Chairman’s Statement 2( K YA 25? 70

In this section These are the results for the 53 weeks to 30 December 2006 Pre-exceptional
- Results profit before tax on continuing operations has increased from £42 6m last year
— Board changes to £57 2m Net exceptional costs of £32 2m have been incurred {2005 £12 7m)
— Outlook and losses from discontinued operations are £179 6rm {2005 £144 4m)

Turnover from continlung operatons was up 17 9% against lastyear to £733 Om
{2005 £621 8m), with Howden Joinery growing its sales 9 5% 1o £676 3m
In the light of these results, the Board has recommended that no final dividend be paid

The new management team, under Matthew Ingle’s leadership, has focused
on enhancing financial stabiksation duning the year The Group's borrowing facilities '
have been restructured vta a 3 25 year secured facility announced in February 2006
The net debt position has improved {irst from the disposal of our French business
and secondly from the settlierent of the long-standing dispute with Hivt Revenue
& Customs over the safe of some of our insurance products These transactions have
provided us with the finance to restructure the Group The MFI Retal business was
sold to Merchant Equity Partners in October This has enabled us to focus on our core
competencies, whilst giving MF Retall, with new funding, a chance to be successfully
turned around We continue in the short term to provide MF| Retall with product,
IT andlogistics services

Howden Joinery, with 1ts significant small bullder custormer base, remains a very
strong and special business In 2007 it will build on its successful model and excellent
customer relationships, with up 1o 60 new depots due to be opened

Our Supply dwision, naw re-branded Howden Kitchens, 1s focused on becoming
miuch more flexible so 1t can respond guickly to changing consumer demand and new
product dévelopment; while delivering products at the right price. We closed two
factories at Stockton and Scunthorpe during the year as we concentrated on what we
do well and outsource other manufactuning to specialist supphiers around the world
We greatly regret the loss of jobs which these changes involved, but we believe them
to be nght for the business Speed-to-market, cost, and quality will all be enhanced by
better sourcing and distribution ?

Board changes
{joined the Board in July 2006 and was appointed Chairman in October Angus
Cockburn and Michael Wemms have joined the Board as non-executive directors and
Gerard Hughes s appointed to the Board today as Group Comimercial Director They
bring comprehensive expenence from both executive and non-executive roles and are
thoroughly famihar with retail and support services

During the year Bob Wilson, Paul Cheng and an Peacock announced theur
retrements and Lesley Knox and Tony de Nunzio have retired from the Board today
All have made substantial contributions to the affars of the Group and have left with
both our thanks and good wishes

| would hike to take the opportunity to thank the Board for their support, and | would
like to thank staff for the skill, dedication and exceptionat commitment they have put
Into the business throughout the year

M
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Chairman’s Statement (continued)

Outlook
In the first eight weeks of 2007, Howden Joinery has continued to trade well, in line
with our expectations Sales increased by 8 2% compared with the same penod last
year, 4 4% up on a same depot basis Gross margin was similar to that seen in 2006

The trend from "Do 1t Yourself” 1o ‘Done for You' coniinues to be reftected in the
favourable market conditions that Howden Joinery 15 expernencing The positive effect
of the matunng of depots opened since arcund 2000 will be constraned by the
planned opening of around 60 new depots There are also a relatively low number of
depots going through the rapid growth that is typically seen in years three and four of
a depot’'s life

Supply should see the full-year benefit of the move to greater outsourcing in 2006,
although its overall performance will be strongly influenced by the level of demand
from its contract to supply MFI Retail

Will Samuel
Chairman
6 March 2607
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In thes section

Crisis
Transformation
Growth

Chief Executive’s Review

| believe we will come 10 see 2006 as a cniical point in this Group's history
At the beginning of the year we faced major challenges with very serious implications
for the Group, and we needed to take decisive action We tackied the challenges head
on and have now laid the foundations for a new Group with a new future

So, what exactly was the ¢nsis we faced, what did we do in 2006 to create
transformation, and what prospects do we see for strong growth in 2007 and beyond?

Cnisis
First, MFi Retall was making substantial losses and grappling unsuccessfully
with a range of operational problems Retail sales and margin were both falling
in 2005 and that level of perforrmance was unsustainable and unacceptable
Second, our employee pension scheme had a deficit of £297 million, with
no agreement in place as o how that deficit would be funded
Third, we had borrowings of £150m and our existing banking arrangements were
inappropriate for the way we needed to develop the business OurliT system was
defective and our retall supply chatn required urgent attention, but we did not have
access to the funds needed to address these and other 1ssues
As a fellow sharehoider I'm sure you know the ultimate result of the Group's
problems — our share pnce collapsed to below 60p

Transformation
In 2006 we took action to get the Group clear of its long-running problems and back
on the road to growth We could see that the two selling arms of the Group (MFI Retail
and Howden Janery) were joined together with few real synergses and we had a
single sourcing division trying to fulfil diverging requirements We needed to separate
these businesses If they were to prosper

We identified numerous opportunities to improve the performance of MFI Retall
but were unable to find a solution that did not involve excessive nsk At our AGM In
May 2006 we reported that we had recerved tentative approaches from a number
of potential buyers for MFI Retail Having reviewed all options with the utmost care we
concluded that selling the business to Merchant Equity Partners {MEP} was the best
decision for ali, particularly our shareholders

The successful sale of MFI Retall to MEP in October created a promising future
for both companies and means we can focus on what we do best — providing Howden
Jomnery's trade customers with the range of kitchen products they need to serve
thelr customers

Howden Joinery 1s a very strong and a very special business It has been built
from nothing to a turnover approaching £700m and 180,000 customer accounts in
11 years The great thing about our cusiomers 1s that they are repeat buyers Now it
has the potential to generate very goed returns In a strong market driven by the move
from DIY to DFY - Done for You

Howdens’ bustness model s not only sound, it 1s hard to copy Each depot s
a local business that creates long-term, personal relationships with local bullders
QOur special skill s to make sure the nght products are always available to our
customers —at the nght price - so they can serve their customers successfully, ime
after tme Thatrequires us to be expert at co-ordinating the supply, storage and sale
of the many components needed to build a kiichen Time 1s criicalin this business
and in our customers’ businesses, because no home can function for long without
s kitchen
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Chief Executive's Review (continued)

So success for Howdens 1s all about meeting the needs of our customers’ customers,
and that means we must stay up-to-date with the way people’s tastes and atutudes
are changing Right now more and more people are looking for sophisticated door and
drawer frontals Our customers must also feel confident that what we provide for
them to sell and install meets increasingly onerous legal, quality, health and safety
requirements In my view, Howdens thrives because we know how to meet these
_challenges ,
In February 2006 we said we wanted to open around 30 new Howden Joinery
depots before the end of the year, and we increased our forecast to 40 1n July To put
thatn perspective, we opened 20 depots in 2004 and 22 1in 2005 I'm very pleased
to report we met our target of 40 and now have 382 depots in total in the UK
That achieved our intention 1s to open 60 new depots in 2007
in 2005 we launched a sales tnalin France opening two depots in February and
nite more In the second hali of the year, all staffed by French employees The depots
are mostly in the Panis and Lille areas and are mainty supphed from the UK, although
we are now taking a small amount of product from French manufacturers As
antictpated, imvitial trading in these new depots has been slower than at a typical new
depotin the UK, but we think there may still be good potential for growth here in the
medium term in 2007 we will provide further information on this tnal
For a imited tme the Supply business will continue to both source and
manufacture products for MFI Retaill and Hygena Cuisines, but we will complete and
exit the MEP supply contract in the first half of 2008, in accordance with our
_ obhgatons, and we will exit the Hygena Cuisines contract early n 2009 Once these
cont-racts end Howden Kitchens will 6nly make and source products for Howden
Joinery and that will represent another major opportunity as volumes from Howdens
increase and complexity reduces To give one example of what this means in
practice supplying MFI Retail involves 7,000 product components, supplying Howden
Joinery 3,000
We must never underestimate the contnibution our Supply busingss makes to the ‘
success of Howdens Without the timely delivery of product to our depots, and the
cost effective manufactuning of the ngid kitchen cabinets so crucial to the Howdens
busmess model, we would be a much weaker business In 2006 we completed a
strategic review of our sourcing and manufacturing processes and that resulted in -
a decision to buy-in kitchen fascras and own label appliances instead of making them
ourselves As aresult we closed our factones at Stockton and Scunthorpe and now
only manufacture carcasses and worktops - ong of our core competencies
Thus streamlined approach enables us to introduce less expensive products that are
absolutely up-to-date from a design viewpoint I short, our supply chain 1s now
dehvering products that are quicker, cheaper, better and more reliable
While we are talking about supply, | can report that our sourcing joint venture

m Asia 1s proving a succass and now has 42 supphers in five countries and
67 employees, ncluding quality assurance experts and designers We make a 15%
cost saving on products delivered through the joint venture, and about 15% of the
firushed products we buy-in through this route We are looking to increase the volume
of products sourced this way

