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The Post Officeis unique:

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

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

a To find out more about our
community services and projects

see page 36
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CHAIRMAN'S FOREWORD

Helping our customers meet
their needs - traditional and new

"We have made
good progress
in our ambitious
programme to

transform the
Post Office

Alice Perkins
Chairman

In this second Annual Report since the
Post Office became an independent business,

These achievements were secured in a challenging
commercial market and we were unable to achieve

we describe the progress we made in
the year 2013/14 towards our goal of
commercial sustamnability

We have taken significant steps forward in four
Important areas

+ Publishing a new strategy through to 2020
and securing funding from cur shareholder,
Government, through te March 2018

« Increasing our operating profit (including
our Network Subsidy Payment) before
exceptional items

- Making g strides in transforming our network
« Working with the people who deliver our
business and with our external stakeholders

in new mutual ways to engage them directly in
how we improve the running of our organisation
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’"We have defined the unique role

of the Post Office as a commercial
business set apart by a fundamental
role in connecting communities and
helping them thrive and prosper.
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the revenue growth to which we aspired However,
by improving our effictiency and taking more cost
out of the business we achieved the increase in
operating profit before exceptional items set out
in this report This includes a reduction of the
losses in our Crown branches

Qur new strategy, Securing the Future (published
in Novemnber 2013), sets out the path we will

take to achieving commercial sustainabibty while
remaining at the heart of communities and further
developing our digital presence We will continue
to be a trusted partner, helping our customers
meet their needs - tradstional and new

The fact that Government has settled our funding
through to March 2018 1s most welcome This
gives us certainty against which to plan the
further investment needed to complete our
transformation of the network and the discipline,
which we welcome, of reducing our reliance on
taxpayer subsidies

The way most peoplfe will experience the

transformation of the Post Office 1s by going ‘
into one of our modarnised branches We have

now transformed around 2,000 of our agency

branches and almost a third of the Crown

network Over 1,000 branches are now trading

on a Sunday and we are now open for an

additional 50,000 hours a week




We are also working with our people and
stakeholders in new mutual ways, with the
aim of improving engagement, increasing
focus on customers and becoming an
organssation that truly histens and learns
from those with an interest in the business
We demonstrated this commitment to broad
engagement by establishing the Post Office
Advisory Councy, chaired by Tim Frankhn,
one of our non-executive directors The Advisory
Counal, which met for the first time in March
2014, will play an irmportant role by giving

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

Post Office in the 21st century

We also completed work to define our public
purpose as a business during 2013/14 This
important work 1s a further example of mutual
ways of working the statement was drawn

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

tha first time 1t describes the unique role of the
Post Office as a commercial business set apart
by a fundamental role in connecting communities
and helping them thrive and prosper We will
continue to embed this purpose across our
business and mark our progress in future reports

| would like to thank the Post Office Chief
Executive, Paula Yennells, her team and all
the people who work so hard to support the
business as we continue along the path to
commeraal sustainability | would also like to
thank my colleagues on the Board for therr
work in supporting and challenging the Post
Office as we undergo this penod of change
We were sorry to lose 5usannah 5torey, our
first Shareholder Executive representative,
from the Board and look forward to working
with her successor, Richard Callard

We have made good progress in cur ambitious
programme to transform the Post Office We
know we have a long way to go and the path
1s not hinear The many people who care about
the sustainabihity of the Post Office can take
comfort from the steps we have taken so

far and the increased pace at which we have
worked We will build on this, drawing on the
energy and commitment of our people to secure
the future of the Post Office for the benefit of
the communities that it serves
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’TOur new strategy, Securing the
Future, sets out the path to achieving
commercial sustainability while
remaining at the heart of our
communities and developing our
digital presence further. We will
continue to be a trusted partner,
helping our customers meet their
needs - traditional and new.
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CHIEF EXECUTIVE'S REVIEW

A unique organisation with
a unique role in national life

"We need to
ensure that we
are putting the
customer first
every time

Paula Vennells
Chief Executive

HEE N R s O e L O e e e Ry e e R e nnn

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

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

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

’’Customer satisfaction is running at
over 95% in modernised outlets and
opening hours, which have increased
by over 62%, are proving popular,
with 9% of customers visiting
outside traditional opening hours.
Subpostmasters are benefitting
with increased retail sales.

Annual Report and Financial Statements 2013/ 14

But the maintenance and development of our
physical network 1s just part of how the Post
Office 15 developing as a business We have an
increased presence online and we are investing
in technology to ensure that we are easier to
do business with

Qur clear ambition as we make these changes

15 to ensure that we put the customer first every
time and we are doing this by driving forward
with our modermisation and becoming a top
class retailer - fast, flexible and with a focus

on the detail

None of this 1s to cloud the reality of what was
a tough year In an increasingly competitive
market, our revenue was down by 4 5% with
particular challenges in the mails market, and
it 15 clear that the Post Office must operate with
greater pace than ever before — and focus even
more on its customers and commercial realities
We demonstrated this clear-sighted approach
1n 2013/14 Delwery in our complex change
programmes was accelerated while we worked
hard with our partners to tackle the specific
1ssues faced in the mails market

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




transformation programmes as we work towards
future financial sustainability

In mails, telecoms and Government Services

we have put in place the fundamentals which

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

The decline in malls revenue was of course
disappomnting but we remain confident that we
have the nght commercial strategy in place and,
importantly, the right retaill mindset to be able
to reverse this position

