net book value ......................................................_....---........................_........ 
At 31 March 2019 231 1 3 215 

At 25 March 2018 2D4 1 6 211 
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Teti 4.2 Finer cal SteternenEs 

Notes to the financial statements (continued) 

4. Property, plant and equipment 

Land and Buildings 
Plant Fixtures 

Long Short Motor and and 
Freehold leasehold leasehold vehicles machinery equipment Total 

Cost 

At 27 March 2017 45 41 23 26 1 795 931 

Reclassification 1 1 1 - - (1) 2 

Additions - - - 1 - 18 19 

Disposals (6) (3) (2) (2) - (7) (20) 

At 25 March 2338 40 39 22 2S "- 1 805 932 

Reclassification 2 - - - - 27 29 

Additions 1 1 1 - - 35 38 

Disposals (4) (1) (2) - - (22) (29) 

At 31 March 2019 -: 39 39 21 25 1 845 970 

Accumulated depreciation and impairment 

At 27 March 2017 32 14 23 26 1 677 773 

Reclassification - - - - - (6) (6) 

Depreciation 1 2 - - - 25 28 

Disposals (4) - (2) (2) - (3) (11) 

At 25 March 2018 29 16 21  
 

24  1 693 764 

Depreciation 1 2 - - - 32 35 

Disposals (2) (1) (2) (17) (22) 

At 31 March 2019 28 17 19 24 1 708 797 

Net book value 

At 31 March 2019 11 22 2 1 - 137 173 

At 25 March 2918 11 23 1 1 112 148 

Depreciation rates are disclosed on page XX within the Group accounting policies note. No 
depreciation is provided on freehold land, which represents £2 million (2018: £2 million) of the total 
cost of properties. 

During the current and prior year, a review of property, plant and equipment and intangible assets 
took place and resulted in reclassifications between categories. 

An impairment test was performed during the year. Intangible assets and property, plant and 
equipment were tested for impairment by comparing the carrying amount of each Cash Generating 
Unit (CGU) with the recoverable amount determined from the value in use calculations. 

i amount „r :...:,-..:.=..:gY{;:iss<s_~• .::: .::......:. 'oat i3: :ce„E.i!rrx.C..wes..:€,i7€j ;ri ;ini( l> :_ (4'' i:oa[:. 

The discounted net cash flows from the value in use calculations were used to determine the 
recoverable amount of the CGU's identified, being Post Office Limited. Value in use is determined 
using the Group's net cash inflows from the continued use of the assets within each CGU over a 
two year period (and then continued into perpetuity), with no nominal growth rate assumed 
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Teti 4.2 Finar cal Stgternonktt 

Notes to the financial statements (continued) 
outside of this period. Pre-tax discount rates for Post Office Limited of 9.5% (2018: 9%) have 
been used to discount the forecasted cash flows, 

A sensitivity analysis has been performed in assessing the value in use of property, plant and 
equipment and intangible assets. This has been based on changes in key assumptions considered 
to be possible by management. This included an increase in the discount flate of up to 12°l0, zero 
growth rate and a decrease in forecasted EBITDA by 5%. The sensitivity analysis showed that no 
impairment would arise under each or a combined scenario. 

Management therefore believes that any reasonably possible change in the key assumptions 
would not cause the carrying amount of any CGU's to exceed their carrying value. 

5. Investment in subsidiaries 

The carrying value of £74 million relates £55 million to the Company's investment in Post Office 
Management Services Limited, a 100% subsidiary of the Company with 55,000,000 shares at a 
nominal value of £1 and 1 share with a nominal value of £100; and £19 million, in Payzone Bill 
Payments Limited, a 100°h subsidiary of the Company with 1 share at a nominal value of £1. The 
registered address of both Post Office Management Services Limited and Payzone Bill Payments 
Limited is Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 

2019 2018 
Em £m 

Investment in joint ventures 66 

During the current and prior year, the Company's only joint venture investment was a 50% interest 
(1,000 £3 ordinary A shares) in First Rate Exchange Services Holdings Limited with a carrying value 
of £66 million (2018: £66 million), whose principal activity is the provision of Bureau de Change. 
First Rate Exchange Services Holdings Limited is a company registered in the United Kingdom. The 
registered address of First Rate Exchange Services Holdings Limited is Great West House, Great 
West Road, Brentford, Middlesex, TW8 9DF, 
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Tab 4.2 Fnandal Stotei'nonk> 

Notes to the financial statements (continued) 

2019 2018 
Em £m 

Current: 
Trade receivables 90 78 

Amounts owed by group undertakings 8=' 6 

Accrued Income 70'. 74 

Prepayments 19f:;: 17 

Client receivables 138 132 

Other receivables 19 16 
---------------------------------------------------------------------------------------------------------------------- 
Total 

-.,::----------------------------------- 
- 

344i  :--------------------------------
323 --------------------------------------------------------------------------------------------------------------._ 

Non-current: 
Accrued Income 2 2

Prepayments 
----------------------------------------------------------------- ..---------------------------..i__. i. 4 4`: 

__-"------------------------------- 
10 

Total 6 12 

2019 2018 

.._............_....._ .........................._.........-'...... -------................................................................:::.>..>:::•.:..:.,:::..:.N1111111
£m ..........._....-_-.................. Ern 

Cash in the Post Office Limited network ! ; !# *: _;"#r" 643 

bank deposits €'Short-term 1 

Total M — 644 

9. Trade and other payables 

2019 2018 
Em in 

Current: 
Trade payables g

g 
53 40 

Amounts owed to group undertakings ° 4 4 

Accruals 113< 155 

Deferred income 20 32 

Social security 8 8 

Client payables 312 306 

Capital payables • 10 . 20 

Other Payables 3 -

Total 523 565 

Non-current:
------------

Other payables 14 18 

Total 14,.' 18 
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"Taal 4.L FinanDial Stgternonk> 

Notes to the financial statements (continued) 

10. Financial liabilities - interest bearing loans and 
borrowings 

Department for Business, Energy and Industrial 

2019 
Em 

565" 

2018 
Em 

623 

The loan under the facility is short dated on a programme of liquidity management and matures 1 
day after the year-end (2018: 1 day). The fair value of borrowings approximate their carrying value 
due to the short term maturities of the loan. On maturity it is expected that further loans will be 
drawn down under this facility, which expires in 2021. The undrawn committed facility, in respect of 
which all conditions precedent had been met at the balance sheet date, is £385 million (2018: £327 
million). The average interest rate on the drawn down loans is 1.1% (2018: 0.8%). 

The facility is currently restricted to funding the cash and near cash items held within the Post Office 
Limited network. 

The facility (including drawn down loans) is secured by a floating charge over all assets of Post Office 
Limited and a negative pledge over cash and near cash Items. The negative pledge is an agreement 
not to grant security over the assets or to set up a vehicle that has the same effect. 
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Tail 4.2 Fna al StgternonEs 

Notes to the financial statements (continued) 

4 r1

Network 
Programmes Property Severance Other Total 

.........................._.........................._....---...............-.---...---..........._..... Em ............_.... Em.--........-.---..._£m................... £m...................... Em...... 
At 26 March 2018 18 32 7 8 65 

Charged  to Investments 

~~..~ ~ 

G3 98 

Charged to trading £ I I ; { IJ I $I . : - 5 S 

Transfers - - 3 3 

Utilisation (36) (6)   - (2 4) (3) (72) 
Provisions released in the year - _ (7) 4) '1' (12) Investments 
Provisions released in the year - _ (5) 
trading 

At 31 March 2019 12 41 22 7 62 

Network 
Programmes Property Severance Other Total 

£m £m Em £m Em 

Disclosed as: 

At 31 March 2019 

Current 6 14 22 7 49 

Non-current 6 27 - - 33 

12 41 22 7 82.)' I 

At 25 March 2018 
Current 11 11 7 6 35 

Non-current 7 21 - 2 30 

18 32 7 8 65 

Details of the provisions are included in note [15] in the Group financial statements. 

12. Pensions 

The Company pension's disclosure is consistent with the Group disclosure included in note [17] on 
pages [)fX] to [XX] 
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Toib 4.2 Finsndal StxaternsnEs 

Notes to the financial statements (continued) 

13. Equity 

Called up share capital: 

2019 2018 

Ordinary shares of £1 each 5i;000? 51,000 

Total 51,000 '.'. 51,000 

Allotted and issued 
Ordinary shares of £1 each 50,003 

:: 
50,003 

-  Total---- - - - ------ -  -------- --------- ------ - -- - - ------ 50-003 
- - - ---- 

50,003 

Share premium: 

On 7 August 2007 one ordinary share of £1 was issued in return for £313 million cash paid by the 
Secretary of State for Business, Energy and Industrial Strategy. A share premium of £313 million 
resulted from this subscription. In April 2008 two ordinary £1 shares were issued in return for £152 
million cash paid by the Secretary of State for Business, Energy and Industrial Strategy. A share 
premium of £152 million resulted from this subscription, 

14. Commitments and contingent liabilities 
Details of the Company commitments under non-cancellable operating leases and Company 
contingent liabilities are disclosed in the Group financial statements (note [1s]). 

15. Related party disclosures 

Details of transactions with related parties are disclosed in the Group financial statements (note 
[21]). 

16. Investments expenditure 

Details of operating investments expenditure is disclosed in the Group financial statements (note 
[4]). 

17. Taxation 

Details of the taxation gains recognised in the year are disclosed in the Group financial statements 
(note [7]). 

18. Business combination 

Details of the business combination are included in note [20] in the Group financial statements. 

19. Post balance sheet events 
Details of post balance sheet events are included in note [4] in the Group financial statements. 

On 1 April 2019 Post Office Management Services Limited issued 5,000,000 ordinary shares with a 
value of £1 each to Post Office Limited. 
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Tab 4.2 Financal Stoternonf> 

Notes to the financial statements (continued) 

s 

The Post Office Limited was a wholly owned subsidiary of Postal Services Holding Company Limited 
until it entered voluntary liquidation in June 2017 and the shares in Post Office Limited were 
transferred to the Secretary of State for BEIS. 

The Secretary of State for BEIS holds a special share in Post Office Limited and the rights attached 
to that special share are enshrined within Post Office Limited Articles of Association. BEIS, through 
UK Government Investments Limited (UKGI), has no day to day involvement in the operations of 
Post Office Limited or in the management of its branch network and staff. As such, at 31 March 
2019, the Directors regarded Post Office Limited as the immediate and ultimate parent Company. 

The largest Group to consolidate the results of the Company is Post Office Limited, a company 
registered in the United Kingdom. Post Office Limited financial statements can be obtained from 
Finsbury Dials, 20 Finsbury Street, EC2Y 9AQ. 
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Registered Office Actuary 
Post Office Limited Towers Watson Limited 
Finsbury Dials Watson House 
20 Finsbury Street London Road 
London Reigate 
EC2Y 9AQ Surrey 

RH2 9PQ 

Independent Auditor Consumer Body 
PricewaterhouseCoopers LLP Consumer Focus 
29 Wellington St 4th Floor 
Leeds Artillery House 
[Si 4DL Artillery Row 

London 
SW1P 1RT 

Solicitor 
Linklaters LLP 
One Silk Street 
London 
EC2Y 8HQ 
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0 
Post Office Limited is registered in England and Wales. Registered number 

2154540. 
Registered Office is Finsbury Dials, 20 Finsbury Street, London, EC2Y 9AQ. 
Post Office and the Post Office logo are registered trademarks of Post Office 

Limited. 
Copyright 2019 The Post Office. 
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1. Glossary 

Below is a listing of key abbreviations used throughout this document with the full 
meaning given: 

Abbreviation Meaning 

AEI Applicant Enrolment Identification 

ATM Automated Tel ler Machine 

BACS Bankers' Automated Clearing Services 

BEIS Department for Business, Energy & Industrial Strategy 

BOI Bank of Ireland 

CPI Consumer Price Index 

DMB Directly Managed Branch (formerly Crowns) 

DVLA Driver & Vehicle Licensing Authority 

DWP Department of Work & Pensions 

Eagle Deal in August 2012 to sell Post Office Financial Services (POFS) to the 
Bank of Ireland, restructure commission rates for personal financial 
services and extend the contract to 2023 

EBITDAS Earnings Before Interest Tax Depreciation Amortisation and Subsidy 

EU BRP European Union Biometric Residents' Permit 

FRES First Rate Exchange Services, our foreign currency joint venture with BoI 

Gamma A contract variation made in 2007 with POFS generating £100m cash and 
income over a number of years in return for a series of commitments 
through to 2020 

_- ---- ----- _ 
GRNI 

-----....._---- 
Goods Received Not Invoiced 

HPBB Homephone and Broadband 

Horizon Horizon Next Generation- IT Counter system in branches 

IRIS Restructuring of the Supply Chain to removal external service 

NBV Net Book Value 

NS&I National Savings & Investments 

NSP Network Subsidy Payment 

POCA Post Office Card Account, a mechanism for Government to pay benefits to 
people without bank accounts 

PFS Personal Finance Services 

POFS Post Office Financial Services 

RMPP Royal Mail Pension Plan, defined benefit pension plan for Post Office 
employees (closed from 31 March 2017) 

RMSEPP Royal Mail Senior Executive Pension Plan, defined benefit pension plan for 
Post Office Senior Executives (closed) 

POPP Post Office Pension Plan, defined contribution pension plan for al l other 
Post Office employees 

RBS Royal Bank of Scotland 

RPI Retail Price Index 

SGEI Services of General Economic Interest, part of our social purpose 
commitment to Government 

OSOP Organisation Structure Optimisation Project, the removal of 20% of non-
front office roles in H1 2017 
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This Briefing Book has been prepared to explain the Post Office Limited Group results 
for the 53 weeks ended 31 March 2019. It is a summary analysis of the key data and 
trends which readers may find useful. It should be read in conjunction with the Annual 
Report and Accounts (ARA). 

Analysis is presented based on a comparison of 2018/19 results to those of the prior 
year. 

Comparison against budget has been discussed in the Monthly Performance Report 
presented to the Post Office Limited Board and is therefore excluded from the Briefing 
Book. 

The 2018/19 financial numbers are subject to completion of outstanding audit 
procedures. 

Accounting Policies 

Post Office Limited Group report its results under International Financial Reporting 
Standards (IFRS). Post Office Limited Company and Post Office Management Services 
Limited report under Financial Reporting Standard 101 Reduced Disclosure Framework 
(FRS 101). 

Accounting policies and estimates have been applied consistently from the prior year, 
with the exception of IFRS 15 and IFRS 9 which have been applied for the first time. 

IFRS 9 replaces the provisions of IAS 39 Financial Instruments: Recognition and 
Measurement that relate to the recognition, classification and measurement of 
financial assets and financial liabi lities, de-recognition of financial instruments, 
impairment of financial assets and hedge accounting. 

The adoption of IFRS 9 from 2018/19 has not had a material impact on our results, 
with the key issues for Post Office being around documentation of policies and new 
hedge documentation. 

IFRS 15 supersedes IAS 11 Construction Contracts, IAS 18 Revenue and related 
Interpretations and it applies, with limited exceptions, to all revenue arising from 
contracts with its customers. IFRS 15 establ ishes a five-step model to account for 
revenue arising from contracts with customers and requires that revenue be 
recognised at an amount that reflects the consideration to which an entity expects to 
be entitled in exchange for transferring goods or services to a customer. 

IFRS 15 has not had a material impact on revenue recognition at Post Office and 
therefore, on initial appl ication, no adjustment was required to the opening balance of 
retained earnings. Presentational reclassifications on the face of the income statement 
have been required in respect of the Network Subsidy Payment and Post Office Card 
Account commission income. These two items were formerly recognised in revenue 
and have now been reclassified to other income. 
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3. Primary Statements 

3.1 Consolidated Income Statement 
2019 2018 
£m Lm 

Note Trading Investments Total Trading Investments Total 

Revenue from contracts with 972 - 972 956 - 956 customers 
Costs (958) (129) (1,087) (960) (102) (1,062) 
Costs - exceptional items (14) - (14) (3) - (3) 

Total costs (972) (129) (1,101) (963) (102) (1,065) 

Other operating income 14 - 14 5 - 5 
Investment funding - 168 168 - 70 70 
Network Subsidy Payment 60 - 6U! 70 - 70 

Depreciation and amortisation (94) - (94): (55) - (55) 
Share of post-tax profit from 33 - 

3 :::::
34 - 34 joint venture  

Operating profit / (loss) 13 39 52 47 (32) 15 
Operating profit / (loss) before 27 39 66 50 (32) 18 exceptional items 

Finance costs (8) (1) (9) (5) (2) (7) .............._................................._........................---............ ....................................................................................................:,>................_..............................................................._........... 
Profit / (loss) before taxation 5 38 43 42 (34) 8 
Taxation credit 9 - 9' 9 - 9 
Profit / (loss) for the 14 38 52< 51 (34) 17 financial year ----- ------ ------- ------ ----------- --- ------ -------- ------ ---------
Trading Profit (EBITDAS) 61 35 

Trading represents the underlying trading of the business excluding investment funding, 
restructuring and transformation costs. 

Investments comprises investment funding and transformational spend. 

Trading profit is one of the Group's key financial measures and is calculated by taking 
operating profit before depreciation, amortisation, operating exceptional items, closure of 
activities, investments and Network Subsidy Payment. For the 53 weeks ended 31 March 2019 
trading profit was £61 million (2018: £35 million). 
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2019 
Fm 

2018 
£m 

Cash flows from operating activities 

Operating profit 13 47 

Total profit before investments 13 47 

Adjustment for: 

Share of profit from joint venture (33) (34) 

Depreciation and amortisation 94 55 

Pension operating costs 13 17 

Other gains and losses 7 - 

vorking capital movements: 

Increase)/decrease in trade and other receivables (11) 5 

)ecrease in contract assets 5 

)ecrease in trade and other payables (26) (3) 

)ecrease/(increase) in inventories 1 (2) 

)ecrease in trading provision (1) - 

ncrease/(decrease) in provisions for discontinued operations 2 (2) 

Pension costs paid (21) (26) 

:ash payments in respect of investments items:

nvestment funding 168 70 

.estructuring costs (119) (116) 

Surrender of tax losses to joint venture 8 9 

Net cash inflow from_operatin_g_activities ... .................._..........................-.................... 1. ... ..............................._............ 

Cash flows from investing activities i I •. F, 

Dividends received from joint ventures 33 34 

Acquisition of businesses (net of cash acquired) (17) (6) 

Proceeds from the sale of property, plant and equipment 4 5 

Purchase of tangible and intangible non-current assets (149) (135) 

(129) - (102) 
Net cash outfl ow from investing activities ............... .. .......... ................ --.......... ..................................._.........................._....---.......................---... ........ ....................--. .... .................---...._.......... 

Net cash outflow before financing activities (29) (82) 

Cash flows from financing activities 

Finance costs paid (8) (5) 

Proceeds of borrowings from BEIS (58) 
----------- 

62 

Net cash (outflow)/inflow from financing activities (66) 57 

Net decrease in cash and cash equivalents (95) (25) 

Cash and cash equivalents at the begirin~ng of the year 655 680 

Cash and cash equivalents at the end of the year 560 655 
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3.3 Consolidated balance sheet 

2019 2018 
£rn £m 

Non-current assets 

Intangible assets 291 264 

Property, plant and equipment 176 148 

Investments in joint venture 66 66 

Retirement benefit surplus 1 3 

Trade and other receivables 6 12 

Total non-current assets 540 493 

Current assets 

Inventories 8 9

Trade and other receivables 344 324 

Cash and cash equivalents 560 655 

Total current assets 912 988 

Total assets 1,452 1,481 

Current liabilities 

Trade and other payables (533) (571) 

Financial liabilities - interest bearing loans and borrowings (565) (623) 

Net assets 40.0 LU3 

Equity 

Share capital - - 

Share premium 465 465 

Accumulated losses (214) (264) 

Other reserves ..................._...........................................--..........._............_..........._........................_..................._.........................._............................... ...... .................... ...... 5 2 ................. 

Total equity 256 203 
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Iv 

4.1 

Operating Profit 

The following bridges show the key movements that drive performance in the 
year when compared to the prior year closing position. 

Analysis of revenue and costs underpinning the below tables are included in 
section 5 (revenue) and section 6 (costs). 

Operating profit waterfall (£m) 

so . ... 

=i Net -riding NSP rn~s m ,tsars Fpis Other Gr ip Depreciation 2019 
In&unie Crusts Casts :berating Libadur 

+ rSts cots 

4.2 Trading profit waterfall (£m) 

1u

Operating profit 
Add back depreciation 
Less network subsidy 
Add exceptional items 
EBITDAS 

£m 
13 

94 

(60) 

14 

61 
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4.4 Summary of Gross Profitability by business stream 

r 

201+9' 

Revenue Cost of Gross GP GP Margin Variance 
Sales Profit Margin 2018 YoY 

Em £m £f71 
O/

Retail 

Mails 350 - 350 100 100 -
Retail & Lottery 42 (1) 41 98 91 7 

Payment Services 27 - 27 100 100 -
Cash & Banking Services 161 (19) 142 88 87 1 

Financial Services & 
Telecoms 
Financial Services 113 - 113 100 100 -
Telecoms 153 (91) 62 41 46 (5) 

Insurance 55 (11) 44 80 81 (1) 
Identity 58 (6) 52 90 88 2 
Other 13 - 13 100 100 - 

Total 972 (128) 844 87 87 - 

The revenue streams above are net of commission where relevant, which means 
that Cost of Sales on some products are held in the cl ient's p&l account. 

Overall, Telecoms gross profit is down year on year and PO Insurance gross profit 
is relatively flat. See section 19 for more detail on PO Insurance. 
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5. Revenue 

2019 2018 Variance Variance 

Notes £m £m £m % 

Retail 5.1 

Mails 5.1.1 350 334 16 5 

Retail & Lottery 5.1.2 42 45 (3) (7) 

Payment Services 5.1.3 27 27 - - 

Banking Services 5.1.4 102 88 14 16 

POCA 5.1.5 30 40 (10) (25) 

ATMs 5.1.6 29 30 (1) (3) 

Financial Services & Telecoms 5.2 

Financial Services 5.2.1 113 127 (14) (11) 

Telecoms 5.2.2 153 147 6 4 

Insurance 5.3 55 48 7 16 
Identity 5.4 58 54 4 7 
Other 5.5 13 16 (3) (19) 

Turnover 972 956 16 2 

Network Subsidy Payment 60 70 (10) (14) 

Revenue 1,032 1,026 6 1 

Trading revenue increased year on year by £16 million to £972 million. Growth 
was driven by our Identity (7%) and Insurance (15%) business areas, with 
continued growth also noted within Banking Services (15%). This was partly 
offset by the anticipated decline in our card account income stream (down 25%). 
Mails trading turnover saw 5% growth year on year, which is a significant 
achievement in a competitive market. 

5.1 Retail 

5.1.1 Mails (£16.0m increase year on year) 

Volumes 
2019 2018 Variance Variance 2019 2018 Variance 

£m £m £m % m m 0,4 

Parcelforce 21 20 1 5 4 4 -

Special Delivery 51 49 2 4 50 50 -
International Priority & 34 34 - ._ 39 39 - 
Standard 
Stamps (1st & 2nd Class plus 449 468 (4) 
other stamps) 23 23 

Labels (1st & 2nd Class) 96 91 5 5 167 161 4 

RM Signed For 23 23 - - 80 79 1 

Home Shopping Returns 23 18 5 28 48 38 26 

Mails Other (trading) 21 16 5 31 16 14 14 

Annual fee 48 50 (2) (4) n/a n/a n/a 

Mailwork 10 10 - - n/a n/a n/a 

Total 350 334 16 5 n/a n/a n/a 

Overall Mails volumes are generally in decline, but were offset by a 3.4% RPI 
increase impact, a 53rd week of trading, £1.5m accrual release from successful 
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Royal Mai l negotiations, and £2.4m contractual decline in annual fixed fee. Pick-
up/Drop-off products, such as Home Shopping Returns, and Click & Col lect (Mails 
Other) have shown volume growth in year, including a £5.2m increase in Home 
Shopping Returns driven by 21% year on year volume growth. 

There was a £2.Om increase in Special Delivery from continuous service this year 
after weather disruption in prior year hindered operations. 

Stamps revenue has remained stable year on year, assisted by strong finish to 
the year as a result of buy forward activity in advance of price increase (3p 
increase on 1st and 2nd class stamps). 

5.1.2 Retai l and Lottery (£2.6m reduction year on year) 

• Decrease in Retail (£3.1m) due to a smal ler number of DMBs. 

• Lottery sales increased by £0.5m, as higher number of rol lovers helped 
to mitigate the impact of market switch to online sales. 

5.1.3 Payment Services (flat year on year) 

• (£4.Om) decline in payment services, driven by 9% market decline 
together with loss of Allpay reseller housing contracts. 

• £4.3m revenue from Payzone acquisition in 18/19. Refer to section 8 
regarding business combinations. 

5.1.4 Banking Services (£13.7m increase year on year) 

• £13.7m increase in Banking Services fueled by branch closures, but 
also driven by successful automation of deposit transactions for two 
major banks which doubled the level of weekly transactions. 15 
additional banks have also joined the banking framework. 

5.1.5 POCA (£10.3m decrease year on year) 

• (£10.3m) reduction in POCA revenue as DWP actively reduce number 
of active accounts. Reduction in l ine with budget expectation. 

5.1.6 ATMs (£1.Om decrease year on year) 

• (£1.Om) reduction in ATMs income of (3%), which is less than (6%) 
declining market trend. Availability of ATM network has been increased 
from 92% to 94%. 
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5.2 Financial Services & Telecoms 

5.2.1 Financial Services 
2019 2018 Variance Variance 

PO Money 46 58 (12) (21) 

Travel Money 28 28 - -

Moneygram 26 26 - - 

Postal Orders 13 15 (2) (13) 

Total 113 127 (14) (11) 

• PO Money decrease impacted by £12m Value Share agreement with 
BoI in 17/18; £nil in 18/19. 

• The competitive, customer and regulatory environments remain tough: 
the continued low rate environment and BoE funding scheme are 
putting pressure on Mortgage margins and Savings rates; Mortgages 
are challenged due to BoI pricing but the expansion into Broker channel 
is partial ly offsetting this. 

• Travel Money is flat year on year, with the 53rd week masking an 
underlying decrease as travel market trend continues at a 10% decline. 

• Moneygram revenue includes £2.4m additional commissions from new 
deal, offsetting an underlying £2.Om reduction caused by volume 
decline to Eastern Europe. 

• (£1.5m) decrease on Postal Orders, consistent with expected volume 
decline. 

5.2.2 Telecoms 
2019 2018 Variance Variance 

£m £m £m 

Homephone 28 70 (42) 60 

Dual 117 75 42 55 

Fibre 7 1 6 600 

Other 1 1 - - 

Total 153 147 6 4 

The Telecoms Services pillar includes the Post Office Homephone, 
Broadband and Fibre services, as wel l as sales of mobile top-ups and 
phonecards. 

Telecoms revenue increased £5.7m year on year. Growth was driven by 
higher customer numbers, caused in part by the annualised effect of 
acquiring the customer base of the residential broadband and home phone 
provider New Call in the prior year, and the use of growth fund marketing 
in prior year. Average Revenue per User (ARPU) was adversely impacted 
by renewing customers at cheaper rate. 
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5.3 Insurance 
2019 2018 Variance Variance 

£m £m £m 

Travel 19 15 4 27 

General 23 24 (1) (4) 

Life — Over 50s 9 6 3 50 

Life — SLI 3 2 1 50 

Other 1 1 - - 

Total 55 48 7 16 

• £4.4m increase in Travel insurance due to re-engineering of business 
to gain greater control of cl ient servicing and improve margins. 

• (£0.6m) reduction on General insurance predominantly from Home 
Insurance, as work progresses on the future operating model. 

• £3.1m increase in Life Over 50s insurance resulting from change to 
new supplier (Royal London) with better terms and higher margin. 

5.4 Identity 
2019 2018 Variance Variance 

Em £m £m C/a 

Home Office 28 32 (4) (12) 

DVLA 9 7 2 28 

Identity Services 5 4 1 25 

Verify 15 10 5 50 

Environment Agency 1 1 - - 

Total 58 54 4 7 

• (£4.0m) decrease in Home Office due to (£6.5m) reduction in paper 
passports as market share reduced driven by onl ine and digital 
channels. Digital passports £1.6m increase and UKVI £0.9m increase 
to offset. 

• £2.0m increase in DVLA driven by international driving permit 
applications as a result of Brexit. 

• £5.3m increase in Verify caused by significant volume growth due to 
launch of universal credit. Reduced pricing with GDS from November 
18; average margin per transaction for 19/20 wil l be £1.17 compared 
to £17.00 before pricing change. 

5.5 Other Income 

Other income of £13.3m relates to Supply Chain income (£10m) 
predominantly for warehousing for Royal Mai l stock, transport of high value 
mails, and the release of Bank of Ireland deferred income (£3m). 
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6. Costs 

Total Trading Costs Analysis 

2019 2018 Variance Variance 
Notes Em Em Em % 

COST OF SALES 6.1 (130) (121) (9) (7) 

Wages & Salaries (131) (129) (2) (2) 

Pensions (13) (16) 3 19 

Overtime (5) (5) - - 

Bonus & Productivity (19) (15) (4) (27) 

Employers NI (18) (18) - - 

Temporary Resource (7) (5) (2) (40) 

PEOPLE COSTS 6.2 (193) (188) (5) (3) 

Postmasters pay 6.3 (365) (371) 6 2 

Legal Costs (2) (4) 2 50 

Staff & Agent Related Costs (10) (10) - - 

Compliance and Advice Services (7) (6) (1) (17) 

Brand & Marketing (25) (18) (7) (39) 

Property & Facilities Management 6.4 (32) (41) 9 22 

IT Infrastructure & IT Services 6.5 (91) (96) 5 6 

Finance & Losses 6.6 (24) (28) 4 14 

Other Operating Costs 6.7 (75) (73) (2) (3) 

Vehicles (4) (4) - -

TOTAL TRADING OTHER 
(635) (651) 

OPERATING COSTS 16 2 

TOTAL COSTS (958) (960) 2 - 

Underlying people costs have reduced £2m when excluding the 53rd week, 
bonus and temporary resource. Non-staff costs of £270m have reduced 
£10m from prior year, with larger underlying reduction when excluding the 
increase in brand and marketing. 

6.1 Cost of Sales (£8.7m increase year over year) 

The table below includes revenue movement to show cost of sales 
movement comparison. 

Revenue 
2019 2018 Variance Variance Variance 

Em £m £m % £m 
Telecoms (91) (82) (11) (13) 6 

Cash & Banking Services (19) (22) 3 14 3 

PO Insurance (11) (9) (2) (22) 7 

Identity (6) (4) (2) (50) 4 

Retail & Lottery (1) (4) 3 75 (3) 

Payzone (2) - (2) (100) 4 

Total (130) (121) (9) (7) 21 

Increase in Telecoms cost of sales due to more customers switching from 
Homephone to Dual package which carries greater cost. Also increased 
Homephone cost implemented by Talk Talk. Costs associated with 
Payzone acquisition revenues also flowed through in year. 
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6.2 People Costs (2019 £193m vs 2018 £188m) 

People costs represent 20.1% (2018: 19.5%) of the cost base. 

Average headcount reduced by 363 to 4,703 reflecting efficiency savings 
across DMBs and the effect of the Network and DMB transformation 
programmes. Closing headcount for the year was 4,397 (2018: 5,020), 
with 68 employees in 2019 relating to Payzone. 

See analysis below: 

• Wages & salaries have increased by £2.lm (1.6%) as a result of pay 
increases issued during the year (£5m), 53rd week (£lm), Payzone 
(£1m) and growth in marketing function (£1m), offset by reduced 
headcount savings of £6m (annualised impact of headcount reduction 
£9m). 

• Pension costs have decreased by £2.8m (17%) reflecting the reduction 
in headcount. 

• Temporary Resource has increased by £1.4m (25%) due to greater use 
of contractors. 

Total employee numbers can be categorised as follows: 

2019 2018 Variance Variance 

Administration 1,205 1,205 - - 

Directly managed branches 2,049 2,707 (658) (24) 

Supply Chain 854 848 6 1 

Network programmes 164 213 (49) (23) 

Post Office Insurance 57 47 10 21 

Payzone Bill Payments 68 - 68 100 

Total — Period End 4,397 5,020 (623) (12) 

Total — Average 4,703 5,066 (363) 7 

Payzone was acquired during 2019 hence no employees listed for 2018. 

6.3 Postmaster pay (£6.0m decrease year on year) 

2019 2018 Variance Variance 

£m £m £m 

Agents Variable Costs (316) (315) (1) (1) 

Agents Fixed Costs (43) (49) 6 12 

Agents WHS Costs (4) (4) - -

Agents Tax (2) (3) 1 33 

Postmaster Costs (365) (371) 6 2 

Agents' variable remuneration as a percentage of variable revenue for 
18/19 was 35.4%, down from 36.1% in 17/18. Mails dropped from 64.2% 
to 61.5% due to an increase in Home Shopping returns, which attract lower 
rates of Agents remuneration than stamps or labels. Most other product 
areas have remained at simi lar levels year on year. 
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6.4 Property & Facilities Management (£9.2m reduction year on year) 

2019 2018 Variance Variance 
£m £m £m 

Property (12) (17) 5 29 
Property Charge (12) (15) 3 20 
Utilities (2) (3) 1 33 
Security (3) (3) - -
Maintenance Office Equipment (3) (3) - - 

Pro ert & Facilities Management 32) (41D 9 22 

Property costs reduction due to landlord compensation of £2.9m received 
in relation to Trafalgar Square and Poplar in 18/19. Also a result of 
property portfolio decreasing from 405 in Apri l 18 to 341 in March 19. 

6.5 IT Infrastructure & IT Services costs (£5.9m) reduction year on 
year) 

2019 2018 Variance Variance 
£m £m £m 

Total IT Infrastructure and IT 
(91) (96) 6 6 

Services 

Overall reduction in IT costs due to cost savings implemented with Fujitsu 
and Computacenter (both 20% reductions year on year), offset by £0.7m 
of Payzone IT costs in year. Further cost savings planned for 19/20. 

6.6 Finance & Losses (£4.2m reduction year on year) 

2019 

£m 

2018 

£m 

Variance 

£m 

Variance 

VAT Recovery 7 4 3 75 

Finance Costs (18) (19) 1 5 

Other (13) (13) - - 

Finance & Losses (24) (28) 4 14 

Additional £3.0m VAT refund from historic understatement of recovery 
rate. 

Finance costs includes £12.3m (2018: £12.2m) of card and cheque 
processing costs, £2.8m (2018: £3.7m) insurance premiums, £1.2m for 
the apprenticeship levy and £0.7m of bank charges. 