Durning 2006 we establshed an excellent destgn team - based in the UK but with a
global perspective —whase bref 1s to ensure we are sourcing, developing and affenng
the nght products 2006 saw us Introduce new modern kitchen styles, solid wood
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worktops and a range of Bosch cooking appliances In joinery, we launched a new
catalogue and a more extensive range of doors Although doars are relatively low-
margin items, they generate regular visits from customers and that helps to renforce
our relationship with them

To help our market awareness, we use a show house to demonstrate our latest
products Our house starts as a property in need of renovation, we buy the property,
install our products, show customers around, sell at a profit and then remvestin
another house | like this combination of entrepreneurialism and good common sense

We are pleased with our refationship with the Leonard Cheshire foundation As you
may know, this is the largest voluntary body providing support to disabled people in
the UK Like Howdens, it 1s a nattonal orgarusation that serves local people and 1s
always very much part of the local community We give financial support to the
foundation, but we are also working to design, develop and install bespoke kitchens in
anumber of Leonard Cheshire homes across the country

This experience has enabled us to develop our new ‘Inclusive’ range, which is
aimed at people who have specific physical needs The range s available at Howden
Joinery depots and has great potential, with custormers eager to see better products
and services Generally bullders have imited expenence in this area, so we have !
produced a guide to help our customers meet the needs of the many thousands
of people and organisations who require a bespoke approach

Earlier, when discussing the crisis in 2005, | mentioned the financial problems |
faced by the Group In February 2006, 1was able to report some real progress as we
had reached agreemaent with the pension fund trustees and The Pension Regulator
on the funding of the deficit We had also raised a substantial amount of cash with
the sale of Hygena Cuisines to Nobia AG for £92m, and we had recetved from
HM Revenue & Customs a long standing disputed sum of £21 8m Our new banking
arrangement was in place too, and this has given us up to £175m of secured funding

Clearly, the disposal of MF| Retatl to MEP and the disposal of Sofa Workshop to
New Heights in October consolidated our much-improved position Finding solutions
to our financial problems has enabled us to concentrate on renewing the business
And with the financial fire fighting over, we can now concentrate on going after
strategic growth opportunities

Growth
If we never opened another depot we could look forward to (1) good like-for-like
growth from mature depots, {1) a seven year matunty curve from ones that have been
open for a while and (1) iIncremental growth from new depets And this is before
taking into account the averall market dynamics, in particular the shift from DIY to DFY

There are other ways we can grow Howdens, however

We can develop the range of products we offer, responding faster to fastwon and
design trends in new products We can target larger customers such as developers
and housing assocrations We can test new geographical market areas, as we re doing
in France We can work on meeting our seasonal demand We can also find alt sorts of
ways 10 increase margin while continuing to dehiver exeeptional local commercial
prices to our trade customers There 1s enormous value waiting to be unlocked

Acnucal area for Howdens as it grows 1s culture — the unique way we serve our
customers and go gbout our work No other business in our market gets close to the
spirt and attitude we have in our depots
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Trust plays a vital role in this We trust our depot managers to tailor therr stock
selections to local needs, to manage stock efficiently, to market effectively to
customers, and to develop a motivated team whom customers know and trust
The financial Incentives for our depot managers and teams are excellent, and within
Howdens we all know that keeping customers happy 1 good for everyone

While expanding our network and enhancing our product offer we must keep ught
control of the business With Howden Kitchens, for example, 1t1s essential we meet
our obligations to MFI Retall and Hygena Cuisines while restructuring for Iife after
these contracts

Of course, along with these challenges, we remain conscious of the Group's
financial position, in particular our obligation to make the agreed £53m payment to
MEP in September 2007 and a further £12m in March 2008 We are clear about the
importance of making these payments

The outcome of all this hard work 1s Galiform - a special business with a unique
culture and, | believe, a very exciting future in a strong market Builders rely on us
agamn and agamn to delver the products they need 1o earn ther iving, and this special
relationship 1s immensely valuable Throughout 2007 we wiil be strengthening what |
call our four aces - a good well designed range, ‘no call back” quality, commercial trade
pricing and products always In stock tocally | am confident that from this strong base
we can continue to deliver shareholder value for you

Matthew Ingle
Chief Executive
6 March 2007
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In this section

Financial results
Operating review
Accounting policies
Managing our
commerctal nsks
Managing our
financial nsks

Financial Review

Financial results
Revenue rose by £111 Zm to £733 O0m, reflecting the increased sales of Howden
Jomnery {£58 5m) and third party sales of Supply {£47 7m)

Excluding exceptional rems, gross profit increased by £40 0mto £362 5m
Selling & distrthution costs and administrative expenses rose by £28 8m Netinterest
fell by £3 1m, an increase in net finance expenses being offset by a lower pension
interest charge The net result was profit before tax and exceptional tems from
continuing operations of £57 2m (2005 £42 5m)

Exceptional items for continuing businesses totalled £32 2m These included

— Costs of restructuring the Group of £30 2m,

— Factory closure costs of £36 5m,

- Gan from lower pension habifities of £38 Om, ansing from changes to the
schemes' benefits, and

- Stock provision relating to the dispesal of MFI Retal of E6m

Loss before tax from discontinued operations was £179 6m This included
- £44 8mloss from operations primanly MFF Retatl, which was sold in October,
- E62 5m profit on disposal of Hygena Cuisines,
- £155 7mloss on disposal of MF! Retail,
— £31 7m proviston for other costs ansing as a result of the disposal of
MFE| Retail, and
- £9 4m closure costs relating to the Sofa Workshop Direct factory
Basic earnings per share from continuing operations were 1 Op {2005 11p)
Bastc loss per share from continuing and discontinued operations was 28 7p
(2005 21 3ploss)
Net cash flows from operating activiies were £70 Om, after taking into account
a payment of £21 8mrecewved from HMRC in relation to settlernent of a VAT dispute
The szle of Hygena Cuisines generated net proceeds of £74 6m, but this was offset
by cash outflow of £78 9m on the disposal of MFI Retail Payments to acquire fixed
assets totalled £30 3m (2005 £47 8m), while the sale of fixed assets generated
£12 0m (2005 £567 4m) Compared with a year earlier, net borrowings fell from
£55 5mto£d im
The effective rate of tax for pre-exceptional continuing activities was 36 5% and it
15 expected that the Group's effective rate of tax for continuing operations will be 35%
for 2007 The losses associated with discontinued activities mostly relate 10 losses on
dispesal of the MFI Retall business No capital losses are available on this transaction
As with the interim dmdend, no final dividend for 2006 has been proposed
(2005 E£nul final dvidend, 2p per share total dividend}
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Ftnancial Review (continued)

Operating review

Howden Joinery *
Howden Joinery sells kitchens and joinery praoducts to the building trade,
predorminiantly small local builders, via a nationwide network of depots

2006 2005

1 £m Em

Revenue 6763 6178
Operating profit before exceptionalitems L1326 1234

Howden Jomery continued to encounter favourable market
condiioens Revenueincreased by 9 5% to £E676 3m with same
depotrevenue nsing hy 5 9% This reflected (i} a continuing .
increase of turnover of mature depots which have typically been
operating for six years or more, (1) the benefit of the matunng
profile of sales from newer depots and (i} new depot openings
Gross margin rose by 110 basts ponts

Excluding the impact of costs directly associated with the
higher sales, operaung costs rose by £23 Tm Thus was primanly
due to employee costs increasing by £9 4m and rent and rates
nsing by £5 2m, £4 2m and £2 1m respectively of these costs

related to new depots openings Accordingly. operating profit N

before exceptional items rose by £9 2mto £132 6m

As planned 40 new depots were opened during 2006, across
ali parts of Great Britain, bringing the total number to 382 at the end of the year -
In addition, one existing depot was relocated and 11 were extended .