Strategy and funding

It 15 also important to reflect that 2013/14
was a momentous year in relation to our future
funding The planned £10 mdlion fali in the
Network Subsidy Payment received from
Government underlines our increasing core
strength and ambition to achieve commercial
sustainability over the course of the next few
years Meanwhile we were also able to secure
the funding which will allow the business to
continue 1ts transformation and announce
the strategy that will deliver this change

To have done so while also making substantial
progress In transforming the agency network
was an achrevement that stocd out 1in 2013/14
We also took pleasing steps forward towards our
goal of transforming the Crown branch network,
those branches which are directly managed by
the Post Office More than 100 - almost a third
of the network — were medernised though the
year while the annual losses were reduced by
£11 mullion We are moving rapidly towards our
goal of inancial breakeven in 2015 in this part
of our network

Pace and depth

These are major transformation programmes

in their own nght but they sit within a larger
portfolio of structured transformation activities
which include major IT and busmess development
programmes | am conscious of the risks and
complexities of running a number of large
multi-dimensional programmes 1n parallel, and
professional co-ordination structures have been
established te oversee implementation However,
lam also aware of the pace and depth of the
change required to sustam and build this company
for the future and there I1s a determination

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

As this demonstrates, the modermisation of the
Post Office reaches far beyond the changes to
our physical branch infrastructure Investment
in our mobile website, a Travel Money Card app
and the next generation of Post & Go automated
machines are just three examples of how we are
creating a digital and dynamic Post Office

We have also invested in a new e-commerce
platform that will give us the abthity to improve
the quality and ease of use of our online
products and services This Common Dhgital
Platform represents a significant investment

1n our digital future, enabling us to build our
emerging digital products and services on

a platform that will grow and flex with our
changing requirements over the coming years
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’’The modernisation of the Post
Office means more, however, than
enhancing our physical branch
infrastructure. Investment in our
mobile website, a Travel Money Card
app and the next generation of Post &
Go machines are just three examples
of how we are creating a digital and
dynamic Post Office.

Change can however be difficult and the

industnial relations landscape proved testing

n 2013714 Although we did experience strike

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

and the cntical focus on customer service

was maintained

Alongside the work that has gone con to
transform the way we deliver our busmness

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

We are committed to the principle of developing

mutual ways of working This means providing

the opportunity for all involved in the Post Office

- whether employees, subpostmasters and their

employees or wider stakeholders — to share |
responsibibty for buillding the business and

engaging I1n a two-way dialogue to get the

best for our customers

We launched in 2013/14 a Branch User Forum

and branch support pregramme to provide a

means through which our front line colleagues

can help shape the way the business works

More will follow on this track, while the new

Post Office Adwisory Council s bringing us

crucial expertise and insight, which can only

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

and enhanced - for example, by establishing

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

village’ and help build their businesses

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

Qur work with Go ON UK, meanwhile, highlights
our commitment to helping make the UK the
most digitally skilled nation in the world through
assisting those who need to develop skilis to
succeed online Our Online Centre Locator
signposts local digital traiming and IT learning
opportumties to anyone in any of our branches
who states their hame postcotle

IR T T VR L L TN H T T H E T E TR TR e LT SR TG TR AT LT

"’Our work with Go ON UK, meanwhile,
highlights our commitment to helping
make the UK the most digitally
skilled nation in the world through
assisting those who need to develop
the skills to succeed online.

Annual Report and Financial Statements 2013 /14

| would like to thank alf those who have worked
50 hard for the Post Office over the past year
Achieving our airms 1s not possible without the
commitment to customers and local communities,
as demonstrated by those working in branches
up and down the UK

In February 2014 the Royal Society for the
encouragement of Arts, Manufactures and
Commeice {RSA) 1ssued a report that outlined
the potential of Post Offices in modern Britain 1t
characterised the Post Office in the following way

‘The Post Office 1s an orgamisation like no other
Local Post Offices contribute enormously to the
Iife and soul of their communities, are an
essential vehicle for delivening public services,
and provide the vital infrastructure that our
businesses need to prosper’

within this Annual Report and Financal
Statements, this powerful view 15 shown in a
number of ways alongside the financial results
that illustrate the commeraial underpinnings
necessary to support it

We rmade significant strides in the transformation
of the business in 2013/14 1n testing market
conditions This has qiven us the confidence to
continue to dnive the change that will ensure,

in the future, that the Post Office remamns
vibrant, relevant and secure for the communities
It serves
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STRATEGY

Shaping a commercial

Post Office that remains at
the heart of our communities

STRATEGY MODEL

Securing the Future

TRV TR TR LT E O TR R LR T D R gt

In November 2013 we launched a strategy

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

Secuning the Future recognises the challenges
the Post Office faces and the changes that
must be made to ensure that the organssation
flounishes tn the years to come

The core aim of Securing the Future is to set
out the steps the business plans to take to
achieve the over-arching goal of commeraal
sustainabihty This aim is underpinned by four
clear ambitions

Annual Report and Funancial Statements 2013714

Te broaden and increase our market presence

To maintain our unrivalled physical network
and expand our digital services

+ To create an organisation and operating
model that 1s cost effective, agile and
customer focused

« To be an orgamisation that lives and breathes
the principles of mutuahisation

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

with a purpose that shapes all we do We

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




Background to the strategy

« The economic downturn has impacted
margins across the high street

« Our traditional markets are the scenes of
significant pressures as competitors assert
theiwr presence

+ The volume and margins associated with
Government Services have reduced and new
business in this area has not materialised
as hoped

To stem the dechine in traditional services, the
Post Office will build on 1ts established posittion
as a retailer of financial services and telecoms
products as well as introducing new services in
growing markets such as collections and returns

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

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

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

Securing the Future not only sets the direction of
the Post Office through to 2020, but anticipates
us connecting communities acrass the UK by
serving the essential needs of our customers,
both ndviduals and small businesses The Post
Office will remain relevant to soaiety by offering
products and services that people want and need
via the medium that is most convenient to them

FINE OO O LT e ey i g e e i s e i

As an organisation, the Post Office is
unique in its size and reach across the
UK as well as the trust that customers
place in us. We are determined to
continue to serve the UK’s changing
needs by connecting communities and
customers in ever more powerful ways.

