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1.1

1.2

1.3

The Referral

On 7 March 2025, the Department for Business and Trade (DBT) requested a
report from the Subsidy Advice Unit (the SAU)" in relation to the proposed network
subsidy (the Subsidy) to Post Office Limited (POL) under section 52 of the Subsidy
Control Act 2022 (the Act).?

This report evaluates DBT 's Assessment of compliance (the Assessment) of the
Subsidy with the requirements of Chapters 1 and 2 of Part 2 of the Act.? It is based
on the information and evidence included in the Assessment.

This report is provided as non-binding advice to DBT. It does not consider whether
the Subsidy should be given or directly assess whether it complies with the
subsidy control requirements.

Summary

1.4

1.5

The Assessment uses the four-step structure described in the Statutory Guidance
for the United Kingdom Subsidy Control Regime (the Statutory Guidance) and as

reflected in the SAU's Guidance on the operation of the subsidy control functions

of the Subsidy Advice Unit (the SAU Guidance).

In our view, DBT has considered in detail the compliance of the Subsidy with the
subsidy control principles. In particular, the Assessment:

(a) clearly describes and evidences the specific policy and equity objectives of
the Subsidy (Principle A);

(b) demonstrates that DBT has considered other ways of achieving its policy
objective and explains and evidences why a subsidy is the most appropriate
option (Principle E); and

(c) clearly sets out the positive effects of the Subsidy in relation to the policy
objectives, as well as potential negative impacts, and conducts a balancing
exercise between them in line with the Statutory Guidance (Principle G).

' The SAU is part of the Competition and Markets Authority.
2 Referral of the proposed network subsidy to Post Office Limited by the Department for Business and Trade - GOV.UK

38 Chapter 1 of Part 2 of the Act requires a public authority to consider the subsidy control principles and energy and
environment principles before deciding to give a subsidy. The public authority must not award the subsidy unless it is of
the view that it is consistent with those principles. Chapter 2 of Part 2 of the Act prohibits the giving of certain kinds of
subsidies and, in relation to certain other categories of subsidy creates a number of requirements with which public
authorities must comply.


https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/guidance-on-the-operation-of-the-subsidy-control-functions-of-the-subsidy-advice-unit
https://www.gov.uk/cma-cases/referral-of-the-proposed-network-subsidy-to-post-office-limited-by-the-department-for-business-and-trade

1.6

1.7

1.8

However, we have identified the following areas for improvement. The
Assessment should:

(a) make better use of evidence in relation to POL’s financial position and
incentives to fully support the conclusions in regard to additionality (Principle
D);

(b) more clearly explain how the Subsidy size is the minimum necessary and
include a consideration of how other subsidies given to POL for similar
purposes within the timeframe of the Subsidy affect this conclusion (Principle
B);

(c) consider in more detail the extent of the competitive impacts in each of the
relevant service areas in which POL operates and receives a subsidy
(Principle F); and

(d) take a more systematic approach to presenting how the Service of Public
Economic Interest (SPEI) requirements, both substantive and procedural, are
addressed, in line with the Statutory Guidance (section 29 of the Act).

In addition to the specific findings above we would also note that the Subsidy is
one of six* which have been referred to the SAU in relation to financial assistance
to POL since October 2023. In our view, DBT should consider the impact of this
broader landscape of financial support on the assessment of this and other
subsidies to the Post Office, for example in relation to proportionality.

We discuss these areas below, along with other issues, for consideration by DBT
in finalising its Assessment.

The referred Subsidy

1.9

1.10

POL is a public non-financial corporation, which is wholly owned by the Secretary
of State for Business and Trade. Through POL, the UK government ensures the
provision of a network of Post Office branches by way of a Service of Public
Economic Interest (SPEI)®, delivering essential services to customers across the
UK, for which it provides POL with an annual network subsidy.

These services include (i) access to postal services; (ii) basic cash and banking
facilities; (iii) payment facilities for public utility services; and (iv) services provided
on behalf of central and local government.

4 Post Office Restructuring Subsidy, Post Office IT Interim Funding, Post Office Review Compensation Subsidy, Post

Office Remediation Unit and Horizon IT Inquiry Subsidy and Post Office Future Technology Portfolio 2025 to 2026.