A more extensive range of doors was introduced during the autumn, which was
showcased In a new joinery catalogue, and the introduction of a range of Bosch
cooking apphances has been completed

The business also introduced a range of ‘Inclusive’ kitchens for people with specific
physical needs at the beginring of 2007 To hetp builders who may be unfamiliar with
such kitchens, an assembly and installation guide has also been produced

N -

Supply
Supply sources products for Howden Jomery and, following the disposal of Hygena
Cuistnes and MFI Retail in 2006, these bustnesses on anintenm basis The products
are either manufactured, in the case of kitchen cabinets and worktops, or sourced
from third parties by Supply External turnover of Supply was £50 8m (2005 £3 iml),
reflecting sales to MFI Retail and Hygena Cuisines since their respective disposals

Supply acts as a cost centre 1o 1S customers and its net costs before exceptional
tems decreased to £39 6min 2006 {2005 £48 8m) This refiected the lower costs
associated with the move in the first half of the year from manufacturing 1o buymng-in
fascias and own-brand apphances, this being the first part of the drive to bring a new
commercial focus to Supply

Supply continues to be focused on the development of an efficient, cost-effective
and appropnately scaled business that provides cntical support to Howden Jowmnery
The transition away from MFI Retaill will remove a large degree of the complexity
that currently exists within the Group
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Financial statements and accounting policies
These are our first set of consolidated frnancial statements under International
Financial Reporting Standards (IFRS) We have chosen a transition date to IFRS of
26 December 2004, which means we have cormnparable data under {FRS for both
2005 and 2006 disptayed in our financial statements This has resulted in changes
to the format of presentation but has had no iImpact on the cash resources available
to the Group A full list of IFRS accounting policies can be found in note 2 to our
accounts

There are a nurmnber of relatively minor statutory presentation and disclosure
changes under IFRS which are treated consistently across our 2006 actual IFRS
reported numbers and our 2005 restated comparatives The total impact of these
changes on previously reported profits can be seen in note 33 to our accounts
Managing our commercial risks
Defined benefit pension scheme
Accounting for pensions and other post-retirement benefits
involves judgerment about uncertain events, including estmated
retrerment dates, safary levels, mortalty rates, rates of returnon
scheme assets and determination of discount rates for measurng
plan obligations The assumptions used from year 10 year may
vary, which will affect future results of operations Any difference
between these assumptions and the actual outcome also affect
future results of operations Pension assumptions are discussed
and agreed with the independent actuanes in December each
year These assumptions are used to determine the projected
_ _=. |theyearendand hence the liability or asset recorded on the
Group's balance sheet

The assumptions for 2006 are disclosed in note 23 to our accounts, along with the
year-end deficits in our defined benefit schemes We recognise actuanal gains and
losses ansng when assumptions diverge from reality through the statement of

recognised mcome and expense (SORIE)

Qur charge to profit in respect of pensions under 1AS 19 amounted to £25 9m
in 2006 (2005 £33 1m) of which a charge of £20 9m (2005 £23 9m) was reported
in operatng profit and the net finance charge of £5 0m (2005 £9 2m) was reported
agamstinterest

Cur total gross defioit for retirement benefits was £189 2m a1 31 December 2006
{2005 £297 1m), a reduction of £107 9m over the year as a result of good Investrment
performance and the change of the final salary defined benefit scheme to a career
average salary defined benefit scheme in September 2006

As part of the new secured tending faciities announced on 17 February 2006,
the Company and the Trustees together with The Pensions Regutator reached
agreement with regard 1o the funding of the remaining deficit Itis intended to clear
it over a period of 10 years The Trustees have been granted securnity over the Group's
shares in Howden Jonery Lirited An amount of £28m per year has been included
within the budgeted 2007 cash flows for ongoing pension costs and clearance of the
deficit over 10 years
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Financial Review {continued}

Disposal of MFI Retail

The Board has reviewed the nisks relating to the disposal of MF! Retall descnbed in the
circular sent to shareholders prior to completion of the transaction, and has agreed
that these remain appropnate

These nsks include

1 Exposure to potential claims under the warranties,

1 Terms of supply agreement with Supply,

- Farure to make overhead reductions,

v Contingent liabiities in relation to retall leases guaranteed by the Group, and
v Terms of transitional senices provided pursuant to the ancillary agreements

Failure to iImplement the Howdens' strategy

The future success of the Howdens’ business depends on the successful
implementation of the Company’s strategy for that business In particular, if the
Group falls to expand the Howdens business i the manner contemplated or falls
to develop a stream-ined supply function for Howdens', there may be an adverse
affect on the Group's future financial condition and results of operations

Singte manufactuning facility

The Group manufactures ngid cabinets and other products, compnsing a significant
proportion of its annual sales value, at a single manufactuning facility If manufacturing
at this facility 1s interrupted or terminated  the Group right not be able to locate
alternative manufacturing sources on a trmely basis or on satisfactory terms

The Group currently has insurance cover at levels which the Group believes are
approprate to mitigate this risk

Product design leadership

If there was a misalignment between the products we offer and the requirements of
our custorners and the current trends in the market, there may be an adverse change
on the Group’s future financial condition and results of operations Active engagement
with supphers, independent research and cniticatly, depat managers and thew
designers encourages and enables product development activity

Loss of key personnel

The Group's success depends largely on the skills, experience and performance of
some key members of its management The loss of any key members oi the Group's
management may adversely affect the Group s financial condition and result of
operations The Group utilises the remuneration committee to ensure that team
members are appropriately compensated for their roles

Managing our financial risks

The Group holds financial Instruments for two principal purpeses to finance (ts
operations and to manage the interest rate and currency risks ansing from its
operations and 1ts sources of finance The Group finances 1ts operations by a
mixture of cash flows from operations and longer term loans from banks Treasury
operations are managed within policies and procedures approved by the Board
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The main risks ansing from the Group's financial instruments are funding

and hquidity nsk, Interest rate nsk, counterparty nsk and foreign currency nisk
Where appropnate, the Group uses financial Instruments to manage these nsks
No speculative use of derivatives, currency or other instruments 1s permitted
The Treasury function does not operate as a profit centre and transacts only in
relation to the underlying business requirernents

Funding and hquidity
The Group's objective 1s to procure continuity of funding at a reasonable cost
To do this it seeks to arrange commutted funding The Group has a £175m secured
faciliny with a maturity peniod to May 2009 This has been negotiated with the
approval of The Pension Regulator

At 30 December 2006 the Group had net borrowings of £7 2m {2005 net
borrowings of £61 0m) This shows a reduction of net borrowings of £53 8m during
the year Inaddition the Group held £3 1m (2005 £5 5m) on short-term deposit,
held in escrow for future insurance claims

Interest rate nsk

The Group s exposure to interest rate fluctuations on its borrowings 1s managed when
necessary by borrowings on a fixed rate basis by entenng into rate swaps, rate caps
and forward rate agreements The Group’s policy objective has been o only undertake
transactions of this nature when net debt exceeds £150m Net debt has not exceeded
£150m during the year

Counterparty risk

Group Treasury policy on investment restricts counterparties to those wath a minimum
Standard & Poor's/Moody's long-term credit rating of AA and a short term credit rating
of A1/P1 Investments mamnly consist of bank deposits and certificates of deposit

The Group continuously reviews the credit quality of counterparties, the imets placed
on individual credit exposures and categones of investments

Foreign currency nsk

The most significant currencies for the Group are the US dollar and the Eure

It has become very difficult to pass the prescribed tests under 1AS 39 "Financial
Instruments Recognition and Measurement' to ensure the ability to hedge account
for dervative currency transactions through the profit and loss account As the
resultant volatlity cannet be avoided in the profit and loss account, it1s the view of
the Board that routine transactional conversions between currencies are completed
at the relevant spot exchange rate This policy 1s reviewed on a regular basis

Mark Robson
Chief Financial Officer
6 March 2007
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Corporate and Social Responsibility {CSR)

In this section

- Wood

- Energy

- Waste

- Employee responsibilities
- Health & Safety

— Chanty & local support

2006 was a year of transformation We concluded the sales of MFi Retall and Hygena
Cuisines and closed three factories making electrical products, kitchen fascras, and
sofas Our matn areas of operations are now

- 3B2 Howden Jonery depots nationwide across UK, 111n France

~ 4 Howden Kitchens factornies — one at Runcorn, one at Howden and two at Hull
- 3 distribution centres — two at Northampton, one at Howden

- 155ornes

- 6360 employees

We set out in the report below our corporate and social respensibilities as we see
them and how we have performed those responsibilities over the year

Wood
Manufactunng
As you would expect of a company that makes and sells kitchen products for builders,
wood plays a central role in what we do Approximately 80% of the raw material we
use in manufactunng is wood or wooed fibre, and we always try to source weod in a
way that’s good for the business and for the environment

Our preferred option 1s to buy wood which 1s accredited by either the UK Forest
Stewardship Councit (FSC) or the Programme for the Endorsement of Forest
Cerufication (PEFC) schemes These respecied independent schemes enable us
to source wood and paper products from suppliers that use sustainable methods to
manage therr forests

- In 2008, 100% of the wood and the cardboard packaging we used m our
manufacturing precesses came from accredited sources