Annual Report and Financial Statements 2013 /14
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STRATEGY

Building our future

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

for a mutually owned Past Office

Significant progress was made towards this
goal during 2013/14

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

The Stakeholder Forum in¢luded representatives
from the National Federation of Subpostmasters,
the Communications Workers Union, Consumer
Futures, the BBC, Mutuo and the Brnitish Youth
Council The Forum commissioned a public
engagement campaign that ran throughout the
summer of 2013 We asked our customers,
colleagues, subpostmasters and the public for
their views on the purpose of the business

LU L T T LR T T T T L N AL T TR E L T A LT LR LI TR T ETTERS

We believe in the importance of
connecting communities and enhancing
the powerful role they play in our lives.

Annual Report and financial Staternents 2013/ 14

This saw three key themes emerging trust,
access and community

A statement of purpose was then drawn up
and approved by the Post Office Board 1n
March 2014

‘The Post Office 1s unique a commercial business
set apart by its public purpose

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

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

Work has now begun to embed this throughout
the business

We also made sigmficant and successful steps to
embrace mutual ways of working These include
enhanced engagement surveys, the estabhshment
of a Branch User Forum, and the creation of the
Post Office Advisory Council




Post Office Advisory Council

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

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

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

1N the business, enabling 1t to innovate and
support the transformation of the business

The Advisory Councit 1s made up of 24 members
to allow a broad mix of people and interests
Members are appointed for a term of four years,
non-renewable, with the first appointments
mixed between two, three and four years to
maintain continuity Meetings will be held three
times a year

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

Milestones to mutualisation

Steps such as the creation of the Advisory Council
and the definition of our purpose have established
a foundation upon which the Post Office and 1ts
stakeholders can build a strong future In addiion,
we have identified and published four key
milestones that will need to be met to create

the opportunity for mutualisation

Commercial sustainability must be achieved,
building on the successful delivery of cur new
strategy This will mean developmg a business
with a track recard of revenue and profit
growth and positive cashflow generation,
which 1s able to operate wholly independently

.

Lmked to this, a clear funding relationship with
Government will be defined and maintained
Such funding will be materially lower than
today and the relationship will need to provide
the Post Office with improved long-term
certainty and visibility as to its future

The Post Office will deliver measurable
success in embedding its purpose statement
throughout the business and in meeting the
standards 1t sets

A culture of mutual engagement will be
further developed, demonstrated by strong
performance in key engagement measures
This will help to encourage new behaviours
that support a broad commitment across the
business to mutual ways of working, approaches
the business 1s adopting regardless of its
future ownership model

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

Annual Report and Financial Statements 2013 /14




Business review

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

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

pag

BUSINESS REVIEW
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18 Business in detail

22 Branch network

26 Customer excel llence

28 Our people

34 Supporting colleagues and communities

For more detaill on the financial performance

in the year please see the Strategic Report
from page 38
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BUSINESS IN DETAIL

Mails and retail

LML LT R TV A TR U L T PN L E L R TR T F AL ERTE P LI EN

£3 90 million revenue

2012-2013 £409 mullion -4 6%
+ Over 21,000 Drop & Go prionty service customers

+ UK's largest collections and returns network launched

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

These pressures increased duning 2013/14

and combined with spealfic i1ssues, including
mails pricing changes, reduced National Lottery
rollovers and the one-off prior year events such
as the Olympics and Diamond Jubitee, caused
overall revenues to return to 2011/12 levels

with Mails revenue declining by £16 mullion
and Retail and Lottery sales decreasing by

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

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

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

in more heavily populated urban areas Onhne
shoppers also increasingly expect competitive
prices and convenience when 1t comes to delwvery

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

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

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

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

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

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

of the largest distnbuters, with 6,000 outlets
offering the service} Sales were shghtly down
year-on-year, impacted by fewer rollovers

The modernisation of the Post Office network,
with longer opening hours, improved retail
environments and enhanced sales skils, is well
underway and continues into 2014/15 It will
both ensure the size of the network 1s maintained
and enhance capabtlities in Mails and Retall,
thereby meeting the changing needs and
requirements of consumers and small businesses
Steps include improving facdities for collecting
and returnming items, greater ease i sending
mails and packages, and creating the conditions
for enhanced Retail and Lottery sales




Financial Services
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£2 79 [nllllon revenue

2012-2013 £281 million -0 7%

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

+ Launch of current account

+ 100 mortgage specialists in branch and
220 financial specialists

+ Launch of Payment Services Provider service to SMEs

The UK savings market s still charactensed by ultra-low base rates
Customer rates continue to decline, resulting in low demand for savings
products The March 2014 Budget will impact the industry by introducing
an increased 15A tax-free savings limit, creation of new Pensioner Bonds
and fundamental changes to the pension annunty rules

The mortgage market 1s extremely competitive,
with very low rates and new intermedianes
expected Organmisations have been focused on
meeting the regulatory gudelines of the Mortgage
Market Review The credit card market 15
consolidating, with outstanding balances dechining
Regulation continues to impact the industry, with
the European Union proposing to intreduce a cap
on interchange fees for transactions