Key items within other costs include former agents' losses of £4.4m (2018: 
£4.1m) and robbery and theft of £1.8m (2018: £3.0m). Telecoms bad debt 
provision of £1.9m (2018: £2.2m) is also included. 
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6.7 Other Operating costs (£2.4m increase year on year) 

Managed Services & Customer Management 

Shared Services 

Logistics 

Contract Penalties 

Stationery & Other 

Total Other Operating Costs 

2019 2018 Variance Variance 

£rn £m £m % 

(28) (29) 1 3 

(11) (10) (1) (10) 

(22) (19) (3) (16) 

(5) (5) -

(9) (10) 1 10 

(75) (73) (2) (3) 

Logistics increase caused by PSD2 regulation to send POCA statements 
monthly, rather than twice a year as previously. Contract penalties relates 
to £4.8m for mails segregation. Stationery & other includes £6.3m 
stationery expense, £O.7m equipment costs and £1.5m non-capital 
building expense. Stationery expense has increased £0.9m from prior year, 
as a result of higher printer cartridge costs from faster and more reliable 
branch printers being rolled out, along with an increase in label printing. 
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7. Quality of Earnings 

Quality of earnings shows the underlying financial performance at EBITDAS 
level adjusted for one-off items. 

2019 2018 Variance Variance 
£m £m £m 

Profit before exceptional items 27 49 (22) _ .45 _ 

Network Subsidy Payment (60) (70) 10 14 

Add back depreciation 94 56 38 68 

Reported EBITDAS 61 35 26 74 

Historic VAT recovery (3) 

ATM reconciliation 1 

FRES marketing recharge 1 

Banking deferred income (1) 

FRES bad debt release (1) 

BOI Value Share provision 1 

Total adjustments 1 1 

Adjusted to exclude one-offs 60 34 26 76 

Bonus stretch 4 3 

Adjusted EBITDAS 64 37 27 73 

Historic VAT recovery 

We incur VAT on all sorts of spend types which are not directly related to an 
exempt activity or a taxable activity, so it is partly recoverable. We 
therefore calculate the proportion we can claim through a partial exemption 
method. Fol lowing a review of this method, it was found that prior years had 
been under claimed, with the £3m historic recovery relating to 15/16, 16/17 
and 17/18. 

ATM reconciliation 

A provision was raised against an aged POLSAP ATM balance which cannot 
be sufficiently verified. 

FRES marketing recharge 

Following a thorough review of the marketing balance, a historic figure which 
cannot be recharged to FRES has been written off. 

Bonus stretch 

Bonus stretch is achieved when actual EBITDAS growth is greater than or 
equal to 20% above budget target. 
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8. Business Combinations 

On 24 October 2018, the Group acquired Payzone Bill Payments Limited 
for cash consideration of £16 million. Further consideration of £3 million is 
contingent on the future performance of certain Payzone revenue streams. 
£1 mi llion has been paid as at 31 March 2019. The acquisition helped to 
grow the bill payments business and has been accounted for under IFRS 3 
Business Combinations. 

The fair values of the identifiable assets and liabilities of the business as at the 
date of acquisition were: 

2018 

sm 
Intangible assets - software 1 

Property, plant and equipment 4 

Trade and other receivables 5 

Cash and cash equivalents 1 

Trade and other payables (6) 

Net assets acquired 5 

Intangible assets - merchant relationships 6 

Intangible assets - brand 1 

Deferred tax liability on acquired intangible assets (1) 

Goodwill 8 

Total consideration 19 

Consideration is represented by: 

Cash 16 

Contingent consideration 3 

Total consideration 19 

The goodwill arising from the acquisition represents the opportunity to 
integrate technology and combine the Group's existing bill payments 
business with Payzone in order to compete for new and bigger bil l payment 
contracts from a stronger position. The goodwil l arising on acquisition is 
not deductible for income tax purposes. Goodwill has been reviewed for 
impairment at acquisition and during the year and on both occasions the 
amount is considered to represent fair value. There are no indicators of 
impairment. 

Associated acquisition expenses were immaterial and have been charged 
to the income statement, within the investments column. 

From the date of acquisition to 31 March 2019, the Payzone business has 
contributed £4.3m of revenue and £lm to trading profit. 
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9. Pensions 

9.1 Background 

The Post Office participates in pension schemes as detailed below. The 
RMPP closed to future accrual on 31 March 2017. 

Scheme Eligibility Type 
Royal Mail Pension Plan UK employees Defined benefit 
(RMPP) (closed) 
Royal Mail Senior UK senior Defined benefit 
Executive Pension Plan executives 
(RMSEPP) (closed) 
Post Office Pension Plan UK employees Defined 
(POPP) contribution 

Assumptions 

IAS 19 requires a number of assumptions. The choice of assumptions used 
for the calculations is the responsibility of the Directors, based upon advice 
given by an independent actuary (Willis Towers Watson). The key 
assumptions for the year to 31 March 2019 are set out in the table below. 

pa RMPP Post Office Section 
March 
2019 

March 
2018 

Inflation (RPI) 3.4 3.3 
Inflation (CPI) 2.3 2.2 
Discount rate (i.e, bond rate) 2.4 2.5 
Rate of increase in Pensionable salaries 3.4 3.3 
Rate of pension increases -RMPP A/B 2.3 2.2 
Rate of pension increases RMPP C 3.4 3.3 
Rate of increases in deferred pensions 2.3 2.2 

Demographic assumptions, for example mortal ity, remain aligned with 
the assumptions used for the actuarial valuation. 

9.2.1 Inflation - RPI 

The RPI inflation assumption is set with reference to the breakeven long 
term rate of RPI inflation derived from the relative yields on long-dated 
fixed interest and inflation-linked gilts at the measurement date, taking 
account of the term of the liabilities. 

9.2.2 Inflation - CPI 

The margin between RPI and CPI inflation of 1.1% is the same as that 
adopted in prior year. This lies within the Wil lis Towers Watson range for 
the best-estimate of around 0.9% pa to 1.1% pa. Based upon the Willis 
Towers Watson assessment of the underlying differences between RPI 
and CPI, a long-term assumption for the margin between RPI and CPI 
inflation of up to 1.1% pa remains a credible best estimate. 
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9.2.3 Discount rate 

Under IAS19, the discount rate should be based on the rate of return at 
the valuation date on high qual ity (AA rated, or equivalent status) 
corporate bonds of equivalent currency and term to the plan liabilities. 

The discount rate used reflects the Will is Towers Watson RATE: Link 
model. This model derives a discount rate from a corporate bond yield 
curve (based on market data) by matching the curve to projected benefit 
payments. The model is based on an extrapolation of corporate bond 
yields beyond the term that current corporate bonds extend over. 

The approach taken to determining the discount rate in the current year 
is consistent with the prior year. Given the uncertainty of extrapolation 
performed in the model used, it is considered appropriate to be 
consistent with the prior year and continue to apply a prudent approach 
in the current year. 

9.2.4 Rate of increase in pensionable salaries 

As consistent with the last year-end, the assumption has been set at the 
same level as assumed RPI inflation. 

9.2.5 Other increases to benefits 

At current levels of inflation it remains appropriate to set the increases in 
l ine with the relevant inflation measure. 

9.3 Movements in the RMPP defined benefit surplus 

The movement in the RMPP defined benefit accounting surplus during the 
year to 31 March 2019 is detailed below. 

2019 2018 
Em £m 

Opening sectionalised RMPP net retirement 

benefit surplus - 210 

Current service cost - - 

Effect of redundancies - (4) 

Net financing credit - - 

Employers contributions 1 5 

Impact of closure - - 

Actuarial gain/(losses) 41 (171) 

Closing RMPP net retirement benefit surplus 42 40 

Effect of asset ceiling (42) (40) 

Closing net retirement benefit surplus - 
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As consistent with prior year, the surplus is restricted to £nil by the asset 
ceiling adjustment; this means that no surplus is recognised on the balance 
sheet in respect of RMPP. This is as a result of the Memorandum of 
Understanding signed on 21 March 2017, which stated that Post Office no 
longer has an unconditional right to refund from the Plan; the accounting 
impact of this was to de-recognise the pension accounting asset in the prior 
year, and to hold no surplus on the balance sheet going forwards. 

Scheme assets are assessed at fair value at the balance sheet date. For 
example, quoted equities are valued at the latest 'bid' price. Scheme 
liabil ities are discounted using a high quality corporate bond rate. The IAS 
19 surplus/deficit is usually therefore different to the cash funding 
surplus/deficit (the "actuarial" valuation) assessed by the Trustees, for 
which the scheme liabilities are discounted using the expected returns 
available on scheme assets. 

There is no current service cost or net financing income in the current year 
due to the closure of the plan in the prior year. 

The past service cost in the current year is in relation to additional 
benefits granted on redundancy in the year; some members were 
provided enhanced pensions as a result of redundancy and that Post 
Office paid contributions to in order to fund those enhancements. The 
contributions were determined using terms set by the Trustee, and the 
Elm past service cost is the cost of the enhancements on an IAS19 
basis. 

Actuarial gains and losses are recorded directly in the statement of changes 
in equity (and not the income statement). 

Although there was an investment by the Post Office section of the RMPP 
in 17/18, no such investment was made in 18/19. 
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The movement in the RMSEPP defined benefit accounting surplus during 
the year to 31 March 2019 is detailed below. 

Opening sectionalised RMSEPP net retiremen 
benefit surplus 3 1 
Employers contributions - 1 
Actuarial gain/(losses) (3) 3 
Closing RMSEPP net retirement benefit surplL - 5 
Effect of withholding tax 1 (2) 
Closing net retirement benefit surplus 1 3 

The reason for the decrease in the RMSEPP surplus this year is due to a 
change in market conditions resulting in a lower discount rate compared 
to prior year. This has acted to increase RMSEPP l iabilities by around £2m 
(£27m to £29m). 
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10. Investment expenditure 

This section discusses the investment items on the income statement. 

The following investment items were recognised in the consol idated 
income statement for the years ended 31 March 2019 and 25 March 
2018. 

2019 2018 
£m £m 

Investment funding 168 70 

Restructuring: 

Business transformation (14) (16) 

Network programmes (64) (63) 

IT Transformation (13) (6) 

Restructuring - severance (38)_ (17) 

Total restructuring costs _.... - -- ...----- .............------------...__......-......................................._.........................._....---.................................. (129) ------------- (102) ---------- 
Unwinding of discount on provisions (1 (2) 

Total investments (charge)/ income (38) (34) 

10.1 Government Grants: During 2018/19 the Post Office received investment 
funding totall ing £168m from the Government, (17/18: £70m) to fund 
capital projects and transformation work. 

10.2 Restructuring costs can be broken down as follows: 

• Business transformation costs relate to various transformational 
projects across the business predominantly in Retail and FS&T, with 
key items being: 

o Re-negotiating the fundamental bedrock long-term contracts 
with BOI and Royal Mail (£4.0m), 

o Payzone integration costs (£3.4m), 

o The transformation of our telecoms customer offer (the Project 
Galaxy initiatives) in response to changes to our key markets 
driven by unprecedented regulatory intervention (£2m), 

o Costs around vacating premises at Trafalgar square (£1.9m). 
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• Network programme costs can be broken down as follows: 

o Network Transformation £24m: The costs relate to 
compensation payments made to agents, as along with the 
implementation costs of the transformation programme. 

o Network Development £12m: This is the next phase of Network 
Transformation. It is a multi-year programme designed to 
simplify the retailer proposition. Costs have decreased as 
expected due to the nearing completion of Network 
Transformation. 

o Directly Managed Branch Transformation £28m: The 
programme costs include onerous property provisions, for 
future non-profitable contractual spend. The main reason for 
the increase in the current year is due to a larger number of 
branches franchised. This resulted in an increase to the onerous 
lease provision. 

• IT Transformation programme costs of £13m (2018: £6m) have 
increased due to Back Office systems transformation and cloud 
enablement work. 

• Redundancy costs of £38m (2018: £17m) are higher than 2017/18 
due to the restructure programmes in HR and Operations in addition 
to £13.7m Group Litigation costs. 
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11. Interest, Cash, Debt, Funding and Hedging 

11.1 Net finance costs (£2m increase year on year) 

2019 
£m 

2018 
£m 

Variance 
£m 

Variance 

Interest payable on loans (6) (5) (1) (20) 

Finance charges (2) - (2) (100) 

Total - trading (8) (5) (3) (60) 

Unwinding of discounts on provisions (1) (2) 1 50 

Total - investments (1) (2) 1 50 

Total - net finance costs (9) (7) (2) (12) 

Interest payable on the BEIS Loan has increased year on year due to 
increase in interest rates. 

Other finance charges include commitment fees to BEIS for the Post Office 
credit facil ity. Prior year charge of £O.4m does not show due to rounding. 
Increase attributed to rise in interest rates in 18/19. 

Unwinding of discounts on provisions relates to onerous and vacant leases, 
in line with DMB franchising programme rol lout. 

11.2 Cash, cash equivalents and debt on the balance sheet 

2019 2018 Variance Variance 

........-_ ..................--.........................._..... £m £m £m % 

Cash in the Post Office Limited network 520 643 (123) (19) 

Short-term bank deposits 14 9 5 55 
Fiduciary cash balances held on behalf 9 3 6 200 of insurance third parties 

Total cash and cash equivalents 543 655 (112) (19) 

Department for Business, Energy and 
565 623 58 19 Industrial Strategy 

Net cash, cash equivalents and 
(22) 32 (54) (169) 

debt 
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12. Fixed assets 

Depreciation rates are disclosed within accounting pol icies. No depreciation 
is provided on freehold land, which represents £2 mill ion (2018: £2 mil lion) 
of the total cost of properties. 

An impairment test was performed during the year. Intangible assets and 
property, plant and equipment were tested for impairment by comparing the 
carrying amount of each Cash Generating Unit (CGU) with the recoverable 
amount determined from value in use calculations. 

Our depreciation and amortisation policies are as follows. 

Property, plant and equipment excluding freehold property, long leasehold 
property and land: 

Property, plant and equipment is recognised at cost, including 
attributable costs in bringing the asset into working condition for its 
intended use. These assets are depreciated on a straight-l ine basis over 
the following useful l ives; 

Range of asset lives 

Plant and machinery 3 - 15 years 

Motor vehicles and trailers 3 - 12 years 

Fixtures and equipment 3 - 15 years 

Freehold property, long leasehold property and land: 

As with other property, plant and equipment this is recognised at cost, 
including attributable costs in bringing the asset into working condition for 
its intended use. These assets have a long useful life and a fair market 
value. They are depreciated on a straight-l ine basis over the following useful 
l ives: 

Range of asset lives 

Freehold land Not depreciated 
Freehold buildings Up to 50 years 

Leasehold buildings The shorter of the period of the lease, 50 years or the estimated 
remaining useful life 

The remaining useful lives of freehold buildings are reviewed periodically and 
adjusted where applicable on a prospective basis. Where freehold property 
and long leasehold includes the fit-out of those properties, then the fit-out is 
depreciated over its useful economic life in line with fixtures and fittings. 

Intangible assets with a finite useful life: 

Intangible assets acquired separately or generated internally are initially 
recognised at cost. They are amortised on a straight-line basis over the 
following useful lives: 
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Software 

Customer relationships 

Merchant relationships 

Brands 

Goodwill 

Range of asset lives 

3-6years 

5 years 

5 - 10 years 

15 years 

Goodwill is initially recognised at cost, being the excess of the aggregate of 
the consideration transferred and the amount recognised for non-controlling 
interests, and any previous interest held, over the net identifiable assets 
acquired and liabil ities assumed. 

The Group's management undertakes an impairment review annually or 
more frequently if events or changes in circumstances indicate that the 
carrying value may not be recoverable. Factors considered important that 
could trigger an impairment review include the following: 

• Significant underperformance compared to historical or projected future 
operating results. 

• Significant changes in the manner of use of the acquired assets or the 
strategy of the overall Group. 

• Significant negative micro- or macro-economic trends. 

Goodwill was not considered to be impaired at the date of the last review. 

Non-current assets within subsidiaries 

Post Office's subsidiary is considered a separate cash generating unit. The 
need for impairment of assets is considered within the subsidiary and is 
dependent on whether indicators of impairment exist within that subsidiary. 
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12.1 Intangible assets 

Software 

£m 

Goodwill 

£m 

Other 
Intangibles 

£m 

Total 

£m 
Cost 

At 27 March 2017 323 44 - 367 

Reclassification (2) - - (2) 

Additions 125 1 6 132 

At 25 March 2018 446 45 6 497 

Reclassification (29) - - (29) 

Additions 101 101 

Added on acquisition 1 8 7 16 

Disposals (17) - - (17) 

At 31 March 2019 502 53 13 568 

Amortisation 

At 27 March 2017 200 - - 200 

Reclassification 6 - 6 

Amortisation 27 - - 27 

At 25 March 2018 233 - - 233 

Added on acquisition 1 - - 1 

Amortisation 55 - 3 58 

Disposals 
----- ---------------------------------...-------------- :......................... ............................................1--.......-..................._..._.......................................................... (15) - (15) 

At 31 March 2019 274 - 3 277 

Net book value 

At 31 March 2019 228 53 10 291 

At 25 March 2018 213 45 6 264 

Other intangibles includes customer relationships, merchant relationships 
and brands. 

Additions to software relate to IT transformation projects undertaken during 
the current year. 

Additions to goodwill and other intangibles relate to the Payzone Bill 
Payments Limited ("Payzone") business combination. Goodwill is tested for 
impairment annually or more frequently if events or changes in 
circumstances indicate that the carrying value may not be recoverable. 
Management determined that no impairment was necessary for the current 
year (2018: £nil). 

Net book value at 31 March 2019 predominantly made up of Belfast 
refurbishment (£25m), Verizon networks (£22m) and Back office 
transformation (£17m). 
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12.2 Property, plant and equipment 

Land and Buildings 
Plant Fixtures 

Long Short Motor and and 
Freehold leasehold leasehold vehicles machinery equipment Total 

Em £m Em Em Em Em Em 

Cost 

At 27 March 2017 45 41 23 26 1 795 931 

Reclassification 1 1 1 - - (1) 2 

Additions - - - 1 - 18 19 

Disposals 
--------------------------------------------- 

(6) 
-- ............._.....-....._..........---..... 

(3) 
....._._....._...........-...._......._........--....._......._........__....._............_.........................._......_......._...... 

(2) (2) - (7) (20) 
- 

At 25 March 2018 40 39 22 25 1 805 932 

Reclassification 2 - - - - 27 29 

Additions 1 1 1 - - 33 36 

Added on acquisition - - - - - 4 4 

Disposals (4) (1) (2) - - (22) (29) 

At 31 March 2019 39 39 21 25 1 847 972 

Depreciation 

At 27 March 2017 32 14 23 26 1 677 773 

Reclassification - - - - - (6) (6) 

Depreciation 1 2 - - - 25 28 

Disposals (4) - (2) (2) - (3) (11) 

At 25 March 2018 29 16 21 24 1 693 784 

Depreciation 1 2 - - - 33 36 

Disposals (2) (1) (2) - - (17) (22) 

At 31 March 2019 28 17 19 24 1 709 798 

Net book value 

At 31 March 2019 11 22 2 1 - 138 174 

At 25 March 2018 11 23 1 1 - 112 148 

Net book value at 31 March 2019 predominantly made up of Branch 
technology refresh (£16m), Finsbury Dials fit out (£7m) and EUC (End User 
Computing) additional activities (£5m). 
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12.3 Capital expenditure 

Capital spend has been greatest in the following areas: 

• Back Office Transformation £19.3m - removal of POLSAP and 
transformation of CFS 

• EUC Branch Deployment £10.8m - Modernising branch equipment 

• Solar £10.4m 

• IT cloud enablement £9.7m 

• Risk and resi lience £6.8m - service level risk reduction investments 

• Migration of home insurance to Duck creek system £7.1m 
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Investments in joint ventures and associates 

2019 2018 

Em £m 

Investment in joint ventures 66 66 

Joint ventures 

Post Office Limited's joint venture investment is a 50% interest in First 
Rate Exchange Services Holdings Limited, whose principal activity is the 
provision of Bureau de Change. 

Post Office Limited's share of FRES' 2018-19 post tax profit was £33m, 
with £33m being received as a dividend during the year creating a £ni l 
movement in the carried value in the balance sheet. 
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14. Working capital 

Refer to Consolidated Balance Sheet in section 3.3 for overview. 

14.1 Inventories 
2019 2018 

£m £m 

Scratch Cards 6 6 

Retail 2 3 

Total 8 9 

Retail stock includes a £2m provision for Royal Mint coins. 

14.2 Trade and other receivables (Current) 

Trade receivables 

Client receivables 

Prepayments and accrued income 

Other receivables 

Total 

14.2.1 Trade receivables 

2019 2018 
Section £m £m 

14.2.1 97 81 

14.2.2 138 132 

14.2.3 90 95 

14.2.4 19 16 

344 324 

2019 
£m 

2018 
£m 

Sales ledger 27 28 

Homephone debtors 6 7 

Postmaster debt 2 2 

Uncleared debit, credit cards 38 27 

Bank of Ireland, FRES cost recovery 13 13 

Other 11 3 

Total 97 81 

The Bank of Ireland cost recovery debtor relates to marketing and 
promotional spend incurred on their behalf. 
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A profile of the sales ledger within trade receivables is as fol lows: 

Trade receivables 

2019 2018 

-------------- ................................................_.........................._....---........................._...........--....---...._............_.... £m fm 

Bank of Ireland 4 4 

Banking services 6 5 

Government & DVLA 3 6 

PoCA 2 3 

ATMs 2 2 

Other 10 8 

Total 27 28 

Ageing of Trade receivables: 

Debtors over 60 days overdue: March 2019: £nil (March 2018: £1m). 

The Post Office does not have a general risk in relation to bad debts due 
to the agency and business partner nature of our client base. 

14.2.2 Cl ient receivables 

Analysis of cl ient balances at year end is as follows: 

2019 

Em 

2018 

fm 

ATM (Bank of Ireland) 81 78 

Card Account (JP Morgan) 18 21 

Others .... .... ..........._.........................._..................---...---...._..................._.........................._.........................._.............................. 29 33 

Total 138 132 
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14.2.3 Prepayments and accrued income 

2019 2018 

£m £m 

Accrued income 71 78 

Prepayments 19 17 

Total 90 95 

Accrued income at 31 March 2019 predominantly made up of Banking 
Services (£13.0m), Bank of Ireland (£5.7m), and Telecoms (£2.6m). 
Telecoms balance consistent with prior year (£3m) after late adjustment for 
error reduced balance from £8m. £39m of the balance relates to automated 
accruals created by realtime Horizon transactions in branch, which are then 
billed out on a monthly basis. 

Prepayments are consistent at a holistic level year on year and 
predominantly comprise: 

o Telephony pre-contract costs with Fujitsu is £4m at March 2019 
(March 2018: £3m). 

o £6m of IT prepayments (March 2018: £7m). 

o £4m of property cost prepayments (March 2018: £4m). 

14.2.4 Other receivables at March 2019 £20m (March 2018 £16m) 

Other receivables largely consists of FRES tax losses debtor, which has 
increased by £1.2m. 

14.2.5 Non-current receivables at March 2019 £6m (March 2018 £12m) 

This represents £2m Gift vouchers and £2m Fujitsu invest to save 
prepayments. The remaining £3m is for telephony contracts with Fujitsu 
which are amortised over the life of the contract (£3.7m cost to p&I in 
the year). 

14.3 Payables: amounts due within one year 

Section 

2019 

£m 

2018 

£m 

Trade payables 14.3.1 51 45 

Accruals 14.3.1 119 160 

Client payables 14.3.2 312 306 
Advance customer 
payments 14.3.3 30 32 

Capital payables 14.3.1 11 20 

Social security 8 8 

Other payables 3 - 
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Tota I 

14.3.1 Trade payables and accruals 

533 571 

2019 2018 

£m £m 

Trade payables 51 45 

Accruals, GRNI 85 81 

Postmaster, employee pay 
balances 15 56 

Productivity, bonus schemes 17 17 

Others 9 7 

Accruals 119 160 

Capital accruals 11 20 

Total Trade payables and 
accruals 181 225 

Decrease in postmaster and employee pay balances due to timing of year end 
with actual payment to agents and staff. 

14.3.2 Cl ient payables 
2019 2018 

£m £m 

Santander 95 100 

DVLA 23 12 

Utility companies 6 8 

Bank of Ireland 3 4 

BACS 20 21 

Royal Mail 24 28 

Lottery 4 2 

Others 137 131 

Total 312 306 

The increase in DVLA payables is driven by higher volumes around associated 
products, predominantly international driving permits. 
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14.3.3 Advanced customer payments 

This category also includes specific, non-client, creditors as follows: 

2019 

£m 

2018 

£m 

Advanced customer payments 1 1 

Uncashed postal orders 11 11 

Drop and Go 2 1 

Gamma 4 4 

Telephony credit balances 3 3 

Homephone line rental advance payments 9 12 

Total 30 32 

No significant movements to note. 

14.4 Payables: amounts due after one year 

Payables due after one 
year 

2019 2018 

£m £m 

Rent-free incentives 3 3 
Bank of Ireland deferred 
income (Gamma) 11 15 

Total 14 18 

The rent free incentive creditor relates to buildings with an initial rent free 
period where the rent free incentive is spread evenly over the life of the lease. 

Bank of Ireland deferred income is recognised in line with an agreed 
amortisation schedule through to 2022-23. 
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15. Provisions 

Provisions (March 2019: £84m vs March 2018: £66m) 

Netwo 
rk 

Progr 
amme Onerous 

s Leases Severance Other Total 
£m £m £m £m £m 

At 26 March 2018 18 32 7 9 66 

Charged to investments 30 25 43 - 98 

Charged to trading - - - 9 9 

Transfers - - - 3 3 

Utilisation (36) (9) (24) (6) (75) 

Provisions released in the year - - (7) (4) (1) (12) investments 

Provisions released in the year - trading - - - (5) (5) 

At 31 March 2019 12 41 22 9 84 

Netwo 
rk 

Progr 
amme Onerous 

s Leases Severance Other Total 
Em £m £m £m £rn 

Disclosed as: 

At 31 March 2019 

Current 6 14 22 8 50 

Non-current 6 27 - 1 34 

12 41 22 9 84 

At 26 March 2018 

Current 11 11 7 7 36 

Non-current 7 21 - 2 30 

18 32 7 9 66 

The Network Programmes provision relates to payments due to postmasters in 
relation to the major transformation programme. Provisions are recognised when 
either postmasters agree to terminate their existing contracts or sign the new 
format contracts under Network Transformation. 

Severance provisions are recognised for business reorganisation where the plans 
are sufficiently detai led and well advanced and where appropriate communication 
to those affected has been undertaken at the balance sheet date. 

Other provisions of £9 million includes a number of smaller provisions including: 

• £1 million for personal injury claims; 

• £2 mi llion relates to the repayment of commission received in the event 
of the cancellation of insurance policies (POI); 
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16. Litigation and Claims- Potential Claims regarding Horizon 

Background

16.1 In 2009, Post Office Ltd received claims from postmasters alleging 
defects in the Horizon system and Post Office's internal processes. 

16.2 Following discussions with James Arbuthnot MP and the "Justice for 
Subpostmasters Alliance" (JFSA), in July 2012 independent investigator 
Second Sight Support Services Ltd (Second Sight) was appointed to carry 
out a review of these claims. 

16.3 On 8 July 2013, Second Sight published a Report asserting shortcomings 
in Post Office's internal training and support to postmasters on the 
Horizon system, but that there were no systemic problems with Horizon 
itself. 

16.4 Following Second Sight's July 2013 Report, on 27 August 2013 Post 
Office launched a Complaint Review and Mediation Scheme ("The 
Scheme") aimed at understanding and resolving individual complaints 
made about Horizon. 

Mediation Scheme 

16.5 The Scheme received 150 applications, 136 of which were investigated in 
detail (the remainder being either ineligible or swiftly resolved). The 
cases were all progressed through the Scheme and were concluded by 1 
February 2016. 

Legal Activity 

16.6 On 11 April 2016 a Claim Form in Bates & Others v. Post Office Limited, 
Claim No. HQ16X01238, was issued in the High Court, Queen's Bench 
Division (the "Group Litigation"). The first named Claimant is Alan Bates 
of the JFSA. 

16.7 The Claim Form was formally served on Post Office on 5 August 2016 on 
behalf of 198 claimants. On 22 March 2017 a Group Litigation Order was 
made for the management of issues common to all claimants, and on 31 
March 2017 Mr Justice Fraser was nominated to be the Managing Judge. 
Further Claim Forms were filed on 24 July 2017 and 23 November 2017. 
As of 15 May 2019, the total number of Claimants is 555. 

16.8 The claimants al lege Post Office has acted in breach of contractual and/or 
tortious and/or fiduciary duties and is also l iable for deceit, negligent 
misstatement, misrepresentation, harassment, mal icious prosecution and 
/or unjust enrichment. Initial claims for misfeasance in public office, 
conspiracy and contravention of the European Convention on Human 
Rights have been withdrawn but could be restated. 

corporate.postoffice.co.uk I PAGE 39 

Post O If.e L.Emited - Audit Risk & CompUancs ComrniLres29!O5u1S3 253 of 344 



POL00422968 
POL00422968 

Tab 4.3 Post st Office t.imitr d Brierinq Book 1nol ifi Accounting Judgements 

16.9 The Group Litigation is being managed through a series of trials: 

16.9. 1The Common Issues Trial, which took place in November and December 
2018 concerning the legal relationship between Post Office and 
postmasters. Judgment on the Common Issues was handed down on 15 
March 2019 and was adverse to Post Office but did not make any findings 
of l iability. Post Office can seek permission to appeal the judgment at a 
hearing before the Managing Judge on 23 May 2019, or if that is refused, 
directly from the Court of Appeal. 

16.9.2The Horizon Issues Trial, which commenced on 11 March 2019 
addressing technical issues concerning the "Horizon" IT system. The 
evidence of factual witnesses for both parties concluded on 11 April 2019, 
and the trial wil l resume with expert evidence in the weeks commencing 
4 and 11 June 2019. Closing arguments will be made in the week 
commencing 1 July 2019. 

16.9.3The Further Issues Trial, which is listed to take place in November 2019 
and is currently intended to address specific issues concerning limitation 
periods and quantification of financial loss and damage. The directions for 
this trial may be affected by an appeal of the Common Issues judgment. 

16.9.4A "Fourth Trial" has been scheduled to take place in March 2020 which 
should consider whether Post Office has in fact acted in breach of 
contract (including whether postmasters were held wrongly liable for 
losses in their branches) and if so with what financial and other 
consequence. No directions have yet been made by the Court to prepare 
for this trial. 

16.10Following the handing down on 15 March 2019 of the Common Issues 
judgment, on 21 March 2019 Post Office appl ied for the Managing Judge 
to be recused on the grounds of apparent bias (the "Recusal 
Application"). The Managing Judge refused that application on 9 Apri l 
2019. Permission to appeal that refusal was denied by the Managing 
Judge on 9 Apri l and by the Court of Appeal on 10 May 2019. 

16.11The Claimants have not yet provided a combined value for their claims, 
but the directions for the Further Issues and Fourth Trials should assist in 
this valuation. 

16.12The Claimants have asked Post Office to pay their legal costs of the 
Common Issues Trial (£7.7m) and Recusal Application (£454k). The 
Managing Judge should decide how these costs are to be treated on 23 
May 2019. 

Media Activity 

16.13The Group Litigation has received some media coverage in the national 
press. It is also frequently commented on by a small group of interested 
journalists and postmasters on social media. Post Office teams continue 
to monitor and manage media and communications activity. 

Criminal Cases Review Commission ("CCRC") 

16.14Post Office is engaging with the CCRC in relation to applications from 34 
former postmasters for the CCRC to review convictions obtained against 
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them following Post Office-led prosecutions. The CCRC can refer a case 
to the Court of Appeal if its review identifies new evidence or legal 
argument which gives rise to a "real possibility" that the conviction would 
be overturned on appeal. 

16.15Post Office's Legal team is liaising with the CCRC so as to comply with its 
statutory obligations under the Criminal Appeals Act 1995, and continues 
to provide substantial documentation to the CCRC for review. 

16.16There is no estimated date for the completion of the CCRC's reviews. The 
CCRC has however indicated that it would await the outcome from the 
Horizon Issues Trial in the Group Litigation before concluding its reviews. 

Employment Tribunal Proceedings 

16.170n 9 July 2018 Post Office received a claim in the Employment Tribunal 
from 123 agency postmasters under the name Mr M Baker & 122 Others 
v Post Office Ltd (Case No. 1402149/2018). 

16.18The claimants are claiming they are not "self-employed" agents but 
rather they are Post Office's "workers" and, as such, they are due certain 
worker rights, for example holiday pay. It is understood the claim is 
funded and supported by the Communication Workers Union. The 
claimants have not yet valued their claims. 

16.19Post Office filed its response to the claim on 2 August 2018 denying the 
claimants are workers based on previous Tribunal rul ings. The first case 
management hearing is listed for 3 June 2019, at which further directions 
and, possibly, a date for a hearing will be fixed. Post Office has 
instructed leading employment barrister Chris Jeans QC to act for it in 
this matter. 

Political_Activ_ity 

16.2OThe complaints underlying the Group Litigation and Post Office's response 
to them have been the subject of Parliamentary debate, most notably the 
Westminster Hall Debate on 17 December 2014 and BIS Select 
Committee hearing on 3 February 2015. 

16.21There has however been no recent political activity concerning the Group 
Litigation. Post Office teams continue to work with BEIS and UKGI 
officials to keep them appraised of developments. 
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17. Taxation 

Income statement 

A breakdown of the tax credit for the year is shown below: 
2019 2018 

Em Em .. '- ........................................................................................................................_....--...................-_....---...............-----...---......------..-----....,,. 
Current income tax: 

Corporation tax credit for year (8) (8) 

Deferred income tax: 

Deferred tax income relating to the utilisation of losses brought forward (1) , (1) 
----------------------------------- --------- ---------------------------------------------------------- ------------------ - .....--........ --------- .-----------

Taxation credit (9) (9) 

The current income tax credit recognised in the income statement is £8 million 
(2018: £8 million) and relates to the surrender of tax losses to the joint 
venture. The deferred income tax credit recognised in the income statement is 
£1 million (2018: £1 million) and arises as a consequence of the acquisition of 
intangible assets as part of a business combination. It corresponds to the 
deferred tax liability recognised in the business combination. 

In the current year no deferred income tax has been recognised in other 
comprehensive income. 

No current or deferred tax income tax was recognised directly in equity in the 
current or prior year. 
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18. Future Change in Accounting Policies 

IFRS 16 Leases 
IFRS 16 was issued in January 2016. It will result in almost all leases being 
recognised on the balance sheet by lessees, as the distinction between 
operating and finance leases is removed. Under the new standard, an asset 
(the right to use the leased item) and a financial liability to pay rentals are 
recognised. The only exceptions are short-term and low-value leases. 

The Group has set up a project team which has reviewed all of the Group's 
leasing arrangements over the last year in light of the new lease accounting 
rules in IFRS 16. The standard will affect primarily the accounting for 
operating leases. 