5 See paragraph 1.12.


https://www.gov.uk/cma-cases/referral-of-the-proposed-subsidy-to-post-office-limited-by-the-department-for-business-and-trade#:%7E:text=29%20November%202023%3A%20The%20SAU,the%20Subsidy%20Control%20Act%202022.
https://www.gov.uk/cma-cases/referral-of-the-proposed-subsidy-post-office-it-interim-funding-by-the-department-for-business-and-trade
https://www.gov.uk/cma-cases/referral-of-the-proposed-subsidy-by-the-department-for-business-and-trade-for-post-office-process-review-compensation
https://www.gov.uk/cma-cases/referral-of-the-proposed-subsidy-to-post-office-limited-by-the-dbt
https://www.gov.uk/cma-cases/referral-of-the-proposed-subsidy-to-post-office-limited-by-the-dbt
https://www.gov.uk/cma-cases/referral-of-the-proposed-post-office-future-technology-portfolio-2025-to-2026-subsidy-by-the-department-for-business-and-trade

1.1

1.12

1.13

The UK government requires POL to deliver these services of public and
economic interest across specific access criteria. This includes maintaining a
network of at least 11,500 branches and ensuring that 99% of the UK population is
within three miles of their nearest Post Office outlet. This is a larger network than
the commercial optimum for the company.

DBT is proposing to award POL a grant of up to £83 million to support the
continued delivery of the SPEI across the UK, in financial year 2025 to 2026. It
represents a continuation of the annual network subsidy POL has received from
DBT since its incorporation. DBT told us it considers the Subsidy to be a subsidy
in relation to SPEI because of the benefits that higher levels of access to postal
services provide to the public and that the services would not be provided in
absence of the Subsidy. A funding agreement between DBT and POL sets out the
conditions of the Subsidy.

DBT explained that the Subsidy is a Subsidy of Particular Interest because it
exceeds £10 million in value.



2. The SAU's Evaluation

2.1 This section sets out our evaluation of the Assessment, following the four-step
structure used by DBT.

Step 1: Identifying the policy objective, ensuring it addresses a market
failure or equity concern, and determining whether a subsidy is the right
tool to use

2.2 Under Step 1, public authorities should consider compliance of a subsidy with:

(a) Principle A: Subsidies should pursue a specific policy objective in order to
remedy an identified market failure or address an equity rationale (such as
local or regional disadvantage, social difficulties or distributional concerns);
and

(b) Principle E: Subsidies should be an appropriate policy instrument for
achieving their specific policy objective and that objective cannot be achieved
through other, less distortive, means.®

Policy objectives

2.3 The Assessment states that the policy objective of the Subsidy is to ensure the
continued provision of the Post Office’s network of branches by way of a SPEI to
ensure that specific geographies and vulnerable groups within the UK that are
particularly dependent on the services provided in these post office branches have
equal access to them.

24 As outlined in paragraph 1.11, the Assessment explains that government requires
POL to maintain a network of at least 11,500 branches, and to adhere to
geographical access criteria to ensure a national spread of post offices across the
UK and maintain access in particular areas, such as rural and urban deprived
areas.

2.5 In our view, the Assessment clearly describes and evidences the specific policy
objective of the subsidy.

Equity Objective

2.6 Equity objectives seek to reduce unequal or unfair outcomes between different
groups in society or geographic areas.’

6 See Statutory Guidance, paragraphs 3.33-3.58 and the SAU Guidance, paragraphs 4.7-4.11 for further detail.
7 Statutory Guidance, paragraphs 3.51-3.55.



https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/guidance-on-the-operation-of-the-subsidy-control-functions-of-the-subsidy-advice-unit
https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance

2.7

2.8

2.9

2.10

2.11

2.12

The Assessment states that the Subsidy will address an equity concern by
addressing inequalities faced by specific places across, and groups within, the UK
which are particularly dependent on, and value, the services provided through the
post office network.

The Assessment explains that the network plays an important role in providing a
range of services® to rural communities and for groups such as older customers
and those who are digitally excluded customers.