Motor msurance regulatery changes and strong
competition have driven premium reductions in
the market This 1s expected to be extended by
the My Licence launch, which will give insurers
the ability to check driving records Home
insurance premiums also dropped over the last
year, 1n spite of the severe weather conditions

This 15 the environment 1n which Persenal
Financial Services at the Post Office continue to
grow as we strive to be a significant challenger
to the traditional banks and insurers We offer
products that are simple, fair, transparent, and
value for money, supported by the widest access
from the largest retail network in the UK

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

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

Fianacial services are vital to our strategy of
growth and modernisation In the past financial
year revenue dechned shightly to £279 million but
this masks a transformation in the profile of our
financial services business Traditiona! products
such as bill payment, while important for footfall
into our branches, are decliming in volume but
we are pleased to have won and retained key

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

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

In 2013/14 we launched a range of current
account products, these are being tnalled in
110 branches 1n the east of England and offer
an inclusive approach to banking We have also
offered customers the option of discussing
therr mortgage needs in branch through the
deployment of 100 mortgage specialists across
the UK We have also entered the Buy-to-Let
mortgage market In addition to mortgage
speqialists, the Post Office has a further 220
financial specialists across the UK

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

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

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

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

Annual Report and Financlal Statements 2013/ 14
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BUSINESS IN DETAIL

Government Services
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£1 46 millien revenue

2012-2013 £164 million -11 0%

+ Seven year contract signed with HMPO
+ Growth in driving licence renewals

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

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

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

and Immugration

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

The DVLA framewaork contract for Front Office
Ceunter services which we secured 1n 2012
helped us win further Government busimess in
2013/14 We signed a seven-year contract for
Passport Check & Send, which 1s proving very
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popular with customers Revenue continued to
grow after joint prometional efforts with HMPO
and we are working closely with Government to
develop services to support online applications

Our Application, Enrolment and Identity (AE1}
technology 15 used to support a vanety of
transactions including biometric residence permits
applications and the 10-year renewal of driving
ficences Following a joint marketing campaign
with the DVLA, which included radio adverts,

we saw growth n the renewal of 10-year

driving licence renewal applications

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

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

Post Office network

in hine with the continued drive 1o reduce
Government expenditure, Digital by Default

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

An exciting development in 2014/15 will be

the launch of our ldentity Assurance service to
support Government's digital agenda We are
one of five providers of this service, which will
enable people to prove their identity safely and
securely when accessing certain Government
Services onlne




Telecoms
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£ 1 24 mllllon‘reveﬂnue

2012-2013 £129 million -3 9%

+ Upgraded physical infrastructure with a transfer
to a service managed by Fupitsu

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

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

the future

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

September 2013 saw the transition of our

services from BT Wholesale to a managed service
provided by Fujitsu This was a large project,
which upgraded our physical infrastructure as well
as our billing and customer management systems
There were some difficulttes during the transition
that negatively impacted customer expenence but
Post Office and its partners worked closely to fix
the 1ssues

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

the future Additionally, it will make us easier

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

The new telecoms infrastructure will allow us to
develop more innovative propositions including
offering bespoke products for the SME market,
an area that 15 key to the growth agenda of the
Post Office

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

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

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

Annual Report and Financial Statements 2013 /14
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BRANCH NETWORK

Network modernisation

INTRODUCTION

The Post Office had 11,696 branches at the end
of the 20i3/14 financial year, making it the
largest retail network in the UK. Our unrivalled
presence means we have branches within one
mile of 93% of the British population.

IN BRIEF

LU O RG]

11,696

Post Office branches
In our UK network

£20m

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

9%

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

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

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

a feature of high streets Qur branches are
increasingly supported by digital and telephone
services In line with our ambitions to be a
multichannel retailer

Customer service

The Post Office i1s creating modern, commercially
sustainable branches that improve the customer
experience

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

Improved customer service 1s fundamental to the
success of new style modermised branches and
this 1s being delvered by our subpostmasters

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

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

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

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

Community focus

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

The fund represents a significant Investment into
these subpostmasters’ businesses and their local
communities These branches will continue as
they currently operate to ensure our network
reach I1s maintained and they will be able to
access funding to improve their service for
customers

Crown transformation programme

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

Losses in the Crown network reduced to

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

A total of 122 branches were modermised during
2013/14 and all branch transformations will be
complete by the end of 2014

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

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

Growing Financial Services 15 a key part of

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

Increasing customer service and reducing our
operating costs 1s a significant part of our plans
to achieve break-even by 2015 Excellent
customer service will remain at the forefront,
however, and future staffing levels will be
matched to customer needs

Plans to find retail partners to operate up to

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

In a small number of locations, we are taking
the opportunity to relocate branches or
consolidate services from two branches into
one location This means we can offer improved
facilities for customers and reduce property
costs while ensuning the branches reman

at the heart of communities

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

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

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

Our branch network currently has over 230

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

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

a simple tap of their card or mobile phone

Over the past year we made further progress
in making the Post Office a truly integrated
multichannel business Our digital capability has
improved significantly and it 1s now possible to
make mortgage apphcations and use financial
services account management tools online We
also launched a Post Office Travel Money Card
mobile app, which was well receved, it 15 the
first of a number of apps designed to help
customers navigate our product offerings
more easlly

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

that will give us the ability to improve the

quality and ease of use of our online products
and services



CASE STUDY/CROWN BRANCH

Belfast City Post Office branch

What's changed?