We used more than 380,000 cubic metres of chipboard, 20 000 cubic metres of MDF
and 59 cubic metres of solid wood We also used 8,500 tonnes of cardboard
packaging for our manufactured products

Bought-in product

We rnoniter all our firushed goods suppliers whether in the UK, Europe or elsewhere in
the world to make sure the FSC’s requirements are met throughout the entire sourcing
process — what ts often known as the chain of custody

— In 2006 we audited a number of key italian suppliers and all met our chain of
custody requirements
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-~ In 2006 we conducted our first CSR audit on our Asian supphers, with a particular
emphasis on social and environmiental issues The findings were encouraging with
controls well ahead of the mintmum expectations

We wilt continue to check on standards and ensure our supphers throughout the world
operate in a fair and sustainable way

Energy

We are constantly locking for rmore opportunities to reduce our energy consumption

andemissions Electncity, gas and fuel consumption results in the emission of CO2, a
gas that many governments and organisations believe contributes to chmate change,
s0 our levels of ermissions are an important measure

— in 2006 our CO: emussions totalled 84,600 tonnes — a substantial reduction from
last year's figure of 112,300 tonnes

There are two key reasons for this improvement in emissions — first, we closed three
manufactuning operations and, second, a number of our energy saving initiatives
proved effective

- In 20086 our remaning manufacturing sites were re-awarded the Institute of
Energy’s prestigious Energy Efficiency Accreditation, and we have now been
accredited continucusly for more than ten years

- In 2006 we introduced a new transport management system that has made
our fleet of vehicles more efficient

~ \We achieved recognition for our environmental management this year, with our
score 1n the Business in the Community (BITC) ‘Business in the Environment
index winning us premier league status for the first time We were also
re-accredited for the respected FTSE4good index

— Through our relationstup with BITC, we took part in the Yorkshire & Humberside
Environmental Leaders Group This has enabled us 1o work alongside like-minded
organisations to encourage businesses throughout the region to take a more active
approach to environmental 1ssues

Waste
This 1s produced from a combination of manufactuning, distnbution, retal and trade

operations

- We created a total of 67,000 tonnes in 2006 and recycled more than 75% of this -
a further increase on our 2005 recycling rate of 60%

We keep looking for efficient ways to use or dispose of our waste For example,
we now use manufacturing waste 1o produce compost and we run eight biomass

borlers that burn waste to heat our factones

- By reducing the waste we sent to landfill we managed to avoid producing almost
40,000 tonnes of COz emissions in 2006
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Corporate and Social Responsibility (CSR) (continued)

Employee responsibilities

CSR s about people as well as operations We take our responsibilites as an employer
very seriously and have done a great deal to strengthen the culture and management
within Howden Jomery and Howden Kitchens duning a tme of greal change in the
business as a whole

Howden Joinery

Within Howden Joinery the ‘Respect forall programme we launched in 200415
enabling us to gamn a good understanding of our peopte as individuals and to develop
effective ways to attract and develop great employees Traiming and development s
criical to this and our job 1s to provide employees with plenty of opportunities to
develop therir skills, knowledge and expenence

- In 2008 we invested more than £3m in over 37,000 hours of training and
development for employees within Howden Joinery

- In 2007 we are introducing a new workshop 1o help our managers betier manage
difficult situations address and avoid harassment and bullying in the workplace and
find ways to avoid any unnecessary pressure being placed on employees

- We already run forums where employees can discuss ideas and 1ssues

There 1s one fundamental theme runming through all of these inmiatives —how we can
improve the way we serve our customers This 1s vital to the success of the business
and everyone it
Howden Kitchens

2006 was a year of major transiiion for Howden Kitchens with a fundamental
reorganisation of the way we operate, the closure of both our Stockton and
Scunthorpe manufacturing sites and a raft of other changes taking place

We took both our statutory and moral obligations to our colleagues very seriously,
and made sure that they were fully consulted and supported

This commitment included setting up a professional cutplacement programme to
help our paople find a new job, with on-site ‘job shops and redundancy counselling
The best measure of the quahty of these colleagues — and our relationship with
them —1Is that they responded by consistently hitting and frequently outperforming
therr production targets during the run up to the closures

Health & Safety

The managers and drrectors in our operating companies — Howden Kitchens and
Howden Joinery — are responsible and accouniable far the health & safety of thewr
employees Each of the operating company boards reviews 1ts own strategy, Issues
and performance on a regular basis

- There were 174 reporiable health and safety incidents in 2006 - 28 less than last
year (on a continuing operations basts) That means we met our target of reducing
incidents by at least 10%, although it 1s still 174 incidents more than we would like
to report and we will keep working to find ways to reduce incidents
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- In 2006 we also set a target for a 30% reduction in the hours lost due to Injury,
in kine with government gwdance We achieved a 29% reduction and will work
to better this in 2007
- Intotal, we were given three Improvement notices this year, no prohibition
notices and had no prosecutions by the Health & Safety Executive or the
Environment Agency
- Qur occupational health service 1s developing the services it provides to employees
and in 2006 we introduced a proactive approach to the area of ergonomics
This will help employees to avaid Injury and unnecessary strain, and to work 1n
the most effective way

Chanty and local support
Howden Kitchens makes a contribution to the community We consulted with our
employees across the manufacturing and logistics sites within the UK and, as aresult,
supported around 50 local chanties with donations in total of £26,600, together with
services in kind

Howden Joinery s a national network of local businesses and each depot 1s very
much part of the community it serves This year our depots made more than 1,200
donations to local good causes, with some £350,000 1n cash and products given
This included donations of joinery and kitchen eguipment to local schools, village
halls, care homes (see below), local youth groups and sports clubs or cash donations
to purchase equipment and empleyee fund raising initiatives

Leonard Cheshire 1s a key cornmunity partner for us The foundation 1s heavily
relant on volunteers to provide services to disabled people in the UK and needs to
recruit more than 1,000 volunteers a year from local communities 1o maintamn this
support With this in mind, we funded a volunteer recruitment programme for Leonard
Cheshire, including a national road show that visited schools, colleges and community
organisations Our depots also raised money by selling their Warld Cup "key huggers’
and two employees gained sponsorship by runming marathons Already fifteen
employees have signed up to run for Leonard Cheshire in the 2007 London Marathon

As | mentioned in my Chief Executive's business review, two years ago we
recognised an opportunity to work with Leonard Cheshire to research and develop an
affordable, attractive and practical kitchen product for people with physical disabiities
Since then we have created, donated and installed ten kitchen activity centres in
Leonard Cheshire homes This has become an area of research with significant
potential for ongoing product development, and our new ‘Inclusive’ range of bespoke
products has been launched in the depots

Summary
We have shown good progress in alt areas on the previous year and this demonstrates
our ongoing commitment to improving all areas of corporate and social responsibiity

Matthew Ingle
Chief Executive
6 March 2007
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Board of Directors

Wili Samuel {age 55)

Non-executive Chairrman

Will was appointed a non-executive director and Chatrman designate in July 2006 and
became Chairman in October 2006 He s a Vice Chairman of Lazard & Co Ltd Deputy
Chairman of Incheape ple and is a non-executive director of the Edinburgh Investment
Trust plc and of Ecclesiastical Insurance Group plc Prior to this he was a director

of Schroders plc, Co-Chief Executive Officer at Schroder Salomaon Srith Barney

{a dmiston of Citigroup Inc) and Vice Chairman, European Investment Bank of
Ciuigroup Inc and Chairman of H P Bulmer plc He s a Chartered Accountant

Matthew Ingle (age 52}

Chief Executive

Matthew was appointed Chief Executive on 3 Cctober 2005 and continues to be
Chief Executive of Howden Jomnery He set up Howden Joinery in 1395 and has
been responsible for its growth into a successful business today Prior to joming
the Company he had been Managing Director of the Magnet Trade operation

He was elected to the Board of the Company in 1998

Gerard Hughes (age 47}

Group Commercial Director {appointed 68 March 2007}

Gerard Hughes became Group Commercial Director on 6 March 2007 Gerard jomned
the Group in Aprit 2000 as Company Secretary Since October 2005, Gerard has
played a major role in the restructuring and refinancing of the Group including the
business disposals dunng the course of 2006 Before joining the Grgup he was
Deputy Group Secretary at WH Smith

Mark Robson (age 48)

Chief Financial Officer

Mark joined the Board in April 200.5 as Chief Financial Officer Mark spent the previous
six years as Group Finance Director at Delta plc and was extensively involved in the
restructuring of that group Previously he had held a number of senior financial
positions with ICl between 1985 and 1998 He is a Chartered Accountantand

qualified with Price Waterhouse
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Angus Cockburn (age 43}