The Assessment states the funding sought will directly support POL in its
operations in the uncommercial post office branch network. It goes on to explain
that absent the Subsidy it is unlikely that any competitor would provide the same
unprofitable coverage as POL, and that should POL be unable to deliver its
services across its network, specific communities and groups may lose access to
the range of services offered by POL entirely.

The Assessment provides supporting statistics to show how the lack of ability to
provide the services identified in paragraph 2.8 would have a disproportionate
impact on vulnerable groups.

In addition to addressing an equity concern, the Assessment also references
positive externalities and wider benefits that would be addressed via the subsidy.

In our view, the Assessment explains and evidences well the inequalities that the
subsidy seeks to address and describes how giving the Subsidy will enable the
equity concern to be addressed.

Appropriateness

2.13

2.14

2.15

Public authorities must determine whether a subsidy is the most appropriate
instrument for achieving the policy objective. As part of this, they should consider
other ways of addressing the market failure or equity issue.®

The Assessment sets out several alternative options that were considered by DBT,
including: (i) the use of loans; (ii) the capacity of POL to self-fund and (iii) the
potential for another provider (including UK government) to directly deliver the
activities.

The Assessment explains that POL taking out a loan on commercial terms (either
from the government or from an external party) were not appropriate options, as
the burden of paying the loan capital and interest could have long lasting negative
impacts on POL and would likely increase the need for future subsidy.

8 See paragraph 1.10
9 Statutory Guidance, paragraphs 3.56-3.58.



https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance

2.16

217

2.18

In terms of self-funding, the Assessment explains that although POL has made
trading profit in previous years, self-funding in this case would not be possible as
POL’s overall finances have deteriorated over time and POL is now unable to
continue a similar level of cross-subsidisation to fund the cost of delivering SPEI.

The Assessment also considers whether another provider, including the UK
government, could step in to deliver the SPEI. However, it concludes that this is
not a viable proposition because a private provider would not deliver the same
services across the access criteria because it is uncommercial, and it would not be
practical for the UK government to deliver these services for administrative
reasons.

In our view, the Assessment demonstrates that DBT has considered other ways of
achieving its policy objective and explains and evidences why a subsidy was the
most appropriate option.

Step 2: Ensuring that the Subsidy is designed to create the right
incentives for the beneficiary and bring about a change

2.19

Under Step 2, public authorities should consider compliance of a subsidy with:

(a) Principle C: Subsidies should be designed to bring about a change of
economic behaviour of the beneficiary. That change should be something
that would not happen without the Subsidy and be conducive to achieving its
specific policy objective; and

(b) Principle D: Subsidies should not normally compensate for the costs the
beneficiary would have funded in the absence of any subsidy.°

Counterfactual

2.20

2.21

In assessing the counterfactual, public authorities should consider what would
likely happen in the future — over both the long and short term — if no subsidy were
awarded (the 'no subsidy' scenario).

The Assessment sets out a counterfactual scenario where, in the absence of the
Subsidy, POL would not be bound by the conditions of the Funding Agreement to
deliver the SPEI. It explains that given POL's forecasted trading losses for the
financial year 2025 to 2026, POL would have insufficient funds to self-fund SPEI
provision across the breadth of its network.

0 See Statutory Guidance, paragraphs 3.59-3.73 and the SAU Guidance, paragraphs 4.12-4.14 for further detail.
" Statutory Guidance, paragraphs 3.62-3.64.



https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/guidance-on-the-operation-of-the-subsidy-control-functions-of-the-subsidy-advice-unit
https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance

2.22

2.23

2.24

The Assessment explains that, in this counterfactual, POL would seek to offer
commercially attractive services, which would mean some SPEI services would be
withdrawn from operational branches while POL would seek to exit from
uncommercial branches through churn and closures. It details the negative
impacts this would have on the services provided by POL and how this reduction
in service would disproportionately impact the places and groups identified by the
equity objective.

The Assessment also considers three alternatives to the counterfactual scenario
POL could take to continue delivering the SPEI but explains why these would be
unfeasible and impractical. Further divestments of POL’s assets to raise funds for
SPEI are not possible as no remaining assets could generate sufficient funds in
the required timeframe. The alternatives of a reduction in the SPEI obligations on
POL via policy reform, and of the government directly undertaking SPEI delivery
were both deemed unfeasible in the short term, primarily due to the lengthy
consultation process required, that would not ease the immediate funding need for
the current funding cycle (financial year 2025 to 2026).