« Open plan counters

= Three private consultation rooms where
customers ¢an discuss financial services

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

Customer feedback

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

a member of staff was on hand to walk

me through the process and guided me every
step of the way | regularly post items abroad
so this 1s great for me - it's easy and it saves

a lot of time Now, if there's a kiosk free,

I'll use it rather than the counter?

Richard Post on the new self-service kiosks

CASE STUDY/CROWN BRANCH
Merthyr Tydfil Post Office branch

What's changed?

- Private consultation room where
customers can discuss financial services
- Dedicated travel services counter
= Welcome point where host meets
and greets customers

Colleague feedback

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

Customer Service Consultant
Tracy Hagerty

#1t's given us a more positive outlook
It feels like a 21st century design that 15 as
professional as any of the banks we compete
with Our front office has completely changed
and the impact was immediate for everyone
who works here
Customer Service Consultant
Leanne John

Annual Report and Financlal Statements 2013/14
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CUSTOMER EXCELLENCE

Our customers

INTRODUCTION

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

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

IN BRIEF
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3

Our brand

Voted one of the 3
most trusted brands
in the UK

90%

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

399m

Unique visitors

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

Listening to customers 1s vital to improving
the service we offer New ways of doing
this include

+ A 3,500-strong customer panel, which gives
us the ability to get the views of customers
in a matter of days

= The Voice of the Customer, which allows
customers to ‘tell us how we did today’ in
nearly 3,000 branches The programme has
already provided more than 130,000 customer
respanses, enabling branches to make
immediate customer service changes as well
as identifying themes across the network We
also received more than 800 ‘wows’ every
week, a ‘wow’ 15 where customers take the
opportunity to praise outstanding service

- Our website now gathers equivalent customer
feedback Feedback on our call centres will be
added during 2014/15

+ We completed extensive research with
customers, colleagues and other stakeholders
to form the Post Office public purpose

+ The Post Office Adwisory Counal, which
provides regular customer input on the
future of the Post Office
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Listening to customers has told us that
being easier to do business with 1s the
maost iImportant improvement we can make
For customers this means

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

Being able to do more on self-service
machines

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

Over the past year we made great strides in
moving towards becoming a truly multichannel
business Our website had 399 million urique
visitors 1n 2013/14, a year-on-year increase of
17%, over 2 5 million visits have been made to
our mobile website since its launch in December
2013, and over six mithon people contacted the
Past Office via our telephone contact centres

We are developing functionality across the
business that ensures we remain relevant to
customers’ ives For example, it 15 now possible
to book appointments onfine to see a mortgage
specialist in branch, for SMEs to use Drop & Go
as a conventent way to post mail and parcels,
and to use self-service kiosks at a number of
branches Branch customer satisfaction rises

to 909% for those that have used Drop & Go or
Post & Go compared with an overall branch
satisfaction of 87%




Last year we made good progress by reducing
waiting times the average time a customer
waited in any branch before being served fell by
10 seconds to 2 minutes 50 seconds and 82 1%
of customers were served within 5 minutes, an
improvement of 14 percentage points on the
previous year, 87% of customers told us the wait
time was acceptable Moreover, in moderrmised
branches average waiting times are just 1
minute and 33 seconds in local branches and

1 minute and 39 seconds 1n mam branches

Thss focus on the customer’s expenence was
particularly important in the busy perniod leading
up to Christmas We deployed extra colleagues in
our busiest branches, ntroduced longer opening
hours, launched a Christmas help hub on our
website and opened eight pop-up Christmas
Stamp Shops m busy retail locatiens, which
allowed customers to buy personalised stamps

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

a positive experience* and 81% agreed that the
Chnstmas Stamp Shop made buying stamps fun
and enjoyable**
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Listening to customers has told us that
being easier to do business with is the
improvement that is most important

to them.

27

* Source ~ Voice of the
Customer 11 455 responses
in December

** Source - Stamp Shop
evaluatlon - 215 customers
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OUR PEQOPLE

Engaged people are vital to the growth
of any commercial organisation

INTRODUCTION

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

engagement of our people.

Engaging with our people

Having engaged teams i1s important to the

Post Office and s essential to the growth of any
commercial orgarisation To meet the aims in our
strategy we need all of our colleagues to delhver
on the promises that we make to customers,
communities, our partners and to Government
We value the epmions and 1deas of our colleagues
Our annual employee engagement survey helps
us to gather views, to histen to our people and

to take actron to make improvemnents Itis a key
lever in supporting the shift that we need to
make to more mutual ways of working This

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

Qur overall engagement increased from 55%
to 57% Loyalty remains high with 74% of
employees saying they would like to still be in
the business in two years’ time Qur pecople are
also proud of Post Office products and services
with over three quarters (78%) willing to
recommend them to fnends and family and
849% saying they understand what customers
want from Post Office
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While these figures are encouraging, we
recognise that the significant transformation
Post Office 1s going through may have an impact
on the way people feel We will be working hard
over the next 12 months to hsten to and engage
with our people to address the key findings

This year also saw the introduction of the

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

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

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

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

We will be rolling out similar feedback surveys
with our subpostmasters in 2014/15




Our recent work with the National Federation

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

We have also initiated a programme looking

at the training and support we provide to our
subpostmasters The purpose of this 1s to review
every touch point with our subpostmasters

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

Investing in capability

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

how we do this in new and innovative ways

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

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

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

We have also designed specific development
programmes for cur Commercial and Finanaal
Services teams QOur pecple’s ability to develop
relationships with key clients and ensure we
comply with our responsibilities