Non-executive director

Angus was appointed a non-executive director in Qctober 2006 and became Chairman |
of the Audit Commitiee on 6 March 2007 He has been Group Finance Director of

Aggreko plc since 2000, having previously been Managing Director of Pringle of

Scotland and Regional Finance Director Europe for Pepsico Foods He 1s a Chartered

Accountant and qualified with KPMG Peat Marwick

Tony De Nunzio {age 46)

Non-executive director {resigned 6 March 2007) [
Tony joined the Board in September 2000 and also served as Deputy Chairman, |
Chairman of its Audit Committee and Senior Independent Director Tony is currently
Executive Chairman of Maxeda, a leading Dutch retailer Prior to that he was President
and Chief Executive Officer of Asda Steres Ltd, having In the lead up to the takeover
by Wal-Mart been Group Finance Director of Asda Group plc, tus career with the
company beginning in 1994 after a spel as Finance Director of Alied Maples

Prior to this he was Planning Director for Central Europe at PepsiCo in the early

1990s after having been Group Financial Controller for L'Oreal (UK) Tony started

his career with Unilever plc

Lesley Knox {age 53}

Non-executive director {resigned 6 March 2007)

Lesley was appointed non-executive diwector in May 2001 and also served as
Chairman of the Remuneration Committee Lesley was a founder director of Briush
Linen Adwisers, a specialist corporate finance adviser focusing on growth compam_es
She was previously Head of Insttutional Asset Management and then Group Director
at Kleinwort Benson She joined the Corporate Finance Division of Kleinwort Benson
In 1981 and has advised many domestic and international clients on strategic

Issues She s also Chairman of the Afhance Trusts and a non-executive director

of HMV Group plc and Hays ple
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Board of Directors {continued)

lan Smith (age 52)

Non-executive director

lan was appointed non-executive director in September 2001 He was appointed Chief
Executive Officer of Taylor Woodrow plc on 2 January 2007 Prior to that he had been
Chief Executive Officer of the General Healthcare Group since 2004, having previously
been CEQ Europe for Exel, Group Commerctal Director of Ocean Group plc (before its
merger with NFC to form Exel) and prior to that, Managing Director of Mornitor
Company Europe, a strategy consulung firm lan began his business career with Royal
Dutch / Shell Group of compantes, working with Shell UK Oil in vanous roles including
Marketing Drector of Shell Oman and then setting up and managing the Shell joint
venture in Jordan lan receved an MA from Oxford University and recerved an MBA
with high distingtion from Harvard Business School

Peter Wallis (age 59)

Non-executive director

Peter was appointed a non-executive director in January 2001 Peteris Senior Partner
and founder of the respected SRU strategy and market research consultancy

His specialty is agdvice to CECs on strategic direction

Michael Wemms {age 67)

Non-executive director

Michael was appointed a non-executive director n November 2006 and became
Chairman of the Remuneration Committee and Senior Independent Director on

6 March 2007 Michael was Chawrman of House of Fraser plc from 2001 until
November 2006 and 1s a non-executive director of Inchcape ple, Mapd Al Futtam
Group and Cole Myers Limited He was an executive director of Tesco ple from 1989
to 2000, with responsibility for Store Operations from 1991 He commenced his
managemeni career with Tesco i1 1971 and held a wide range of executive positions
in Supply Chain, IT, Finance and Administration before assuming his Board
responsibdities He was Chawrman of the Bntish Retail Consortiurn from 2004 untl 2006

32 Galform Annual Report 2006




In this section

Principal activities
Dividends
Substantial
shareholdings
Chantable

and political
contributions
Supphers’
payment terms
Employees

Audit information
AGM

Directors

Directors’ Report

The directars have pleasure in subnutting their report and the audited financial
staterments for the 53 week pericd ended 30 December 2008 Comparative figures
relate to the 52 weeks ended 24 December 2005

Pnncipal group activities, business review and results
The principal actviies of Galiform plc and 1ts subsidianes are the manufacture,
purchase, distribution and sale of kitchen cabinetry and assocated products
A detalled review of the development and activities of the Group's business 1s
contained in the Chairman’s Statement, Chuef Executive’s Review, Financial Review
and Corporate and Social Responsibility Review set out on pages 151029 This
information fulfils the requirements of the Business Review and Is incorporated
in this report by reference

The full results for the pernicd are shown in the Financial Staterments on pages 58
to 137

Share capital

The total number of erdinary shares of 10p each inissue at the penod end stood at
631,659,746 Detaills of the Company's share capital are given on page 98 Details
of share options granted and exercised durning the penod are given on pages 104
0120

Dvidends

The Board 1s recommending that no final dvidend be paid {2005 nil pence per share }

_ Nontenm dividend was paid during the year (2005 2p per sh_are)

Substantial shareholdings
The following substanual interests (3% or more} in the Company’s share capital had
been notified to the Company

- Hermes UK Focus Fund-13 2%

— Artisan Partners Ltd-6 4%

- Halifax Trustees~6 2%

- {Coal Pension Trustees -6 0%

- Standard Life Investments -6 0%

- Classic Fund Management -4 7%

- North Yorkshire Pension Fund -3 0%

The percentage interest Is as stated by the shareholder at the time of notification
and current interests may vary

Charitable and pohtical contributions

In addition to furniture products and services donated to vanous charities,

the Group made chanitable donations during the pencd amounting to £376,600
(2005 £515,000) The Group made no pohtical donations during the current and
previous penod
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Directors’ Report{continued)

Fixed assets
There ts no material difference between the book value and the current open market
valve of the Group's interest in land and buildings

Suppliers’ payment terms
The Group and Company’s policy, in relation to all its suppliers, 1s to settle its terms
of payment when agreeing the terms of the transaction and to abide by those terms
provided that itis satisfied that the supplier has provided the goods or services in
accordance with the agreed terms and conditions

The number of days’ purchases outstanding for payment by the Group at the
period end was 27 days (2005 23 days ) and ni} {2005 nil) for the Company

Employees
The average number of employees and their remuneration are shown in note 8
to the Financial Statements

The Group has approximately 6 360 employees throughout the UK and overseas
and strives to engage 1ts employees wherever posstble in its business goals by means
of regular regional and local meetings and staff briefings

The Board remains committed to inking reward to business budgets and targets
thereby giving ermployees the opportunity to share i the financial success of the
Group The Board recognises employees for their contribution in this regard and
mcludes employee incentive plans and share plans within remuneration.overall

The Group promotes the importance of diversity and adopts an Equal
Opportunities Policy under which traiming and career development opportuniiies
are available to all employees, regardless of gen&er, religion or race The Group 1s
commitied to meeting the code of practice on the employment of disabled people and
full and fair consideration is given to dhsabled applicants for employment [t aims to do
all that 1s practicable to meet its responsibility towards the employment and training of
disabled people and welcomes and considers fully, applications by disabled persons,
having regard to their particutar aptitudes and abilities 1t1s also the Group's policy
to retain employees who may become disabled while in service and to prowide
appropnate training The Group1s a member of the Employers’ Forum on Disability
and of Opportunity NOW

Audit information and auditors
The directors at the date of approval of this report confirm that

~ 5o far as each of the directors 1s aware, there 1s no relevant audit information of
which the Company’s auditors are unaware,

~ the directors have taken all the steps they ought to have taken as directors in order
10 make themselves aware of any relevant audit information and o establish that
the Company’s auditors are aware of that inforrnation
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The confirmation s given and should be interpreted in accordance with the provisions
of 52347 A of the Companies Act 1985

Deloitte & Touche LLP have expressed ther wilingness to contnue n office
as auditors and a resolution to reappoint them will be proposed at the forthcoming
Annual General Meeting

Annual General Meeting
The Annual General Meeting 1s to be held at The Lincoln Centre,
18 Lincoln's Inn Fields, London WCZ2A 3ED on 18 May 2007

Directors and therr interests
Details of the directors in office on 30 December 2006 are shown on pages 30to 32
lan Srruth will retire by rotation at the Annual General Meeting and in accordance
with Article 72 of the Articles of Association offer himself for reappointment
Will Samuel, Angus Cockburn, Michael Wemms and Gerard Hughes, having been
appointed by the directors on, respectively, 20 July, 16 October, 22 November 2008,
and 6 March 2007 will also offer themselves for reappoiniment at the meeting
Bob Wilson, Paul Cheng and lan Peacock resigned as directors on, respectively,
5 Apnl, 19 May and 16 October 2006 and Lesley Knox and Tony De Nunzio resigned on
6 March 2007 Information on the directors’ service agreements and interests of the
directors and their families in the share capital of the Company, are set out in the
Réc:rt on Remuneration on pages 3610 48