The Group will apply the standard from its mandatory adoption date - for Post 
Office this is from 1 April 2019. The Group intends to apply the simpl ified 
transition approach and will not restate comparative amounts for the year 
prior to first adoption. Right-of-use assets will be measured at the amount of 
the lease liability on adoption (adjusted for any existing onerous and vacant 
lease provisions). The net impact on our income statement account will be 
minimal - an increase in trading profit of some £9m as we will no longer have 
a charge for operating leases, matched by increases in depreciation, to 
recognise the usage of the new right-of-use assets, and finance costs, to 
recognise the unwinding of the discount on the lease liability. There wil l be no 
impact on the cash flows of the business. 

The Group's activities as a lessor are not material and hence the Group does 
not expect any significant impact on the financial statements. 

There are no other standards and interpretations in issue but not yet adopted 
that the Directors anticipate will have a material effect on the reported 
income or net assets of the Group. The Group has not early adopted any 
standard, interpretation or amendment that has been issued but is not yet 
effective. 
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19. PO Insurance 

Full year EBITDA of £5.6m has reduced £1,9m from FY17/18. 

2019 2018 YoY 

PO Insurance P&L Em £m 

Gross income 55.5 47.8 16.1% 

Cost of sales (10.9) (8.9) (22.5%) 

Net income 44.6 38.9 14.7°/ 

Staff costs (6.0) (4.0) (50.0%) 
Non-staff costs (18.8) (15.3) (22.9%) 

POL commission (14.2) (12.1) (17.4%) 

Total Expenditure (39.0) (31.4) (24.2%) 

EBITDA 5.6 7.5 (25.3%) 

Turnover consists of commission earned from sales and renewals of general 
insurance and life insurance products, principally travel, motor, home and 
l ife insurance products. 

Reported turnover increased 16% year on year due to improved 
performance in Travel and Protection products partially offset by decl ining 
Home insurance revenues. 

There is a project ongoing which is looking at migrating the Home insurance 
product from a third party operator to the Duck Creek system, currently used 
for Travel insurance. 

Staff costs increased year on year due to flow through of new hires in 17/18 
to 18/19. 

Decrease in operating profit was due to a significant increase in expenses as 
the company invests in its capability and expands its distribution foot print 
in line with its strategic objectives. 
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The Audit and Risk Committee 
Post Office Limited 
Finsbury Dials 
20 Finsbury Street 
London 
EC2Y 9AQ 

Dear Members of the Audit and Risk Committee, 

I am pleased to share with you our report on the year end audit of the Post Office Limited and its subsidiaries ("Post Office" or "the 
Group") for the period ended 31 March 2019. 

In our Audit Plan submitted to the January 2019 Audit and Risk Committee, we set out the objectives of our audit, our approach, 
including an assessment of the significant and elevated risks relevant to the audit, and our proposed responses. There have been no 
significant changes to our plan. 

l 

At the time of writing we are still progressing our audit work across a number of areas. We have focussed our efforts on key judgments 
and areas of significant and elevated risk and this report discusses our work to date on such matters. On completion of our audit work 
we will update the Committee either verbally and/or through further written communication. 

The contents of the attached report have been discussed with Alisdair Cameron and Michael Passmore, and where applicable, their 
comments have been reflected in the text. 

I am pleased to report that our first audit of Post Office Limited is progressing smoothly and I would like to record our thanks to the 
Andrew ew Paynter various members of your staff who have assisted us during the process. The tone set by senior members of the Finance team in respect 

Partner of accou nting and disclosure has been excellent and their willingness to engage early in the key areas of judgement has had a very 
positive impact. This has helped us focus our audit work in the right areas and resulted in a positive and collaborative process. 

M•i i G RO We look forward to discussing our report with you on 29 May 2019. 

._._._._._._._._._._._._._._._._._._._._._._._._._, 
Yours sincerely, 

GRo 
Andrew Paynter 

I'ricewaterhouseCoopers LLP, 29 Wellington Street, Leeds, LS1 4DL 

Prit.cwnf orhons ( Dopers I , I .V is a limited liability patinership registered in England with registered n oo Lor 1)( ;o p315.  the eegistercf office of Prieewaterhrnsc('ornirra I .I . Pis
P; itr.nl,mi 1, Place, L1ndon \V('2N6RH. PricewaL h iii ac('-mpe ,, I .IJ' in e, Wi » aed nn L i gnl by L11c Financiu l 1 1)0 Iii 1 full ii c (or (h sitinuLrld irnc 1101 nt business. 
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status 
At the date of 
writing, our work 
in a number of 
areas remains 
ongoing. We have 
however focused 
our work to date on 
key judgemental 
areas, and areas of 
significant and 
elevated risk. 

Scope and risk 
assessment 
Our assessment of 
risks has not 
change(] since we 
issued our Audit 
Plan in .J
2019. 

Materiality 
Our overall 
materiality has 
been set at 13).7 
million, which is 
consistent with the 
materiality level 
communicated in 
our Audit Plan. 
This is calculated 
as 1%, of reported 
revenue. 

unpairtnenr or rangioie ana tnrangmoie assets 
As at 31 March 2019, the Group holds an intangible asset balance of £293 million 
(2017/18: £264 million) and a property, plant and equipment balance of £174 

million (2017/18: £148 million). Management has performed its annual 
impairment assessment over these assets and has concluded that no impairment 
charge is required for the year (2017/2018: £nil). We have reviewed impairment in 
detail, including assessing the reasonableness of the assumptions used in the 
discounted cash flow models, and our work to date suggests that the position 
adopted by management is reasonable. 

Property provisioning (onerous lease, dilapidations and vacant 
possession) 
There has been a net charge of £9 million in the year (2017/18: net charge of £ii. 
million), resulting in an overall £41 million (2017/18: £32 million) provision at the 
year end. A provision for vacant properties of £8 million (2017/18: £9 million) is 
included within this balance. Other property related provisions include £21 million 
for onerous leases (2017/18: £16 million) and £12 million (2017/18: £8 million) for 
dilapidations on a number of leasehold branches, Our work on property 
provisioning is ongoing at the time of writing this report, and we will verbally 
update the Audit and Risk Committee as to our findings next week. 

Assumptions in the pension schemes' liabilities 
The Group has recognised a net pension asset of £i million (2017/2018: net asset of 
£3 million) in relation to the Royal Mail Senior Executive Pension Plan. Consistent 
with the treatment applied in previous years, the net pension asset of £42 million 
(2017/ 2018: £40 million) relating to the POL fund of the Royal Mail Pension Plan is 
not recognised on the balance sheet in accordance with IFRIC 14 as the Group does 
not have an unconditional right to refund from the Plan. We have reviewed this 
treatment, along with the assumptions applied by the actuaries. We are still 
completing our detailed testing, however our work to date suggests that the position 
adopted is reasonable. 

Fair value of Payzone assets acquired 
In IIRWiL ;;Tl Post office acquired the entire share capital of Payulne for cash 
consideration of iRRELEVANT;with additional contingent consideration ranging from 

IRRELEVANT_ i'< Management has recognised intangible assets in relation to the 
brand IRRELEVANT and merchant contracts and relayed relationships! IRRE LEVANT{:: 
This has resufked in implied goodwill of IRRELEVANT 
value). We have concluded that the valuation methodologies usecThy the Vroup are 
appropriate. 

IFRS 1€1 

Management will be applying the modified retrospective transition approach to 
implementing IFRS 16 in the 2019/20 financial statements and will not be 
restating comparative amounts for the year prior to first adoption. Following an 
exercise supported by Grant Thornton, management is determining the expected 
impact to be disclosed within the 2018/19 financial statements. This will include 
significant amounts in relation to the inclusion of a gross right of use asset offset by 
impairment, and lease liabilities, along with a pre-tax income statement impact. At 
the time of writing, we are reviewing the detailed calculations supporting the 
transition to IFRS 16 and will update the Committee once this work is complete. 

t. lia.ssifh ation and recognition ofTi'asliog ProF4 
The Group uses a three column format in the income statement in order to 
segregate what it considers to be the underlying results of the business. Total 
investment expenditure in the year of £129 million (2017/18: £102 million) has 
been recognised in the financial statements, of which £64 million relates to 
network programs and £27 million to business and IT transformation. We are 
currently testing the classification of these amounts to ensure that they meet both 
the definition of the Group's accounting policy and the FRC's guidelines in this 
area. Our work has uncovered no issues to date. 

Postnaastel ' Group I.:itlgaluui €.ta°s.ler ('`GLO") 
There are many uncertainties in relation to the potential outcome of the trials in 
the GLO. Whilst it is possible that a present obligation exists, management does 
not consider it probable and at this stage is unable, in their opinion, to reliably 
estimate the potential quantum of any future liability. We will continue to monitor 
the progress of the case and work with management to ensure that the disclosures 
made in the Annual Report are reflective of the latest position at the point of 
signing. 

Auditing Standards require us to focus in particular on two areas of risk of 
fraud — management override of controls and the risk of fraud in revenue 
recognition. We have no exceptions to report from our work in either of these areas 
to date. 

>s.€aryt;: ;+ai::3< -•• We confirm we are independent of the Group and we will 
include a summary of non-audit services and related Ices within our July Audit and 
Risk Committee report. 1 
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Status 
We have focused our work to date on areas of judgment/complexity and areas of significant and 
elevated risk. We have completed the majority of our work however our work here and in a 
number of other areas remains ongoing. 

We have not identified any material adjustments during the course of our audit work to date. 
We have included the summary of uncorrected misstatements in Appendix 2. 

Risk assessment sment 
As communicated in our Audit Plan, our risk assessment is detailed below: 

Matta t iality> 
We calculate Group materiality b) reference to reported revenue of £972 milli 
(2o17/iii: £i,56 milliorr) 

We have therefore applied an overall materiality of £9.7 million (2017/18: EY £9. 
million) based on i% of the above measure and have used a performance materia 
of L6. i million (2017/18: hY £4.6 million) to direct our testing. 

The scope of work we have performed across the Group is in line with that 
communicated in our Audit Plan, with the exception of work relating to Post Office 
\lanagcmerd Services Limited ("Post Office Insurance"). We initially considered this 
could be a significant component of the Group and therefore that it would require a 
full scope audit, however we have concluded that only>certain balances are material, 

Management override of controls* Significant Si,ynificaanI therefore specified' procedure,, have been performed over these areas in support of tht 

Risk of fraud in revenue recognition" Significant vatificant 
Group audit. H for owever alongside the work performed  the Group audit, we are also 
performing a full statutory audit of the Post Office Insurance entity to its own much 

Impairment of tangible assets Siginficant `;gnii cant leaer materiality le els. 

Impairment o1' intangible assets subject to amortisation Sign flisiiit S rt_it`i<,rrt hid a.•pc^.iat$vatt c and non audit fees l I r i I €. ":I I
auditing standards require that we consider whether adequate arrangements are in 

Capitalisation of intangible assels place to safeguard the objectivity and independence of the firm. 

impairment ol'goodwill  5:, fl it cant We confirm that appropriate safeguards remain in place in respect of all non-audit 

Valuation of onerous lease provision work we have performed and that in our professional judgement, as Lit the date of this 
report, we are independent of the Group, and that the objectivity of the audit partner 

Disclosure impact of IFRS 16 a £ °> N/A and audit staff is not impaired in any way. 

Fair value of assets relating to the Pay/one acquisition N/A We evill submit an Independence Letter to the July Audit and Risk Committee, which 
will include a summary of the non-audit fees in respect of sere ices provided to the 

Assungriiuns in the pension achetnes' liabilities 1 t' Group during the period ended 3t March 2019, as well in the safeguards in place to €! 

t lassifrcalion and recognition of "trading Profit zi. 'Significant ensure that those services did not impact our independence. 
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' igrri is°rarrl a~i k laaalrt a°areif saf tataxsfalale resort irafaraa lxia'
The Grout holds sn' ni fic.artI anxtunls of I:Ili ihlc asst'I illIwi'dbh, assn'ts aatd goodivilI on the balance sheet. At Ilse year end mrtna''erruenl rertormecl its annunI jm rairnrent assessment over ~ E   ,7 y ~- I t e 
goodwill (C i;l million), irrtargible assets such as software (L'29;; Mullion) and property, plant and equipment (La74 mill ion) held aero4s the nchvor Ii i '11, Soo branches and head offic.a and 
concluded that no impairment charge was required for the year, as the discounted cash flow assessnrenI a showed headroom versus the carrying value of these

,JI

 assets. 

la<^,y arssararrtst"saaaa - waahrar iu ar 
'l'he mechanics of the impairment model are broadly consistent with previousyears. The value in use 
calculalions are hosed on an overall statutory entity discounted cash flow analysis. We have tested the 

•-•-•-•-•-•-•-•-•-•-•--•----•-•-•-•-•-•-•-•-•-•-•-•-•-•-•-•-•-, maii',n•talicalaccuracyofthecalcularlionsderivedfrontthecashflrrwforer,istsandhas ' ssesvedkey 
Software f 
Goodwill I 

lnput. in healcc ulations, such as dicsoun rote t te ltd growth assumptions, by reference to board approved 
'asts, industry reports and our own expertise. 

Other intangible assets l ep' arssianxptiota - free "ash I'lsos'-
Intangibleassets i 't ic model uses Group i.BI'fl)A ('tradi I profit) oft i IRRELEVANT:irr 211'0/217 as a Ii 'S lot' re, cast' Vows. 

- . .e . , 
Property, plant and equipment i lit soil-' c tses, adi"ustmenla would also be made for wort ut Ca vital nioveamt s, however no such 

adjustrnent 'are made. by 1 ost Olirc, Y\earc I'S rrurlls worLing through Iltis jud r,cr.rent will. 
Total fixed assets 111a eagcnrent and will report our findings to the Audit and Risk Connnilwe if we disagreewiIii the stance 

Investments in joint ventures . .taken. 

Long term r i i.i .,al vie.. I R RE L EVA NT 
Long term provisions 

Capital payables 

Total assets 

Discounted cash flows - original 

Headroom/(impairment) 

*Discounted cash flows - final 

*Headroom/(impairment) - final I j 

Key assum ption Cash (,u cei'attaax trait (°`Ctdt;s") 
( onsisteut with previous,yeal's two (e-i s have been identified by the Post Office, 
being Pos4 Oil ice Limited acrd I  Office IIisur•ance. We have considered whether 
this judgenien I is reasonable rued meets the Ie(]uirenienIs of accounting standards and 
ehallengi d management as to c. ba ttier art individual hraneh would be a more 
appropriate CGl1. Due to tire. (I isl_inct nature of Hie services provided and the 
extensive Post Office network, upon closure of n branch, customers will locale to their 
next nearest branch, suggc. turf; a clear and sigmticars interdependence between 
branches. We also challenged management as to whether the new Pavzonc entity 
should be considered to be a sepau•ate ('(~1', as it has; its own separately identifiable 
assets and each flos s. ylanagenuml has provided a high level assessment to allov Thal 
Payzonds assets are clearly supported by the Puy°zune cash flows and that the residual 
imprict on Ike overall impairment assessment is immaterial, We have therefore 
concluded that management's conclusion of two ('Gt;s is reasonable and appropriate. 
We have encouraged increased disclosure of the judgements made in defining these 
('(,Cs within the accounting policy in the Annual Report.. 

Re v'15: von phial - gro%%th aas aaatatatirraaa 
'Ike model assumes growth orvth in Group t ill'FDA of  IRRELEVANTliom 2018/19 to 2019/20, a further increase 
in ISBI't'UA of ! IRRELEVANThin the following year and Lhe.n no growth (rite perpelurly mcluchn; a 0°f 
long-term growth rate. 'I'Itu linencial plan that will he I>re.a'eted fir the Ylav Poard is in lin' tviIii file 
forecasts used in managerucnl's impairmenlassessmcnt, We have spent time with r anagcrnent to 
understand the key driver's of the increase to EBITDA (twhich include the impact of the new l;ankin}, 
Fra mewor 1, e greenient and the change bend rls associated .with the (;coup's coati need strnlegy Iii close 
directly ill 'In ,t g'd branches ("llMIfs )) and have. included this reconcile lion on thefollowing page. 

1Ceyaassaatoption •- Network Subsidy Pii ' 15e1at 
A kev ehango in ass urn pt ions I rom the prior year is the exclusion of the. Network Subsidy Pay moil 
("NSP"). In 2017/18, ururagement muds the assumption that the NSl' would be received into perpetuity. 
The original forecasts used in the 2018/19 impairment a'se,s ment excluded the L io million NSI' 
reccwable in bglh 2019/20 and 2020/21, aS iniura,;omc;nl wailed to cvidencc that underliini, trading, 
hcforc NSI', generates sufficient headroom. We challenged management as tool cether tIc is should be 
included for the next two years as it is essentially a confirmed cash inflow that supports the loss-makutg 
branches included within the forecast EBI'I'DA. Manageruenl has since updated [lie model to include the 
NSP cash Hews for 2019/20 and 2020/21, 

Key aessicaaatsflaapaa - disa;oaiaat riots 
pre-tux discount rate of 9'5 ('5017/18: q%) had been used in the impairment model that supports the 

Post Office Limited CGIT. Although I his assumption is not particularly sensitive, as on acceptable' range 
determined by our Valuations experts was between q.4`%-11.4%, management has changed the discount 
rate applied in the model to 9.a%, which doe., not result in an impairment charge. The discount rate used 
in the Post Office insurance impairment assessment of 12% (201 7118: i2.%) is al the top end of our 
a,ecepteible range (to%-. 12%) determined specifically for this ('G t'. V6a na 'c:mcnt should Continue to 
assess the appropriateness of the discount rates used in both models t❑ h ht of any changes in market 
conditions, 

3 
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................................................................................................................................. 

igtaifiv attt nh k - lnip<tia ratio of tangible tt' t tw and itttaatt ihle 't nns i (amnthliaed:) 
We have included a summary of the budgeted Group YBl'1'DA 2019/20 bridge from the actual 2018/19 position helms, along with some sensitivity analysis over the key assumptions. 

Management has prepared a detailed bridge from the 2018/19 actual EBITDA of IRRELEVANT 'to the 
forecast EBITDA oft IRRELEVANT! in 2019/20. We have included the details of this in the table to the left 

and highlight some key information below. 

One of the main drivers of the growth in EBITDA comes from the updated Banking Framework 
agreement. At the time of writing, all hut two of the national banks have now signed up to the new 
agreement. The new contract incorporates additional fixed fees as well as an increase in the rate applied 
to variable income. The new rates are applicable from January 2020 and the i IRRELEVANT growth is 

therefore representative of the three months to the 2019/20 year end. We understand that Post Office 
has also factored in an outflow to cover improved agents rates as a result of this from October 2019 
onwards. 

Management has built in an EBITDA reduction from the loss of the 1,K Visas and Immigration contract 
(such as the provision of resident permits). The Group has also seen a price reduction in their ̀ Verify' 
services which has been factored into the budget. 

When reviewing the breakdown Of the i IRRELEVANT change benefits,,.m einent has estimated i °~ ,...... 

million revenue growth and is expecting to reduce staff costs of ! IRRELEVANT Management has also 
estimated an increase in costs in relation to agents' pay as staff oos sreduce 11 directly managed 
branches, as they continue to close and move to the franchise model. We have considered the sensitivity 
of these EBITDA forecasts on the following page and are continuing to work with management to fully 
understand and verify these amounts - including obtaining evidence that the change benefits are not 
reliant on any expenditure not factored into the models. 

There is a risk that goodwill, properly, plait and 
equipment and other intangible us,ets (such as 
software) carrying values are overstated. 
The carrying value of goodwill and other assets should 
be compared to its reco crable value which is the 
higher of fair value less costs to sell or value in use. 
Impairment involves high levels of management 
judgement with key assumptions relating to growth 
and the discount factor. 

Group EBITDA (Trading profit) 2018/19 . . 
Banking framework agreement updates 
`Verify' Price Reduction 
Discontinuation of UK Visas and Immigration 
New Bank of Ireland deal 
Total contractual changes 
Marketing . . 
2.6% pay increase 
Change benefits (.ace breakdown of this below) 
improving agenls'rr(at onshiiis 

Other 

Total change and trading 
Budgeted Group EBITDA 2019/20 

Revenue growth 
Cost induction 

New ar (11 wing cost 

SIPBH m ist reduction 

AgonCs pae 

'(0/001' 

total change henefi Es 

• We have obtained management's discounted cash flow models and understand the rationale 
behind the assumptions applied. 

• We have obtained a bridge from 2018/19 reported Group EBITDA to the budgeted 2019/20 
Group EBITDA and challenged management on the key drivers. 

• We have engaged with our valuations specialists to review the discount rates used by 
management to ensure they are appropriate. 

• We have performed sensitivities over the main assumptions applied in the models. 
• We have reviewed the disclosures provided in the financial statements and are working with 

management to ensure these are robust and comply with the requirements of the standard. 

IRRELEVANT 
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Sig nif ant risk - Iaaitxaaia°ataq°ad of9_Qaaa 'ii xl 's 's aan iaatanobh. <assetss iatiaakaa•d) 
We have summarised the iesuIIs of our sensitivity analysis for h ilh Post t)flice l.iinILed and Post Oflicc Insurance below. 

Sensitivity analysis 
The impairment model is, as expected, sensitive to movements in the assumptions. We have assessed all the assumptions made by management and, at the time of writing, are largely 
comfortable with the judgements that have been made in the final models, as discussed on the previous page (with some final corroboration to obtain for elements of the drivers in EBITDA 
growth). Our sensitivity analyses have been performed for what we consider to be reasonably possible changes, in aggregate, in the key assumptions. In determining our sensitivities, we have 
considered the 20 18/19 results, held meetings with the divisional directors and reviewed results since the year end, along with considering whether there is any contradictory evidence, to 
understand performance in 2019/20. A summary of these sensitivities is set out below. 

Discount rate 
In the original model, a discount rate of 9% was used for the Post Office Limited CGU. Following the work performed by our valuations experts, management has increased this to 9.5%, which 
decreases the headroom by £41 million to £282 million. We note that a highly unrealistic increase in the discount rate of 6% (taking the discount rate to 15%) would be necessary to result in 
an impairment charge for the Post Office Limited CGIT. Management is planning on disclosing the impact of a percentage change in discount rate within the financial statements, as required 
by the standards, but at the date of writing, we have not seen the final disclosure or performed work over it. 

Growth assumptions ,.

The growth assumptions assume an increase in EBI'I•DA to IRRELEVANT in year one and an additional increase to IRRELEVANT j into perpetuity with o% long term growth. The initial growth in 
the first two years could be viewed as optimistic when compared to current industry expectations, however it would not be unreasonable to expect some element of long term growth, so we 
consider o% into perpetuity is a prudent judgement. From the work we have performed, we note that the growth assumptions, whilst significant, are not of themselves needed to deliver 
headroom as there is sufficient head room if the Post Office were to continue at current profitability levels. In addition, we have assessed the impact if the Post Office were not able to sustain 
its current profitability of I _IRRELEVANT 

Post Office Isisurance ("POI") 
We have run sensitivities on the Post Office Insurance CGU which are detailed in the table below. The discount rate is at the top of the acceptable range and therefore we have focussed our 

on the growth assumptions. Our analysis demonstrates that if budgeted EBITDA of I IRRELEVANT is not met then impairment could occur. 

IRRELEVANT 
IRRELEVANT_ ____ _______

Overall conclusion - sen.siti~ ito analysis 
The sensitivity analysis indicates that for the Post Office Limited CGU the break point arises when there is a significant reduction in forecast EBITDA. Given the annualised impact of the new 
Banking Framework Agreement, this is not considered to be a realistic scenario. 
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Significant risk .. 'Ctxtlaaairm eat of Intangible "'sure 
'I he C.rou has invested si nificantly in its o >caation.tl s swots in tvxenl years tluou h a 

l •knv tee rl~l _ i' lit lip tabs of` itttzangil l.< e~ axt~ '' 
g 1 Y AecounIirig standards diet ate spec11ific: criteria that eosin need to meet in order to be capitalised number ofdifii+rent projects and the net book va lue of sofware development costs at the as an intangible asset .and this crea mtes a risk of misstateent. Th ue; e val of such;addon$ in y ar end is L2;lo million (2ol7/18: L's! ' million). Managcnient will pe forua an impairment g 

review of these prc tiact; to dcmian:arltethiii the uarryin~ viduc of these :issetscunti nucs to 
the year is £104 million (2017/18: L 12,5 million). 

be supported, and we will review this and report back to the Audit and Risk t onu-ni Iii e at o 
later date.  

Balance broui,ht fonv ,;trd at 26 March 
2018 

Additions 

Additions on acgiii sit ion of Payzone 

Dispostils 

Reclass i l icalions 

Amortisation (incl. disposal) 

NIIV carried forward at 31 March 
2019 

213 4a 264 

102 - - 102 

IRRELEVANT 

(29) - - (29) 

(41) 
. . . . 

(3) (44) 
------------------'- --------------- 

IRRELEVANT 

• We have held discussions with management to understand the progress of different 
projects and discuss any potential myzurnIcai indicators. 

• We have assessed Payzone specific assets by using Payzone specific cash flows and 
no impairment has been identified. 

• We will challenge management as to whether the development of new software or 
systems supersedes or impairs any other assets on the balance sheet. We are 
currently awaiting management's analysis to support this. We will then apply our 
own understanding of new and existing projects and consider whether, in our view, 
there are any projects where the software is no longer in use or its life was shortened 
by any development activity. We will report back to the Audit and Risk Committee if 
we find any such items. 

• In addition, management's discounted cash flow impairment models (see pages 4 
and 5) demonstrate that there is sufficient residual cash flows available to support 
the carrying value of these intangible assets. 

• We have performed testing over the add it ions in [lie yearensuring they meet the 
criteria for capitalisation. We have traced a sample of additions to supporting 
documentation, such as invoices or payroll reports and obtained evidence that the staff 
member was working on the relevant project. 

• We ham ensured that no projects arc hi-in ,; amortised until l00% complete, and once 
they are complete that [ties are then amortised. 

• We hu t assessed the do ign, implementation and operating effectiveness of 
management's key controls wcr the impairment and capitalisation of costs associated 
with IT development and noted no are  ofconcern. We are in the process of 
assessing the outcome of prior year budgets and forecasts to identils° whether previous 
cost, capitalised weir in-line with the planned spend, in order to assess for the 
possibility of impairment. 

taatiaQtii stctaf`e f gg ziwH1 
1l a l nvt Ol hcc Insutance'letiel there is a'  

--- IR-RELEVANT- - - - - - - --- - - - --- - --- -- -- - -- .-,-.-.-. ------------- - - - - - - -- -- - -----------
IRRELEVANT 

Our component team has held discussions with management to understand the 
model that supports this goodwill balance and the underlying assumptions within it. 
There isF IRRELEVANT ;based on the current model, suggesting no 
impairment is required. They have reviewed the inputs into this model, assessed its 
mathematical accuracy, considered the reasonableness of cash flow forecasts along 
with other assumptions used and have performed a sensitivity analysis over the 
model. Our valuations experts have reviewed the 12% discount rate applied with no 
issues noted. Our component team is finalising its testii&ov_er the model,. including 
its work in relation to sensitivities, which shows that they IRRELEVANT 

.

._._._._._. IRRELEVANT._.

C;calacluasio11 
At the date of writing this report, we are still finalising ou r testing over capitalisation of 
intangible assets and impairment ofiuiang!ble assets, On r wort: Iodate has uncovered no' 
issues. 
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1-,11°'st-tllc°d. Ask - Ott>, 1`(II15 It, II'S& provisioning 

The Group's leasehold stores are assessed by ',management to identify any where the expected future benefits from trading' ie forecast to be less than the future lease corimiilmciits, indicating that 

an onerous lease provision may be required. 

Balance brought forward. at 26 
Onerous lease (21) (16) March 2018 

Dilapidations (12) (8) New provisions charged 

Vacant possession (8) (8) Provisions released in the year 

Total property provisions (41) (32) 
Net charge to investments 

I Itiliszrtion 
Current portion (14) (11) 

. . . . . . . Balance carried forward at 31 
Non current portion 

 
27)  (21) 

.. .. .... 
March 2019 

. . 

(set' >omm scion-ide.sstl6e tir ar,'flees',-rl apinghs.t 1el1eaa 
The Group id,°nLifies din c/h rnana >1 Branches ("1)14 ho") for inclusion within the onerous Icase provision' 
when they hate miI the following criteria: 

1) '1' he- branch liar / 'l'o announced for' closure and there or•e plans to open 0 t anchise In the or vu in 
lice, 0/ 11,1 IMIR 

1 '17(1' ctcurtilied (lane)) is loss-rnukin/ anct evpcetlray to rontuum to incur (eat 's 
Vu hive raised wilh mar,a ,y'(nenl that in line willl accounting/ a;lanclards 11>0', 100100)1blancher•. should be 
considered (II Ill onerous Its e provision irrespective of whether die'. are announced for closurcornet,  1/: 
it result, we have identified 1' 10(1 bainches at the 20(8/u) year end 1201718: 1' III) dial. were not 
((0 111'l  tot (townI' 11(1 therefore may require 'III :>ne roll.', II lot' IIIovi ion. ❑1 addition, we ha'e. id1111 LI e'd 
six franchises (201';, 18: Si'.) ttihcro Post Oft'icc holds the It a,1' agroomcnt and the•sc blanche', should also be 
incl ndcd within m;mageux al's lea' ssmcn L. We arc working through hies' poinlq to ,asc c helhor there 
could he a material impart on the level of provision required both in the current or the prior period. 

thC) ;i' o1li11ption - cost and 1> IC .Ill ocatia,1(1 
Moot 'p ment uses each indivt,lnal branch ', ref t and loss account as tour slat lu; point 1:1 ide•ntikin,,1 r  1 
loss-1rr1king brunt he , Directly aCiributable casts (,uch as >ro rty and serif costs) a,rr allocate d, as rvdl as 5 } 4x 

(omai11 six" iIic central Cl .Ls ha ad on the branch's proportion of II ('(11)0  wo. arc ('111 ('('II  1'. I", ill,' 
whether such costs should Ire inclrukrd in this assessment in accords nce with 1/58 37,

Ne's aso lI1liiltiarosH di'oaant I: r;rl:a 
Adis >irrtra1e e l .r5t'f(111e r 011n11)111l neenbe _L1<ilelhirbcenn,ed when eaile.uL,dingLhc >ne'rousand. 
vacant Ir ,use 1111>01, ((III, whereas. LAS 370(11.11 Illilt a r ish fi ee rate should he aplilied. As the I oh flows used 
liy management to aveount for lhconirous ka e tiro not riskadiuslcd, we. mould exjx.'L a risk free rate of 
1.6`X.(I]K(lilt oveiryreld/to be used. The impact of this would be an inerease in the current onerous Ivilso 
provision of £3.7 million, however this may change depending on the outcome of the branches we have 
found are not currently included in the provision (see'Identitication of loss-making branches' above). 

Ke'v aso1 mption - Nl'I10l>rk Solis (Is  Ii 01 (alit ("NSt , ) 
M.111agern111t his no[ inr.ludcd an rdk i' 11110111 8' l' '0 111.111' calculating their onerous lease provision. 'ibis is a 
lei unable assumption, r th, ICSI, is: not alloc'rted to ;pecillc. brinchcs. 

32 Opening onerous 1DMBs 117 141 

. . . . . . . . . . Branches closed in Lhe rear (30) (26) 
25 . . , , . . _ . , , . . . , . . . , . . 

(7) 
Branches announced lot h anchising 2 2 

Closing onerous branches 89 11' 
t8 

'1)1
Profiln n hlc I anehes 19 19 

lir;im ht's not announced for closure 80 111) 

41 Total number of open DMBs 188 255 

Key assn nsption- II itnre, casli If1mvS/lease ('o1iA COI Itn!ei)t4 
basis for . . .> >,. c >. .. 5. _ i . ..E.i. 1s .I'll 

i >. ,. , l r  .1. 'i'hcba. 1. [crthtc,d<ulaluncfthconclousha, tlovl.lonlslhl loi ~.1 i t~dlommltmcnlfcl <a<h 1u11 >, 
discounted over the length of the lease We have challenged management,,sto whether this inappropriate as 
WI' mould expect the Group to provide for the unavoidable costs under a contract, which are. defined as being 
the le;lst net cost of exiting the (,,nLrn This should be the lower of the last to coil or b1' act Lhe contract and 
the cost of fi g/ill/u3 it. Mana,cm( 11 should thcrcfole forec',iat Lhe t''p.a /ed losses incurred lithe branch',tell 
to,znitinne to trade, discti,un1ed until the le n,e break. nd provide for this ,1111011 u (if it i_: lower 111 111 the rental 
Gomnlitnl('.nt). INr have been made anal,' that once branches ale advertincd tor' closure and III he lianeliised, 
the'. 'rre gcnuralla coo", d within six to nine months and 111ercfore move into the vaetmt p+asdesaion prevision. 
Where branches clo., e shortly atl.er annolmcement, we believe providing for I:he rental commitment is a 
rc,i,owl,lc and appropi late ,i.a,amption. Ilowcver, 00111''1 brane_hcs continue to lrade for 11 abstained period of 
limes we wo1(1d expecIlk,' provision to bcbasti] on lot cx'asi losses. Managcmcn[ is eui rcitily I''1 'sIng  whether 
I hese changes will have a material impact on the provision. 

ha.ry sa:JSIanldpl> 11 -cl11ra}115l011110: ra vnaaAtstiolls:'. 
The (111111( 1cco,aises a dilapidation, provision when properties, hive been identified is loss making for the 
1>111 11105 lea.;c t>ro''ision (i.e. announced 'Ior (losure) en- when lhc.v bcc(me vacant, as this i, the point at which 
thcv dean Ill(' dilapidaLions provision to become prot.able. Pranches that i,rcr excluded from this; ire expected 
I,, conliurre to trade into LIll'. tenet lean. NYulegcment uses ac1n.d a sse54mc nl. ('allied wilt by BN 1 Paribas, who 
act ss proper( nlan;ige'r li>r Ilia, Group, 11, calculai.,' the provision, or whore this has not n'en performed, 
management 11(,1,t' an aatimale a.l 8o (I of lbw rental aommiLme rut. The minimum provision pt' r branch is 
2/4(1,1( 011, We au o 001 king through Lllcse a,aumptions al the dale of writing and will verbally update the Audit 
and Ri,k (ommiIkI' in the mccting 

trey assumption - vacant possession 
The model includes 118 branches (201718: 111) within thevaeant possession model. This provision relates to 
branches that the Group are no longcrtradbeg from, or using for otherbuomess purposes and the unavoidable 
cost, e'cs;crd the b rlil t/Is of the Illntracl, Consist, ill with the onerous lease provision. this is calculated as the 
ewst of fulfilling the, contract n1( to the lease end date, or the hivak date should one e'ist. 

7 



POL00422968 
POL00422968 

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

l.Jev ated t'l~;k: - Onerous ]c wt e'; pt'cty tsk".t I , , 

Areas of ontstanding work - onerous lease provision 

The City of London (2.08) 

Camden High Street (1.62) 
We have identified a number of factors that may that have an impact on the overall onerous lease provision position at the year 
end. We are unable to quantify this impact at the time of writing, however we have requested management to provide updated. 