In our view, the Assessment clearly describes what would be likely to happen if the
Subsidy was not awarded. It adequately explains that, in the counterfactual
scenario, the policy objective could not be achieved. It also considers other
counterfactual scenarios and explains why DBT did not consider them to be
credible. However, in our view, the Assessment could better describe the likely
scale of network reduction that would occur in the absence of the Subsidy.

Changes in economic behaviour of the beneficiary and additionality

2.25

2.26

Subsidies must bring about something that would not have occurred without the
Subsidy.'? They should not be used to finance a project or activity that the
beneficiary would have undertaken in a similar form, manner, and timeframe
without the Subsidy (‘additionality').’3

The Assessment explains that providing the Subsidy will enable POL to continue
to deliver the SPEI. It states that given POL’s financial position, it cannot cross-
subsidise the cost of the uncommercial network to the same extent as it has
historically. The Assessment outlines how if POL had the flexibility to make
decisions independently, without the need to comply with government policy, some
branches that are not commercially viable would close.

12 Statutory Guidance, paragraph 3.66.

13 Statutory Guidance, paragraphs 3.65-3.69.



https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance

2.27

2.28

In our view, the Assessment provides an explanation of how the Subsidy would
change the beneficiary's economic behaviour and how the Subsidy brings about
changes that would not have occurred absent the Subsidy.

However, the Assessment should make better use of evidence in relation to POL'’s
financial position and incentives (such as financial records and forecasts) to fully
support the conclusions in Principle D. In addition, given that the Subsidy
compensates POL for ‘business as usual’ costs, the Assessment could consider
paragraphs 3.68 to 3.69 of the Statutory Guidance.

Step 3: Considering the distortive impacts that the Subsidy may have
and keeping them as low as possible

2.29

Under Step 3, public authorities should consider compliance of a subsidy with:

(a) Principle B: Subsidies should be proportionate to their specific policy
objective and limited to what is necessary to achieve it; and

(b) Principle F: Subsidies should be designed to achieve their specific policy
objective while minimising any negative effects on competition or investment
within the United Kingdom.

Proportionality

2.30

2.31

2.32

The Assessment states that the Subsidy is designed to be the minimum amount
necessary for the financial year 2025 to 2026. It explains that the Subsidy will fund
part of the difference between total costs and revenues for POL's loss-making
branches, where the losses are directly associated with the provision of SPEI.

DBT are confident that the Subsidy will not amount to an overpayment because
the proposed subsidy amount is £20 million less than the projected shortfall for the
period (£103 million). The Assessment also explains that the Subsidy will be
ringfenced to maintaining a network of outlets and ensuring the delivery of SPEI
services over that network, and that POL will not be able to use the Subsidy to
fund other commercial ventures. Moreover, should there be an overpayment, POL
must repay the difference to DBT.

The Assessment notes that the assumptions behind the POL shortfall forecasts
have been reviewed and tested by officials from DBT and UK Government
Investments' and the actual cost of maintaining the uncommercial network is
subject to annual review by external auditors. The Assessment details regular

4 See Statutory Guidance paragraphs 3.74-3.110 and the SAU Guidance, paragraphs 4.15-4.19 for further detail.
5 UK Government Investments provides expertise in corporate finance and corporate governance to government

departments, advising in support of their policy objectives.

10


https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
https://www.gov.uk/government/publications/guidance-on-the-operation-of-the-subsidy-control-functions-of-the-subsidy-advice-unit
https://www.ukgi.org.uk/

2.33

2.34

2.35

2.36

monitoring and evaluation processes that are in place and notes that the Subsidy
is only paid if POL fulfils the pre-agreed key performance indicators.

The Assessment states that although the Subsidy amount falls short of POL's
forecast shortfall, it is the minimum necessary to enable POL to continue
delivering Government policy, given other potential funding sources.