By order of the Board -
Gerard Hughes

Secretary

6 March 2007
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Directors’ Remuneration Report

In this section

— The Rermnuneration Committee

~ Remuneration policy

— Components of remuneration

— Remuneration

— Shareholdings, share options

- Pensions

— Directors’ Remuneration Report Regulations 2002

PART1

Introduction

This Directors’ Remuneration Report sets out information about the rermuneration

of the Directors of Galform plc for the year ended 30 December 2006 This report

has been prepared in accordance with Schedule 7A of the Companies Act 1985 and
meets the relevant requirements of the UKLA Listing Rules As required by legislation,
the information in Part 2 of this report has been audited by Delortte & Touche asit
contains the information upon which the auditors are required o report to the
Company's shareholders

1 The Remuneration Commuttee {‘the Commuttee’)

The Remuneration Committee 1s comprised exclusively of independent
Non-Executive Directors who have no personal financial interest other than as
shareholders, in the matters to be decided The members of the Commuttee dunng
the year were - - _
— Lesley Knox (Chairman of Commuttee untif 6 March 2007)

—  Michael Wemms {appointad 22 November 2006 and Chairman 6 March 2007}
- Angus Cockburn {appointed 16 October 2006)

— Tony De Nunzio {resigned 6 March 2007)

~ lan Smith

~ Peter Wallis

The Committee met four times durning 2006 and all members of the Committee were
present The Charman ensures that the Group maintains contact as necessary with
its principal shareholders about remuneration

Under its terms of reference, the duttes of the Remuneration Commuttee are
1o determine and agree with the Board the broad pohcy for the remuneration of the
Executive Directors, the Company Secretary and the other members of the Executve
Committee, as well as their specific remunaration packages, including pension rights
and, where applicable, any compensation payments In determining such policy
the Cornmuttee shall take into account all factors which it deems necessary to ensure
that members of the senior executive management of the Group are provided with
appropniate Incentives o encourage strong performance and are, in a fair and
responsible manner, rewarded for ther indvidual contributions to the success
of the Cormmpany and the creation of shareholder value

The composition of the Remuneration Commuttee and its terms of reference
comply with the prowisions of the Combined Code and are available on the
Company's website

36 Galform Annuat Report 2006




The remuneration of non-executive Directors, other than the Chairman 1s considered
by the Chairman and the Chief Executive The Chairman's remuneration s determined
by the Remuneration Cormmttee while the Chatrman 1s absent Levels of remuneration
for Non-Executive Directors reflects the ttme commitment and responsibilities of
their roles

Duning 2006 the Committee has taken external advice from its appointed
independent remuneration consultants, KPMG LLP KPMG also provided services to
the Company in the year in connectton with the sale of certain businesses The
Committee 1s assisted by the Chairman, the Chief Executive Officer and the Company
Secretary, where appropnate but no individual ts present when their own
remuneration s discussed

2 Policy on remuneration of Executive directors

Galiform’s remuneration policy 15 designed to attract, retain and motivate the
fughly talented individuals needed 1o deliver the business strategy and maximise
shareholder wealth The Committee determines policy for currentand future years,
which s reviewed on an annual basis The current policy 1S based around the
following principles

- toaim to position base salaries with regard to the median level of companies of
similar size and cormplaxity, .

- to supplement base salaries by vanable rewards and incentives, which can raise
the total value of the package into the upper quartile, if superior performance and
returns for shareholders are achieved

- toalgn management incentives with the creation of shareholder vatue over both
the short-term and long-term s central to the remuneration strategy,

— 1o ensure that a lugh proportion of rernuneration should be ‘at nsk’ with
performance related remuneration making up at least 50% of the total potential
remuneration for Executive Committee members and

- o ensure that performance related payments should be subject to the satisfaction
of demanding and stretching performance targets over the shortand long term

In following this policy the Committee will take into account the UK Listing Rules,
the provistons of the Combined Code and associated guidance attached to it

In 2006 the Commuttee introduced the Foundation Plan agamst the backdrop
of a highly challenging year for the executive team The Foundation Plan operated
alongside the Arnual Incentive and Deferred Incentive Plan and was designed to only
deliver rewards to participants If extremely demanding share price growth was
achieved in 2006 No grants or awards were made under any other previously existing
long-term incentive plans during 2006 The Commitiee recognise that some
shareholders had concerns 1n 2006 as 1o the short-term nature of the Foundation Plan
and the lack of any financial performance underpin The Committee felt that the
Foundation Plan was highly motivatational and fully aligned management’s interests
with the long-term success of the Company, this was reflected in the 70% ncrease
n the share price in the financial year

Following the sale of the MF| Retail business, 2007 remains a crucial and
transitional year to the overall long-term recovery of the Company With this in mind,
the Remuneration Committee determimed that an addittonal share award would be
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Directors’ Remuneration Report (continued)

granted in 2007 under the Foundation Plan This would be subject to stretching share
price growth targets over one year but the shares could not normally be sold for a
further two vears Reflecting discussions with Shareholders, the vesting of the 2007
award will also be subject to satisfying a financial hurdle over the one year perod

In order to create a longer term incentive the Remuneraiion Committee have
determined that a conventional award of share options will be made in 2007 under
the Company’s existing Share Option Plan Portfolio These options will be subject to
achieving stretching share targets over a three year period and will also be subject
to a financ:al hurdle over the same period

The Committee helieve that these arrangements in 2007 will deliver the necessary
balance between focusing executives on ithe short-term consolidation 1ssues which
are key to the continued success of the business in 2007 and the longer-term future
growth of the business and dehvery of strong shareholder value

Under the Directors’ Remuneration Report Regulations 2002 ("the Regutations’)
the Company 1s required to include in this report a graph showing the Company's total
shareholder return {TSR) performance over the most recent five years compared to an
appropniate index The graph on page 48 lustrates the Company’s total shareholder
return {TSR) performance relative to the index of FTSE 250 constituents {excluding
investment companies) of which the Company 1s a constituent

3 Components of Executive directors’ remuneration

| Base salary

The Company aims to position base salary for each director at the median level

This is reviewed annually and 1s determined by the Commuttee taking into account the
performance of the indmviduals changes in tharr responsibilities and information from
independent remuneration consuitants’ sources on the levels of salary for similar jobs
having regard to the size of the Company - its turnover, profits, market capitalisation
and complexity The Commuttee also takes account of the remuneration fevels within
the Group generally As a result of the restructuning and sale of the MF! Retail business
in 2008, Galiform currently 1s a smaller but no less challenging business Conseguently
current executive director salarnes are positioned towards the upper quartile for
companies of a similar size To bring salaries in ine with the median policy, executives
cid not receive any salary mcreases in 2006
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1 Annual Incentive and Deferred Incentive Plan
Executive Directors and the other members of the Executive Cormmittee are eligible to
participate in the Annuat Incentive Plan The Plan sets challenging targets and provides
for a bonus opporturuty of up to 100% of salary for the Chief Executive Officer and
75% for the Chief Finance Officer

The financial target under the Annual Incentive Plan in 2006 was to achieve
Earnings Before Interest and Tax {'EBIT') of £20m This target was exceeded
dunng the year and therefore both executive directors receved maximum bonuses
In the year

A stretching Group profit target has been set for performance in 2007 10 support
the stabilisation of the performance of the Group

To align the executive directors’ interests with those of the shareholders, one third
of the annuzal Incentive 15 deferred into ordinary shares of the Company and heldn
trust for three years before release to the executive director There 1s no intention to
use newly Issued ordinary shares for the Deferred Incentive Plan Any shares required
for the sausfaction of deferred bonuses will be purchased in the market

All bonuses are paid with the approval of the Remuneration Commuittee cash
bonuses may also be paid in exceptional circumstances, for example for recruitment
or retention of key executive directors or for outstanding performance Bonuses are
non-pensionable

m Long term ncentives

All equity based awards are subject to an overall limitation on the number of shares
issued, transferred from treasury, or that remain issuable pursuant to awards of 10%
with any ten year penod i ) ) ) T ’

Foundation FPlan
The participants in the Plan are the Chief Executive Officer, the Chief Finance Officer
and a imited number of senior executives

Conditional awards were granted on the 15 March 2006 following the
announcerment of the final results for 20056 The grant to each participant comprsed
an award of restricted shares (nil-cost options) and an award of share options with an
exercise price of 92p The restricted shares (nil-cost optionst and share optrons were
subject to stretching share price growth targets over one year, vested shares or
options cannot be sold for a further two years