Glasgow (1.35) workings and corroborating support so that we are able to verbally update the Committee at the meeting. As noted on the prior . . . . 
Baker Street 

. . , . 
( 1.23) page, key areas outstanding relate to; 

Broadway (1.04) • the completeness of loss-making branches (which could increase the provision required); 
Edinburgh City (0.90) • the basis of calculating the provision (which potentially could decrease the provision required); and 

Cambridge City (0.84) • the discount rate used (which increases the provision required). 

Islington (0.82) We hope to be able to summarise the financial impact of this at the Audit and Risk Committee. 

Redditch (o.77) 

Great Portland Street (o.72) 

Total top 10 branches (11.37) 

Onerous lease provisioning involves significant 
management judgement regarding assumptions 
such as sales and margin growth and the 
discount factor. A continued challenging 
trading environment is an indicator of an 
increased number of branches with onerous 
leases. 

There is a completeness risk that there are 
unidentified loss-making stores that require an 
onerous lease provision. 

• We have obtained management's assessment of loss-making branches 
and assessed this for completeness. We are still working with 
management to quantify the impact of certain branches which we 
believe should be included in the Group's assessment. 

• We are testing the mathematical accuracy of the calculations in the 
cash flow forecasts and are assessing key inputs to the calculations, 
such as the discount rate and sales assumptions, by reference to 
management's forecasts and our own expertise, with no issues noted at 
the time of writing. 

• We have challenged management on the key assumptions 
underpinning the model, including whether management should be 
providing for the forecast losses rather than the committed rental 
expense. We are working closely with management to assess the 
impact of this. 

• We have engaged with our valuations experts to review the discount 
rate used of 3.5% and have concluded that the appropriate risk free 
rate to use is 1.6%. The current impact of this is an increase in the 
provision of C3.7 million (see Appendix 2). 

1i ?.?is' <S£,41. ' 1 Y'33s.. t, ?. '

e <.I£-,'ii:; 2el £J E ,Yr' t<l•',7i(;, f < f,

Sty?i< £itE  er i f'U.Ss`it s f.i'%' , ,' .,-C. VO,, , „der 

?J 3s'3 )/3 ?•.;e. £ ',4 d'£:3(i  r,i .. rsie 7i'i t,i27£3if 

?t-' 311<3 U" £et2 Si? ?tt; ?)3?'? 3,',)? 

r (' i"i[ 4  i.o? r t r  ( s(. i 1 is rwovi', 

U'? 3" 2., '?1)'W12 1£s,fCtit,'t Za£i3t.> eie lhi 43t t-i< < til 
mb,"' is <ik, 'y j' .'); mo ti. t i "<`r3£3 1 1W":! 

Il'?'. trips 3'? U' s a.i f:a Lsi' f t;., f,. ft c 'uudi. ',"J Mi 
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l'.. '' alcd t i',k . ('e iatat}It14, '1 , iax U14 j eti as ~t ,t l~s 
The Group has tab defined benefit, schemes; the I 'I fund of the Royal Mail Pension flan (RMPP) and Post Office Limited's share of the assets and liabilities oi`the Royal Mail Mauicir kxecutive 
Pension Plan (RVIH1I i') (together "the Plans"). In aggregate, these shot a net surplus of i.. .t>. million (2017/18: £;l million) on the bahin< e sheet .4 the year end, net of asset eeiling adjustments. 

We have prepared a bridge which reconctIcs the d.sition u(lhe sche rues In lhcperiod -'ri March 2nI' to't March 2018: 
sass- 

Pension accounting in relation to defined ® We have obtained the IAS 19 report and consulted with our independent actuarial specialists to assess 1? 
benefit schemes is complex and there are a the above assumptions that have been applied to determine the costs of meeting future obligations. :u,r:. .,<;:i<,.af< 
number of judgements made when calculating Overall, the assumptions sit towards the prudent end of the range. This is due to a relatively low i'rFt s r€°it:c aeai<%zz ., azsiu 
the liabilities. In addition there is a j udgement discount rate, combined with a high RPI inflation assumption and a prudent mortality assumption. a? r c r z,rr 1 t;,zirrr z ,r=a; '<
made in relation to the recognition or not of any The methodologies used to derive the assumptions appear to be consistent with last year and we are etc, I' 'ar'a r thc: 
surplus. finalising our conclusions on their reasonableness at the date of writing. : 'pt  'ad I ac aa1a 
There is a risk that the pension liability is ; r isr ray.: s 
incorrectly valued at year end resulting in a 
material liability balance being understated. 
This is a key area of focus due to the magnitude 
of the balances and the judgemental nature of 
the estimates associated with the liability. 



POL00422968 
POL00422968 

Ek a;atsdl t-isg - 4agt.a.tltptioni, in fits.' ps,ttsti.rst c°fit ttt 1 <thillti . , (i sa tiltgeat,d) 

Sp lt:d of discount rate aasurnptions adopted 
.
by P C<xtients at 

1/O3/2O 9 

L1is „a u: . t ate . ►thn tic 
Csis~so x€o ap aaa~.~xmnaas ~ ~¢mt rsseeaysoae 
~apnrRq~~'~mt<, s;;'a~,iamg f:~prnai~r. xca.~aoae xaarn~d 

t,

4

Spimtdof iii! l.aFinn (R.PI) a.a.oatsrhtiJs nfiptr:db PsvCalienttit 
:13 019 

Our initial assessment of the discount rate of 2.49( is in the low to middle of the range of " our initial assessment cf the RPI inflation assumption of 3.4% pa is towards the top (prudent) 
assumptions that we have observed at 31 ;Alarch 2019.' Last 'year, the discount rate was slight]y end cif the range of assumptions that we have observed at :;t 1V1arch 201q. Last ear, the RPI 
more towards the bottom (prudent) end and therefore the discount rate is slightly more inflation assumption was titlso towards the prudea t end ol'the expected range and therefore the 
optimistic Ii ii last vear. inflation xsr•uinptii i: is comparable. to last vear. 

We note that the two defined benefit schemes are in a net asset position at the balance sheet date. Under IFRIC 14, management is required to consider the recoverability of these assets through 
a refund or reduction in future contributions. The Group does not have an unconditional right to refund from the POL fund of the RMPP, and has therefore not recognised the net pension asset 
of £42 million (20 t ;17/ 18: Liu million) on the balance sheet. We have reviewed th is treatment, along with the assumptions applied by the actuaries, and are comfortable with this treatment. 

Following a ruling by the High Court on 26th October 2018, pension schemes are required to recalculate their obligations for the impact of guaranteed minimum pensions which were provided 
by schemes that were contracted-out of the State Earnings-Related Pension Sclicrne u until 5 April 1997. These benefits were inherently unequal between males and females beciuse of their 
different state pension retirement ages. 

In line with advice from the Scheme actuary. the main scheme will not he in scope for (Ml' as the accrual relating to this was transferred to the government when the Post Ofticc was privatised 
in 2012. The RMSlif1' scheme is in scope for equalisation and we have been inlorlocd thus the roil act is around u. ;',y of liubifitics, which would result in an amount of Laa.;Fci,000 being provided. 
Based on a high level calculation using 3% as a wits! woe scenario, the potential maximum exposure that we expect on the income statement would be £837,000, which is immaterial. At the 
time of writing, we are performing our review over the GMP assumption and will report our final analysis at a later date. 

........._ .......... .................... 10 
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El d".lg '- Faair '.. 0im. of is ;s'lta palal"laa', tee Paay.,,,m a u.
I)uung lk•h, ,,' ti i' ii, 'i.I till ii t acgtairad Puyione Bill 1'avmt•nis i,inaiic•tl ;"I';ivono") Pin IRRELEVANT' ca.h considcral ion, and a ,sHi u t ui t IRRELEVANT 

•Inc•n hats c , ,g. ,' tivith `~miII . tx'illi uu, a;n t; upi..trt thc'na ~~ ith their valuauron of the intangible asset acquired us part of this transaction 

Working capital 

Fixed assets 

Other intangibles (capitalised software) 

Deferred tax liability on intangible assets 

Net tangible assets 

Merchant related 
relationships 

Pay zone brand 

andco 

nd 

Intangible assets 

Assembled workforce 

Implied goodwill (excluding workforce) 

Total implied goodwill 

Total enterprise Value (EV) 

z 

The tMACC used by Smith` r Williamson iii order to discount future cash flows associated with the business and
Ii tangible assets identified is t(1.5' , A relative risk adjustment has then been applied it lit discount rate used in 

alum '' he merchant relationships. Our valuations experts have reviewed the WA( '.(1 used and deem it to be 
reasonable and appropriate.

)x 

"~i`a r a,le~ti~i €°€atatiatir t~ t~i~lreta°el az;latt t.r ,:. 
p 

, exalustve, unlil.c the sere ice rovaders aro'ho wort 
with I', i',Pit int.t Smitha iv i\ ill araason tused a„  1 

,  t
p.

Cr" 
Multi-period Excess Earnings Method (M lr.l',M) ` 
and attrition .assumptions Eased on m anagemeut 
discussions, qualitative factors, and analysis of

IRRELEVANT historical cust-mer sales data to value the 
intangible and estimated a useful economic life of 
',iX years.

i r 

iraasleazatral
'I'll P avinne brand has been in use since its registration by Alphvra 
in i t is dual purpose- heing a l inen s-to (oa um raer hi
drrvuagend-consumers to the terminals; and acting as a 
Puffines-krBusiness brand to merchants and service providers. 
Smith & Williamson have used a relief-front-royalty approach and 
applied a ,,'9f> royalty rate to I'. '. ' e'c; expected sales. 

IFRS 3 L'usiness Combinalions outlines the • We ha vii ontained the Smith a. Williamson report and t n giigi'd with our valuations specialists 
accounting when an acquirer obtains control of to ensure the methodologies used when valuing intangible assets identified are reasonable and 
a business (e.g. an acquisition or merger). Such appropriate_ We have also assessed other inputs, such as growth rates and asset charges for 
business combinations are accounted bar using reasonableness. 
the 'acquisition method', which generally • We have used our valuations specialists to assess the discount rates used in each of the 
requires assets acquired and liabilities assumed valuation models. 
to be measured at t heir Pair values at the • We have benchmarked the royalty rates used and also comparable transaction intangibles 
acquisition date and to be separately allocation. 
recognised from goodwill. • We have reviewed the fair value adjustments for reasonableness and completeness. 

• We have verified that the acquisition and integration costs of £3.4 million have been expensed 
•there is a risk that there are unidentified fair through the Income Statement. These have been recognised within the ̀ Investments' column, 
vat uc adjustments, or assets/liabilities on as they predominantly relate to advisory/consultancy costs and the acquisition relates to the 
acquisition. Group's strategy to transform the business and improve their commercial sustainability. 

rt the t - t ,' of :' 7tif nil," G;> 

3i f° tat i, E.Ue Env  L'it i ttetli', l e<i :S7 

trtr. .t Oii,'t <t"<,tfo;>g;:f:rrz;

i{t aritii?is i r t S ,i'oti,  ttf growl FI 

tt l iRPSC'ii di'E' t''J t:'[)riol'no 
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l;le a 03
ague to the diilereni divisions and revenue streams within the Post (?ffice, there area number of arrangemeni~s in relation to VAT which snake this a complex area. 

There is a risk that the liability at year end is 
misstated due to the complexities in relation to the 
various VAT arrangements that are in place. 
Misstatements could occur due to complexity 
arising from the significant number of goods and 
services sold through the business which require 
appropriate VAT rates to be identified and applied. 
Misstatements could also arise from special rate 
arrangements in place with FIMRC. 

• We arc obtaining the VAT arrangements in place and will review die latest 
eo rrespondenee with HMRC. 

• We have engaged with VAT specialists to review complex arrangements 
and assist in testing compliance. 

• We are tracing the liability in place at year end to post year end payments. 

• We are testing a sample of transactions, with reference to the VAT 
arrangements in place, and ensure they have been correctly treated within 
the general ledger and also the VA's return. 

_. . .. .. i!(f S  3•.S3 ' t ii1'(S f ,.

is F3 f.% '''  e f  in.! 

U5i5t (Oflt S ln 'U '3 ' 

Sias: 333/( ra(5' i bu k fu Prtcf rizzf.ztf c.r c dii'.k (;hruf:itith:3 
315 i,(IES t'w) )fetc ' our"w n3 id tins 5003 _. . . . . 
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l'.1€A vi It si s'iNie ` f) slate€ti.s> of t s.itcxs is Q€ 'i sstltaaa°l si 'lI RS eta
.

tinder IAS 17, lessees are required to make a distinction between a fi nance lease (which is held on the balance sheet) and an operating lease (which is held off balance sh• eel). Il+'KS 76 requires 
lessees to recognise a lease liability reflecting future leasepaynnents and a'right-of-use asset' for virtually all lease contracts. The standard is effective for Post Office for the 2019/2020 year end. 

Management will be applying the modified We have performed the folk wing procedu res with no significant issues to 
- 

,:

 

Fas 

retrospective transition approach to implementing report to date; 7, r ; aer.rrs rit «  fr .r..'d.
IFRS 16 in the 2019/2020 financial statements. In line • Obtained and reviewed a sample of original lease contracts, including
with the requirements of IAS 8, management has amendments to verify the accuracy of inputs into the model; 
included disclosure of the expected impact on adoption 
in their financial statements for 2018/2019. There are a • Recalculated a sample of leases and compared the outcome to the 

number of judgemental assumptions in relation to the Grant Thornton model used by the Group; 
implementation of IFRS 16, including the discount rate • Our valuations experts are working through building up an 
used, appropriate discount rate to compare this to the rate applied by 

management; and 
At the time of writing, management is in the process of • Verified the completeness of leases included in the IFRS 16 
finalising the relevant disclosure including quantifying assessment. 
the impact for inclusion in the Annual Report. 

As communicated in our Audit Plan at the January ,Audit and Risk Committee, we assessed the risk for our audit in relation to this area as elevated, given the complexities of the new standard, 
the iii tieiprtcxl sensilivits of key assumptions. and the magnitude of the expected impact. For context, given the detailed disclosures presented by the Group in the financial statements, our 
audit procedures are required to he full scope in nature, and as such, we have audited the amounts presented, as it they has been adopted in 2018/2o19 by Post Ol ice. This has been a 
significant project for the Yost Office and the audit procedures we are required to carry out to gain comfort over the implementation of the new standard, are also significant. 

t' a ssuttiption `• Dis,  Qo :.,._£. 

1 FR:S 16' states that when readily` available, the rate implicit in a lease into be used to discount the future lease payments 
back to their present dayrsalue. When the rate implicit in a lease is not readily determined the lessee may use the 

Gross right of use assets [x] incremental Borrowing Rate ('I BR'). The ihR is the rate of interest that a lessee would have to pay to borrow, over a 
Similar term and with a similar security, the funds necessary to obtain an asset of a similar value to the right of use asset 

Impairment of right of use assets . . . [x] in a similar economic environment. 
Lease liability Ix]

Post Office has used a discount rate of 3.9% for each lease in calculating the lease liability required. This does not comply 
Derecognition of onerous lease liability [X]  the w'   requirements of the stanrlard,which notes tour factor:; that. need to he built up when formulating the I BR: 
Net income statement impact (pre-tax) [x] ''These are; to start with a risk free rate, add in a country risk premium, add a credit risk factor and finally to make an 

. . , . . , . . . . , . . , . . . asset specific adjustment (depending on the category of asset in question to reflect the borrowing rates implicit in that 
asset). We have engaged ours dumation. experts to build up a notional IBR across i sample of 30 leases (which vary in 
category) in order to assess the reasonableness of the 3.5% applied across the board by management. Our work in thin 
area is ongoing however an initial view is that the discount rate applied is at the lower end of the spectrum; particularly 
1hr longer term property leases. This could have a significant impact on the amounts to he disclosed in the Annual
Report. 

13 



POL00422968 
POL00422968 

.................................................,.................................,. <......,,.................................... 

Fl  alt d a°isk (° as silad°aalldaaa aasrdl s•s'd ca' itl J Iaraa f `' 
The Group use" a throe column approach in its incon)c i tralernent in order to segrxgate what it considers underlying re. ults from net income and expenditure. associaled with business 
transformation activities anc the associated ,5nvernment funding. 

The (croup uses "'trading Prol`it" as its key alternative • We have obtained an understanding of management's approval process in relation to 
profit measure and it is calculated by taking operating investment expenditure. 
profit from continuing operations before depreciation, • We have obtained an understanding of management's criteria and accounting policy in 
amortisation, operating exceptional items, closure of relation to recognising costs within the ̀ Investments' column of the Income Statement. 
activities, investments and Network Subsidy Payment. • We are currently corroborating a sample of these costs (across a number of different 
There is judgement in the classification of relevant costs projects, including smaller ones) to supporting documentation to ensure they meet the 
and income which therefore carries audit risk, criteria and that they are not inappropriately classified within `Investments'. 

his e tioei lit ding mid e76peladitall e :.. ., ... rsied pwwes. 

The Pest Office receives money each' year from the Departnlentfor Business, Fuel  & Industrial Strategy ('hl?h "),which is disclosed u:.'Investment Funding' in the financial stoei cuts. A 
total rt 

'' i i a 
has 

,c
• t tat . tLa to mtlhe n h.l_ be n , euired with g i . i 'i) i T i . . ' ,t' i ' ri i sie e .'  , Post L.16b million bun g, ]rave n do wn m r.t 1 ). lh<_ handinb has he _n pre v ak.d . n lhc.l. ,t. i. that it . sables the ) .... i i . ti ' '  (11rec l.rmiled Ic lian. .e rm il~• nehvc o rA C 

branches across the I. I'.. Project proposals are prepared by individual business units and then submitted tci the Investment ! ommittcc', with anything above £ a million requiring approval by the 
board. Investment and ~rojcct s Pend is monitcired I t oil a c uarterly basis b the board v) hick includes ii UKGI re >resentative. Further a plates of the kev pro ecas are novided I'' I I !' rnon a f } ~ L l . l .I 1 
monthly' hasis to monitor progress. 

,~
~ `~UV'~ 

a 114; hravc:understood he kc:y oh,lcctives of the main clemeiits of the in vestment

a 

twpenditure I here arc
t 

a significi-int number of ̀ sub-projects' for each area ofgpP. d 
Investment funding 168 'n Il l! wearcinlhepiDees.plunder: 'Ii ndingin In' it' detail. DMB - predominantlyproperty 

26.4 
Expenditure provisions 

Business transformation (14) (ii. Business Trxresfot°ni11(1011 1 his relates to an overarching programme that will drive Notworl:'i . I lnnont - staff and 

Network programs (64) 
Post Office I, so, ds con) mercial s uslainahilit , throu gh tc..chnolo gical in!!' I', ion and the 

(6a) y h b < coosultaneecusts 14.7 

fundantclit 1 re envisrtging of loner term contreacls.'I'liis includes ii. negotia ti' ms ve ith 
Network transformation - includes ft' transformation (13) (b) Banh. of in. land, upclarti's to the telecoms business lu reel regulatory chungc<;.alid 11.12 compensation to agents 18.9 

Severance (38) (t - ) 'u''.,! :1  such as success factors for payroll. 
Network P1og;ralns this is a multi-year initiative designed to simplify the retailer Losses on disposal 4.0 

Total restructuring costs (129) . . . . . , (102) . proposition 0iiIt 1;eyarc_a'.offocus,being,simplification,automatio n and the ex r ams Total networktension P ogD G 40
Unwindin of discounts on g (1)  of the franc=hising model to sonx, of the Posi. nfficc directly managed branches. 
Provisions IT p1 anafarmatibn I biz; relates to programmes to restructure the Post Office's IT 
Total investment 

38
operating model and overhaul legacy back office systems, transi I ii ning to a cloud bused 

(34)income/(charge) architecture. 

CapitalCapital expenditure (133) Severance: These cost;. include retail severance within DY113 as well as IIR, supply (a~71 1'p y 
chain and Financial Services and Telecoms through trawl hub. 

'totalinvettitntentcharge (95) (i: i) 

Exceptional items are disclosed separately to the `investments'. All costs relate to the (croup Litigation Order (see page 15 flu further details). Costs for 20 it iq we re I't .? million and this 
expenditure was predominantly 'lion h_' legal costs, travel costs and payroll costs associated with the ongoing litigation. 
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Elevated risk 
- 

Pos:t1 lwstvis' (3r<aaal I'M ataarta f •:•a $ 
'file PostOfice has an ongoing litigaLion with a number ol post rnastcrs winch was highlighted as a contingent liability in 2017/18. Since we presented our Audit Phan in January 20io, the First 
trial which was in relation to the leg- I cons true ton of the contract between the lost Office and agents (the ̀ Common Issues' trial), has concluded, with the judgement in the clainaa nt•s favour. 

lrollowuig thejuclgemont, the 1'ost 011ice made an application to the Court for the sitting . judge who would be presiding over the remaining trials to he reused. 'Ibis was rejected by tlrejudge and 
taken to the Court of Aplaeal. On ao May, the Court olAppeal rejected the Post Office legal tea 01 s appeal against the judge's decision not to remove himself trorn the horizon II system trial. The 
Post Office is now in the process of appeali 11, the ruling given in the first trial with the expected outcome to be released on 2;1 May zolo• 

The GLO is a highly uncertain situation which • We have held a number of discussions with the Post Office legal learn and
could, based on past events, lead to a material reviewed the various public legal documents in order to ensure we are fully 

. . Jit <Xr£3 < s r1£ r x ~£ r Si£ sb .fax4. economic outflow from the C ~ roup. At this time, aware of the latest developments; 
rimna-ement's position is consistent with the prior • We rill he circulating legal letters to and holding discussions with the 
year; losing the trial/needing to settle is not yet (.roup ;v legal representatives in order to obtain third party confirmation of 
considered a 'probable' outcome and, even if it was, the information that we are being provided with by management; 
it is not Possible to make a reliable estimate of any • We have reviewed the requirements of IAS 37 and will ensure that the latest 
future economic loss at this stage. On these situation at the point of signing has been taken into account when 
grounds, management expects to continue to independently assessing the need for a provision or a contingent liability. We 
disclose a contingent liability (as opposed to will also ensure that any associated disclosure is sufficient to inform the 
recognising a provision) in the accounts, however reader of the current situations and management's approach; 
the position will be re-assessed prior to signing the • We will consider the need for a provision for legal costs associated with the 
financial statements, first trial which may be instructed by the court to be paid in the near future. 
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As required by Auditing Standards, we have considered the risk of fraud in relation to management override of controls and the risk of fraud in revenue recognition. Relevant audit procedures 
are currently being performed to address both risks and at the date of writing, we have not identified any material issues, however we still have audit work to perform in each area. 

S S . ,ca 

The majority of the Group's revenue is 
commision receivable based on 
volumes/values of products sold by the Post , ,,e .,,.;,; , -0, ._. ., 
Office on behalf of a number of suppliers. As 
detailed in our Audit Plan, given the volume Retail 581 564 
of revenue transactions across a variety of . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
different streams (including retail, financial Financial Services 
services and telecoms, and insurance) this and Telecoms 266 274 

has been an area of focus, with the relevant S . . . . . . . . . . . . . . . . . . 
assertion for all streams being Insurance 55 48existence/occurrence. 

Due to the high volume/low value nature of Identity 58 54 
revenue, we rebutted the fraud risk at an 
individual trans tctional level, howeverwe 

. . . . . , . . . , . . . . . . , . . 
Other(supplychain 

. . . . . . . . . , 

assess the fraud rich does c gi st at the point 13 income) 17 
where management could introduce 
fraudulent invoices or other journal postings, I .€ s 

into revenue accounts in [lie centralised Total gig 97 
financial reporting process. . .. 

iii ' i:ig 

• We have considered each revenue stream in isolation and performed detailed walkthroughs 
to understand the design and effectiveness of the controls in place. 

• We are testing a sample of revenue transactions and agreeing the commission rates applied 
to contractual terms and the basis of invoicing (volumes or values) to underlying contracts. 
We will recalculate the revenue for our selected sample and are tracing to cash receipt in 
bank. 

• Where revenue is calculated using volumes/values driven by sales in branches, we expect to 
gain comfort over the accuracy and completeness of this data through the ITGCs obtained 
over the Horizon system. This includes testing over the interfaces between Horizon, 
Credence and CFS. 

• For each revenue stream we will carry out procedures over cut off and completeness of 
revenue. 

• Our work in these areas to date has uncovered no instances of fraud.. 

In the prior year, management identified a £•5 mil lion error in relation to accrued telco income 
reported from Fujitsu. At 31 March 2019, the accrued income relating to telco is £2 million, 
which is below our testing threshold. 

. .. .. . . 

We have performed detailed testing of key year end reconciliations, reviewed areas of 
management judgment such as impairment, provisions, pensions assumptions and other 
accounting estimates, are testing journal entries recorded within the financial period and 
additionally have incorporated an element of unpredictability into our testing. We are 
utilising data auditing, including use of our data interrogation tool 'Halo', to audit both 
automated and manual journals posted throughout 2018/2019. Our testing is focussing 
on journals we consider to be higher risk based on our fraud risk assessment procedures, 
such as, journals posted by those in a position of influence, unexpected credits to the 
profit and loss account, and journals with unusual descriptions and account 
combinations. Our work considers both the misappropriation of assets and fraudulent 
financial reporting. No instances of fraud or error have yet been detected as a result of the 
work we have performed. We are continuing to work through this testing and will 
highlight any issues if they arise. 

We have not identified any significant mailers involving actual or suspected 
non-compliance with laws and regulations or the entity's articles of association. 

Auditing standards require us to formally consider management's going concern 
assessment and to ensure it covers a period of at least 12 months from the date of signing 
the financial statements. 

Post Office has a working capital facility from the Department Of Business, Energy and 
Industrial strategy ("BEIS") of £95o million which expires on 31 March 2021 and a 
further £5o million facility available to provide same day liquidity to 4 April 2020. In 
addition, they will receive £5o million in both 2019/2020 and 2020/2021 in the form of 
the Network Subsidy Payment ("NSP") to subsidise the loss-making branches they have to 
keep open to comply with the terms of the NSP. As at 31 March 2019, the Group had 
£385 million (2017/2018: £327 million) of its working capital facility as undrawn. 

We have corroborated the existence of the above facilities to the underlying agreements. 
Our work is also focussed on assessing the budgets and cash flow forecasts prepared by 
management, including an assessment of downside scenarios (for example the Group's 
ability to withstand a significant downside scenario in respect of the (3LO litigation). 

We will continue to assess the Group's ability to continue as a going concern up to the 
date of signing the financial statements. 

16 
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Cash in bank accounts 49.5 5.6

Cash held at branches 346.2 314.3 . . , . . . , . . . , . . . , . . . . . , . . , . 
('ash held in cash and coin centres 89.8 60.2 

Cash in transit 

Total cash 

London 11.4 

Birmingham 25.4 
Glasgow 7.6 

Hemel Hempstead 0.1 

Total cash 44 7 

The Post Office is a member of the Bank of England's Note Circulation Scheme ("NCS"), which allows its members to hold sterling notes within Cash Centres, or, under certain conditions, at 
other locations or whilst in transit. There are two main elements of the NCS: 

1) Bond Facility Cash ("the Bond") - cash held within the Bond (secure vaults at Post Office cash centres) is the property of the Bank of England and is not recognised on the Post Office's 
balance sheet. 

2) Note Recirculation Facility - this cash is held securely either in the Bond or in the branch network. It is sold to the Bank at the end of each day, with a commitment from the Post Office 
to buy it back the next morning. The Post Office is required to lodge gilts with the Bank to the value of what is sold each night. The Post Office has a contract with RBS to use their gilts 
and the contracted value that they are able to lodge overnight is £350 million. There is an annual limit ("the Cap') imposed by the Bank, dependent upon the volume of notes sorted and 
issued from Post Office cash centres. At the year end, £230 million (2017/18: £238 million) was held in this way; the amount is disclosed in the Annual Report but is not recognised as 
Post Office's cash. 

75.2 264.5 

560.7 644.6 

There is a risk that cash is • Bank accounts - we have obtained bank reconciliations for all accounts at year end and agreed balance per bank statement 
materially misstated in the to external confirmations. We have tested a sample of reconciling items to supporting documentation and ensured they are k
locations it is held at the Post correctly classified as reconciling items. r 

Office. • Cash in branches - we have attended 25 branches to observe and re-perform the daily cash count and Horizon declaration :,it ` 

The volume of cash in the procedures. We have also attended three monthly stock and cash counts and inspected the results of an additional 22 tr nr;r:.s; rzfst,.;t1i.>rri 

network and the level of monthly stock and cash counts. We have held meetings with the Fraud Analysis Team and reviewed results of a sample of c r`f'e yzziti<%:>. ain. 

transactions which pass the internal audits that they have performed. ieeaf rF:<z<Ft. e ' 
through the business means • Cash in cash and coin centres - We attended the full year end cash counts at the cash centres detailed above.
fraud and/or error could • Cash in transit - We have traced a sample of cash in transit at year end to evidence of receipt of cash at the branch/cash 

F'Ff:ffii £r<i a?:i %r F: Jan' 
occur in a variety of areas. centre, within a reasonable time frame, post year end. r,'F;<;ncriiir: =i >; 3:=. • Other - During the year, as part of the Back Office Transformation project, the cash centres moved to a new system, "CWC" 

to record their transactions. During the transition to CWC, issues arose in relation to the interfacing of the transactions 
into CFS. Asa result, management has processed manual journals to correct the split of cash between cash in branch, cash 
in transit and cash in cash centres. We are currently testing these journals at the point of writing our report. 

17 
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A significant portion of inventory relates to Camelot scratchcards and as a result has been a focus area during the audit. From discussions 
held with management, we have identified the following two challenges: 

1. Do the Camelot scratch cards meet the definition of inventory? 
2. Should. Post Office be recognising amounts in relation to Camelot scratch cards on the balance sheet at all? 

Post Office recognises scratch cards as inventory once they have been delivered and subsequently ̀ activated'. At the year end, there will be 
an element of 'unactivated' scratch cards which have are not recognised on the balance sheet. We have concluded that these unactivated 
scratch cards do not meet the definition of inventory, as control over the scratch cards ultimately remains with Camelot, even though they 
have been physically delivered to the Post Office branches. The key factors that show Camelot retains control are: 

1. Camelot is able to get the Post Office to return inventory or transfer inventory without compensation 
2. The Post Office is unable to transfer scratch cards between locations 
3. Post Office is unable to determine pricing of the products 

Whilst Post Office does bear an element of risk, as it is liable for any loss, damage or theft of scratch cards, as per the accounting standard 
this is of lesser importance. We have therefore raised an adjustment to reclassify this balance from inventory to prepayments (see 
Appendix 2). 

The Group is currently holding deferred income of £14 million which is being released to revenue at £4 million per annum until 2022/23. 

'Phis amount reflects contractual relationships with the Bank or Ireland dating back to 2008, where Post Office have been required to 
provide certain intermediary services in its branches. Amounts totalling £85 million were received upto and including 2015 and the 
accounting treatment to defer and spread this income was agreed specifically with the previous auditor. 

At the time of writing, 'so are working with nnilnagement in order to ohtirin evidence that the Group has an ongoing performance obligation. 
in accordance with ii .c contractual r•claIi r hips ,.ueh on g„•+ r i .li'aii l rr a t, 1o,unlh'required in ord.erto support an accounting 

Ur' 3tr,-d"winiit t < I¢ ;~ It:i;; i E)_ I dnecaiire. 
..

A  !F1!!EIh > y\;w 

41)1 

Camelot - scratch cards 6.2 6.0 

Royal Mint 3.2 2.6 

Other inventory 1.8 1.7 

Inventory provision (Royal 
(2.8) (1.2) 

Mint) 

Total 8.4 9.1 

Within Post Office Management Services Limited 
and Payzone Bill Payments Limited there are 
fiduciary cash balances that are held on trust on 
behalf of third parties and cannot be called upon 
should either Company become insolvent. Our 
component team has held discussions with 
management to understand the nature of these 
balances. We understand this relates to the 
monies collected from customers on behalf of 
insurers relating to the travel insurance products. 
We have obtained the contracts with insurers and 
are reviewing them to ensure that appropriate risk 
transfer has occurred and it is not client money 
and that recognition on balance sheet is 
appropriate. 

Whilst our testing is not yet in a place for us to form a final conclusion as to the design and operating effecti s t_ : ;t_•,;a of the controls to meet all of the Bank of England's seven control objectives for 
the Note Circulation Scheme (•NCS"), our findings to date suggest that: 

Our opinion will need to be qualified in relation to Control Objective r (in relation to staff" tni inir„ -1-ra :,till. 1cr c.ss to NCS-related systems) and Control Objective 3 (in relation to review 
of ffi i~ Notes Recirculation Fac.ilit'v ( NRF") forecasts, against.u'tnais, and nor :titju.stnsenls made to the Intl c i:.tsass  result); 

We have also tilt:. tified some fin togs on the management review controls in relation to Control Objective, and 4 (which consider the NRF and Cash Centre Outflow declarations, 
respective]') we are still rnvestic,aC_fngthese findings and considering whither nnti,gatrng or compensating control' exist so as to form a conclusion around the achievement of these 
control object i't's; and 
We are still 11 u' is thrcl,,h tes tins' for (control Objectives ;; (around the bond itself), ti (around the Non-investment Fri ,cInc t System (NII'S') ( ;de ol'I'o now tion) and 7 (which relates to 
Disaster Recot'err) - we expect to have a firmer picture as to these Control Objectives to verbally update the Audit and Risk Curarritilce oil 21) blay 20119- , subject to requested evidence 

being provided. 
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Horizon Online is the main application used in all. Post Office branches. This is a system that has been developed and is managed by Fujitsu, who is responsible for providing evidence to Post 
Office that IT General Controls ("ITGCs") are properly designed and operating el lest ively. For this purpose, an annual ISAE 3402 report is prepared by Fujitsu and audited by an independent 
firm (Ernst &Young). The final audited version of the report is issued to Post Office and it contains the results of the controls' design and operating effectiveness. PwC has obtained a copy of 
the ISAE 3402 report and Bridging Letter for the period in scope and verified that no exceptions were noted for Fujitsu's ITGCs, and so reliance can be placed upon it for our audit. 

As per the ISAE 3402 report, Fujitsu's controls do not apply to Logical Access Management controls at the entity level, which relate to Post Office controls that should be designed and 
implemented to ensure its users' access to the Horizon Online system are appropriate. Based on this statement, PwC proceeded to evaluate the design and implementation of the access 
controls listed in the table below. In our view, this further work is necessary for us to rely on Horizon ITGCs, although it has not been performed historically by the previous auditor. 

Our work in this areas remains ongoing. We are working closely with management to obtain sufficient evidence that the points identified below do not indicate significant control weaknesses 
and that ITGCs can be relied on. This continues to be a time consuming process and is reflective of the fact that such testing has not been performed historically. We will update the Committee 
verbally with the status of our work in Iii is area at our meeting. 

We verified the following aspects in the Access Granting process for horizon: Ongoing 
a. We identified 5,934 active SmartiDs that have at least more than one Horizon iI) assigned. 