The Assessment notes that the Subsidy will be time limited to one year, but further
funding will be required in the future and determined after the current Spending
Review. DBT expects that the required funding will fall in future years as
efficiencies are introduced as part POL’s Transformation Plan.

In our view, the Assessment demonstrates how aspects of the Subsidy design
contribute to demonstrating compliance with Principle B, but it should more clearly
explain why the Subsidy size is the minimum necessary to achieve the required
change in behaviour from POL."8 In particular, the Assessment should explain how
the forecast shortfall was estimated and scrutinised, how the difference between
the forecast shortfall and the Subsidy will be funded, and within this, why POL are
unable to fund a greater proportion of the overall shortfall from other sources.

In considering whether the amount of the Subsidy is the minimum necessary, the
Assessment should also take into account other subsidies given to POL for similar
purposes within the timeframe of the Subsidy.'”

Design of Subsidy to minimise negative effects on competition and investment

2.37

2.38

2.39

The Assessment states that the Subsidy has been designed to minimise distortion.
It details certain subsidy design elements, such as ringfencing, subsidy duration
and claw-back mechanisms, and briefly explains how they may limit any potential
impacts on competition. It also explains why a direct grant is the most effective
option to achieve the policy objective, whilst recognising that a subsidy of this type
(ie a direct grant) has a higher potential to distort competition.

The Assessment explains that, due to the nature of the services involved, it is not
appropriate to broaden the set of subsidy recipients in this case and reduce
market distortion in this way.

In our view, the Assessment demonstrates how some of the design features of the
Subsidy contribute to minimising any negative effects on competition and
investment within the United Kingdom.

6 See Statutory Guidance paragraph 3.91.
7 See Statutory Guidance paragraph 3.93.

11


https://www.gov.uk/government/publications/uk-subsidy-control-statutory-guidance
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Assessment of effects on competition or investment

2.40

2.41

2.42

2.43

2.44

The Assessment identifies and provides information about the relevant markets in
which POL is commercially active, including identifying relevant competitors and,
for certain markets, the market shares and trends. The Assessment identifies the
relevant commercial markets as: (i) mails; (ii) banking; (iii) government services;
and (iv) bill payment markets.

The Assessment states that POL does not trade internationally, and so any
potential negative effects of the Subsidy would likely only be felt within domestic
markets.

The Assessment also states that the Subsidy may distort competition by enabling
POL to continue delivering SPEI across the access criteria in the four relevant
markets but that negative impacts on competition would only arise within parts of
the network where alternatives to POL are available. It points out that the Subsidy
is only used to fund the uncommercial parts of the network. It notes, however, that
if the Subsidy was not provided and if POL were to cease delivering SPEI across
the access criteria, competitors could benefit by seizing a greater share of the
market. The Assessment makes particular reference to the mail and bill payment
markets in this regard.

The Assessment also notes that the Subsidy could affect inward investment to the
UK by competitors in markets where POL has a strong presence but notes
elsewhere in the Assessment that inward investment would be unlikely as most
postal services around the world are nationalised.

In our view, the Assessment considers some of the effects on competition and
investment but should consider in more detail the extent of these effects in each of
the relevant markets in which POL operates and for which it receives a subsidy.
For example, it could include the extent of overlap with alternative providers to
POL in each of these markets and the degree to which competitors could be
impacted by the Subsidy. It could also include a fuller discussion on the potential
for entry and expansion of alternative providers in POL’s absence from a particular
local area.

Step 4: Carrying out the balancing exercise

2.45

Under Step 4 (Principle G), Public authorities should establish that the benefits of
the Subsidy (in relation to the specific policy objective) outweigh its negative
effects, in particular negative effects on competition or investment within the
United Kingdom and on international trade or investment.'®

8 See Statutory Guidance, paragraphs 3.111-3.199 and the SAU Guidance, paragraphs 4.20-4.22 for further detail.

12
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246 The Assessment discusses the benefits of the Subsidy. It explains that the
Subsidy will allow POL to maintain the provision of its existing SPEI, which
ensures reasonable equity of access for UK consumers, including vulnerable
customers, to the range of post office services nationally. It further explains that
the Subsidy will bring about ‘indirect benefits’ such as facilitating Royal Mail to
deliver their services, helping to support postmaster’s retail business, generating
footfall that benefits other local businesses and ensuring reasonable access to
cash across the UK.