CASE STUDY

Ismail Locnat
Subpostmaster, Batley, Yorkshire, and
Post Office Advisory Council member

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

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

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

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

“Ttus 15 a really exating chance to buld on the
expenence we have across the whole of the
business and use customer insight to generate
new ideas "
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’’] have a real passion for the
Post Office and the community.
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OUR PEOPLE

CASE STUDY

Beverley Meier
Acting Branch Manager, Horsham,
West Sussex

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

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

of years but the programme has really
challenged me to think differently, to think
like a retaller

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

“I think the programme ts making me a
better manager and | want to continue to
progress | also want to use what I've learnt
to support the development of others “
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"’The programme has really challenged
me to think differently, to think like

a retailer.
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This year saw the introduction of the Mains

Live conferences, where subpostmasters came
together to talk about how we can grow the
business The sesstons have focused on providing
additional support to subpostmasters, the
development of colleagues in branches and
driving customer excellence The conferences
have been well received with plans for further
roll out 1n 2014/15

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

Following on from the success of 2013/14's
management trainee scheme and pilot
apprenticeship scheme in the Human Resources
Service Centre, In 2014/15 we will welcome our
first graduate intake Seven graduates will join
the business on two schemes General
Management and Finance

Dwersity

The Post Office has an overall strategic

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

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

We are proud of the progress we have made
in relation to gender equahty Currently, 61 1%
of our non-managerial roles are female and
last year we saw a 14% increase in female
representation at first ine managenal level
Our Chairman and Chief Executive are women




Last year we signed up as a member to
Government's Think, Act, Report inihiative
Since then we have

Established a representative Diversity Forum

« Launched an Unconsaious Bias training
programme that has been completed by
over 80 managers, including the Executive
Committee

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

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

Taking positive action in this way has led to an

8 1% increase In black, minonty and ethnic (BME}
appointments and a 12 7% increase in female
appointments at senior levels This 1s a great
start but we recognise there 1s more we can do

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

Helping youth get work experience

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

CASE STUDY

Bethany Hurst
Apprentice, HR Service Centre, Bolton

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

“This was my first proper job, so 1t was a

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

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

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

the future”

Bethany has been nommated by her
external NVQ assessor for the National
Apprentice of the year award
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"’People were really friendly and
genuinely interested in me and
made me feel valued.
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OUR PEOPLE

CASE STUDY

Katherine Mearman
Senior Manager, Commercial

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

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

Katherine is part of our Women in
Leadership programme and was recently
nominated for a Chartered Institute of
Marketing ‘Women i Marketing’ award

AN AR D e e R s s i e g s i e g oot

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

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

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

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

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

for staff

Last year was the fourth running that workplace
accidents were reduced, by 11% We also saw a
significant reduction in the seriousness of those
acadents, which was reflected in a further
reduction of acadents that resulted in absence
(309%), coupled with a reduction in the length
of absences (54%) There 15 still more to do, but
the figures represent a significant improvement
on 201213

Looking ahead

Diversity, talent and engagement will continue

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



CASE STUDY

CASE STUDY

Rita Patel
Subpostmaster, Royal Wootton Bassett,
Wiltshire

Gary Shorland
Mortgage Specialist, 5t Albans,
Hertfordshire

The Community Enterpnse Fund was
introduced to encourage ideas that support
the community, including mentering for
busmess start-ups, digital access and traming

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

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

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

"The Community Enterprise Fund 1s a
fantastic idea”

Gary joined the Post Office in 2010

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

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

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

EHTIIE R L E R LA LR AT BT e L Rt e i e [LELL i {1

771 thought it'd be a brilliant idea to
bring the community together and 1
know many of my customers have
been keen to learn how to use tablets.
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Social and Corporate Responsibility

The Post Office has a responsibility to be
inclusive, accessible and sustainable. We
developed and expanded our corporate and
social responsibility strategy during 2013/14
and continue to work towards meeting our
demanding goals in the current year.

Accessibility

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

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

The Post Office 15 also aware that not all
disabilities are necessarnly visible or physical,
and we train employees to make adjustments
where needed to assist customers

And for those occasions when things do not go
to plan, we have a customer complant system
that i1t 15 easy to use

Environment and sustainability

The Post Office 1s commutted to mimimising
any adverse environmental impact

Our targets for 2013/14 included

-+ 3% reduction in buldding energy use

- 3% reduction in CO; from vehicle fuel

- 3% reduchion in water use

- 709% of all waste generated to be recycled

Al these targets were exceeded and we have
set challenging goals for the current year
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Builldings

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

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

Vehicles

By Spring 2014, 57% of our operational fleet

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

Waste

Most of our buildings are now participating

in the Bry Mixed Recycling scheme where”
everything that can be recycled 1s segregated
Into separate bins or bags This s a key imitiative
to reduce the dependence of the Post Office on
sending waste to landfill as it 1s both expensive
and environmentally unsustainable




BBC Children in Need

In 2013/14 the Post Office continued its
Jong-running association with BBC Children

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

Supporting other chanties and appeals

The Post Office has supported a number

of appeals during 2013/14, including the
Phiippines Typhoon Appeal and The Prince's
Countryside Fund in 1ts efforts to support rural
communities devastated by flooding in the south
west of England

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

and a similar number of mebile phones to the
Malaika Kids The computers help the chanty
support a school for crphaned chitdren in
Tanzania, giving them the opportunity to

learn in a safe environment

Your Chanty

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

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

Digital inclusion

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

Together with Tinder Foundation and other
partners, the Post Office launched the national
database Get Connected in branches in June
2013 Every branch can now help customers find
therr five nearest learning centres and hbrarnes
for online training and internet access So far
this tool has had over 13,200 searches at over
5,000 Post Office branches