Access Granting b. We also identified 4,423 active Smartt Ds that have been assigned to Horizon IDs in more than one branch. 
Access in branches is granted by the Branch Manager and not controlled by Post Office. We did not identify there was a process in place to ensure that 
these Smart IDs assigned to multiple I lorizon users and branches were appropriate. 'These items are being discussed with the 11R and iT team. 

We verified the following aspects in the Access Revoking process for horizon: Ongoing 
a. We matched the leavers list to the active Smartl1) users list and identified 77 potential exceptions. These users arc still under management 

analysis. 
Access Revoking b. We used the "Branch User Last Logon date" to filter active SmartlDs that had not been used in any Horizon ii) user for more than 90 days. As a 

result, we verified 1,706 potential dormant SmartlDs. FIR monitors the dormant SmartlD accounts which should be disabled after between 6o to 
91) days of inactivity. These items are being discussed with the HR and the IT team. 

We verified the following aspects in the Global Users process for horizon: Ongoing 
a. '1 here is no timely review in order to make sure that access to Global Users are removed whenever an employee with this access left the company 

Global Users h. 'There is no timely review to ensure that Global I;ser:s access is still appropriate based on the employee function 
c, 'I here is no timely review to ensure that till Global Users access in the system is appropriate. 'Phis would be recommended for users with rates 

1 f € Setup (who can create Manager fixers in Horizon) and `auditor I?" (who obtain full managerial and accounting facilities access). 
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................................................................................................................................. .. 

Fraud risk None High 
.. ........ ....... .......... ....... ... ..... ..... 

Goin:;aonccrn None High 
......... , . ....... .. . ........ . . ..... . , . . ...... 

Cal i lalisaLion of intangible assets None Moderate 
. . .......... . . ........ ,.. . . ,... ,..,... .. ..... , ......,... . ,. .... 

Impairment of intangible assets None High 
............ .. ......... .... ..... ... .......... ..... ..... .... 

Di, InyurcirnpactoflFRS16 None Moderate 
......,. . . ,........ , , ......... , . . .. ...... . .. . ......... , . ....... ,. . . . ,........ . , . . ...,.., , 

I' n.asterlitigation None Moderate 
...... . .. .... . . . . . . . . . .......... . . ........ ,.. . . ,... ,..,.. , .. ,..... , , . . ,......,... . ,. .... 

R. I,u.cd partytransaations i€ None Low 
.................... 

Cash and cash Cq iii alcnts Partial Low 

Pro erty Plant and equipment 

. . . . 

None 
:...i'. . . 

. . . . . . . . . ~ . , . . . . . ~ . . . . . . . . . . ~ . . . . . . ~ . . . . ~ . . . . . . . . . ~ ~ . . . . . , . . . ~ . 

p e Low 

Impairment of fixed assets i None High 
. . . ...... . ...,..,. ..... ,. . ,......, . . . . ,.... 

Valuation of onerous lease provision ... .. . None Moderate 

Accounts rerrivables and allowance for bad debts t \ Noa 

l\ 

e Low No

Chcn i ii y`~, 
'

~q  

n 

e Low 

l arpiul ~~<pcn,csRcotherdebtors ♦ v None Low 
. . ,.. ..,..

\ \`~\ \ 
.. ..... , . , ,. . .. .. ........ .... ,. . . . ,...... .....,.. 

Iuv..,lmcII iI bsidiai lcseuulju'.ctvcnlwos  ♦. .  ♦. 
 

None Low 

. . . . .

~ 

~ 

Partial.. - - .. . . 
taws  None Low 

Ii ntni ~; . ♦v v v vv Low 
..... . . ,...... ... off \ \ ♦ ... . .. ,. , , . , ,. . .. . . ...... .. . . ,. . . ,.. .... ... . .. 

p.ivalilrs ' `• ♦~ ` ` ♦ '\\ None Low 

.1c mints >n ebles ♦ ~~ one 
 Low 

h i uIrma i.ceint ,~ `• ~ `' ♦~ None Low 

onsa d NAced.i.d>,. aovisi notherliabilities   \ ~ , ♦♦\ :`\ •.'♦. . . . . 
~ ~ ♦~ ♦~♦ one Low 