The vesting of the restricted shares awarded under the Foundation Plan in 2006
required the average share prce over 30 consecutive dealing days to be 85p for 15%
of the shares awarded to vest and to be 125p for 100% of the shares awarded to vest
Vesting occurred on a straight-line basis between these points For the share options
awarded i 2006 under the Foundation Plan vesting required the average share pnce
over 30 consecutive dealing days to be 115p for 35% of the options awarded to vest
and to be 160p for 100% of the options awarded to vest Again vesting occurred on
a straighi-line basis between these pomnts

With the strong improvement in the share price performance over the year under
the share price growth targets, all of the shares awarded under the Foundation Plan
vested and 51 91% of the options awarded vested at the end of the year Additionally
the Remuneration Commuitee confirmed that there had been satisfactory
improvement in the underlying financial performance of the Company over the penod
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and therefore approved this level of vesting The options become exercisable
on 31 December 2008 at which point the vested shares will also be released
to parucipants

in 2007, it 1s intended that a further award of resincted shares wili be granted under
the Foundation Plan Vesting will depend on stretching share price performance over
the year and an underlying financial hurdle based on Operating profit in the year
Vesting will occur on a sliding scale basis Shares must then be held for a further two
years before participants can sell them

Share Option Plan Portfolio
The Company operates a share option plan which has three sections Grants were
last made to executive directors in 2005

Part 1 of the Share Option Plan 1s an HMRC approved plan under which £30,000 of
options can be granted to any one individual participant Under Part 2 of the plan, the
Commutiee has discretton to grant perfarmance options to executive directors of up to
two times salary subject to the achievement of performance cenditions Under the
plan rules awards may not be made under Part 2 and Part 3 in any one year Under
Part 2 of the plan, the Commuttee has discreticn to grant Performance Options to
executive directors up to four imes salary subject to the achievement of certan
demanding and challenging performance targets which if achieved, will demonstrate
superior performance

Itis the ntention of the Remuneration Committee to rmake an award of market
value share options to Executive directors under Section 3 of the Share Option Plann
2007 Vesting will depend on the achigvement of stretching share price targets over
the three year peniod and the satisfaction of an ui r;j_e;lymg financial hurdle based on the
achievemnent of Operating profit growth over the three years of at least 20% per
annum Vesting will occur on a sliding scale basts

Performance Share Plan

No awards have been made to directors under this plan since 2005 Conditional
awards of shares equivatent to one year's salary have previously been made to
exacutive directors annually at the discretion of the Commuittee and are released
subject to the achievement of company performance targets Company performance
1s measured over three years, In terms of TSR relative to a comparator group of
companies The comparator companies are selected on the basis of relative sector,
size and complexity before each performance award cycle Inaddrion, no award will
vest unless the EPS of the Company increases over the performance penod by a
percentage amount that 1s equal to or greater than the percentage change in the retail
prices index {'RPY'} plus 9% over the same period The Committee has noted that the
Performance Share Plan ('PSP') award granted in 2004 has not vested as a result of
this performance target not being met
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The comparator group for the 2004 award 1s as follows

- Boots - Carpetrnight - Debenhams*
~ DFS - Dixons - GUS

- Kingfisher - Marks & Spencer ~ Matalan

- Galform - Selfrdges*® - WH Smith
- Wolseley - Woolworth

*De-hsted since the formation of these grotups

The comparator group for the 2005 award 1s as follows

- Boots - Carpetrnight - DFS

— Dixons - GUS - Kingfisher
— Marks & Spencer - Matatan - QGalferm

— Travis Perkins - WHSmith - Wolseley
- Woolworth

The number of shares released depends upon the Company's comparative
performance against its peer group If the Company’s TSR 1s at the median level,
40% of the shares, which are the subject of the award, will vest If the Company 1s
ranked 1n the top quartie of the list, 100% of the shares will vest Proportional vesting
on a straight-ine basts will take place for performance between the median and the
top quartile positions Full details of how TSR s calculated and measured are shown
___ ___ bnpage4?. s
KPMG are instructed by the Committee to monitor and report on the Co%pény‘s

performance under the PSP with regards to TSR

FreeShare Plan
The FreeShare Plan was introduced in 2002 Executive directors may participate in
the Plan on the same terms as all other eligible employees The plan 1s Inland Revenue
approved and 1s not subject to performance conditicns other than continued
empioyment Under the FreeShare Plan all eligible employees were invited to accept
an allocation of up to £200 of the Company's shares in September 2002 and again
in May 2003 No further allocations have been made since those dates

The shares are held in a Trust for a halding period baing between three and five
years after which the award of shares will vest and participants may withdraw
therr shares
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ShareSave FPlan
Executive directors may participate in the ShareSave Plan, (f offered, on the same
terms as all other eligible employees At the discretion of the Board, the Plan is offered
to all employees contracted to work 2 minimum of eight hours per week The plants
Inland Revenue Approved and under the Plan, parucipants make regular savings {up to
a maximum of £250 per month) and at the end of the savings period parucipants may
use all or part of their savings and bonus to purchase shares at the option price which
15 set at the start of the savings plan

Under the ShareSave Plan in 2003 all elgible employees were invited to save up
to a maximum of £60 per month 1o Invest in the Company's shares under this plan and
ShareSave options over approxtmately 5 7 rrullion shares were granted to participants
No grants have been made since that invitation

v Pensions
Executive directors participate in the Galiform Pension Plan on a similar basis to other
sengr executives

The Plan 1s a funded and HMRC approved scheme With effect from the
1 September 2006 the basis changed to a hybrid defined benefit, occupational
pension plan Its main features are currently

a pension acerues on a Career Average Revalued Earnings (CARE) Basis at the rate
of 1/son of actual pensionable pay in each year {capped at £108,600), post-
retirernent increases are linked to the increase in the retall pnces index with a
maximum of 2 5%, B . o

b 10 addition to the defined benefit section the Company will match any voluntary
member contribution made to the defined contribution top-up sectionto a

maximum of 8%,

¢ members contribute 8% of pensionable pay to the CARE plan,
life assurance cover of six times pensionable pay for those members with
dependants and two times for those without dependants,

e pension payatle in the event of ill health, and

f spouse’s pension on deathinretirement of 2/3 of deceased’s pension

Pensionable pay 1s the member s basic salary All pian benefits are subject to Inland
Revenue lirmits

A Pension supplement system has been introduced into the Penston Plan which
recognises that pension entitlement in respect of service prior 1o 1 September 2008
was Iimited for those members who joined the Plan after 14 March 1989 and whose
final pensionable salary exceeded the Earnings Cap (as applied by the inland Revenue
between 1989 and 2006) The supplement is based on salary above the Cap
Below age 45 the supplementis 40% Above age 45 the supplement 1s 45%
The supplement s paid In two nstalments 1IN Septermber and March

From the 1 September 2006 the Plan has included maximum benefit restrictions
{the Plan Cap) of £108,600 {being based on the previously applied Earnings Cap) but
applicable only to the CARE section of the plan To recognise the change in the basis
of the pension plan the supplement payments were amended to 15% of bastc salary
above the Plan Cap If a Director chooses to opt out of membership of the pension
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plan because their total fund vatue from all their penston sources exceeds the new
Inland Revenue maximum fund value restnctions, then the supplement payment will
Increase to 26%

v Service contracts

Matthew Ingle and Mark Robson are emiployed under contracts of employment

with the Company, dated Novernber 1999 and February 2005 respectively, which

are for fixed terms of 12 months In setting the notice period for termination at

12 months, the Remuneratton Committee has reduced the likelhood of having to pay
excessive compeansation in the event of poor performance The Committee’s policy on
service contracts 1s to offer a notice period for termination by the Company or director
of 12 months and liguidated damages of 12 months’ base salary are applied to any
payment of compensation on termination The Company is currently reviewing alt
executive directors service contracts in the ight of current best practice

wvi External appointments
It1s recognised that executive directors may be invited to become non-executive
directors of other companies and that exposure to such duties can broaden expenence
and knowledge, which will benefit the Company Executive directors may accept one
non-executive appomtment, unless otherwise agreed by the Remuneration
Committee, provided this 13 not with a competing company nor lkely to lead to
conflicts of interest Executive directars may retain the fees paid to them in respect
of their non-executive duties No executtve director currently holds a non-executive
director appomtment - N
4 Non-executive directors’ remuneration
The remuneration of the Chairman s determined by the Remuneratien Committee
and the fees of the independent non-executive directors are determined by a
Committee appointed by the Board comprising the Charrman and Chief Executive,
in all cases after taking advice from independent external consultants, who review
the fee payments of non-executive directors in similar organisations