HOUREH N i i e et et I RN e n g rasnnd

We have developed and expanded our
Corporate and Social Responsibility
Strategy during 2013/14. We will
continue to strive to meet demanding
goals in the forthcoming year.
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The Post Office has also continued to be an
active partner of Go ON UK and was an integral
part of the Go ON North East, a six month
campaign to drive up digital skill levels in the
north east of England The campaign launch in
October 2013 saw Post Office branches amplify
the Get Connected campaign, signposting
customers to local help A number of branches
in the region ran free internet taster sessions
to reach out to those who need support Similar
campaigns will launch in Northern {reland and
the north west of England during 2014/15

Community Enterprse Fund

We have always been clear in our aim of

supporting community initiatives and in 2013/14

the Post Office joined forces with the Department

for Communities and Local Government to launch  Business in the Community

the Community Enterpnse Fund The £200,000 The Post Office has continued 1ts work with
scheme invited bids from branches with Business in the Community We have partnered
innovative ideas to support the local community with three of the 27 Government-backed Town
or small businesses in the area Of those that Teams to help regenerate high streets in
applied, 25 received grants of up to £10,000 Brighton, Stockton-On-Tees and Sydenham,
each to implement their not-for-profit ideas and are helptng them plan for a thriving future

The successful bids included those that sought

to tackle isolation, improve digital exclusion and
provide a hub for the local commumity to use

The Cabinet Office also supported the Community
Enterpnise Fund by awarding grants to three

Post Office branches that were working to

relieve 1solation

Royal Society of Arts (RSA) report

In February 2014 the RSA published Making

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

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

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

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

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

British Postal Museum & Archive (BPMA)

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

Post Office 1s committed to the BPMA's vision

to open a new, national museum for social and
communicattons hstory in Central London in
2016 The Postal Museum will open up collections
from King Charles | to the present day, telling
the important story of the postal service’s vital
role in shaping our country As well as engaging
1n this fascinating history, visitors to the museum
will also be able to take a nde on a section of
the Old Post Office Underground Railway — Maul
Raif - for the first time in 1ts 100 year history

In 2013/14 the BPMA achieved
« Planning permission for Mail Rail

- Match funding for a second round application
to the Heritage Lottery Fund for £4 5m

+ Unprecedented media coverage in local,
national and international press, including BBC
Breakfast, The Daily Telegraph and Sky News

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

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

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

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

" Being open until I0pm
means it's much easier for
people to pop in and use
our Post Office services
on their way home in the
evening. It's been really
great for our business

STRATEGIC REPORT
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FINANCIAL REVIEW

Paving the way towards

financial sustainability

Chnis Day
Chief Financial Officer

SUMMARY RESULTS
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The Post Office has faced a challenging year with
decreases in turnover in each of the core product
pillars Despite this and a planned reduction of £10
million in the Network Subsidy Payment, operating
cost savings have resulted in the operating profit
before exceptional items increasing by £13 million

to £107 million The costs of transformational

change in the year were significant as the network
modernisation accelerated

Key Financial Performance Indicators

2014 2013 Vanance Varance
£im fm im
Turnover 979 1,024 {45) (44)

Operating profit
before exceptional
items 107 S4 13 138

Operating loss

before depreciation,

amortisation,

exceptional items

and Network

Subsidy Payment (93) {116) 23 198

Net cashflow (283 151 (434) -
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Profit and Loss Summary

2014 2013 Vanance Varlance
%

im im im
Turnover 979 1,024 {45} (44)
Metwork Subsidy
Payment 200 210 {10} 48
Revenue 1179 1,234 (35} 493
People costs (255) (259) 4 15
Other operating
costs (850) {913) 63 69
Total costs (1,108) (1172) 67 57
Share of profit
from joint
ventures and
associates 33 32 1 31
Operating
profit before
exceptional
items 107 94 13 138
Revenue

The Post Office’s revenue decreased by £55
millien {4 5%) to £1,179 million including a
decrease of £10 million in the Network Subsidy
Payment from Government The Post Office
segments Income into four pillars Matls and
Retail, Financial Services, Government Services,
and Telecoms The pillars and their performance
are detailed below

2014 2013 Varniance Vanance
%

£m £m £m
Mails & Retan 390 409 19) (4 6)
Financial
Services 279 281 2 7
Government
Services 146 164 {18) {110}
Telecoms 124 129 (5) {39)
Other income 40 41 . Qa4
Turnover 979 1,024 (45) {4 4)
Network
Subsidy
Payment 200 210 {100 (48
Revenue 1,179 1,234 (55) {45)




Mails and Retall

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

and stationery

Mails and Retail revenue of £3%0 millien
decreased by £19 million (2013 £409 million}
Of this, turnover in relation to Royal Mail
products decreased by £16 million, driven
primarily by a reduction in consumer parcel
volumes and lower stamp sales In addition,
retall turnover decreased by £2 million due
to the one-off increase in the prior year for
collectibles relating to the Dramond Jubilee
and the Olympics memorabiha Revenue from
sales of Lottery tickets declined marginally
by £1 million

Financial Services

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

Across Financial Services in aggregate, revenue
decreased in 2014 by £2 million to £272 million
(2013 £281 miflion)

Personal Financial Services revenue increased
by £15 million {15 296) driven by strong growth
In savings commissions {particularly Growth
Bonds, Reward Saver and ISAs), insurance