laconic taxes and deferred  taxes   

x 

` 

1 

~~~ ' \`♦.~~y~ •` None 
. . 

Low
. . . 

AT seen u n ti ng None Moderate 

?Votes. p. Ii  _ long-term debt and interest expense None Low 
. ,........ .. ,... ...,.. . , ..... . ......... , . . .. ...... . .. . ......... , . . ,....... ,. . . . ,........ . , . . ...,.. 

Ass~anptions in the pension schemes liabilities None Moderate 
. . .. ....... .. . . ,..,...... , . ........ ,.. . . ,...,..,... .. ,..... ,. . . ,......,... . ,. ,.... 

Share capital and other equity accounts None Low 

Revenue Partial Low 
. . . . . . .. . ,. . . . ......... . . ,........ . , . . ,......,.. . , ..... . ......... , . , ,. ....... .. . ......... , . . ,....... ,. . . . ,........ . , . . ....... ,. 

Fraud in revenue recognition None High 

Cost of sale, `• $ ` x` ; ` • ; None Low 

Operating expenses 
l x 

€ 
i 

€  None Low 
. . . ... . ,. . . . ......... . . ,........ , , . . ,... ..., , 3

Salaries and agents pay € ` ... . : .1 ` x . \ t . f \ Partial Low 

Classification and Recognition of Trading Profit None Moderate 

1 la  k 
rl 

' I 1` ' 

None. . . . 
Low 

. . . . . 

Fair value

p 

 of assets and liabilities relating to Payzone acquisition None Moderate
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............................................................................................................................. 

The uncorrected misstatements of greater than £490,000 which have been identified during the course of our audit are set out below. We accept management's decision not to adjust these 
items on the basis that none are material individually or in aggregate. We will notify those charged with governance should any further items be identified prior to signing the financial 
statements. 

Finance coals 
1 Use of risk free discount rate of 1.6% instead of 3.596 in the 

Accruals, provisions and usher 
., 

7 
onerous lease provision calculation* (3.7) 

liabilities 

Impact on ̀ investments' c Ph i 1w1 

Impact on `trading cahunn 

*This adjustment is currently based on the existing onerous lease model provided by management. We expect the impact of this will change when management provides us with a final 
version (see page 7 for further details). 
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'the corrected misstatements of greater than £sI o,000 which have been identified during the course of our audit are set out below. Management has corrected these in their financial 
vtaterncnts. We will notiI those chrirgcd with governance .should am ru•ther items he identified prior to lignin ; the financial st ti msnls. 

Inventory 
i Reclassification of Camelot stock to prepayments (h.2) 

Prepayments tr.2 

Reclassification of assets under construction not in the Tangible assets 2
2 

correct asset category Intangible assets (2.1) 
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Copy of engagement letter to those charged with govern. n( e 

Independence and objectivity confirmation 

Detail of all non-audit work performed by the firm worldwide and related fees 

Nature and scope of work together with timing of expected reports 

Expected modifications to the auditors' report 

Uncorrected misstatements 

U 

✓ ✓ 

✓ 

✓ 

Material weaknesses in internal control identified during the audit ✓ 

Views about the qualitative aspects of the entity's accounting practices and financial reporting ✓ 

Matters specifically required by other ISAs to be communicated to those charged with governance ✓ ✓ ✓ 

Final draft of representation letter ✓ 

Any other audit matters of governance interest ✓ ✓ ✓ 
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Tab 4.5 Extemai Auditor l:tE~.Appoininnent for 20199/20 

POST OFFICE LIMITED PAGE 1 OF 1 

AUDIT, RISK & COMPLIANCE COMMITTEE DECISION PAPER 

Author: Elizabeth Hallissey, Senior Assistant Company Secretary Sponsor: Veronica Branton, Head of Secretariat 
Meeting date: 29 May 201.9 

Executive Summary 

C text 

The Company's external auditor, PricewaterhouseCoopers LLP were appointed by the 
Board on 31 July 2018. 

In accordance with the Companies Act 2006, Section 485, an auditor must be appointed 
for each financial year of the Company, within the period for appointing auditors. It is 
proposed that the auditor remains PricewaterhouseCoopers LLP, and approval is sought 
to satisfy the Companies Act 2006 requirements. The Terms of Reference include a duty 
that the Committee will review and recommend to the Board the nomination or 
discharge of the independent external auditors. 

The period for appointing auditors is either 28 days after the statutory financial 
statements are fi led at Companies House, or 28 days after the end of the period for 
fi l ing accounts. 

The directors have authority to appoint an auditor of the Company, in accordance with 
the Companies Act 2006, Section 485 (3). Additionally, the Companies Act 2006, 
Section 487 requires that the auditors must be re-appointed by the directors annually. 

This annual re-appointment will be included on the forward agenda for the Committee 
and the Board, to coincide with the consideration and recommendation of the annual 
statutory financial statements. 

Contractual Arrangements 

The contract between Post Office Limited and PricewaterhouseCoopers LLP commenced 
on 1 October 2018, initial ly for 2 years until 1 October 2020. There is an extension 
option for a further 2 years until 1 October 2022. 3 months' notice is required to agree 
the 2 year extension, and should be confirmed by 1 July 2020. 

Input Sought 

The Committee is requested to consider, and if thought fit, approve the 
recommendation to the Board the appointment of PricewaterhouseCoopers LLP as the 
external auditor for the Company for the financial year 2019/20, effective on the date 
the Companies' statutory financial statements for the current period are filed at 
Companies House. 

Strictly Confidential 

Post i.}f Ef,fi: Limited - Auctif Risk $c (;frE`t ,Sl3rinca Cmnrritte -2.9105119 287 of 344 
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Th 5.1 PC 055 LJpdt • 

POST OFFICE 

AUDIT AND RISK COMMITTEE 

Author: Liz Robson 
Date. 17th May 2019 

r 

Context 

Sponsor: Rob Houghton 

Further to the update on the PCI Programme that was issued to ARC on the 25th April 
2019, this paper provides a progress update, specifical ly on the alternative approach 
to process banking and retai l transactions, the progress of the Point-to-Point 
Encryption (P2PE) deployment across the pin-pad estate and the overal l plan timeline 
to achieve ful l PCI compliance. 

Questions this paper addresses 

1. What is the progress of the alternative technical design to simplify the processing 
of banking and retail transactions from the pin-pad? 

2. What's the status and outcome of the data audit? 
3. How will we change our operating model to ensure process/procedures are in place 

to maintain PCI compliance? 
4. What is the overall timel ine for achieving full PCI compliance, including progress of 

the Point-to-Point Encryption (P2PE) deployment? 

Concrusian 

1. The alternative design is progressed enough with Ingenico, Fujitsu and Vocalink to 
know that it is technical ly feasible and we can proceed to detailed design and 
implementation. The advantage of this approach, whilst delaying us, saves 
considerable effort, both unknown and known, in making the POL environment PCI 
compliant with Fujitsu and avoids costs in the future data centre cloud migration. 

2. The data audit is 85 % complete, with the outstanding actions to be completed by 
the end of May. The findings have so far identified low or no instances of PCI-
related data. The low number of occurrences found have been in the Office 365 
area, held within emails or documents. Remediation actions have been to delete 
this data and educate users to prevent future occurrences. 

3. Our operating model will be updated to include the necessary processes and 
procedures to monitor and manage ongoing adherence to PCI regulation. These 
will identify and impact assess any future changes in PCI scope, and maintain 
periodic scanning of our systems estate to assure no further instances of PCI-
related data being held. 

4. We need to do more work on the detai led design planning with Ingenico, on the 
alternative design, to get a better estimate of the dates. Current plan shows 
2Q/2020 to 4Q/2020 with more work being done to narrow this down. 

Strictly Confidential Page 1 of 4 .Arc PC!-L)55 Parfef 
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Context 

1. We have three transaction types that are within scope of PCI compliance: 
1. Retai l transactions: for payment transactions via credit card 
2. Banking transactions: for cash withdrawals, balance enquiries, pin changes 

and deposits 
3. Bi l l payments and non-chip and pin transactions (for example, scanning 

barcodes to pay utility bills - the barcode can often include PAN number for 
use in transaction execution) 

2. Our solutions to ensure PCI compl iance are: 
2.1 Point-to-Point Encryption (P2PE) at the point of entry into our estate: the pin-

pad devices in branch. The rollout of P2PE across the estate is underway with 
the agreed plan for shipment, firmware upgrade and in-branch device swap-out 
agreed and progressing with delivery partners, Ingenico and 
Computacenter/Buybox. 

2.2 A joint solution with Ingenico, Vocalink (Santander) and Fujitsu that will see all 
transactions (banking and retail) be directed from the pin-pad through to an 
Ingenico Cloud solution (Axis) for onward transmission to the Banks via the 
Vocalink/Santander networks for banking, and to Global Payments for retail 
transactions. Our Quality Security Assessor (QSA) has indicated that the new 
solution is an improved route to pursue than the previously proposed approach. 

2.3 Client engagement (e.g A1140ne) to see changes to their cards to include PCI 
compliant account/customer numbers; a proposal to manage prepay card 
transactions as per banking transactions; a review of al l card data ingested by 
swiping the card at branch, to identify any further product amendments that 
may be required to ensure PCI compliance. 

3. The delivery of these solutions will enable POL to achieve the Reports of 
Compl iance required as Merchant and Banking Services provider. 

4. The Data Audit of our systems estate has progressed with our key vendor partners 
- Fujitsu, Accenture, Computacenter and Atos. The work is now 85% 
complete overall. Fujitsu and ATOS have completed their work and the 
outstanding activity remains with Computacenter and Accenture, which will be 
completed by the end of May. The results of the systems scans so 
far have revealed low or no instances of PCI-related data. Where any instances 
have been identified, e.g. in MS365 emails/documents, steps have been taken to 
remove the data and educate users to prevent future occurrences. 

5. The PCI Programme includes a work-stream of activity focused on the Target 
Operating Model, to ensure we have the processes and procedures in place to 
monitor and manage our ongoing adherence to PCI regulation. This wi ll include 
the remit to notify any changes to PCI scope as a result of any future version 
change and to assess the impact to systems and processes in order to maintain 
compliance. Ongoing periodic scanning of our systems estate to identify instances 
of PCI-related data wi ll also be included in the future processes. 
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6. The overall timel ine to achieve full PCI Compliance - that is, receiving Reports of 
Compl iance for both Merchant and Banking services - is forecast between Q2-Q4 
2020, based on all the estate being primed for activity by the end of 2019. Whilst 
the deployment of P2PE is understood and underway, we have still to final ise the 
development and deployment timeline of the new solution with Ingenico and 
Vocalink - this is an entirely new development for Ingenico and we are working 
with their senior team to influence their prioritisation and allocation of key 
resources to the development of this solution. 

Current status 

1. Alternative Banking Services Solution: 
1.1 Since the update at the end of April, the team have worked closely with 

Ingenico, Vocalink and Fujitsu to successfully complete a feasibi lity review and 
high level design on a solution that removes the requirement for POL systems 
to process PCI data. 

1.2 Once deployed, this solution will ensure that from the point of pin-pad entry in 
the branch environment, both banking and retail transactions will be processed 
through the Ingenico Cloud service, for onward transmission to either 
Vocalink/Santander networks for banking, or Global Payments for retail 
transactions. 

1.3 The transaction information will still be registered in POL back-end systems for 
reconciliation purposes, but as this data is not under PCI regulation, this 
alternative approach effectively removes POL back-end systems from PCI 
scope. This reduces the PCI compliance footprint across our overall systems 
estate now and in the future. 

1.4 The team are now at the detai led design stage and we are engaging with the 
senior team at Ingenico to influence their prioritisation of this work - 
specifical ly, as early inclusion in their product development timetable as 
possible, and the allocation of key development resources to achieve a timely 
delivery of the solution. 

2. Point-to-Point Encryption Deployment 
2.1 Work to deploy Point-to-Point Encryption (P2PE) to our pin-pad estate continues 

with partners, Computacenter/Buybox and Ingenico. The deployment timetable 
will see the upgrade to pin-pad firmware and device swap-out in branch run 
from September 2019 to March 2020. Timelines are based on lead-time for 
Ingenico to order hardware to support the rollout, the pin-pads being shipped 
back to Ingenico for the PCI compliant software to be installed and the devices 
redeployed back to all our branches. 

2.2 Having been informed that the PCI accreditation of the version of the Pin-Pad 
device we have in our estate expires in the next 12 months, we have taken 
steps to agree with our acquirer, Global Payments, to extend the accreditation 
of this version of the device, such that once it is accreditation tested, it will be 
covered to 2023. The accreditation cover comes with the proviso that no 
further software changes are made to the Pin-Pad device beyond P2PE - there 
are no plans currently in place for any further software updates. This approach 
has now been ratified by Global Payments with Visa and Mastercard. 
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2.3 In the meantime, the Branch Device Strategy review and paper will advise on 
the future Pin-Pad device for our branch estate, along with other devices, such 
as Paystations. An update is expected by the end of May to advise on this. 

3 PCI Card Data Scan 
3.1 Fujitsu - complete. Results indicate a small known number of reported 

instances of card data. With Fujitsu. Likely little remediation needed outside of 
AP-ADC which we are pursuing separately 

3.2 Accenture - Common Digital Platform (website) scan complete and all 
remediation activities have been successful ly completed. Scanning of back 
office environment due to conclude by the end of May. 

3.3 Computacenter - to be completed by the end of May. The majority of 
databases have been scanned, with the few remaining to be completed shortly. 
The results so far show there is no card data held in the databases. The scan 
of unstructured data files has identified 339 instances of card data - emails and 
documents within Office 365 - remediation has been to delete the data and 
educate users not to hold PAN data. 

3.4 Atos AP-ADC scripts - complete. 65 instances of the 1300 scripts scanned. 
The team will now analyse the results and confirm if processes 
(systems/people) need to be adjusted to ensure PCI-related data is handled in 
a compliant way. 

3.5 The team continue to engage with both our Quality Security Assessor (QSA) 
Nettitude and our Acquirer, Global Payments to ensure our remediation 
activities wil l result in required Reports of Compliance. 
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POST OFFICE LIMITED 

AUDIT RISKS COMPLIANCE COMMITTEE.. 

Cyber Security
Author: David Meldrum Sponsor: Rob Houghton Meeting date: 29'x` May 2019 

Executive Summary 

Context 

PAGE 1 OF 6 

In this paper we outline the progress we have made with the Security Strategy that was shared with ARC in 
January 2019, incorporating the findings from the Deloitte Cyber Security Maturity review. We provide an 
update on the remedial activities following the security incidents that occurred at the start of the year. The 
paper also outlines the vulnerabilities that were discovered during the penetration testing of the Payzone 
environment and the identified remediation activities to remediate those vulnerabilities. 

Questions this paper addresses 

• What progress have we made on implementing the Security strategy? 
• What have we done to improve our cyber security maturity following the Deloitte assessment? 
• What is the progress of the implementation of Archer? 
• What further remedial activities have we carried out as a result of the security incidents at the start of 

the year? 
• What vulnerabilities were discovered during the penetration testing of the Payzone environment and 

what is the plan to mitigate them? 

Conclusion 

1. We continue to make progress on our Security Strategy. We have incorporated the findings from the 
Deloitte review and the focus continues on the 3 identified areas of improving the reach and 
capability of the SOC; improving our Data Security posture; and improving the governance around 

our 3rd parties with regards to Cyber Security. 
2. We have agreed a number of actions and a targeted security maturity position over the next 12 

months with Deloitte. 
3. RSA Archer has been implemented for use on the SOC and the rollout of the additional risk modules 

including third party assurance and top-down risk will commence in June. 
4. We have documented and implemented a Cyber Security Incident Response Team (CSIRT) capability. 

The process and team has already been created to minimise the impact of security incidents by 
identifying the approach for preparing, identifying, containing, eradicating and recovering from 

security incidents. The CSIRT process was followed during the NCSC password incident that occurred 
in February, and the Payzone security incident following their initial Pen test results. 

5. IRM have completed a planned penetration test in the Payzone environment including infrastructure, 
devices, applications and the network devices. A risk treatment plan has been created for all actions 
required as a result. The progress to close all issues identified is well underway and reported and 

reviewed on a weekly basis. It is anticipated that all action will complete by the end of 2019. 

input Sought 

The ARC is requested to note the progress made and provide feedback on the report. 
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What progress have we made on implementing the Security 
strategy? 

We have improved the coverage and capability of the new security operations centre (SOC). Work is 
ongoing with Payzone, Post Office Insurance, Accenture CDP, Branch Hub and Fujitsu to plan and 
design the integration of their security logs with the Post Office SOC. These areas will be on-boarded 
over the coming months increasing the visibility for the Post Office Security team across the Post 
Office estate. Security alerts will be managed and co-ordinated through the Post Office SOC invoking 
the CSIRT (Cyber Security Incident Response Team) process where required. 

At the last ARC meeting, we discussed the c140k of unstructured Data files we discovered during 
scans of our 0365 environment using new data discovery tools that were being tested, which 
equated to 8% of the estate with c10% of all files containing data that could be viewed as being 
sensitive (e.g. documents that are classified as confidential or highly confidential). Investigation of 
the files highlighted that this data were files such as word documents, spreadsheets and presentation 
documents. Further review indicated that this is in line with most organisations, and the documents 
were being shared with critical suppliers who are governed by contracts to ensure they protect our 
data. To further assure and protect unstructured Data sources, we have commenced work to more 
effectively manage this data by discovering the data business owners for each data asset, and 
validating and classifying this data. This work will include setting validation metrics on all 
unstructured data sources to ensure there is no transfer of sensitive data. This work is expected to 
be completed by September 2019. 

Whilst we have commenced regular Security reviews with our major suppliers to assure they are 
governing themselves we will in addition be implementing the RSA Archer Third-Party Risk modules 
in June to improve the overall visibility of our Third-Party vendor risks. The questionnaires that were 
completed initially in OneTrust by the suppliers and the manual reporting that has been used will be 
ported into RSA Archer to ensure one source of the truth for the Third-Party security risks. 

4. We have recently implemented Recorded Futures as our Threat Intelligence partner which provide 
additional Third-Party Risk scores that can be used within RSA Archer. 

Tony Jowett has been recruited as CISO (Chief Information Security Officer) and started on the 215t
May 2019. Tony has obtained insight into the Post Office as he was part of the Deloitte audit team 
that performed the cyber security maturity assessment earlier this year. He will report directly into 
Rob Houghton (Chief Operating Officer) and his remit will be to pull together the disparate 
information and cyber security teams into one operational organisation. He will also work with the 
project teams and the Third-Party Supplier teams to ensure the delivery of all aspects of the Security 
Strategy through the IT Security Transformation Programme. 

6. The following table shows the progress that has been made with the various Security Strategy 
initiatives: 

Initiative Time Line Status Outcome 

Recruitment of CISO January —May 2019 Completed Recruitment of Group CISO to provide added focus on 
end to end security activity 

Recruitment of April 2019 Completed Recruitment of Programme Manager to drive the IT 
Programme Manager Security Transformation Programme 

Multi-factor November 2018 Completed Ensuring al l remote login's to Post Office environment 
authentication requires a multi-factor authentication code 
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Tab 5.2 S ourity Update 

Security Operations November 2018 Completed Centralised security management into joint Verizon / 
Centre Go-Live Post Office Security Operations Centre 
Recruitment of SOC January 2019 Completed Recruitment of Post Office SOC Lead to drive continual 
Lead improvement 
Creating Post Office March 2019 Completed Cyber Security Incident Response Team to manage 
CSIRT security incidents and issues 
Password Audits December 2018 — Completed Proactive cracking of Post Office password directory to 

March 2019 identify scale of issue with weak internal passwords 
Disabled all users with December 2018- Completed Disabling all users found to have a weak password. 
weak Passwords April 2019 Being reviewed on a weekly basis. 
Password Strength Tool Go Live March 2019 Completed Subsequent deployment of password strength tool, 
Deployment enforcing use of strong passwords 
Microsoft Advanced Commenced Inflight Security insight on employee office 365 security —
Threat Analytics February 2019 multiple logins in different locations, login whilst on 

leave etc 
Threat Intelligence April 2019 Completed Replaced Digital Shadows with Recorded Futures for an 
Platform improved Threat Intelligence 
zScalar SSL Interception June 2019 Inflight Interception of Encrypted traffic to determine if Post 

Office data is being removed from the environment 
Data Discovery Phase 1 February 2019 Completed Proactive scan of our active directory and share point 

environment to identify scale of unstructured data 
Data Discovery Phase 2 April 2019 Inflight Wider scan and auto-classification of data based on the 

results of Phase 1 
Proactive Phishing February 2019 Continuous Measuring the susceptibility of Post Office user base to 
Campaigns simple phishing campaign 
Red Teaming exercise October 2018 Completed Proactive Ethical hacking exercise simulating internet-

based attack of Post Office 
Deloitte Audit January onwards Completed/Ongoing End-End Security assessment against industry 

standards and reviewing progress made in 2016 
Deloitte Audit 

Symantec Endpoint Commenced Inflight/Complete Improving and updating the anti-virus and laptop 
Protection Upgrade February 2019 End of May 2019 protection suite for Post Office end users 
Culture and January 2019 Ongoing Regular messaging from Post Office leadership 
Communications highlighting expectations around key security themes 
Data Security December 2019 Inflight Launched to deliver holistic data classification, 
Transformation protection and management 
Programme 
Third-party governance January 2019 Ongoing Measuring and managing the compliance of our 3'd 
commenced parties to internal security policies and standards 
Security Enterprise Risk February 2019 Completed Quantifying and managing residual risk to report to 
Management ARC 
Data Loss Prevention Commenced April Business Case To automatically prevent the egress of confidential or 
Suite (DLP) 2019 Approved/Inflight sensitive data from Post Office 
Data Classification Tool Commenced April Business Case Users wil l be forced to security classify documents 

2019 Approved/Inflight before they can save/print — enabling the DLP tooling 
Security Operations Commenced April Business Case Ensuring ful l coverage of all critical systems and 
Centre Enhancement 2019 Approved/Inflight services in the SOC 
Archer Risk Commenced April Business Case Expanding the current use of Archer within the SOC 
Management Platform 2019 Approved/Inflight into wider security management like 3rd Party 

assurance 

What have we done to mprove our cyber security maturity 
fol lowing the Deloitte assessment? 

In December 2018, the POL Board commissioned Deloitte to assess the maturity of Post Office's 
Cyber Security capabilities. The review was carried out in two phases. Phase one enabled rapid 
reporting of provisional maturity scores to the ARC in January 2019. Phase two involved an in-depth 
validation of maturity, the development of detailed recommendations for each area and allowed POL 
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to select maturity targets through discussions with Deloitte. The review covered 34 cyber capabilities 
across 4 top level domains: 

a. Governance — how the organisation is set up to address cyber security. 
b. Secure - what proactive protection is in place to defend against cyber threats. 
c. Vigilant— how the organisation detects malicious, unknown or unauthorised activity. 
d. Resilient — whether the organisation can respond quickly and appropriately when a risk 

materialises. 
8. Deloitte leveraged their Cyber Security Framework (CSF) and supporting tool to provide an objective 

and repeatable assessment of cyber maturity. Strong buy-in and support from the business, in 
particular the ITSecurity, IT Risk, Information Protection and Assurance, and Physical Security teams 
allowed Deloitte to quickly identify relevant information and provide a focused analysis of strengths 
and opportunities. Deloitte concluded that Post Office has made significant progress over the last 12 
months in developing its IT and information security capabilities. Increases in maturity scores 
between phases one and two of this review confirmed progress made in the first 3 months of 2019. 
Nevertheless, a total of 224 recommendations were identified across 34 cyber domains to improve 
the Post Office cyber maturity to the agreed Target maturity. 

Average Cyher Maturity 

AVER:.GE SCORE 

a PO Curren. ::§ PO tape;: S Re; ecrtccr 0 sector 

9. Phase two of the assessment identified that Post Office cyber maturity had increased 12% from phase 
one and our current cyber maturity is 83% of our target maturity. 

10. Deloitte identified 10 overarching actions that would have the most significant impact in moving Post 
Office towards its chosen target cyber security maturity level and would reduce the overall cyber 
risk. The following actions were identified as a priority, with a target date of the end of May for 
completion, and we are currently on track to meet this deadline: 

a. Create a prioritised list of "crown jewels" 

b. Agree target maturity levels for all Cyber Security Domains (complete) 

c. Perform a gap analysis between the IT Security Transformation Programme (ITSTP) and the 
recommendations from this review 

d. Update the ITSTP to address any gaps from the gap analysis 
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11. Work has already commenced on the other 6 overarching actions that have a target date later in the 
year to ensure we remain on track to adequately improve the security posture within the agreed 
timeframes. 

12. Internal Audit will have the responsibility to test and sign-off the remediated actions to ensure the 
controls have been implemented correctlyand are working. This will be an ongoing process as actions 
are remediated. 

13. An initial analysis was performed on the findings and recommendations in the report and 24% of the 
capabilities, where a maturity shortfall was identified, are covered by other areas of the business, 
however we will track these capabilities to ensure those areas of the business focus on the 
remediation tasks necessary to improve security within their area. The plan is to achieve the PO 
target maturity within the next 18 months. 

14. The prioritised list of crown jewels will permit Post Office to ensure focus on the correct areas of the 
business to assess the critical data to ensure it has the correct security controls in place to 
appropriately protect it. This work has already commenced through the Data Governance and GDPR 
projects. 

What is the progress of the implement tion of Archer? 
15. The Security Operations Centre (SOC) Analysts continue to use the platform for managing security 

incidents that are raised from the Post Office Security Information and Event Management (SIEM) 
tool. 

16. Discussions and workshops have been held between the Risk function, IT Security and RSA Archer. 
An agreement has been reached that Archer will be rolled out for Governance, Risk and Compliance 
(GRC) and all the commercials have been signed-off. We will commence the implementation of the 
third party assurance, security controls assurance and top-down risk modules in May 2019. 

17. The implementation of RSA Archer will be performed by an RSA business partner who are subject 
matter experts in the implementation and configuration of the tool. There will be two tracks of work 
that will be executed in parallel: 

a. The first track will implement and configure the Top-Down Risk module which will be used 
by the Risk function to document risks and controls throughout Post Office 

b. The second will implement Third-Party Risk and IT Controls Assurance allowing the IT 
Security function to appropriately govern our third party suppliers, documenting their risks 
and ensuring adherence to Post Office policies and standards. All third party suppliers' 
contracts existing and new will include (where they do not already) that they must comply 
with Post Office policies and standards including remediation and audit rights if they fail to 
comply with the Security standards 

What further rer ie i l activities have we carried out as a resLflt 
of the security incidents at the start of the year? 
18. Building upon the Security Operations Centre (SOC) we have created the CSIRT (Cyber Security 

Incident Response Team) Plan ensuring Post Office is prepared to react and manage Cyber Security 
incidents in an effective and efficient manner. This will be tested regularly both internally and with 
suppliers to ensure all areas responsible for Security at Post Office are fully prepared to respond to 
incidents. 

19. At the end of December 2018 we were alerted to 50 PO accounts being available, through an Iranian 
state exploit of multiple companies, by the National Cyber Security Centre (NCSC). All 50 accounts 
had weak passwords and as users continue to be our greatest threat we have now implemented the 
Microsoft Password Strength tool which checks the strength of a users' password and blocks them 
from changing it to a weak one. 
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Tab 5.2 Sacubty Update 

20. NCSC have completed investigations on the Post Office cyber-attack in December and did not find 
any evidence to indicate any further breaches and are satisfied with the remedial actions that Post 
Office have implemented to prevent similar attacks in the future. The NCSC have also agreed to Post 
Office's revised legal consent letter with regards to future data exchanges which will permit a quicker 
engagement and support from the NCSC if necessary. 

21. We have implemented the services of Recorded Futures as a Threat Intelligence platform that has 
replaced Digital Shadows. Recorded Futures use machine learning and natural language processing 
to enable it to perform automated collection and processing of data at massive scale enabling them 
to provide alerts in matter of minutes rather than days. They also provide real-time contextualized 
intelligence highlights on our third parties alerting when they have vulnerabilities or actively under 
attack which in turn could affect Post Office. 

What vulnerabi lities were discovered during the penetration 
testing of the Payzone environment and what is the plan to 
mitigate them? 

22. IRM were contracted to perform a penetration test of the Payzone environment to identify security 
vulnerabilities that could pose a risk to the business and included the following areas: 
a. Internal infrastructure 
b. External infrastructure 
c. Branch devices 
d. Android tablets and applications 
e. Network device configuration 
f. Build reviews 

23. During the above testing a number of high priority issues came to light concerning patching of 
servers, use of unsupported operating systems, and weak security controls around tablets and 
applications. In response to this a security upgrade plan has been formulated in conjunction with 
Payzone and IRM. Whilst these remediation efforts continue on plan to complete by October, 
enhanced transactional and financial monitoring has been put in place by Payzone to mitigate the 
risks associated with these vulnerabilities in the interim. 
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POST OFFICE AUDIT, RISK AND COMPLIANCE COMMITTEE Page 1 of 20 

Author: Jenny Ellwood, Jonathan Hill, Johan Appel Sponsor: Jana Macleod Meeting date: 29 May 2019 

Context 
This paper provides an update on the key and emerging risks and issues the Post 
Office is managing and an update on the latest Audit position. 

Questions this paper addresses 
• What are the key risks facing the business and what is being done to address 

these? 
• What are the emerging risks we face in both the short and medium term and 

what are we doing to address these? 
• What are key compliance issues and what is the business doing to address 

these? 
• What is the forward-looking regulatory agenda? 
• What progress has been made with the internal audit plan and what key 

messages have been reported? 

Conclusion 
• Within this paper there are two 'red' principal risk categories within the 

heatmap relating to three key risks namely PCI, Information Security and 
the GLO (see appendix 1). In terms of Brexit, the risk of a 'No Deal' has been 
receded to 31 October and confidence has increased in terms of how we 
would manage a 'No Deal' scenario. That said, the extension and the 
problems faced in agreeing a deal does increase the possibility of a General 
Election and a change in Government. 

• Within ARC reporting there are separate papers on the following key risks: 
PCI, and Cyber Security. Additionally within the Board reports the 
postponement of Belfast Exit is covered and an update item on the GLO. 

• In terms of emerging/future risks the paper notes the challenge of people 
risks following recent and planned structural and organisational design 
changes. Additionally, we are maintaining a watching brief on the Loyalty 
Super Complaint. Whilst the outcome is stil l awaited, Ofcom have unveiled 
new rules requiring broadband, phone and TV firms to inform customers of 
their best deals. 

• Funding has been approved for Archer (GRC Tool). A project team has been 
stood up and we are now drafting a roadmap and plan for implementation. A 
full update wi ll be given in July. 

• Within the Compliance dashboard (appendix 2) there are no 'red' areas 
identified this reporting period. We have the received the Ofcom Text relay 
investigation request and we are preparing our response. HMRC has 
confirmed that branch registration wi ll increase from £130 to £300 per 
annum which is expected to have a significant impact on our annual renewal 
fees on 1st June. 
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POST OFFICE AUDIT, RISK AND COMPLIANCE COMMITTEE Page 2 of 20 

A further 7 internal audits reports have been issued, with no adverse 
(red/amber) ratings. The last 7 reports are in final stages of being cleared 
with management. No audit actions are currently overdue, 
The Cyber Security maturity assessment has concluded that Post Office has 
made significant progress over the last 12 months in developing its IT and 
information security capabilities. Actions are already underway to address 
gaps in 76% of the capabilities, where a maturity shortfall was identified. 

Input Sought 
There are no decisions required at this time. The Committee is requested to note 
this paper. 

What are the key risks facing the business and what is being done to 
address these? 
1. There are two areas reported 'red' on the heatmap status: Legal and 

Regulatory and Strategic (see appendix 1). A principal risk on third parties 
is now incorporated and has been populated for each Business Area. 

PCI remains a 'red' risk and a separate paper provides the latest position. 
We will continue to report until we gain confidence in solution and timeline. 

IT Security's 19/20 Security Improvement Plan is progressing. A separate 
paper provides further detail. 

In relation to Payzone a risk relating to general security controls is being 
managed following the results of a planned Penetration test of their devices 
and front-end Network, It flagged that the device used to make bill payments 
was insecure and could be manipulated by testers. The risk relates to all 
devices, however they would have to be individually compromised and this 
significantly reduces the risk of a single coordinated attack across Payzone's 
payment network. 

A comprehensive remediation plan is in flight to address the vulnerabilities 
in order of their criticality. It is likely these actions will continue until October 
2019. Work is also underway to assign a Risk Business Partner from the 
Central Risk team to support Payzone to implement risk management 
practices aligned to the Post Office Framework. 

Under Legal and Regulatory elements of the heatmap, the Banking Director 
has reported there has been heightened interest from the banks regarding 
cash withdrawal card transactions. Point of sale card transactions carry a 
merchant charge whilst cash withdrawal card transactions do not. The latter 
also creates an increase in remuneration for the Postmaster. Given this there 
is a risk the transactions may not be processed correctly by the Postmaster. 
Work is underway to assess the volume of potential transactions processed 
incorrectly and further communications and training are in development. 
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POST OFFICE AUDIT, RISK AND COMPLIANCE COMMITTEE Page 3 of 20 

In terms of Litigation risk, a range of workstreams are being mobil ised as 
part of an Operations Transformation Programme. The programme is 
organised into 4 value streams to reflect the end to end lifecycle of an agent. 
A full business case is expected to be ready by the end of June. 

8. The second High Court trial relating to Horizon is due to resume on 4 June 
and conclude week commencing 1 July. We have asked Deloitte, who have 
a team with relevant experience in crisis preparedness and response work, 
to assist us prepare for a potentially adverse judgment on Horizon issues. 

In the January 2019 ARC, the Central Risk team was asked to consider the 
severity of AML and whether this would lend itself to be listed separately from 
Financial Crime as a principal risk on the heatmap. There has been 
significant improvements to the control environment for AML which is now 
rated 'amber.' These improvements include stronger mandatory Compl iance 
training and monitoring and profiling of 'bureau de change' data. Given this 
we recommend not to separately categorise AML at this time. 

10. In terms of Change, the overall status of the portfolio is unchanged at 
'amber'. By P12, actual realised benefits for 2018/19 were E37.5m (6.7®/0 

below basel ined plan). The overall portfolio continues to be prioritised to 
ensure benefits over the next 3 years are secured. By P12 actual 2018/19 
investment was 'amber'. Although the end year position was in l ine with the 
revised 9+3 forecast it actually exceeded the original 2018/19 budget. 
Portfolio prioritisation for 2019/20 has been revisited to ensure there is 
appropriate focus on GLO outcomes along with recommendations from the 
McKinsey work on a new target operating model . 

ii. There is a risk that some branches may fail the Fit & Proper (F&P) test or fail 
to respond to the required registration requests. Resulting in us switching off 
Forex capabi lity, which may adversely impact POL and FRES revenue. This 
risk is currently scored at 5:3. Work is underway to reduce this risk by 
tackling those agents that process the most FC business and to improve 
communications and escalation processes. The outstanding returns volumes 
will be provided at the meeting. 

12. A summary of the current key 'Platinum and Gold' change programmes and 
their current reporting status is provided at Appendix 3. 7 projects are 
reporting 'red' RAG status. Key ones are: 
• Back Office Transformation (All RAG statuses 'red'): An update is 

provided in the Board CEO report. 
• Data Analytics (Benefits and Risk 'red' RAG): Programme funding 

significantly reduced in prioritisation. Programme is now being changed 
with data governance and MI moving into BAU and work is underway. 
with POI to del iver a POL-wide 'Data Lake' architecture. This is to be 
scoped within 6/2019 which will improve the RAG rating. 

• PCI Compliance (Benefits, Del ivery, and Risk 'red' RAG)_: A separate 
paper provides an update on this programme. 
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What are the emerging risks we face in both the short and medium tern and what 
are we doing to address these? 
13. There have been significant people changes in critical roles and further 

organisational design changes are planned. A paper on succession planning 
is being presented to the Board in May to consider capacity required from 
GE-1 to step into such roles. We will further consider whether there are any 
wider risks from the changes, particularly from a governance perspective. 

14. In terms of the political landscape, Brexit continues to create uncertainty and 
the possibility of a General Election is still being discussed. The 
Communication Workers Union and Democracy Col laborative presented a 
report to the Labour Party around developing a new public Banking 
Ecosystem'. This report has been reviewed to identify the risks this may 
create to Post Office and its strategy. Those which would most significantly 
impact our strategy and operating model include: 
• creation of Post Bank to provide a full range of retai l banking services 

through the Branch Network (PO products would be transferred to Post 
Bank); and 

• Post Bank would be separate legal entity that will pay an annual access 
payment to Post Office for use of assets. 

15. In April, Treasury launched a consultation outlining how ministers will 
introduce a £95k redundancy cap on pay outs for public sector workers. Post 
Office are taking part in the consultation and are lobbying to be excluded 
from these arrangements. 

What are key compl iance issues and what is the business doing to address these? 
Telecoms Compliance Text Relay 
16. Ofcom has now issued a formal information request notice to support its 

investigation into the text relay issue and we are working with Fujitsu to 
ensure we meet Ofcom's requirements. Ofcom has recognised the actions 
we have already taken to fix the text relay calls issue, our commitment to 
reimbursing impacted customers and that we have self-reported, which is 
anticipated to help reduce any penalty the regulator may seek to impose. 
Further reductions may be offered through a possible early settlement 
agreement. We have made a £200k provision based on Legal advice and 
comparison with penalties Ofcom has imposed on other firms. 

17. We will be compensating customers. Fujitsu is producing the data extract to 
enable us to identify impacted customers. 

Telecoms Complaints 
18. The customer complaints data for Q3 18/19 was published by Ofcom in mid-

April and shows that Post Office continues to be under the industry average 
for both landl ine and broadband. 

19. Ofcom has published its Comparing Service Quality Report, which shows that 
Post Office has one of the shortest cal l waiting times in the industry. 
However, it has also reported that Post Office landl ine customers are most 
likely to have reasons to complain but this is based on data from December 
2017 and does not reflect the improvements made: Between Q4 2017 and 
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Q4 2018, we have seen our Ofcom complaints for our Landline service drop 
by 62%, bringing us below the industry average. 

Data Protection 
20. At the end of 2018 we were alerted by the National Cyber Security Centre 

(NCSC) to 50 Post Office accounts being available through an Iranian state 
exploit of multiple companies. On notification all 50 accounts were all locked 
down. They had very weak passwords, which we have now strengthened. 
The NCSC has advised it is satisfied that there was no evidence of a further 
hack and is satisfied with our protection measures against a repeat event. 

21. In February Verizon Cyber Risk Program advised Post Office that a collection 
of 29 bil lion stolen users' credentials (usernames and passwords) had been 
published in the Dark Web in January. 40 appeared to be from Post Office. 
Sky News reported this, highl ighting that Post Office (and other companies) 
were affected. However, there has been no noticeable increase in requests 
as a result. 

Information Protection Assurance Compliance 
22. We are preparing for our next IS027001 audit due in June, to be conducted 

by Lloyds Register. We do not anticipate any issues wi ll be raised at this 
audit.' 

Compliance with Money Laundering Regulations 
23. Between 25`h February and 23rd April 2019, 68 new Bureau de Change non-

conformance cases were identified. During the same period 81 open cases 
were resolved, of which 24 related to customers who had purchased in excess 
of €15k in 90 days, which breached the regulatory limit and mitigating 
actions have been taken. 

24. At the beginning of April, the Data Centre of Excellence provided resource to 
resolve the outstanding issues with the Bureau de Change transaction 
monitoring system and to develop the additional reports agreed with HMRC. 
Good progress has already been made with some minor issues rectified and 
some of the new reports built and tested. 

Anti -Bribery and Corruption ("ABC") 
25. ABC training completion is at 98%. Monitoring continues around the reporting 

of Gifts and Hospitality and errors and non-conformance are sti l l being 
identified. A further communication has been issued about not accepting 
cash. The Financial Crime team will commence monitoring the Selenity 
expenses report in Q1 to help identify any further potential discrepancies. 

' The IS027001: 2013 is an international standard for Information Security enabl ing Post 
Office to demonstrate ongoing commitment to information and cyber security. It is an 
operational requirement to be certified the UKVI service. 
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Whistle bl owl no 
26. No material issues to report. Analysis of February's Whistleblowing survey 

has been undertaken and we are now working with HR and a newly formed 
Ethic's Code of Business Task Force on how to promote the key messages 
and improve the service. 

Fit and Proper (F&P) 
27. MI on our data gathering progress is being col lected weekly and shared 

regularly with HMRC. As a result, HMRC has agreed to an extension to 
September 2019 should we need it. However we are still working to achieve 
the June target. 

28. The Commercial Partners have continued to assist in obtaining complete 
returns. For returns for Non-Commercial Partner, a Chesterfield team (13 
FTE) has cleared a backlog of c. 1000 responses and are focusing on outbound 
phone contact with Agents who have submitted partial responses, or raised 
queries. Network Area Managers are also providing support. 

29. Reminders have been sent to non-responders, although those now constitute 
a small proportion of the at-risk income, compared to the partial responses. 
Efforts remain prioritised on those Agents with the highest at-risk income. 

30. Alongside the data gathering, a bulk revoke and reinstate solution for 
branches is in development. The technical solution will be supported by 
governance and processes will be in place to decide whether services will be 
revoked and how changes wil l be communicated (i.e. data supply to the 
correct stakeholders, communications to affected Agents and briefing to and 
preparation for impacted POL business areas - e.g. NSBC). 

31. Even though progress with returns may support deferring the deadline for 
revoking branches' Travel Money capability, the project team is working to 
prepare the revoke and reinstate functionality and the supporting process 
model so that it is ready ahead of the June HMRC report production cycle. 

32. We wrote to HMRC in March setting out our legal view in relation to the F&P 