2.47 The Assessment then discusses potential negative effects of the Subsidy including
the expected negative effects on competition or investment in the UK, which it
outlined in detail in Step 3 (see paragraphs 2.40 to 2.43).

248 The Assessment describes these effects as ‘indirect’ and ‘minimal’. It also
discusses potential impacts on international trade or investment stating that the
Subsidy’s negative effects would mainly impact the domestic market. It explains
that inward investment is unlikely to be deterred by the Subsidy as most foreign
postal services are also state-owned and receive regular subsidies. The
Assessment then concludes that the benefits of the Subsidy outweigh the
negatives.

2.49 Inour view, the Assessment clearly sets out the positive effects of the Subsidy in
relation to the policy objectives, its geographic impacts, as well as potential
negative impacts, and conducts a balancing exercise between them in line with the
Statutory Guidance.

Other Requirements of the Act

2.50 This step in the Assessment relates to the requirements and prohibitions set out in
Chapter 2 of Part 2 of the Act, where these are applicable.’®

2.51 DBT has identified that the Subsidy would engage Section 29 of the Act because it
involves the delivery of a SPEI. Section 29 of the Act includes the following
requirements:

(a) the subsidy is limited to what is necessary to deliver the SPEI services
having regard to costs of delivery and reasonable profits;2°

(b) the subsidy is given in a transparent manner, meaning that the subsidy is
given in accordance with a written contract (or other legally enforceable

19 Statutory Guidance, Chapter 5.
20 Section 29 (2) of the Act.

13
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2.952

2.53

2.54

2.55

2.56

2.57

arrangement in writing), which sets out the terms of the subsidy and contains
certain prescribed information;?! and

(c) arrangements are in place to regularly review the subsidy to ensure it
remains limited to the minimum amount necessary and that any excess funds
can be recovered.??

As outlined in paragraph 2.30, the Assessment states that the Subsidy will be
limited to the amount necessary to deliver the SPEI services. DBT further detail
that the Subsidy will (on current forecasts) provide less than the full costs of POL
delivering the SPEI.

In relation to the transparency requirements the Assessment states that a written
Funding Agreement will be applicable over the delivery period. It states a similar
agreement applied for the 2022/23 to 2024/25 period. The Assessment further
explains that the Funding Agreement will detail the SPEI services that POL will be
obligated to deliver, alongside an agreed Network Access Criteria.

The Assessment also explains that the Funding Agreement will include a provision
to clawback any overpayment should this arise. The Assessment refers to several
controls, including monthly meetings that are in place between the Minister for
Postal Affairs and the POL CEO, external audits of POL’s annual report and
accounts, and a specific policy team within DBT that is responsible for POL.

In our view while the requirements of Section 29 appear to be addressed, it is
difficult to follow as the information demonstrating compliance is spread
throughout the Assessment and its supporting information. In our view, the
Assessment should take a more systematic approach to presenting how the SPEI
requirements (both substantive and procedural) are addressed, in line with the
Statutory Guidance.

For instance, the Assessment should better explain the extent to which it has
taken steps to test the calculated shortfall (see also paragraphs 2.31 to 2.34) as
this would help further demonstrate compliance with Section 29(2) of the Act.

While the Assessment does describe some conditions of the Funding Agreement
between DBT and POL, it should explicitly address how each of the requirements
of Section 29(3) of the Act will be met. This should include details of how the
Funding Agreement will set out the terms of the Subsidy and the prescribed
information required by the Act at Sections 29(4) and (5). We also note that the
Statutory Guidance encourages a good practice of publishing the written contracts
or other written legally enforceable arrangements for SPEI services. 22 The

21 Section 29 (3)-(5) of the Act.
22 Section 29 (6)-(7) of the Act.
23 Statutory Guidance, paragraph 6.19.

14
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Funding Agreement has not been provided by DBT to the SAU as part of our
evaluation of the Assessment.

2.58 DBT has confirmed that no other requirements or prohibitions set out in Chapter 2
of Part 2 of the Act apply to the Subsidy

28 April 2025
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