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

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

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

Government Services

The Government Services pillar covers services
provided under contract to Government
departments This includes services In relation
to the work of the Department for Work and
Pensions (DWP), the Driver and Vehicle Licensing
Agency {DVLA), Her Majesty’s Passport Office
{HMPQ) and UK Visas and Immigratton (UKVI)

Government Services revenue of £146 million
decreased by £18 million (2013 £164 mullion)
Revenue from the Passport Check & Send service
increased by £2 mudlion in hine with growth in
the overall market Revenue from the DVLA
decreased by £14 million manly due to lower
fees per transaction under the new contract
effective from 1 Apnl 2013 Revenue from the
payment of benefits through the Post Office
Card Account was £6 million lower, impacted
by customer attrition

Telecoms

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

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

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

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

Otherincome

Other income 15 generated primanly from

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

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

Costs

Total costs decreased by £67 million to £1,105
milion (2013 £1,172 milhon}

People costs

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

Other aperating costs

Other operating costs decreased by £63 million
to £850 millien {2013 £913 mullion), driven
largely by lower sales volumes resulting in lower
subpostmasters’ costs and cost of sales There
was also a decrease ininvestment 1n new
products and services which had been
particularly high during 2012/13

Joint venture and associate

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

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

2014 2013
£m £m
QOperating exceptional items
Restructuring costs
including subpostmasters’
compensation (259} {79)

Impairment of iInvestment,
property, plant and equipment {115} {66)

Royal Mail Pension Plan

amendment 102 -
Government Grant 317 98
Subtotal operating exceptional
items 45 @n
Nen-operating exceptional
items
Profit on disposal of property,
plant and equipment 3 2
Loss on sale of associate - {30)
Net exceptional 1tems 48 (75)

Restructuring costs

Restructuring costs include the costs of delivery
of major change Network transformation
resulted in costs of £94 million for subpostmasters’
compensation {2013 £12 million} and £97
milllon programme costs (2013 £40 million)
with the increases in each reflecting the greater
pace of transformation this year In addition
programme costs of £8 milion {2013 £nil) were
incurred in relation to Crown transformation
Costs of £21 million relate to IT transformation
(2013 £10 millign) that will create the appropnate
IT infrastructure for the future Redundancy
costs of £23 milhon were incurred during the
year and mainly related to the Crown network
{2013 £11 mullion} There were further business
transformation payments charged in the year of
£5 million {2013 £4 million) In addition, a gain
of £102 million arose on the change to the terms
of the Royal Mail Pension Plan (see page 93)

Government Grant

In addition to the Network Subsidy Payment,
the Post Office receives Government Grant
funding towards the transformation programme
Government Grant funding of £215 million was
receved in the year The addtional Government
Grant funding 1s included within operating
excepticnal items to match the associated costs
£102 million of the 2012/13 grant also remained
available for use in the year The entire balance
of £317 millwon of this Government Grant fundmg
has been allocated (2013 £98 mullion) in
accordance with the designation letters, dated

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




£12 milhion) and £135 milon network and
IT transformation programme costs (2013
£20 million)

Cash Flow and Net Debt

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

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

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

and borrowings

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

2014 2013

£m im
Net cash inflow from operating
activities 69 257
Income tax recovered n 1
Net cash outflow from investing
activities (66} (24}
Net cash inflow before
financing activities 14 244
Add/(deduct) movement In
cash in the network included
i net cash inflow 71 {121}
Finance costs paid 2) )
Net decrease tn net debt 183 119
Net debt brought forward
at the beginning of the year {206) (325)
Total net debt carnied forward
at the end of the year (23) (206)

Post Office Limited’s borrowing facility from
Government and the associated Framewaork
Agreement iImposes constraints on the purposes
for which the facility can be used and the
availabibty of external borrowing Post Office
Lirmited’s treasury policy 1s to minimise the
amount drawn down on the loan i order to
reduce its interest cost The facility 1s hmited
to a maximum of £115 billion or the amount
of security available {mainly network cash),
whichever is the lower The maximum drawn
down under the faciity during the year was
£261 rmullion on 12 and 20 December 2013

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

Pensions

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

Plan {RMDCP) Royal Maill Group Limited 1s

the principal employer of the Royal Mail Semor
Executives’ Pension Plan (RMSEPP) and Post
Office Limited 15 a participating employer within
RMSEPP RMPP and RMSEPP are both de@ned
benefit plans

On 1 April 2012 - after the granting of state ard
by the European Comrmission on 21 March 2012
- almost all of the pension liabilities and pension
assets of the Royal Mail Pension Plan (RMPP),
built up until 31 March 2012, were transferred
to HM Government On this date, the RMPP was
also sectionalised, with Royal Mail plc and Post
Office Limited each responsible for their own
sections (n future This pensions transfer left
the RMPP fully funded on an actuanal basis in
respect of histonc habilines at this date During
2013/14 there was a consultation exercise with
members of the defined benefit Royal Mail Pension
Plan on proposed changes to the terms These
changes were agreed on 15 October 2013 and
effective from 1 Apnil 2014 The key change

1s to the defimtron of pensionable pay, which
broadly will tncrease in ine with RPI {capped

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

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

to an asset of £148 million at March 2014

The improvement i position 1s primanly due
to the change in terms noted above offset by
an actuanal loss mainly ansing from lower than
expected asset values

Both defined benefit plans closed to new members
in March 2008, and RMSEPP closed to future
accrual on 31 December 2012 New employees
are offered membership of the RMDCP
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