requirements for Officers in Charge/Agent Branch Managers (a requirement 
that would have given rise to significant additional cost). HMRC has now 
repl ied, accepting our view but has reserved the right to review the position 
regarding staff undertaking branch management roles as part of any future 
compliance activity and may require us, in specific instances, to submit their 
details as part of the agent l ist. 

Financial Crime Regulation 
33. We have received confirmation from HMRC on 4April that branch registration 

fees are increasing from £300 per annum from 1 May 19 (150% increase). 
The payment for this year increases to £3,194,700 from £1.4m in 18/19. 
Corporate Affairs has already reached out to BEIS and ongoing discussions 
continue internally between the Legal and the Travel Money teams to 
consider whether we have a right to appeal and next steps. 
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34. HMT has published the consultation paper on the transposition of 5MLD into 
UK law. We have until 10 June to respond and are engaging with product 
teams including Travel Money, Moneygram, Insurance, e-Money, Giftcards 
and eKYC for Identity. 

Financial Crime External Threats 
35. A meeting was held with Santander's MLRO to discuss the ongoing concerns 

with the continuing high levels of Financial Crime investigations 
predominately relating to business cash deposits. Santander advised that 
they are currently testing whether they can restrict the daily amount their 
customers can deposit over Post Office counter which should reduce the risk 
to PO L. 

Financial Crime Internal Threats 
36. Financial Crime risk assessments and re-assessments have been completed 

for 30 products and services. No major internal threats have been identified, 
and the outcomes have been shared with the Central Risk team to ensure 
that any risks are identified and reflected in functional RACMs. The Partner 
Banking Framework Services reassessment is expected to be completed by 
the end of May. 

Supply Chain Compl iance 
37. 4 audits were completed in the three months to April . 14 Improvement Needs 

were identified, with a combined audit score of 28, averaging 3.5 
Improvement Needs and an audit score of 7, which is fractionally higher than 
the rol l ing average for all Supply Chain sites keeping them in the Satisfactory 
category for both measures. No significant or recurring issues. 

Notification of Approved Person for Financial Services 
38. Following his appointment as Interim Chief Executive; Al Cameron has 

agreed to be the FCA Approved Person in respect of the Appointed 
Representative Function (CF3 Chief Executive AR) for BoI and POMS. A 
briefing in respect of the duties and responsibilities of an Approved Person 
was provided by the Compliance team. The requisite notifications for 
approval will be made to the FCA via our two Principals who will also meet Al 
Cameron for separate briefing(s). 

Credit Cards 
39. We continue to work with our legal advisors, product teams and the new 

potential Principal on an Appointed Representative Agreement (ARA) with 
Cap One. This will also entail changes to the existing ARAs with BoI and 
POMS. As well as a new Multi Principal Agreement (MPA) between all the 
Principals. The MPA is to ensure that boundaries of regulatory responsibility 
are clear between Principals and are largely dividing responsibil ity along 
product lines. 

40. Any new Principal agreement needs to be consistent with the approach taken 
with our existing regulatory Principals to ensure consistency of appl ication 
and purpose. Fol lowing the agreement on the ARA we will need to put in 
place a Regulatory Guidance Manual with Cap One that outl ines the key 
responsibilities PO has to put in place to maintain compl iance. 
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Current Account withdrawal 
41. The PO Money current account was withdrawn from sale in March and the 

existing 21,500 customers have been written to confirming that BoI is closing 
their account with closure aimed at 11th September 2019. 

42. The communications plans for the withdrawal of sale of current accounts were 
agreed by the Compliance team. All 39 branches offering current accounts 
received a personal visit from a senior manager to explain the change and 
Horizon screens were updated to effect the withdrawal. So far we are 
unaware of any spikes in complaints related to this closure but it is early 
days. 

Conduct Risk Mystery Shopping 
43. Both video mystery shopping for Customer Relationship Managers and 

Counter mystery shops (non-video) are trending within appetite. 

Network management changes 
44. We are working with the Network and Network Operations teams on the 

changes they are making to their branch management approach, including 
CRMs. The aim being to maintain appropriate oversight and conduct 
management but reduce the burden on the network teams. 

Vulnerable Customers 
45. A series of `One' communications have been being issued to raise awareness 

and flag sources of external support. The PO graduates are working on a 
branch check l ist initiative working with the Alzheimer's Society to help 
provide guidance to make Post Offices more dementia friendly. This was 
presented together with the Alzheimer's Society at the NFSP conference. 

46. An external accessibi lity expert Kate Nash Associates is currently reviewing 
the PO Vulnerable Customer Policy for completeness. We hope this work will 
extend to gain an independent view on Post Office's vulnerability approach 
and how we can improve. 

47. The new Vulnerable Customer e-learning Module and test was launched on 
20th May. This wil l include communications and Team Talks for those that do 
not have access to Success Factors, The Alzheimer's Society has praised the 
work done "as a great example of Dementia Friends within an e-learning 
module". 

Citizens' Advice (CA) Super Complaint to Competition and Markets Authority 
(CMA) relating to the 'loyalty enalty' 
48. CA raised concerns in November 2018 about long term customers paying 

more for goods and services, which it refers to as 'the loyalty penalty'. CA 
had identified five key markets where it has concerns about the loyalty 
penalty: broadband, mortgages, cash savings, insurance, and mobile. The 
CMA has strongly supported the CA complaint and is pursuing actions via the 
different regulators. 
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Telecoms/Broadband
49. Ofcom had already planned to introduce end of contract notifications and 

annual best tariff reminders for customers who are out of contract. At the 
same time of the CMA announcement in December, Ofcom also announced 
that it is reviewing the pricing differential. Ofcom has expressed concerns 
about vulnerable customers who are out of contract and being charged high 
prices, with a particular focus on over 65s. We met with Ofcom in February 
as part of our on-going relationship and expressed concerns. Ofcom agreed 
that it shouldn't use such a broad brush to define vulnerability. 

50. The Telecoms team has reviewed its pricing strategy and analysed 
competitors' responses. The current decision is to maintain the current 
approach until the direction of travel from Ofcom becomes clearer. 

51. On 15 May Ofcom "invited" al l telecoms companies to sign up to a voluntary 
commitment to a charter of 6 principles of "fairness" to customers, ahead of 
a launch event on 31 June. The Telecoms and Compliance teams are 
reviewing our current position and what smal l changes may be needed to be 
fully compliant. We have also been made aware through an industry 
association we are members of (UCKTA) that the Vulnerable Customer 
commitments, which Ofcom has not yet published, may be 
challenging/inappropriate. As a result, we attended an Ofcom workshop on 
17th May to understand what these are so that we can fully assess before we 
commit. 

Mortgages, Cash Savings & General Insurance 
52. There has been one development in this area since the last report: The FCA 

has issued new proposed rules to be in force by the end of 2019 on the 
, mortgage prisoners" challenge (customers that are up to date with their 
mortgage payments but cannot re-mortgage because they would fail FCA 
rules on eligibility). We wil l work with BoI to assess approach/impact of new 
el igibility rules and any new opportunities these may present. 

What is the forward-looking regulatory agenda? 
53. See appendix 4. 
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Int rn&l Audit 
What progress has been made with the internal audit plan and what key messages 
have been reported? 

Progress against plan (2018/19): 

54. We have made good progress clearing the backlog of audits, following the 
delays experienced in 2018. We will deliver 24 of the 26 reviews on plan. The 
remaining two reviews are change assurance reviews, which were delayed 
due to the change portfolio being reprioritised. These two programmes have 
been included in the 2019/20 change assurance plan. 

55. Seven reviews have been finalised since the March ARC, with summaries 
included after paragraph 64. Current delivery progress is as follows: 

2018/19 CombinedPlan Status -Tot l .Audits = 

56. The following seven reviews from the 2018/19 plan are still being finalised: 

Review Status 
1 Contract Management (IT) Final draft with GE for comment 
2 IT Control Framework Final draft with GE for comment 
3 Payroll Final report being cleared by RCC 
4 Pa zone Integration (Panther) Final report being cleared by RCC 
5 Change Excellence (Follow-up) Final report being cleared by RCC 
6 P2C Belfast Exit Final report being cleared by RCC 

• 7 FS Training & Competence Draft report 

Progress against plan (2019/20): 
57. The following reviews are being planned for Q1. A full summary of the 

2019/20 audit plan status is included in the reading room): 

Review Status Timing 
1 Pensions Process (Follow-up) Fieldwork 07/05 - 24/05 
2 Procure to Pay Planning 03/06 - 28/06 
3 Telco Billing Process Planning 10/06 - 28/06 
4 Payment Technology Upgrade (PCI Compliance) 

(Change Assurance) 
Plannin 

g
Tbc (scope being 
re-defined 

5 Digitising Mails (Change Assurance) Planning 17/06 - 05/07 
6 POI - Change Capacity Planning 17/06 - 05/07 
7 POI - AR Oversight (Operating Effectiveness) Planning 17/06 - 05/07 
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Changes to plan since March ARC meeting: 
58. 2018/19 Plan: As advised at the March ARC meeting, two change assurance 

reviews have been delayed to 2019/20 due to the reprioritisation of the 
change portfolio (Digitising Mails & Payment Technology Upgrade (PCI)). 
Both are being planned for del ivery in Q1. 

59. 2019/20 Plan: There were no changes made to the 2019/20 audit plan, 
which was approved at the March ARC meeting (see reading room). 

POI Audit Plan 
60. POL Internal Audit is also responsible for delivery of the audit plan for Post 

Office Insurance (POI) with all audits being reported at the POI ARC. 
Progress with the 2018/19 audit plan is as follows: 

Audit title StätusandRätiñg 
Insurance Distribution Directive (IDD) Complete - Needs Improvement 
Oversight of Appointed Representatives Phase 1: Complete - Needs Improvement 

Phase 2: Moved to Q1 2019/20 
Product Lifecycle Draft report 

Nemesis (Programme assurance review) Complete - Not rated 
MI Key Interfaces In progress 

Status of Audit Actions: 

61. Audit actions are generally being completed on time. As at 22 May 2019 
there were 21 open actions, none of which were overdue. 

Audit Action Status: 
Open (not yet due) 21 
Overdue (<60 days) 0 
Overdue (>60 days) 0 
Tota 1 21 

Reporting on Control Themes: 

62. Given the high number of reports that are still being finalised, it is not yet 
possible to produce a meaningful mapping of audit findings against internal 
control themes. We will endeavour to report this information at the ARC 
meeting in July to provide coverage of the full annual cycle, with comparative 
results for the previous year. 

Internal audit reviews completed 

63. Since the March ARC meeting we have finalised the following seven 
reviews: 
• Network Reporting 
• Financial Controls Framework 
• Cyber Security Maturity Assessment 
• Agent Remuneration 
• Client Settlements Process 
• Branch Hub / Agents Portal (Change Programme) 
• Digital Identity (Change Programme) 

Our findings and observations from these reviews are summarised below, 
with the full reports included in the reading room: 
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Network Reporting (Ref. 20181119-23) 
Post Office received a Network Subsidy Payment of  '' in 2017/18, 

Needs with £50m expected for 2018/19. Under the Funding Agreement, Post 

Improvement Office reports annually to the Secretary of State that it fulfilled its 
obligations around network numbers and delivery of services of 

Sponsor general economic interest (SGEI). 

Debbie Smith Internal Audit was asked by the Board to provide assurance over the 
process by which it produces its annual report to the Secretary of 
State. We reviewed the controls in place to ensure accuracy of the 

Audit act€ons: 2019 report as well as the proposed methodology change (to take 
0 effect from April 2019). 

P2 3 The audit concluded that the process to calculate the reported 
numbers and the report itself are established and the audit did not 

Taal 4 identify any errors. The new methodology has been run in parallel 
with the current and management are satisfied that the intended 
improvements will be realised from April 2019. 
We have rated this report Needs Improvement as there are some 
process and control weaknesses that, if not addressed, may result in 
inaccurate reporting in future. These include deficiencies in the 
completeness of process documentation and audit trail retention, 
which manaaement have aareed to remediate. 

Management Comment provided by Tom Moran 
"Management are both in agreement with, and supportive of, the findings of the audit. During a 
time of change your recommendations to develop more robust documentation of the process is an 
important step and will be completed as a matter of urgency over the coming weeks. Overall, the 
process has been very helpful in identifying areas of improvement." 

Financial Controls Fra 

Needs 
Improvement 

ime 

ork (Ref. 2018/19-21) 
This audit covered 12 of the 17 financial processes in the Financial 
Controls Framework, with the remaining 5 processes being covered 
through separate deep dive reviews. The audit also assessed the 
effectiveness of the control self-assessment process through the 
TrAction system. 
We concluded that the controls within the framework continued to 
operate effectively for the most part. However, limitations with the 
TrAction system had impacted the effectiveness of some controls. In 
addition, preparation for the Back Office Transformation (BOT) 
programme impacted resource availability, which in turn, temporarily 
reduced the effectiveness of the 2nd line oversight and resulted in a 
lower controls maturity compared to previous years (71.8% controls 

Management Comment provided by Michael Passmore 
"The report is fair and representative of the system limitation issues experienced, which was 
highlighted at the time the system was chosen. The system limitations have caused significant 
manual workarounds to ensure accurate monitoring and reporting, and we are now investigating 
alternative solutions. Until such time we will focus on the issues we can address, increase manual 
workarounds and continue the education process to the business." 
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ber Security Maturity Assessment (Ref. 2018/19-22 
In December 2018, the POL Board commissioned Deloitte to assess the 
maturity of Post Office's Cyber Security capabi lities. 

Not Rated The review was carried out in two phases. Phase one enabled rapid 
reporting of provisional maturity scores to the ARC in January 2019. 

Sponsor Phase two involved an in-depth validation of maturity, the development 

Rob Houghton of detailed recommendations for each area and allowed POL to select 
maturity targets through discussions with Deloitte. The review covered 
34 cyber capabilities across 4 top level domains: 
• Governance - how the organisation is set up to address cyber 

Average Cyber security. 

°[atart • Secure - what proactive protection is in place to defend against 
cyber threats. 

• Vigilant - how the organisation detects malicious, unknown or 
unauthorised activity. 

• Resilient -whether the organisation can respond quickly and 
appropriately when a risk materialises. 

I= Deloitte leveraged their Cyber Security Framework (CSF) and 
ii supporting tool to provide an objective and repeatable assessment of 

cyber maturity. 
Deloitte concluded that Post Office has made significant progress over 
the last 12 months in developing its IT and information security 
capabilities. Increases in maturity scores between phases one and two 

raG,r ` .,,7E of this review confirmed progress made in the first 3 months of 2019. 
Nevertheless, a total of 224 recommendations were identified across 34 

'o cyber domains - these are currently being analysed to identify any 
~3~ ~Er:~e =sseccc, maturity gaps that are not yet addressed by the IT Security 

Transformation Programme (ITSTP). It is encouraging that actions to 
address 76% of the capabilities, where a maturity shortfall was 

Audit actions: identified, are already in progress or included within the ITSTP. 
10 We note that the top three areas of concern are actively being 

P2 1 0 addressed by the ITSTP. These are: 

P3 
0 • Phishing (clicking on malicious links and installing unauthorised 

software) 
Total 10 • Password management (use of weak passwords) 

• Third party suppliers (implementing security and responding to 
incidents effectively) 

Implementation of the 10 overarching actions, combined with a focus 
on addressing high priority actions as part of the ITSTP, will allow POL 
to make significant progress in reaching its target maturity levels. 
Follow-up maturity assessments will enable the business to track 
progress against targets and to address changes in the cyber security 
landscape. 

Management Comment provided by Mick Mitchell 
"We accept the findings of this assessment. We also welcome the benchmarking and targets that 
have been set to judge IT Security maturity going forwards. This assessment gives a repeatable 
process and a clear and measurable focus for the future. It is also reassuring that the ITSTP already 
has a large section of the actions needed included. However, we will review this report and ensure 
we take further actions to progress towards the targets set." 
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Agent Remuneration (Ref. 2018/19-19) 
The objective of this internal audit was to assess the design and ( 

Needs operating effectiveness of controls in place over payments made to Post 
Improvement Office agents. Post Office has spent £365m on agent remuneration in 

2018/19. Agent remuneration data was migrated from the SAP system 

Sponsor: to the Core Finance System (CFS) in February 2018 as part of the Back 

Debbie Smith Office Transformation Programme. Agent details are maintained in and 
agent remuneration payments made through CFS. Agent remuneration 
is calculated monthly, based on rates stated in agent contracts. 
Controls over the payment of agent remuneration were found to be well 

Audit actions; established and generally effective, although some control weaknesses 
0 were identified and areas for improvement have been highlighted. 

i2" _ 4 Specifically the audit identified that: 
ast53 • Balance sheet reconciliations had not been completed for October 

Total 
 9 2018 during a time of significant changes to the relevant teams 

and limitations in TrAction to transfer this control to the new 
owner (TrAction issues reported below in FCF audit). The control 
has since been reinstated. 

• Requests to change agents' bank account details were not always 
independently validated as the control was not designed 
effectively. 

• Inputs to the agent remuneration process come from several 
teams in different locations and there are opportunities to 
improve the collaboration between them. 

• There is an opportunity to systemise the majority of the 
underlying agent records (joiners, movers and leavers 
documentation) as considerable reliance is currently placed upon 
paper based records to provide a full audit trail. 

Management Comment provided by Tom Moran 
"I am grateful to the IA team for conducting this audit and delighted to see such a positive 
assessment of Agent Remuneration, which is a direct reflection of the hard work of those 
responsible. I agree with and support the prompt implementation of the activities identified in the 
actions." 

Client Settlements (Ref. 2018/19-20) 
The Client Settlements process has changed significantly as a result 
of the Back Office Transformation Programme. The Client 
Settlements team currently services 220 clients, with payments to . • them totaling an average of £460m per week. 

Sponsor: Al Cameron We conclude that the implementation of BOT Systems went well and 

Audit actions: the controls over Client Settlements, both before and after BOT, were 
0 found to be well established and generally effective with particular 

P2 3 emphasis on strong user access controls and segregation of duties. 
Although some areas for improvement have been highlighted, we 

P3 1 have found the control environment to be acceptable and therefore 
Total 4 we have rated this report 'Satisfactory'. 

Management Comment provided by Michael Passmore 
"I am pleased to see that we continue to maintain a strong controls environment and we will, of 
course, look to act on the recommended changes identified." 
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Branch Hub (Change Assurance) (Ref. 2018/19-15'' 
Branch Hub aims to deliver a new digital channel enabling Agents 24/7 

Needs access to fundamental services. The programme aimed to deliver a 

Improvement 
Minimum Viable Product (MVP) to a subset of agents in October 2018, 

Fl however, it experienced delays, re-prioritised deliverables and released 
a limited `Alpha' pilot in Nov. 2018. The key contributor of the delay was Sponsor: 

Rob Houghton & the late agreement of the underlying solution architecture, impacted by 

Debbie Smith the delayed agreement of Post Office's wider cloud strategy with Fujitsu. 
This change assurance review, adapted its focus and timeline to 
accommodate the re-plan, focused on programme initiation, 

Audit actions: requirements assessment, plan delivery of MVP and Alpha pilot. 
0 While we observed significant progress improving on the learning of 
6 previous digital deliveries, with an overall adequate governance and 
4 programme management, our review still highlighted weaknesses in 

Total 10 
programme benefit assessment, risk management, requirement 
capture and documentation, clarity over roles and responsibilities and 
lack of resources in the PM/PMO space. The scoped also needed to be 
reassessed and committed to. 
We have rated this report `Needs Improvement' emphasising the 
ambition to drive immediate improvements as observed following the 
review. At January 2019 IC additional funding approval, a clearer 
roadmap of planned features and Agent adoption targets was submitted 
and the plan to address key noted deficiencies is well underway. 
We have also been working closely with SPO as the mitigation of issues 
would benefit from central guidance and procedures. Therefore some 
actions were elevated to portfolio level and are now part of the 
deliverables under Change Excellence. 

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

Management Comment provided by Andy Garner (Product Manager for Branch Hub) 
"Branch Hub Digital Delivery team agree good progress is being made in embedding agile delivery 
methodology. It is recognised that the low level of Fujitsu agile maturity has held up our 
mobilisation of features however this and delivery performance is improving. It is accepted that 
the controls and processes need to be tighter around e.g. benefits management and risk 
management." 
Management Comment provided by Kevin McKay (Delivery Performance Manager, SPO) 
"SPO recognise the need to drive improvements in agile adoption and use, and to provide tools 
and standard approaches to facilitate this. Whilst one action was already in progress and will be 
completed shortly, the other has been added to the backlog for PI4 which runs from April to June 
2019," 

Strictly Confidential ARC 29 May 2019 
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Digital Identity ® Change Assurance Review (Ref. 2018/19-25) 
Digital Identity is set to deliver a core digital identity platform allowing 

Needs''"" customers to set-up and maintain re-useable digital identities and query 
identity relatedinformation via APIs, enabling a GOV.UK Verify market 

Improvement share increase; solutions for passport and employment vetting; and 

Sponsor: 

`" further developments of the digital business beyond 2019/20. 

Martin Edwards The review assessed at an early stage of the programme, the 
effectiveness of the controls, focusing on initiation, requirements 
assessment and planned delivery of the core identity platform. 
We noted the programme was broadly being set up for success and we 

Audit actions: have observed multiple instances of good practice, however, we 
0 highlight that the programme was operating at risk as at the time of 

P2 8 fieldwork it had not executed agreements with its key delivery partner 

P3 1 Digidentity (Digi) (contract signed on the 29 April 2019). Furthermore, 

Total 9 there is a risk the cost estimates of integrating the new HR Vetting and 
Passport Renewals service offerings with the wider Post Office's systems 
being underestimated as they were based on a high level solution 
designs. 
Also, although piloting elements of Post Office's revised Change 
methodology and following Agile delivery methods, it must factor into 
its ambitious delivery timescales, the limitations of solution providers 
and the wider Post Office in not completely adhering to Agile and not 
been able to operate at the same pace. Furthermore, it is currently 
relying heavily on contractors and needs to better plan for knowledge 
transfer and retention. 

Management Comment provided by Martin Edwards 
"I welcome the conclusions of this Change Assurance Report, which as expected from an early stage 
review have highlighted both instances of good practice and some specific issues which need to be 
addressed. On the latter I can confirm that actions have either already been completed (such as 
signing the development contract with Digidentity) or are now underway (such as regularly reviewing 
resources, benefits projections and key indicators). The early stages of the programme were 
hampered by some specific resourcing chal lenges for key roles (both the programme manager and 
solution architect had to be replaced for differing reasons), but the core team is now in place enabling 
us to address the remaining issues highlighted by the report. 
More generally, the report highlights the tensions of attempting to run an Agile product 
development process when some of our external suppliers and internal approaches are still more 
aligned to traditional Waterfall approaches. We wi ll continue to work with SPO to ensure the 
broader learnings from this experience are captured." 

Str ctly Confidential ARC 29 May 2019 
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Appendix 1. Risk Heatma 
Trend / Risk FS&T, Operatic 

Legal, 
HR 

Principal 
Green Status Retail Identity 

Finance 
tts 

Rlsk and 
IT (Incl. COMM ALL 

Risks 
Expected Date and PO1 

(CFO) 
(COO) G leena 

H&S) 

• Mar-'19

Operational 

May-19 

Mar-19 

Information 
• Sonority 

May-'19 

Mar '19

May-19 

Mar-19 New risk subcategory to be assessed for RCC in May 2019. 

Party 

May-' 19 

Mar-'19 

Legal& May-19

Regulatory 

Risk Green 

Status Nov -20 Nov-20 Nov-20: 

Expected Date

n/a 

rfa 

Strictly Confidential 

May 19 Comments 

Red —No high concerns reported in this area. There is one new key risk for Banking 

n/a Services related to LINK Disaggregation, where LINK will stop supporting settlement by 
1st July 2019. Options are currently being discussed to mitigate this risk. 
Key Amber points — The Sa`ety Compliance Top Risk remains 'Archer' as ircprovements 
to FIGS training and compliance are ongoine. . For Network Opeintens, work continues 

n/a on creating a Branch Support Centre in Chesterfield to replace the current NBSC 
helpdesx model. 

Red Whist ln., Sec, iy is not called out lest, Cyber TThreat . All terrain a focus are 
n/ a and Corms part 0_ CL-: top-risk profile. 

Key Amber points -The De ortte Cyber Report has non, been publshed and 
remedlation actr-'rtres til l c.w.vtna e throughout the year , The risk profile will remain 

n/a Amber until mater a changes in he remediation programme have been approved by 
Audit. 

Red No bureress area tl - l t r hrc,h concerns in this a  a Retail
continues to hold a key risk around rho 'ails a of infrastructure  'n branch, reflecting 

n/a the important tic h can continue to trade 
Key Amber points — For FS&T, identity and PO[ tie o'erall rsk status has moved to 
Amber'. This is predominately to do with our legacy IF oysters e.g. Hon,on. Alongside 
this. the de celeprnerrt of the Digital & Identity strategic plans are c,rrrentI ur. .erw 
For i i CCh advised thatt tile current versone ft l [ 
branch a dm - n usu rs is ourrertic nut of date. Priorir/;rouoflaou the t s 

: 0 II be ciscuosod at the urcinitect 0-view which is suhodulod to rukoplace this

ey Amber points -For FS&T there is one key risk over Telco Third party exposure. We 
are reliant on Fujitsu's guarantee that they am compliant with Regulations and Law. We 
are now in contractual negotiations and plan to start a tendering process. In R,
currently 3 contracts are out of support that could potentially impact the speed of 
resolution nor incidents imparting Finance Operations (Credence/MOM application IBM 

nra support, Credence/MDM application Oracle support and SAP Business Objectsi. '' PPo PP   1 
Remcediution plans tnd 

Red- The 'ea scp,ru for PCt has re r•aieud the sarce. 80 the data discoeora is 

n/d com pleted'ra is cue to end by June  9. POL' current position that there are two 
li k ,r the ROC pa any brin ing, A plan to acF w both PCI 

---- Compliance has been communicated as November 2020, but w ork is underway to 
identify a more aggressive timeline For Banking Services, there is one new key risk 

n/a related to a non-conformance in cash caithdrawal card transactions without advising or 
requesting the customer for approval R helps the PM avoid a PO5 Merchant charge 
and instead creates a remumarat cn increase. A technical solution has been requested to 
Fujitsu/ATOS to eliminate rho issue. F5&T Regulation remains a concern for Telco and 
this has moved the risk pro-iie from Amberto Red, due to a key person dependency. 
Key Amber points — For HR, 'Employment Practices' remains 'Amber, R training will 
be p oted at the end of May and will roll out in June which should mitigate this risk. 
Will be unlikely to see actual risk benefits in the immediate tern-

Key Amber p Is aFOOT thus aky r sk ever Ocom prong differential norm 
that ' 'rs a cc i for tnlscs TIto compliance ma g -et s--i Y Ocorn in March 

n/a t lobby "rot Post O 9ce point o view. Not, awaiting c n ul evict before commencing 
-urther lobbying. One key risk has been closed in respect of madenuate'mancial 
onnrrols for FS&T For T Ffifi i7 results closed at Lot t Y dget(,The cost 
challenges ere due ro del s in Project Everest Belfast Exit, s -ravings expected through 

n/a c,ciiiracl ire x  t - -u sirirst yr target ) sascsi, ' t ks y anon lower 
than antic Date 

Red 3 POL --oph k Retail) Proposition IFoF,t MarkeID lop ts and Brerit 
mph alien . Work ce'-inuoc on. . v lcpmg the. Retail Proposition Is p e id. greater 
avon-_ste Post . ----moo products and e , the Corp rate Pc Market D elopments 

31 riskrema-rs Rec. Projects and negotiations underway with BOI, RMG and dove opment 
Oct- on rues ✓di[h digitisation for P0. Brexi[ Confidence increasing into hc::, we would 
19 manage cortingenry in the evert of a No Deal', but political uncertainty remains. 

Key Amber points For the Dig al Competency Risk, ork is underway to support the 

n/a Digital Workplace Programme Id vend by IT), whereb Hh cs on development of 
Talent Acquisition and Deve opment Programmes. Further r awis required on the 
slope of this activity and teodbu,k from a recent review by McKinsey being considered. 

n/a (S F501 and Identity the impact dassi'Ication has moved to 'worsen ng', due to the 
t loss of celleag businesses-.•  .. :....:,.,-... ...:... ... . ..:...::.... .:,...,.:....-,...:.. . ::.:.. :.,-... .:......:.:..,.,,:..:: 

Key Amber points - :r R rl-ang portfolio prioritisation and execution continue the 
process of assessing the change agenda and determine IT priorities. Change portfolio 

itiii3tracRinR remains 'Amber' primarily because 18/19 secured benefits were 6.7% below 
emppIan and I 3,rt9 investment ' -as above original budget. 7 out of 37 'Platinum' and 'Gold' 

.,•••• ' programn-e'piojeds epoiting Red RAGS. These are Fit & Proper, Back Office 
'Transformation, Data Analytics, Future of POCa, Digital Identity, Legal Entity 

ntriin;v Optimisation and PCICompliance. Top 3 remain Portfolio performance, change 
/workforce and business ownership. Significant independent ongoing review of 
programme risks logs — demonstrates broad compliance with standards but 

.;:improvement required in scecific areas. 

ARC 29 May 2019 
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Appendix 2: Compl iance Heatmap 

KEY: 
Material items of concern that require focussed remediation to ensure we stay within our risk appetite 

Some items of concern that could breach appetite if they crystallise or are not managed 

Strictly Confidential ARC 29 May 2019 
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Appendix Change Portfol io: Gold & Platinum 
programme/projects d s boar 2: 

~.... . .: r~:., Process & Contact Centre Cost Reduction 

?D Project Arrow -Data & Analytics Strategic Enabler 

Source to Settle Cost Reduction 

Cost Reduction "Fi O Safe Haven Exit 

Future of Stock Cost Reduction 

FO Back Office Transformation Cost Reduction 

F&4 Bran:.h Hub Cost Reduction 

End-User experience F&O ;', .Agee- On boarding 

FO Common Services Strategic Enabler 

Si 
Home Phone & Nuance Cost Avoidance 

Success Factors - Phase 2 Strategic Enabler 

Blueprint Cost Reduction 

Digital Identity Strategic Enabler 

PCI Compliance Cost Avoidance 

Project Everest Legal & Regulatory 

Belfast Exit Cost Reduction 

Security Operations Centre Strategic Enabler 
. ..... ...... ...... ...... .. . ... . .......................... . . ..... 

Legal Entity Optimisation Strategic Enabler

(ffx Fit & Proper Legal & Regulatory 

I.RG .. .,, ;; General Data Protection Regulation Legal & Regulatory 

Nemesis (Home) Strategic Enabler 

Morpheus (Pricing / CVM) Strategic Enabler 

FOCI' Implementation Service Sustaining 

Hor' zon Integration Hub Strategic Enabler 

Enha iced User Management Legal & Regulatory 

SSK Trial Strategic Enabler 

Network Development Service Sustaining 

:work Transformation Service Sustaining 

Revenue Generating Future of POCa 

cheque Imaging Legal & Regulatory 

Crown Network Shape Cost Reduction 

Cost Reduction DMB Strategy 

Mails Multi -Channel Revenue Protection 

SSK Simplification End-User Experience

Parcel Shop Revenue-Generating 

Automated Locals Revenue-Generating 

SSK Procurement Cost Avoidance 

0l VZiT1Ij 

` Data taken from Strategic Portfolio Off t;"u Change Mon;h y Executive Summary (P12) .. Ap€"i . 
2019 
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AUDIT, RISK AND COMPLIANCE COMMITTEE 

Accounts 2018/19} 

INFORMATION PAPER 

i u a Report   / 1 
Top Risks, Executive Declaration, and Risk Management Section for ARA 

Author: Deana Herley Sponsor: Jenny Ellwood Meeting date: 29 May 2019 

r 

Context 
The purpose of this paper to review and agree the draft principal risks in the Annual 
Report and Accounts (ARA) 2018/19. Updates have been made following a review of 
the Top Risks and Executive Declaration results. The Top Risks is a summary based on 
feedback from all GE members and is a consolidated view across the Post Office 
business. The Executive Declaration process enables members to consider (and attest 
annually) as a part of year-end procedures, if any additional disclosures are required to 
the principal risks to be included in our ARA. 

Questions addressed in this report 
• What is the current profi le of our Top Risks in appendix 1? 
• What are the outcomes of the Executive Declaration in appendix 2? 
• Are the proposed Principal Risks as set out in appendix 4 the correct risks for 

inclusion in the ARA? 

Conclusion 
1. We have performed a robust and systematic review of our risks that we bel ieve 

could have a material impact on the results, condition and prospects of Post Office. 
The proposed principal risks set out in appendix 4 are those which will appear in 
the ARA and have been drafted based on the position of Top Risks (appendix 1) 
and are supported by the Executives' Declaration results (appendix 2). We show 
the alignment of items to our priorities. 

Input Sought 
The Committee is asked to review the information provided in appendices 1-4: 

• Agree proposed changes to our Top Risks; 
• Note the Executive Declaration outcomes; 
• Confirm the approach to ARA disclosure as set out in this paper; and 
• Consider whether there are any other matters that should be included and 

reported against. 

Strictly C'onfiden :jai 
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What is the current profile of our Top Risks in appendix 1? 

Since March ARC meeting, marginal changes have been made to the top risk profile 
(see appendix 1) which include the fol lowing: 

• We have 12 top risks. 1 risk has sl ightly increased relating to Technology and 
Business Interruption (Computer Centre automatic failover) has increased in 
impact (5-2 from 3-3) as a result of being unable to automatical ly failover to 
the 2'"' datacentre. Manual failover is possible however, and as there have 
been few historic events which have led to a failure so probability reduced but 
impact increased. The likelihood of the Group Litigation risk has increased to 
a 3 (possible) from a 2 (unlikely), impact remains as a 5 (5-3). All other risks 
(10) have no changes to impact and probability scores. 

• Top Risks considered as key are disclosed generically in the Risk Note section of 
the ARA, as summarised in appendix 4. 

What are the outcomes of the Executive Declaration? 

2. The Executive Declaration returns have been reviewed for material ity and 
consistency against Internal Audit and wider Business Assurance reviews, resulting 
in 17 items being disclosed with 8 items of material ity (29 items disclosed and 14 
of materiality last year) being summarised in appendix 2 including: 
• 1 item of material significance that will be disclosed as a contingent liability re - 

Post Office Group Litigation. 
• 7 items are to be disclosed generically in the Risk Note section of the ARA. 
• Outputs (7 items) requiring an accounting judgement to determine the need for 

any adjustment have been reviewed by the Finance Director. 
• 2 items were also considered by the GE owner, but were determined as being not 

material or sufficiently addressed by other generic disclosures. 
3. There has been a direct correlation in the number of items reported with the 

maturity of our risk reporting processes (Incident Reporting, Exceptions, 
Complaints, and Risk Registers, including identification and reporting). 

Are the proposed Principal Risks as mapped in appendix 4 the correct risks for inclusion 
in the ARA? 

4. The proposed wording around the 'Management of Risk' which wil l be included in 
the ARA is set out in appendix 3 and principal risks (appendix 4) proposed for ARA 
inclusion and have been drafted based on the position of Top Risks (appendix 1) 
and are supported by the Executive Declaration outcomes (appendix 2). The arrows 
indicate risk movement. 

St ct/v Cnr,f/ har 
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The commercial ly competitive and highly regulated environment, together with operational 
complexity, exposes the Post Office to a number of risks. We define risk as anything that can 
adversely affect our ability to meet the Post Office's objectives, maintain its reputation and 
comply with regulatory standards. We seek to understand and harness risk in the pursuit of our 
objectives and aim to operate within an acceptable level of risk taking. The Post Office has 
articulated its risk appetite in relation to the most material risks with a view to better managing 
the key strategic risks and assessing the risks in relation to new opportunities. 

The Board is accountable for risk management and internal controls in the Post Office, reviewing 
their effectiveness and determining the nature and extent of principal risks. The Board has 
delegated responsibi lities to the ARC, which provides assurance to the Board through review of 
reports from management, risk, internal audit external advisers and external audit. 
Responsibility for day to day operations rests with the GE. The RCC reviews the effectiveness of 
the risk management framework and management of principal risks. The outputs reported as 
necessary to the ARC. 

In order to deliver its objectives, the Post Office is required to identify, assess and manage a 
wide range of risks. These are managed through an overarching framework in order to apply 
consistency and transparency of risk management across the organisation. The framework 
identifies roles and responsibilities of key parties in the risk management process, the policies 
for how risks are managed, the tools and processes used and the reporting outputs that are 
generated. 

The approach to risk management is based on the underlying principle of line management 
accountabi lity for effective implementation of internal controls to manage risk. The GE has 
identified and manages the principal risks in the organisation, focusing on the aims of the 
strategic plan. These risks, with their response plans, are reviewed by the Central Risk team and 
at the RCC and the ARC to assure the robustness of risk assessment and management. There is 
an ongoing process of identifying, evaluating and managing the principal risks faced by Post 
Office. 

During the year we have further improved our oversight over the level of risk being taken across 
Post Office and effectiveness of our mitigating actions, including close monitoring of emerging 
risk themes and incidents. Plans are also in place to fully refresh risk appetite to better inform 
decision making. This is a component within our wider enhancement plan to continue maturing 
our Risk Management Framework. 

We have an internal control framework in place for both our financial reporting and IT processes, 
which fall under our self-assessment regime. In addition, we have implemented a suite of Post 
Office policies which define the minimum control standards we expect to be performed within 
the applicable business areas. Our risk management efforts are also underpinned by our 
Executives' Declaration. 

Our principal risks evolve overtime, as we progress with the North Star strategy and business 
plan, new risks emerge and our mitigation activities adapt. Health and Safety has become a new 
principal risk this year, reflecting the high importance we place on the safety. Litigation is also 
new, due to the change in posture. The level of risk has increased for the Economic and Political 
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environment, in response to the ongoing political and economic uncertainty. Dependency on 
strategic relationships remains a principal risk and is in an improving position. We have invested 
considerably in Technology, Business Interruption and Cyber and this principle risk is improving. 
Both our Retail Proposition and Regulatory Environment risks are stable. Our Retail Proposition 
remains fundamental to enabling us to continue to successfully deliver our social purpose and 
the regulatory environment continues to evolve and introducing new ways of doing business. 

Strictly Confidential 
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These are our principal risks, detailed with their potential consequences if they were to 
crystallise and how the Post Office manages them. Any of these risks could have a material 
impact on our results, condition and prospects. However, these risks should not be regarded as 
a complete and comprehensive statement of all potential risks; some risks are not yet known 
and some that are not considered material could later turn out to be material. Our principal 
risks are regularly re-evaluated and discussed at both a Board and GE level. 

Potential 
Principal Risk / Movement Consequences Key Mitigations 

STRATEGIC RISKS 
Dependency on Strategic Not achieving our • We have established close working 
Relationships strategic ambitions, relationships with our strategic 

Post Office has a number of losing revenue and partners underpinned by formal 

strategic relationships which market share. governance and reporting mechanisms. 

are key to delivering its growth These ensure commercial objectives 

and strategic ambitions. The are aligned and relationship deliver to 

number of such relationships is 
expectation. 

• Regular interaction with strategic 
increasing, partners to improve joint operating 

efficiency, product offering and service 
We work with our partners to to drive growth and profitability for all 
align our direction and parties. This includes regular 
interests to enable us to meet engagement at Chief Executive Officer 
evolving customer and market / Managing Director level. 
requirements and any • We review the relationships with our 
misalignment, strategic partners on a regular basis, to 

ensure long term alignment, with our 
customer and business outcomes. 

Retail Proposition Inability to meet • We are continuing to open branch 

Post Office are committed to our network locations where there is a customer 

maintaining a Retail network commitment, and need, adding 328 'new network 

of at least 11,500 branches. consequent locations' in 2018/19. We are also 

Critical to this objective is adverse impact on continuing to improve our support to 

offering an attractive delivery of our existing postmasters and have 

proposition for our retail social purpose and strengthened our field support team this 

partners and to continue to consequential year. 
• New technology will help our 

operate Post Offices in p financial impacts. 
postmasters manage costs and our 

communities who need us. business remain relevant to customers 
We continue to review and and we are investing in the next 
develop our proposition to generation of automation for our 
enable us to continue to branches as well as further developing 
successfully deliver our social the software that wi ll allow retailers to 
purpose, which addresses the sell Post Office products on their own 
impact of: tills. 

• increased high street costs; • We are developing 15 pilot locations for 

• ongoing move to online; Post Office Parcel Shop and are 

and continuing to develop automated locals, 

• a decline in traditional with the first proof of concept branch. 

income streams. 
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Economic and Political Spending patterns • We regularly perform horizon scanning 
Environment of our customers to identify external events and assess 

Current uncertainties in the during economic their potential impact on our business. 

external political, economic uncertainty and • Our strategy considers customer 

and social environment could potential downturn requirements, market trends and 
competitor behaviour. 

have a detrimental impact our of the economy • We continue to invest in the 
strategy and operating model e.g. decline in the development of our digital capability. 
significantly: banking sale of • In terms of Brexit arrangements, PO 
Brexit itself represents a products, p , have communications, training and 
potential series of risks which 

particularly contingency processes in place to g Y 
would be most pronounced in mortgages.  deploy in the event of a 'no deal'. 

the event of a no-deal Disruption to 

departure from the EU, but operations 

has also taken a very serious (customs labels in 

toll on all aspect of branch, 

Government and politics more accessibility issues 

broadly. There remains a for supply chain) 

possibility that the current Financial resilience 
impasse will increase the of our postmasters 
pressure for a General and suppliers. 
Election, with the attendant Retention of skilled 
risk that Government and our labour and 
Shareholder's priorities will recruitment. 
change in favour of a Labour New income 
agenda, with significant streams failing to 
implications for the business. grow. 
Examples include the 
implementation of Labour's 
proposals for the 
renationalisation of Royal Mail 
Group, and the creations of a 
Post Bank. 

OPERATIONAL AND FINANCIAL RISKS 
Health and Safety Exposure to • We have regular Health & Safety 
Due to Post Office's wide reach significant costs for training provided to all colleagues and 
through the size and operation reimbursement for managers including Directly Managed 

of its Network including fleet, damages and Branches and Supply Chain Managers. 

it is essential we invest in our remediation, • We regularly review, update and 

safety procedures and operational monitoring of Local Risk Assessments 

controls. disruption, 
and safe systems of work.

• We have developed a Road Risk Policy. 
A health and safety incident or prosecution  and • We regularly review our Health & Safety 
failure could result in serious 

NEW
reputational policy and Property Statutory 

injury, ill health or loss of life. damage. Compliance policies. 
• Our Health & Safety Management 

System has been independently audited 
and assessed as strong and 
mature. Initiatives recommended to 
further strengthen our safety culture 
have been implemented. 

• An independent Risk Assessment of high 
risk building fabric has been undertaken 
and remediation actions completed. 

Strictly COnfidentiai 
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• We undertake a dynamic risk 
assessment, work closely with 
industry experts and bodies and have 
invested heavily in security related 
interventions to reduce the risk of attack 
and assault across the Network and 
Supply Chain. 

TECHNOLOGY AND INFORMATION SECURITY RISKS 
Technology, Business Direct impact on • We are continuing to mitigate this risk 
Interruption and Cyber our network by migrating some of our aging legacy 
Post Office is dependent on the availability and systems to new infrastructure and this 
continued effectiveness, reliability resulting will continue through 2019/20. 
availability, integrity and in adverse • We regularly evaluate the adequacy of 
security of its information customer service our IT infrastructure and related 
systems and associated and financial controls. 
infrastructure. performance • We regularly meet with our key third 

and/or reputation, parties to ensure they fulfil their 
Post Office, in common with obligations covering the security, 
other businesses, is continuing A cyber-attack resilience and availability of our IT 
to track the threat universe could threaten the systems and infrastructure. 
and is aware of increasing risk confidentiality, • We have introduced a Security 
from cyber-attackers integrity and Improvement Plan enabling our third 
(particularly nation states) availability of our party suppliers to use their security 
seeking to undermine systems. experience to identify a gap or 
businesses, government and improvement to a security process or 
utilities, tool that Post Office has not identified, 

improving our partnership and utilise 
their experiences to improve our 
overall security posture. 

• We have policies in place for cyber, 
disaster recovery, information security 
and acceptable use. 

• We monitor and provide assurance 
against the minimum controls defined 
in these policies. 

• A Security Operations Centre has been 
built enabling our IT Security Team to 
assess and manage vulnerabilities, 
identify and mitigate the risk of cyber-
attacks. 

• We continue to further invest and 
further mature our cyber defences 
including: 

> increasing capability within our 
security operations; and 

➢ cultural awareness around data 
protection. 

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

LEGAL & REGULATORY RISKS 
--------------- ---------- ------------------------------------------------

Group Litigation Legal findings and • Post Office has instructed specialist 

Post Office Limited is the court orders which legal advisors to advise on and conduct 

defendant in Bates & Others v. have an adverse its defence of the litigation, subject to 

Post Office Limited, Claim NEW impact on financial senior management oversight. 

Nos. HQ16X01238, performance 

HQ17XO2637 & HQ17XO4248 and/or reputation. 

Strictly Confidential 
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in the High Court of Justice, 
Queen's Bench Division ("The 
Post Office Group Litigation"). 

Regulatory Environment Fines, penalties, • We have open dialogue with key 

Post Office operates under an litigation and a regulators to understand and clarify 

extensive and evolving resulting adverse expectations. 

regulatory environment, impact on financial • We regulatory perform horizon 

including areas such as performance 
scanning to anticipate future 
requirements and planning with each 

financial services, transactional and/or reputation. p business area to undertake 
services, postal services, appropriate solutions. 
telecoms, procurement, • On-going training is provided to staff 
competition law, and data and retail partners on legal and 
security. This environment regulatory matters. 
continues to evolve, • Regulatory obligations are supported 

particularly in the financial by policies which define minimum 

services (e.g. HMRC's controls that must be operated to 

requirements around Anti 
mitigate risks.

• Internal and external programmes are 
Money Laundering controls, in place to provide assurance on 
location fees as wel l as Fit and regulatory compliance. 
Proper) and telecoms space, 
which increases the risk of 
non-compliance, costs and 
could impact our financial 
performance. 

Strictly Confidential 
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Appendix I 

POST OFFICE 
GROUP RISK PROFILE - May 2019 

Business. GERI, I
Area ' Principal RIM, 

Owner'„' g

IT 

Information 
Protect on & 

RH 
Regulatory 
Co m p he nec 

Compattiven 
ass, Market 

Retail 
Wand Customer 

OS 

Relevance 

3 Inhannt 

Risk Deecdptlon  Rlek 
Sc« 

(I/L) 

PCI OhS 

The 2017 PC And t ideotif'ied a number of Aud cyst one across 
3'ei r', ITcrcpsrs c.nchsro not .tor. r
by Pyst Offyo to nod  ffo:ofn,I g,a,dp'„c-dr.u:0005t 
p'. rte :e ee the aces ro halth st»ate tmcsca _e1 
12 24 , ont'rd "ray 'soul r rahai4'ac dur rig oxtarn, 
idt.c,erar,g tstrtonro f. rcaly.,atiesf-om 

p - , -eg2r c ncr:at - n actvt e--a ,d att-act 

orr.rdgeted -e tend, aw, 00 'hr 

Retail Proposition 
Post Offices retail value proposition becomes insufficiently 
attractive to retailers which results in shrinkage to ou r branch 

network and breach government commitments. This Is 
potentially compounded by increased costs eeooelated with 

R•ecit. 

Key Controls In place 

R Project in p ace to address the requirememsfor 

certification, 

Formation of PCI Steerco 

Stop, Start, Continue assessment has been completed to 

identify forward plan 

Potential plane to certification have been reviewed, 

Gap Analysis has been completedto identify a potential 
reduction in amps and deliver a Mediated RoT 

Tne Retai l 5trategy presented to the Board in June contains 
th-ee ':; liar', of vctiy tv, P-'tics arty tether trench -e 
to ,ticn:hi ps, wnir.h oil : address the pc ,t. Aso c cce 
ac. . management of koyementreatlo h;through 
rog`,,a t 

r os 

updates on netooh<,.; inc and t-endr. 

Reddual tick Store (I/LI 
Controls

Effaetiven : F. Mowmant 
ass Score Mar-19 May'19 

Rationale for Movement/ Mitigation Plan 

Ratrnn a lefnr Mo,remrnt 

The tic' poc tier oar_ Oct onanged since our last report, and it remains as 'High, 16'. From a 'Ist 
eapectiv c ,. -epo h 1r01 Olt-,e data dx> omplttea d!r due no complete at 

ILre 19.PrYVc h,trer n sSeer toncc a:of dde s h4ata--ldao- there r'.. Tht 
or, of the d'sroc_y w dot no P02 Fri coops. The crorre rat po.:_ ., tint .hare ore two 

r'r:od a'aa'_ for t'.a POC a<.y.»a ,t a -an rig. Botn : arredat ua to 0050r00 PCI 

_.cop ant. : pl, teases „th .,in. .. rcmmnt r,t nhl -< ,ca. _ 2020, o ttwybe-. 
aedo,'y,ytci dentifya ergs e:.ciue: ne nc. 

Mitigr t Inc flan 

1i Pr's ale der Ti 

2) fnntnrrir- tra,rett ins being ra mediated - Retail transactions -for paymnrt Transactions yia 
redt card 

31 Cuaome- tranact onso ,,gro, red,uted Ou,ringtra nractlons-for cash withdrawals, 
e onq.,'-rec. p r cnan gas and deposit 

4) Custome - tranact ons yeing remedlated - 0,11 -ayment and non-chip and pin transections-

ho' trancac', Sc: ,yho'o a c.ss[o„ar wishes cc sacs at ty b I fo-example the barcode on the b' 
c, nod and trio often',d e r udes toe PAN o arnt fo- use n t utoansactlon exe n 

)[. eF c✓ t l Jp i pped back to lr F'- ' , I ye crr, Ths 
P[I ro'cpl,a nLof sca 'no I „ 'c It led nd tie d-- redeployed back to a o- an .. 

Gj nao od of 7rnon[hs. 
E:,,e,'reote PAN datafrom Post Office back end systems 

7) PCI Card Data Scan 

Si Pre-Pay and Post Office Branded Cards 

Si Eaten, Clert and Branch Corn 'nunieations 

Rationale for Movement 
No change -, the—its score this quarter. 

Mitigation Plan 
l'Jor<cc t n d. elo,nganewseg t t t dt g t: . d ovlcle 

. oru a t 1-111f,, P d i t d - (. d nd 
_tad y t . I . dil P cc. Ott t F . c.c t t ti t„n:r' 

It Fe putnt::y d net a ue'ollod o . I , y ea o ter 000,uy Lette'yr e r rot,,lorc

Other deve .rpm cots nth: quarte- ins cede i.> p of locatonk lo-Por.t Of ce Parse Shck, dae to 
cer ise ,1Lne 2009. Were,. also co nti cues o, autcmated local 11 it the f rot q'ooi of sense -t 
era nch nera,red to go I've in lane 2019. 

.................i............,.. . ... . . . . .....................,............................,.................. I............................. ..... .................. 
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R i Residual Risk Score IIll) t I•

BUllaw Pdndpal Risk 
, GE RI kk
i R Risk Description 

h Inerenx " 
Risk ;

Key Controls In place 

} 
' 'yZ

Eff t # Mevemem Rationale for Movement/ Mitigation Plan 
Araa k i0vmer Scae i 

bcore E
"f, i ( /L) ss • Marv19 i Mry.19 

P0 Group Litigation PO hss r o,'n tier f' ep t ttr Ac f ¢: 4 Rationale for Movement / Mitigation Plan 
Adverse outcome from current Group Itlgation, across th I th p t f t t 

t . d . B $ 
Judgment on the f'rsteommonssues trial was given an 15 March 2019, and made findings 
adverseto PostOffces interests and business as usual operations Therefore the risk score has 

A ti t f Pot t t t . y~ naovod to 553 this refresh, 
do f d t >t

t L T - II Po  Mitigation Plan 
q`` 

_ c od - F
P to tg dc c Post Offce has instructed epeciallst legal advisors to adulse on and conduct itsdefence ofthe 

B d Co ii [ I : r t It menigatlon, sublectto senior manage t oversight. 

C tngeney Pl n~n g o'  aLo0nd0t, ions d '$, :$S
LCG Litigation TBC v to the:Rigation risks. - ',ffi

................. .. . . B p

ih Cyl Threat 
~tG\; 11~ ~. .a ll"5 ty p hghl eht ri b t - d 

t I 
t -Nl-d l 

R tlonal for M t 
,, . urity . 

tocha~g h t q~ rtr l D 07IID 1 tk g Th Cyb . lAT my 
p (D ft  o t n, ra trbrrat Irformat. reto rt 'carte, Audt. T'n, an -e ode nati It F rt dt r i o roteTor 3. 
Tho F- t  a F t r d orufda t 
t. ,tra ._. e. J~ n..s. too da,ecu t/Inn..,,. , , ,, 

f ai ' S y t eCampa'gn. 
I g, cement at :e_ .. d targeted lee n ng beet ms 

At t , fit coti t - 0 r. nO B y i6': f  too td t , . I eady 
ntha lTS• T; Ion P o. t/J( f.•t :d e.to eo e m erdaton. '.,eve 

pr o ar nc to mtSate to ad quite'., de,'.o; d r iot., 001st enned. r ' t, rrrtiercod a id a ebeip tracled by F:.,<and tudt. II base conrrnxI trot tne1e00 

ITSocur ty/ * o d lIe t Co dol + t t d d.: ,d I t a I "' .:I..1 ve start May. 

Informatio 
t 

t 
ti t b d t I ' I , 

n 
ITS ,I ocos have been refreshed and

IT/LCG Protect on& RH re~ut ram ca •f compe }d t co,leagu0 it . 

1 

.
o g - m :. ay 

` Mbg: iron lon 
1 Ircre, th ty . d rI' ri d tO tertian 

Regulatory 
5u recur d yvrr e n00 0nt d f Compliance '" 

• 
pp..er ty meet ngs 

-C  Shadows deployment Ins Gybe- t 
Co o n dto ns 

1E'r ,di d ty t oratoriogitel pcv-d 5 N 
r c , cool s C to to a+:.on too s.,.-c t o tOe necessary defence 
co o ace10 010, so, o Otto nyc o tuturty exposures 

V
6) Address and re.med'a toe l I Delo tte ..—Ity fi ndi ngs 

.. ... .. .... . ... .... ... . . .., .. . .. .... .... .. .. .... ... .. . 
DR/BCPplans 

.. . . 
Hghlcoolpans f CIsc tested aridB Icon 

........,.. . ... ... .... ... .... ... .. . . .. .... .... .. .... .... .. . . ... .... ...
Rationale for Movement 

Onelted DR/BCP plans, largely untested Increase the'.mpact of 
lose 

place 
y a cr y t- :h lie cl -, dgc to 

Apr. 2010 to 
No ciia ngestotho risk rating, work remainsongdng, awaiting confirmation of eomingeney 

I system, and site O n pa y.occess(al. nc. 

Jperatio BCP (excl 
Rh ¼'$i( Mte ti00PI 

n (COO) ITD R) 
\ # 

T of , o fife t doe to: dquate RCP cc gcnncntn - gdf, mq4 
i ref tto it t DRY .i git h t f Id nd Ho terra d the need to c to I I 

v .... . . . .... .... ...... ... .. . :... . .. .'..\.\4` .... ..... .. . . .. .... .... .. .. . ... ... . . .... .. . . .., ... .... ... .. . . .. .... . .. ., . . 

c.a 
i

Ci 

s 
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` n 8 ( Residual Risk Score (ill) i t 

, GERlsk;` +. 
, 

Inherenx x 
t 

'; Controls p 'E 

~" N

"`"" yutlnnt 
Pdndpal Risk  Risk Description 

` 
Risk 

Key Controls In place EffeetNen # Movement Radanale fn Movement/ Mklgatlon Plan 
Araa ) ;Owner , Scare 

Eass Score Mar 1Q M 1Q s( /L) 
, j W 

.., .w., .,., .v., w . ... . ... . .... .. ..... ... v„ .. ~....w,..a ,..., ..w.....i......., .w......,.,...w,...w,.,.,.,,~.,..w.. ....,,.w,, . ,...., ..„ ..w,,..~........,.M 
Dlgt IC pat y Prov'dmgd g tel too n the workplace (Ben Cooke) 'D,g bi 

1D~ 
Rationale for Movement 

F., I  act -etan and o ;ldtl'a l,—P, ate competence 
•' 

Workplace Prog-am e No change in the risk score this quarter. 
C~ to aadrev c'nal ' go oed py d gta dls-apton shal l lead to

andam Bu II ng c:. rab, tyz Jco,,uctc .; to use d:gitaltoo ls: 
+`•• 

M klgatlon Plan 

•  ̀
model a nd ese,tual ,,.,.d-li eof the dr;.no )D t -.rn t t.F' .re • 1)A review has been undertaken by McKinsey who evaluate the current programme of work 

~ I,)P~.J k sl:~. . I ,ded e-learn ngand F2F  '. :; , end inhouse capability to deliver the digital competency and the output ofthe review's being 
discussed. 

Develop, cIS F lc d J oe, 2) Recruitment is underway forth. new Digital and Innovation board (cIA new roles). 
HR ', Inspire and MK 0) D t l s - . . t I F d support s•

Grow 11 .rre, /Teams/[ran re ..-o ). 

Att t: g pprop stey  dt I i(5 an): 
c cc crhCiOto d t,r dd;t t 

3`! b)Tccnno ogy Graduate Prop. amme'aunched

.. .... a . . 
~ FS&T M ktD I p r./c I tt FSRT B rd and GE sign offon strategy agred d  nQ 

... .... 
;a1  ~ 

.. ... .. .... . .. .... .... .. .. . .... .. . ... .. ... .... .......... 
Rtonal f Movement 

Post Of` cc t e t t i  u t n c cc o 
~ 

nomented No cha nge , the r sk seen since act rav'aw.
\̀f,\  f i t 0 1 t P t Off t d r .c .cc.

and aotec i   cItas PO f cc N t t - Th 501 are ongoing- Head of Mitigation Plan 
f anoeucoi. [ t ,I and t0 m u ode d g nxrac[uelemendments A Actions beingtaken are asfol.ow_ 

3.k on ort d cu 1 ,t 
' 

A   ff rdgta sevses nelud'ng POGO & Digital •# 1) PO  0PMMv 1 on no cc t DOI r vg H, d F p d d gon 
t T It t t,. ,g 

q o I cu cc od If d- d. met I 
c

t, 
Rem t'an.e., 

Age Y t t t nd 

:• tactuu cc I. t Dgt-t -of dg1, cc d gPC  btal 
R rite [ tcciPO kl p duot I cF dl r,t . 00 I.,m, de,s. 

 d C, to sell y ,-~,tc gth,m product 
t t ~ t eT Y r,odel 

change. cc d re ilt ou cu to co x..e e,0, 
f Fthen t,,.el .,rod.+rt. bra d and ma et 

cc a o 
••. 

c, ;;i

Brand a:d t 
3)P01-Pr>lect nIKE cur n 11 undo way. 

po o, ter,,. andr,anne st at nyrc de ve what 1 Sr coop Is_o cc :n p. . hole oect de _eyto o , tuf'e F ndr thfnr 

5 .1 c+ , om, ,u. Inc. poi -P-ojertI I , -eniy tndcrsta c . 
\ 

. ,re R /c I, IC o cd0 .o fl d I , _ kl Igcmv rot t - g c direction and 

ert Cass, '\ {o.,.. .v t apart,~r..o, l.l—It n,-od.,c1 ha. Jo ot..,..po-t o., -g Al,F tategy or meet Market
ass, Market 

FS&T 
s' Wo rdy Card  uneeci oct t' out 501, RM and 

OW Flt thlnthe 20'18/'19 Negt-t ._th key partner has 
St t t h d j d  ,nc 
p 11.1 n gc,d o hfo F milGoup 

. ." . 
. 

A, 
( 

'cc c c cro on cic cr00
c,•vr Dgit gtle T I,I ,caa and purchases. and Customer 

dR d d d., d.018/19 hell Relevance : ,fl LF) .. IK € - . .t g' 
d t d( th t d t d to 

HJR no L.0 df. d p tm ec,n (Mails on 
at'~ cnt), Ncv. Pott Of'c cnt tLa c,t' I:e ,Ap ~I2019. a- ees -~ IRRELEVANT to+t Jc rut ,up uLca gcr n t+tab eel .. " 

customer w market -equ.rements 
~....~. 

B tt - d t 0 -  - 0 H - - tcc c nnovation-D'®bton'a Chang ng the way consumers 
I: n.,th and c ccdeer. ev ...d cc..e cc' * rrtanagethec r P raIses and purchases, CHUB now ved 

:act•. r., o. -p ,iuct aria-. tgage:, In cc once into BAU and fu them development may be cons deed
-,.

'yccoo , a,d internatora', pa cc 2018/19( Mai lson hold Stp-eeent).New Post Off. 
~,,

essentials app went live in April 2019. "` ) ' 

1' 80iIi. 

. .. . i ..... ... ... ....:... ........ ........... ......... ......... ............ ....,.. . .... .. . ...., .. ... ... ... . . ..... . . ..., ...... :: .. ......,..... .... .... .. .. . .... ... . . .. ... .... ... . . ... ... ..., ... . ... .. ... .... .... .... 
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f Inherenx 8 ( Real Risk Score II/L) t

BUllnew , GE Rls
r 
k;` „. Risk 

Controls 
wmM Movement/ Pdnd

i 0vme
pal Risk i R „ Rb 

Scare 
k Des Keyor n pace Nen [drols In 11 Effeet # Mee Radenale far Meent/ Mitigation Plan 

Area  p.   E

gg 

k 
$4 

! (I/L) ,, se Seen. Mar.19 M 19 sf,

p A Appropriate aetlene for Ore ctcrrio. beve roth. . id d Sancor Mo rgrot aro th Government Rationale for irloor.rrnrt 

g$ f B t mpacts and opp t 1 no d d so osc rep a antI cl ass toensureth y re ~ No than tl ,c o tn qj t That  eta No Deal' has been pushed back Nio
# 

<a` 
PJ nd aoproo at to o e d cc art osani'r awe eof the'a. tduel. m-nis % Ot bar Ut9 t d- r we voou d m rage a'No Dr oce coThat aid the 

x q\~ d t st t6 t  ii' ))o tcn n, dl cp bC f ol , ag- adwl doe. ,  'tv of ., geneal 
MINI dot rne u rr Otto PO ssI Iogci oleto and Pot IS,tff.i. l ith PJ tuff to ensure that Bril ll ;fi - .flan -t er uubl cvote 

frastructura whcn are more r vale.nt.n ne deal decaon. land oppo t rt es are cons'darau. 
hOc og c00c I I 

PO cn or stakeholders wording g•oup has commenced n 1 J < t d u Ic Ice FAA a dour.et partnersto understand In coi. fBrextto 
Rj  S _tl8 toestabush the risks & opportunities post M h fl --e - t 

2019 $ •, II a t noof. a yhccc pvdcot ov' , ­111 red er Br Cob  oseg long de a,, at 

0Th ALL Strategic GE 
Iron tine lest 'no '.ew r sk assessments nave bean oomp at d  tlano t cc nny rapacity s.o or ongoing passport ng issues within our'nsu ante proud 
across PO prov'd'ngaconsol dated risk report of deal ~:. £R  J' Loo, forupportu n-to e as 1eleas threats asov dad ny Braxt
outcome. Legal have provided a BREXR questlonneirs j ra d n- p .,t f .t. f -. 
which has been issued to our key suppliers. ! Con.::d n et.S ,cord t 5cena-. f&ext leadatoarecesa'onvia 

'..:. 
f g.., d d T t ,ff. I gh f' t is 

B (I i c i .ui i dr, go o t, , l ot contact centres. 
. -. R v T 

u e .. n9~l.orf :rn . t, ~ cs. they e%pect travel lnsulancBto operate under No deal scenarios 

I .

g
g 

'°i 5 hrIcl9otbioeresc model Ste. f - p th tt doo 1 s­ th i Rationale for lblooerrort 
TI d n 4 /g tot It f t CWJ b n In 't f y that No chang Ih' 'Ic q 'I Iti u n To - r gtne cave comet  closely. 

la f t t nt cn. t . d t. . I ol d tt 
I . 

The 3rd tr a. '. unde ere no n tad cent Oct Nov 2019. g V g a e P / 
t rt h b t f d -,nt,tal -npactto rt e yf P t cab ate -~bJ_tlydE1 ,dt r.o'ton 

a  su,ta na.; l .ty otc, ,,nes model aeav3a eta [. MrtHti Plan 

a 

LCD / Litigation DS 3\\ ) € A es i g d t g -d tot y t t t f t t suchthat 
pg Retell \'+ •.• e 

th yea t d d pl d P to - bl r add.t

00  

 area -oat 
Z ' ~::: TI g 'g HR ` n NJ t - fouragent. Payteam tit ck BeaI) It. 

4$ 3a\
;~ \., el,oeo~oro nattd ,N to c.. He ' <'Sa m e Lead., 

'[s 

g 

....... ....~ ..... . ... ..... .. . ........ ..... ,.. .., . . .. .. . , . . . ... ..... .... .. . ,.. .. ..... ..... . .. .... ..... ... . ,.. .., . ... ..... . 
l y, T h gy and B t. pt I uff h' f Ni'. t 'y t -t ee y R banal f M t 

p 
` P Of 1 , dl ,e col t red. owes plevtled i ( tc:> It e achy ,E v. , 'sad, The rc<h t ,,dto 5,2 Impact bas in- reds ghtly asares, It of the'nab-I ityto 

tl ght t a PI. t ddyand rul cnt uV-,on, Plo, d1 d d a,d ,c;: 1h _.ctanga.:ho~ldbe fa lcve [ t t cL da-y aaxa,.entr,e, rC ,eve .enf'm dtl tl a c 
:5 `# \ t h Y t . I .I } } I l Y' _ P -.. d. / ',. 

FI . 
,. .a.01 and procedures'n place to perform a manjal fa bacc n tin, c n ~ke y e, < t .t a mujor 

IT f -t s t e 'If t ,_ o ac Ity, d tar
.L" tegrtt orsecu r ty ofou r set k 

es 
Ft d td ITS vre Corn, utyp y 

Technology 
IT RH ,< p t f t re d out sourced b ;jy~, Ni getion Plan 

Drect mpacton our network evalib ltyand r Iab it, P d.  1'U €'ode ;u new Vsphere software 
t g d t se-vteandfrancal t F r, t ce_. yfe ncet eg d \ P..a,, .: 1 . /p d p t f nual falbaex. 24 hours to'llmpieman. 

4tE ., pe f, nanceand, . r~.:,taon. rc tr.,ctaa oofeatu 3j DR fa'.everte,tto ce e,ched.,'.edto Ocrocer,Ulc
ma

A

x` FSRTR g I to P H,. 5. C .. . t .., to ....... ..........Rationale for M t 
Th O r h p  g ton -n F5 t p [ ol d t" th JFf t '\ Nochang th ' Bores tee astreeew. 

p
g 

k`~ 

( dl I . . I tl .I - P i g. , duct team, natsro x, HR tra -nl,g teams •• ••• 
Vii. c .e an di a e ., b, n., act, it es a d1 n ra L. Mitigation Plan 

ft I. g I D I t cc t d AML P O Investment Committee ,v1;, 1)W are working with our partners/suppliers and regulatory Principe sto ensure we have 
\ y R e t y ....1 cf .t qty g R t f taly ding romp let'or of dent lied  new/ehamgas to regulations end have developed effective and affordable solutions on 
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Appendix  2 

EXECUTIVE DECLARATION as at May 19 

1 Contract Management 

losses and 

ater al risks to Post Officethat are not 
ptured in the Group Risk Profile 

rlal new contracts or extensions 
ad Into, direct awards and where I 
notfollowed the contract process 

aterlal frauds, Irregularities or losses 
at have come to light, whether carried 
t by our staff, agents, contractors, 

G 
ppliers or partners 

w 

a p i g s It •Complex or subjective accounting
pror 'I rg data accurately 

a and effective internal '.l udgerr ant, estimates and revenue 

C ontrols 
itransections 

rte++ Coin cetitiveness, Market 'Material risks to Post Offirethat are not 
'and Customer Relevance ;captured in the Group Risk Prof le 

Iranstrack- Appl Icatl on Architecture, Data Integrity and coding practice. There  is a corre M issue unite Transt rack CVVC, our cash Inventors ', Rob Houghton '1,,Descnption of nsk around Transact is linked 
system. C._hr cein aant r ,crb.,e ae reroidedun fly In decor; lead sg toe rot rent de put taRn iralenre 'cnrRour,rd tl , c ugh ph ;sica l '~ generically through to Risk Note as a part of risk to 

tcoun..). However dye Ii. tech n-cal iss.unu thhese donor all fo:r through to (i,S r,, t,i, i ianoal.,stem, This has led to CFSk ing sign ificantly I Technology and Business Interruption 
u ndertated. The Hack Crime Transformation project team have vn orked with finance lard our auditors) auditors) to ma intai ,a log of nil transactions '!
criovin g f,or,C'S and air able to evidence an accurate picture. This issue has exposed a risk that the —ranstrack. COST application technical
archltecfo's is not up no tire stancrrd ospected. An arch toctural revlcr„'u rn-going once complete actions will be agreed wth Traentrark's 
management to reduce the - Isk of future technical Issueu. 

Rob Houghton ', Description ofr'sk around Belfast is linked generically 
Data srnrrmo In Bclfst lilt have a n rooting oper.,tsua rick than ins, of both data oortren in ileibrot inratastr,ph - to the huu,iremv., could 

',through no R'ck Nose ana part of risktoTechnology 
not trrovcr h or. -, . .This inane relrskt„ex since Horcon was r-,plerncrteda rarid  delet extr- ein rninote likelihood one to 
the dista t tveen data ntres arid the fact that 05e air so separateittiastrucre in 1power,fuel) and not on any geological/ natural fault ''. ; end Business Interruption 

lines ll.e.earthquakes, tsunami events 1. The area has some political unrest but this is no- felt to Increase the risk unduly.
s 

G reap Risk - GLO - Customer confidence in Horim system.n online  The case of the Horizon system is currently undermiay. Theoutmme of this _. Rob Houghton Description of risk aroundd system confidence is linked 
case may impact the agents and clients confidence in using the system and risk reputationai damage. Mitigate r plans are being built in response (through generically to Risk Note as a part of risk to 

litigation. 
...,....,.. 

Computer Centre inability to perform autornanctailover CC have advised that ther.0 rertversion , of ,oftw r: which connects service for 
alio,..,,_. 

Rob Houghton Description of risk around Computer CentrefadoVer l; 
branch and adroit users is cu rrently cot of date. In the extra mely unl kely evert of a major disaster CC ore currenty unable to perform ', linked generically through to Risk dote as a part of 
automatedfailoverfrom - the primary datacentre to the seconder•; datacenter, the switch from primarytoseoredary would requires manual ,riskto Technology and Business lrmrruptisn 
failover. This would result in the service being unavailable within brarch and for admin users for period of time until manual faibver is complete', 
Manual fail back processes and procedures are in place to restore service as quickly as possible and best efforts will be made but the service 
outage risks eviceeding RTO. Tie upgrade of the software hart been requested and this is expected to complete in 10 weeks. 

...__.  hen's  d lid nd o. ed n___. ..i_ . . .. ......... ... 
Non-cdmpfanre with PC H, There arealow number of n,tract.. geed or extended which were riot,p rcured or extended in line with Public 

... .... ... .. 
Jane MacLeod Descri livll of uRntound no -Oh' ancz with PCR ii 

Ft oci,i rise r Reginlntmoon TurnIv. They etc gene. Ily ino, . i ,b and cv nit a commercial imperative. New ,ntrols have been introduced to record linker generically through to Risk Note ass pert of 
snoRe ntv or oroynicri-. goiurg o':varJ Thin. has brought gu eaterrlarty over level of eon-compfance w it[, PCR. All non compliant aetensons and risk to Legal and Regina -dry Breach 
awards are logged and reported to the RCC on a grartei iv bash. relel

migrating.Banking sash depos is Wlo-r .. e ate Loh gY ,aluz>ant.tide- Hr nrr. Hard rgdepos t;'out as the HFS expands, Rh;is mlgrating. The 
e _. _,...... ... -. . -.l _. _._... 

Jane MacLeod IDescnpton of rivhr auosi nd fraud are hnkedthrough 

acnsioi nuairvig,r.au,ig,rhivaunl rr-.orinOeirtlri,yeor ioirelyb.annhiernoidrrir.b,nnrurepoi niryiner Ay ,ioou rocedcrelia,alrolneeniriplevrentad igenericallstr Risk Neten,apauanriskto Legaland 
! Regulatory todent'fy and repot large .vlo, vof Trornmnir and lush note depor'ty trrm lrraturt ieirnotnfron, the Scottoh and r 1 ho deiven the.;_ are Bur-,oh 

frequently irdicanoru Of c l al tttre.t ouch h undo  ng There have been a number of irvrotli001ioio uoly tg IuRh value bw? cv, cash deposits 
and, atthe request cf the MLRO, the'ost Office Legal team are currently revie,ving the ALR requirementu for>ost Office in relation to these 
tea nsa Lions to ensue flies there ore no additional regulatory obligations on Post Office, and that customer due diligence and tran,action 
moniruring remain the renponslhl lty nfthe hanks within the B. n king Framework Srione,e, -ntnset  F„ aerial Si roe and Legal a Sn lain innv,.ith 
Plnsent Masons to eutabhsh the exact regulatoy Po.rt',or/risks and also working vnth the Santander 1-10 lb inan_Ial Intelligence Unit) to raise -cur '.
con.._i n, a bouts•:,nrt otthc r rnotomers act...ties. 

On It PL StIR, v nigh C n niuiicu c,rov ivvoudr bclrolf civn h f vivutlyf L to t ago nut Pout dlfrco it relation to Jana MacLeod In bedisdoaed 
us legal, tech , ca and operational martens ("the Post Office Group Ltngahon'j. Per POLs accounting policy focesoaptsoral stems and es 
rd with EY, the e.pa drure associated with the Post Office Group Litigation should be accounted for as an exception al Rem. Subject to 
Alldit,tha incurred costs for FY 2018, 19 is f13.7 m.

I Group and i regional Co-op SddeUes. We believe this risk has been partially mitigated through improved stakeholder management with I Dabble Smith 'Description of risk around disengagement from Post 
of the individual Co-Operative societies coupled with a joint working approach with FRTS (the joint buying group for the Ca-Operative Office by Co-Op Group )TCGI is li nkedthrough 

p) to complete detailed analysis of the deployment of the PO operating model in the Co-Op. ',generically to Risk Note as a part of risk to Retail 
Proposition and Network Susta inability 
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Tab 7 Any s0*1er Business 

POST OFFICE LIMITED PAGE I OF 1 

AUDIT, RISK & COMPLIANCE COMMITTEE NOTING PAPER. 

Evaluation 2018/19 

Author: Elizabeth Haiiissey, Senior Assistant Company Secretary Spons:ti r: Veronica Branton, Head of Secretariat 
Meeting date: May 2019 

The Financial Reporting Council's Guidance on Board Effectiveness 2018 refers to the 
need for "properly structured and appropriate terms of reference." 

The Board Committees review their terms of reference (ToR) annually to identify any 
changes required and to evaluate whether the Committee's responsibilities have been 
met. 

The evaluation of how and when the responsibil ities set out in the ToR have been 
considered during 2018/19 are set out at Appendix 1 and the ToR are at Appendix 2. 

The Committee met its responsibi l ities, excepted for this review taking place within the 
2018/19 financial year. 

Input Sought 
1. The Committee is asked to note the 

terms of reference review and note 
the responsibilities met by the 
Committee in 2018/19. 

Strictly Confidential 

332 of 344 Poet O If.e Limned - Audh Risk & C:fJI`i ,SEIance i mnrr'ili,ree--2 !05111 
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Appendix 1 

Post Office Limited - Audit, Risk & Compliance Terms of Reference Evaluation 2018/19 

Was it complied 28 June 2018 31 July 2018 30 October 2018 29 January 2019 25 March 2019 

with? 
The relevant section(s) of the Terms of Reference are shown in brackets after each item. The Terms of Reference are included at Appendix 2. 

Composition sitio +f Terms f Office f 
., 

All met 
I keettngs (1 5

---------------------------------------------
All met 
Other Governancel l ponsibll s 
Review and update its terms of reference annually x
(17.a) This review was missed 

from the agenda in 
March 2019 

Conduct an annual evaluation of the performance '/ Results of 

of its duties and responsibilities and of its evaluation. 

effectiveness, and discuss the results with the 
Board of Directors (17.b) 
Prepare an annual report on its activities for
inclusion in the Annual Report and shall review Summary included in 
and approve on behalf of the Board statements to Annual Report& 
be included in the Annual Report concerning recommended to 
financial controls, internal control and risk Board for approval. 
management. (17.c) 
In the absence of express authority from the v/ 
Board, the Committee will not, without the 
concurrence of both management and the 
auditors, have either the responsibility or 
authority for altering the financial statements or 
the accounting procedures of the Company. (17.d) 

Strictly confidential 

:s 

Q 
is 
01

is
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Appendix 1 

Was it complied 28 June 2018 31 July 2018 30 October 2018 29 January 2019 25 March 2019 

with? 

Review and recommend to the Board the 1/ Recommended 
nomination or discharge of the independent new auditor. 

external auditors, the proposed fees (in 
consultation with management) and the 
acceptance of the scope and general extent of the 
engagement. (18.a) 
Formally review, challenge and approve the V/ Audit Strategy 

agreed annual external audit plans and approach. reviewed and 

(18.b) challenged. 

Periodically review the scope, resourcing and ~/ Internal audit 
capabilities of the Internal Audit function. (18.c) co-source 

appointment—
Deloitte. 

Review and re-approve the Internal Audit Charter on an
annual basis. (18.d) The Internal Audit 

Charter for 2018-20 
was approved in 

March 2018. 
Approve each year in advance the Internal Audit ~/ Internal audit 
plans and review both resources and any co-source 

proposed amendments that may occur through appointment —

the following year. The review should include Deloitte. 

methods employed by the internal auditors to 
assess risk and to prioritise the various audit 
proposals identified in the annual plan. (18.e) 
Assume a primary role in the appointment, N/A 
assessment and if necessary the discharge of the 
Head of Internal Audit. (18.f) 

Strictly confidential 

:s 

Q 
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Appendix 1 

Was it complied 28 June 2018 31 July 2018 30 October 2018 29 January 2019 25 March 2019 

with? 
Ensure the independence of the external and This has not been a separate 

internal auditors including an annual review of any 
agenda itern but 

independence was 

non-audit services provided by either. (18.g) considered as part of the 
appointment of PwC and 
our new external auditor 
and Deloitte as our co-
source internal audit 

partner. 

Ensure free and effective communication
between the Committee, external auditors and 
internal auditors and hold separate sessions, or 
informal meetings and contact as required. These 
meetings may discuss matters that any of these 
groups believes should be discussed privately with 
or without management. (18.h) 
Ensure lines of communication are maintained 1 
with the Board. (18,i) Summary of ARC 

meetings at Board 
meetings where Board 

Members have not 
attended ARC 

- ------ — -- ------- ------- ------- ----- -- ---- -- - ...... .._...... - 

Accounting, Financial Control and Financial Reporting and Disclosure 

Review, discuss and consider with the external Audit Strategy 
auditors their approach to risk assessment and the reviewed and 

scope and plan of their audits. (19.a) 

~7

challenged. 

Review the annual financial statements which are 
to be submitted to the Board, including 
Management's explanatory notes. (19.b) 
The Committee shall review with management '/ '/ 
any half yearly trading statements or financial 
reports and the contents of any press release 

Strictly confidential 

a 
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Appendix 1 

Was it complied 28 June 2018 31 July 2018 3D October 2018 29 January 2019 25 March 2019 

with? 
concerning the Company's financial performance 
or situation, before release to the public or to 
shareholders. (19.c) 
REsk MattagernenYframework . . .. .. .. ... .. ... .. ... . . ... ..; .. ..; .. ... .. .; ..:... .. .. .. .. ... . ... ... .. ... ..

Review ti e overall risk management framework it f Information 
place for the Company including its appetite for security risk 

risk. (20.a) appetite. 

Oversee the Risk and Compliance Committee
activities and receive summary reports as Verbal updates and 
appropriate. (20.b) minutes from January 

2019 onwards 
Review the Company's overall risk position; Risk Report. Risk Report. Risk Report. Risk Report. 
regularly review the risk register for the Post 
Office and its subsidiaries, and periodically invite 
management to outline risk management strategy 
and status within their specific business units. 
(20.c) 

Review management's assessment of the degree
of risk the Company prudently incurs in achieving 
a reasonable balance between the cost of 
managing risk and control systems and the 
benefits derived. (20.d) 

Consider and review areas of specific risk as Risk Report. IT Ofcom non-
highlighted by the Risk and Compliance governance compliance 

committee. (20.e) and Risk with Text Relay 
Management 

Review legal, regulatory and any other matters V Payment card Payment card Money 
that may have a material impact on the financial industry data industry data Laundering 

statements, related Company compliance security security Update. 
standards. standards 

Strictly confidential 

:s 
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is 
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Appendix 1 

Was it complied 28 June 2018 31 July 2018 30 October 2018 29 January 2019 25 March 2019 

with? 
policies, and programmes and reports prepared to 
manage and monitor Company compliance 
policies. (20.f) 

Consider whether any remuneration policy N/A 
adopted by either Post Office or its subsidiaries, or 
the implementation of any such policy is 
consistent with Post Office risk appetite 
particularly in relation to conduct risk. (20.g) 

---- ------------------------ 
Consider the impact of any new legislative, ./ Payment card Update on 
regulatory, market or other developments which industry data payment 

could materially or adversely affect Post Office security systems 

and its subsidiaries. (20.h) standards. regulators. 

~1!-[ 
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The adequacy of the Company's internal controls. '/ I
Internal Audit Internal Audit Internal Audit Internal Audit 

(21.a) Reports. Reports. Reports. Reports. 
Business 
continuity 
update. 

Recommendations for the improvement of the ./ Internal Audit Internal Audit Internal Audit Internal Audit 

Company's internal controls, processes and Reports. Reports. Reports. Reports. 

systems. (21.b) 

Significant findings (the "management letter" ./ 
---------------
With financial 

from external auditors) and recommendations statements. 

together with management's responses. (21.c) 

Any reportable restrictions experienced regarding N/A 
scope or access to required information by either 
external or internal audit. (21.d) 

ca Strictly confidential 
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Appendix 1 

Was it complied 28 June 2018 31 July 2018 30 October 2018 29 January 2019 25 March 2019 

with? 

Review with management their fraud assessment,
detection measures and their investigation of 
illegal acts, as appropriate. (22.a) 

Review any summary of frauds, thefts and other 7 Fraud on 
irregularities of any size. (22.b) misappropriati 

on of postal 
orders. 

Review with the internal auditors and the external e/ Whistleblowing Financial crime, Approved Treasury 
auditors the results of any review of the annual report fit and proper cyber and Policy. 

compliance with the Company's codes of ethical & policy. Gifts policies, information 

conduct and similar policies including and hospitality security policy. 

whistleblowing. (22.c) 
annual review. Acceptable use 
Anti-bribery policy. 
and corruption. Protecting 

personal data 
policy. 

Risk Management -- Other 

The Committee shall specify from time to time the t / Group POMS ARC. POMS ARC. Security POMS ARC. 
reports and management information which it Litigation strategy. 

requires in order to discharge its responsibilities. update. POMS ARC. 

The minutes of the POMS ARC will be provided to Report from 

the Committee for noting. (23) POMS ARC. 

The Committee shall have the power to conduct N/A 
or authorise investigations into any company 
matters within the Committee's scope of 
responsibilities. The Committee shall be 
empowered to obtain independent legal advice, 
and engage counsel, accountants, or others to 
assist it in the conduct of any investigation. (24) 

Strictly confidential 
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Was it complied 
with? 

28 June 2018 31 July 2018 30 October 2018 29 January 2019 25 March 2019 

The Committee shall perform such other functions N/A 
as may be assigned or delegated to it by the Board, 
and may review other items of an internal control 
or risk management nature which may from time 
to time be brought before the Committee. (25) 

Strictly confidential 
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TERMS OF REFERENCE OF THE POST OFFICE AUDIT, RISK AND 
COMPLIANCE COMMITTEE 

ui 

The purpose of the Audit, Risk and Compliance Committee ("ARC" or the 
"Committee") is to assist the Board of Directors in fulfi lling its fiduciary 
responsibilities by: 

(a) Contributing an independent view on the accounting, financial control 
and financial reporting practices of the Company; 

(b) Taking all reasonable steps to ensure accurate and informative 
corporate financial reporting and disclosures which meet appropriate 
accounting and corporate governance standards; and 

(c) Providing oversight of the company's risk management systems, 
operational controls and key systems. 

The responsibilities undertaken by the ARC under delegated authority from 
the Board will be subject always to the powers and duties of the Board, as 
set out in the Articles of Association 

Composition and Terms of Office 

The Committee shal l serve as a standing committee of the Board. The 
Chairman and members will be appointed by the Board. It shall consist of at 
least two independent non-executive directors. 

Only non-executive directors shall be eligible for membership of the 
Committee. Members of the Committee will normally serve for a period of 
three years. Their appointment may be renewed on an annual basis 
thereafter with the consent of the Chairman of the Committee but no director 
shall serve for more than six years. 

5. The quorum shall be two directors, of whom one will have recent and relevant 
financial experience. 

6. The Committee shall meet as often as required but at least three times per 
year. 

7. The Company Chairman and executive directors may be invited to attend any 
meeting, or any part of any meeting, by the Committee Chairman. 

8. The CFO, the General Counsel, the Head of Risk Governance and the Head 
of Internal Audit (or those holding positions with responsibility for such roles, 
howsoever named) and the Director, Financial Services will be permanent 
invitees. 

9. The Company Secretary shall act as Secretary to the Committee and shall 
attend all meetings to keep minutes and record actions. 

1 The Financial Reporting Council recommends a minimum of 3 meetings but suggests that more will 
be usually required. 

ARC TOR approved by the Board on 22nd September 2015. 
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10. The Committee Chairman wi ll report regularly to the Board. Minutes of each 
Committee meeting wil l be circulated to all members of the Committee and, 
once agreed, to all members of the Board. 

11. The External Auditors may attend all or part of any Committee meeting at 
the invitation of the Committee Chairman. As a minimum the External 
Auditors will attend to present their external audit plan for approval and to 
present their reports. 

12. The Company will provide current and new Committee members with any 
training, briefings or induction required. The Company Secretary, Head of 
Internal Audit and the External Audit Partner will keep members informed of 
relevant published guidance as necessary. 

Meetings 

13. Any member of the committee or the Company Secretary may convene a 
meeting. The External and Internal auditors may request a meeting with or 
without management present. 

14. Meetings may be held in person or by telephone or other electronic means, 
so long as all participants can contribute to the meeting simultaneously. 

15. Notice of each meeting shall be given to al l those entitled to participate at 
least 2 working days before the meeting. 

16. Meetings shall be planned in accordance with key reporting and financial 
planning dates. 

Other Governance Responsibilities 

17. The Committee wil l : 

(a) Review and update its terms of reference annually. 

(b) Conduct an annual evaluation of the performance of its duties and 
responsibilities and of its effectiveness, and discuss the results with 
the Board of directors. 

(c) Prepare an annual report on its activities for inclusion in the Annual 
Report and shal l review and approve on behalf of the Board 
statements to be included in the Annual Report concerning financial 
controls, internal control and risk management. 

(d) In the absence of express authority from the Board, the Committee 
will not, without the concurrence of both management and the 
auditors, have either the responsibil ity or authority for altering the 
financial statements or the accounting procedures of the Company. 

Auditing Services 

18. The Committee wil l : 

(a) Review and recommend to the Board the nomination or discharge of 
the independent external auditors, the proposed fees (in consultation 

1 The Financial Reporting Council recommends a minimum of 3 meetings but suggests that more will 
be usually required. 
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with management) and the acceptance of the scope and general 
extent of the engagement. 

(b) Formally review, challenge and approve the agreed annual external 
audit plans and approach. 

(c) Periodically review the scope, resourcing and capabilities of the 
Internal Audit function. 

(d) Review and re-approve the Internal Audit Charter on an annual basis. 
(e) Approve each year in advance the Internal Audit plans and review 

both resources and any proposed amendments that may occur 
through the following year. The review should include methods 
employed by the internal auditors to assess risk and to prioritise the 
various audit proposals identified in the annual plan. 

(f) Assume a primary role in the appointment, assessment and if 
necessary the discharge of the Head of Internal Audit. 

(g) Ensure the independence of the external and internal auditors 
including an annual review of any non-audit services provided by 
either. 

(h) Ensure free and effective communication between the Committee, 
external auditors and internal auditors and hold separate sessions, or 
informal meetings and contact as required. These meetings may 
discuss matters that any of these groups bel ieves should be discussed 
privately with or without management. 

(i) Ensure lines of communication are maintained with the Board. 

Accounting, Financial Control and Financial Reporting and Disclosure 

19. The Committee wil l ; 
(a) Review, discuss and consider with the external auditors their 

approach to risk assessment and the scope and plan of their audits. 
(b) Review the annual financial statements which are to be submitted to 

the Board, including Management's explanatory notes. The review 
may include: 
• Reports from the external auditors as to the results of their 

examination to date. 
• Discussion of any problems regarding financial reporting which 

may need to be reported in the annual report to the shareholders 
including any disagreements that may have arisen between the 
auditors and management in any area. 

• Meeting(s) with the senior financial executives who shall outline 
any problems as to financial policies, financial reporting or matters 
relating to internal control and any matters in contention with or 
under consideration by the external or internal auditors. 

• The appropriateness of existing accounting principles being 
employed and any change in accounting policies or practices 
which the corporate auditors may refer to in their report to the 

1 The Financial Reporting Council recommends a minimum of 3 meetings but suggests that more wil l 
be usually required. 
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shareholders, and the impact on the Company's financial 
statements. 
Any proposed changes in the presentation of the financial 
statements or accompanying notes which the auditors may 
recommend. 

• Reviewing the annual report and accounts and advising the board 
on whether, taken as a whole, it is fair, balanced and 
understandable and provides the information necessary for the 
Company's shareholders to assess the company's performance, 
business model and strategy. 

• Other matters related to the conduct of the audit communicated 
to the Committee under generally accepted accounting standards. 

• The Management Letter. 
(c) The Committee shall review with management any half yearly trading 

statements or financial reports and the contents of any press release 
concerning the Company's financial performance or situation, before 
release to the publ ic or to shareholders. 

Risk Management, Operational Controls and Policies 

Risk Management Framework 

20. The Committee wil l : 

(a) Review the overall risk management framework in place for the 
Company including its appetite for risk. 

(b) Oversee the Risk and Compliance Committee activities and receive 
summary reports as appropriate. 

(c) Review the Company's overall risk position; regularly review the risk 
register for the Post Office and its subsidiaries, and periodical ly invite 
management to outline risk management strategy and status within 
their specific business units. 

(d) Review management's assessment of the degree of risk the Company 
prudently incurs in achieving a reasonable balance between the cost 
of managing risk and control systems and the benefits derived. 

(e) Consider and review areas of specific risk as highlighted by the Risk 
and Compliance committee. This should include, but is not limited to, 
sufficient coverage of strategic risk, financial risk, operational risk, 
technology risk and cyber security, risk relating to the investment 
strategy and funding requirements of existing and new pensions 
schemes establ ished for the benefit of previous, current and future 
employees, conduct risks relating to the financial services businesses 
operated by both Post Office Limited and its subsidiaries and joint 
ventures, reputation, legal and regulatory risks, major change 
initiatives and people risks. 

(f) Review legal, regulatory and any other matters that may have a 
material impact on the financial statements, related Company 
compliance policies, and programmes and reports prepared to 
manage and monitor Company compliance policies. 

1 The Financial Reporting Council recommends a minimum of 3 meetings but suggests that more will 
be usually required. 
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(g) Consider whether any remuneration policy adopted by either Post 
Office or its subsidiaries, or the implementation of any such pol icy is 
consistent with Post Office risk appetite particularly in relation to 
conduct risk. 

(h) Consider the impact of any new legislative, regulatory, market or 
other developments which could materially or adversely affect Post 
Office and its subsidiaries. 

Controls and Policies 

21. The Committee will consider and review with the external auditors and the 
internal auditors: 

(a) The adequacy of the Company's internal controls. 
(b) Recommendations for the improvement of the Company's internal 

controls, processes and systems. 
(c) Significant findings (the"management letter" from external auditors) 

and recommendations together with management's responses. 
(d) Any reportable restrictions experienced regarding scope or access to 

required information by either external or internal audit. 

Fraud, Theft and Ethics 

22. The Committee wil l : 

(a) Review with management their fraud assessment, detection 
measures and their investigation of i llegal acts, as appropriate. 

(b) Review any summary of frauds, thefts and other irregularities of any 
size. 

(c) Review with the internal auditors and the external auditors the results 
of any review of the compliance with the Company's codes of ethical 
conduct and similar policies including whistleblowing. 

Risk Management - Other 

23. The Committee shal l specify from time to time the reports and management 
information which it requires in order to discharge its responsibilities. The 
minutes of the POMS ARC will be provided to the Committee for noting. 

24. The Committee shall have the power to conduct or authorise investigations 
into any company matters within the Committee's scope of responsibilities. 
The Committee shall be empowered to obtain independent legal advice, and 
engage counsel, accountants, or others to assist it in the conduct of any 
investigation. 

25. The Committee shal l perform such other functions as may be assigned or 
delegated to it by the Board, and may review other items of an internal 
control or risk management nature which may from time to time be brought 
before the Committee. 

1 The Financial Reporting Council recommends a minimum of 3 meetings but suggests that more will 
be usually required. 
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