The fees payable to the Chairman are £170,000 per annum lan Peacock served
as Chairman during the year until his retirement on 16 October 2006 Willlam Samuel
was appeinted as a non-executive director and Chairman designate on 20 July 2006
and his fees on appointment were at the rate of £50,000 perannum He succeeded
as Charrman on 16 Qctober 2006 from which date his fees have been £170,000
per annum

Other non-executive directors’ remuneration consists of an annual basic fee of
£35,000 for their service as members of the Board and of £5,000 for their services
as members of the Committees of the Board Tony De Nunzio receved an additional
fee of £15 000 for his services as Deputy Chairman The chairs of the Audit and
Remuneration Committee received an additional annual fee of £8,000 Non-executive
directors do not have service agreements, butinstead have letters of appointment and
are appointed by the Board for aninitial period of three years subject 1o retirement by
rotation and re-appointment by sharehelders
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PART 2
5 Thetable below summarnises total directors’ remuneration

2006 2005
£000 £000
Emoluments 1,718 3458
Gams on exercise of share options - 761
Armounts recevable under long term incentives - 1400
Pension Contributions 51" 63
Total 1,767 5,682
*  Onthe 1 September 2006 the basis of the pension plan was changed, further details of thes are set out on page 42
Ths inctuded a change to alfow employee pension contributions to be made on a salary exchange basis

& Directors’ remuneration
The following table sets out the directors” emoluments for the 53 weeks to 30 December 2006

Basi: Annual cash Pension

Satary Fees Benahits ncentive  supplement 2006 2006

£000 £000 £000 £000 £000 £000 £000
Chairman
lan Peacock (Chairman up to 16 October 2006) - 141 - - - 141 170
Wil Samuel {appointed as non-executive
on 16 July 2006 and Chairman from
16 Ociober 2006) - 48 - - - 48 -
Executive directors
Matthew Ingle 500 - 18 333 140 9N 1.012
Mark Robson 330 - 18 165 77 580 464
Bob Wilson {retired 5 April 2006) 17 - 18 - - 135 333
Sub total 947 189 54 498 217 1,905 1,979
Non-executive directors
Paul Cheng {resigned 19 May 2008) - 20 - - - 10 10
Angus Cockburn {appointed 16 October 2006) - 8 - - - 8 -
Tony De Nunzio (resigned 6 March 2007) - 63 - - - 63 61
Lesley Knox {resigned 6 March 2007) - 48 - - - 48 48
fan Smith - 40 - - - 40 35
Peter Waliis - 40 - - - 40 40
Michael Wemms (appointed 22 November 2006) - 4 - - - 4 -
Total - 412 54 498 217 218 2173

1 On28February 2007 Maithew Ingle and Merk Robson became enttled to an award under the Annual Incentive Plan of £500 000 and £247 500 respectively
for the 53 weeks ended 30 December 2006 Two thurgls of this award 1s payable in cash and s disclosed in the coturan for the annuel cash incantive One thrrd
of the aw ard will be made in shares under the terms of the Deferred Incenuve Plan
The Benafits column wicornora‘es benefits in k nd which relate in the man 10 the provision of & fully expensed car or cash equ valent a~d privats medical cover
3 Pension supplements aie paid every srcmonths in amears and the next payment is due m March 2007 The table above includes an accrued armount for the
penod from 1 October 2006 © 30 December 2006 Furthar details of the Pension Supplement Plan are given on page 42
4  BobWilson retred as a Orector on S Aprl 2006 when he also started to draws his pansion and Jeft employmant on 31 Decemnber 2006 In addition to the
remuneration wi the above table Joha Hancock who resigned as a Director on the 2 October 2005 recaved dunng the year under the terms of s comprormuse
agreemen: £412 500w basic pay inrespect of his penod of garden leave Shaun O Callaghan who resigned as a Dvector oathe 20 July 2605 receved dunag the
year under the terms of is compronuse agreement £207 0001 basic pay n respect of his periad of garden leave
i

~r
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7 Directors’ shareholdings

The beneficial interests of the Directors in office on 30 December 2006 and thew
farihies in the share capital of the Cornpany are as follows

Ordinary shares Ordinary shares

of 10p each af 10p each

30 December 24 Decemnber

2006 2009

Angus Cockburn 3,000 -
Tony De Nunzio 23,000 23,000
Matthew Ingle 1,057,649 721103
Lesley Knox 8,000 8,000
Will Samuel 20,000 -
lan Smith 10,000 10,000
1,121,549 762,103

There have been no changes to the Directors mnterasts shown above since 30 December 2006 and the publication of the Company s preliminary results

announcament on § March 2007

8 Shareoptions

Detalls of share options of those directors whao served duning the year are as follows

Lapsed! Exercise Earliest
At 24 Dec expired At 30 Dec pnce cste of Expiry
Director 2005 Awerded unexewcised  Exarcised 2006 {pence) exercise date
Matthew Ingle
Executive Scheme 16,666 - (16 666} - - 18000 2 July 1 July
1989 2006
2000 Share Option Plan {Section 3) 450,302 - - - 450,802 124 74 30 May 29 May
o _ 2004 2011
Sharesave Scheme 2067 - - - 2087 18400  10ec  30Apr
2008 2009
2000 Share Option Plan (Section 3) 511574 - - - 5574 106 50 26 May 26 May
2008 2015
Foundation Plan 2006 - 2300000 (1105 968) ~ 1,194,032 9200 31 Dec 31 Dac
2008 2009
Mark Rebson
2000 Share Option Plan (Secton 3) 355,410 - - - 355410 106 50 26 May 26 May
2008 2015
Foundation Plan 2006 - 3,380000 (663 581) - 7e8ag 92 00 31Dec 31 Dec
2008 2009
Bob Wilson {retired as a director
on 5 April 2006}
Sharesave Scheme 2067 - - - 2,067 184 00 1Dec 30 May
2008 2009
2000 Share Option Plan (Secton 3) 400 802 - - - 400802 124 74 30 May 29 May
2004 20Mm
2000 Share Opuon Plan (Section 3) 433 553 - - - 433,553 68 25 19 May 18 May
2003 2010
2 173,041 3680,000 (1786 215) - 4,066,826
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Share options {continued)

The opuons outstanding are exercisable at prices between 68 26p and 184p Inthe penod the highest middle market closing prce was 136 75p per
shara and the lowest middle market clasing pnca was 136 75p per share The middle market price on 23 December 2006 (the last business day before
the financial year end) was 78 5p pes share

Options granted under Secuons 1 and 2 of the 2060 Share Option Plen Portfolio are not normalty exercisable unless growth n EPS as determined under
the Plan meets or exceeds the growth in R=1by 9% over a three yearpe od Options will lapse o this targetis not satished

Options granted under Secton 3 of the 2000 Share Option Plan Porticho are not normally exercisable unless challenging targats are met For the
Secuon 3 apuons granted in 2005 40% of the oplion becomes exercisable subject to growthin EPS calculated onanitMR basis being equal to
API+A0% over three years increasing on a straght ine basis up (o 100% of an eption becorming exerasable where EPS growth equals or exceads
RP1+1D0% over three yeats Opuons will lapse 1o the extent hat these targets are not satis- ed Targels are notrestated

Partormance measurernent for the Foundstion Plan s as follows

Awverds granted in the form of Ni-Cost Options

Save in the event of a change of Cantrol betore the commencement of the Deferral Penod an Awsard granted

intha form of a Nil Cost Option shall Ves1 as set out belovs dapending on the highest Average Share Price achieved ovar a penod of thirty consecutiva

Daaling Days (1gnoring intervening days which a-e not Dealing Days) in the hnancial year commencing 25 December 2505

1 15% of the Condional Right or Mi-Cast Opuon wall Vestin the highest Average Shara Price over thirty consecutive Dealing Zays in the fmangial year
commencing 25 December 2005 equals or exceeds 35p

n  100% of t~e Condimonal Right or Bil-Cost Opuon wall Vest ] the highest Average Share Price over thuty consecutve Dealing Days i the financeal
year commencing 25 December 2005 equals or exceeds 125p

With straight ine Vesting between these two points In addwon the Vesting of an Award depends on the Remuneration Committes determintng in s

absol.1@ dis¢-gtion that the“e has been a satisfactory mprovement i~ the underlying financial performance of the Company over the financral vear

cammencing 25 December 2005

Awards granted in the form of Opuions with an Exercise Pnce of 82p

Save in the event of a change of Control betore the commencement of the Deferral Penod an Awsard granted in the form of an Opuion with an Exercise

Pnce of 92p shall Vest as set out below depending on the highest Average Share Price aver thirty consecutive Dealing Days (ignoring entervening days

whic are not Dealing Days) in the hnancial year comenencing 25 December 2003

1 35% of an Award wall vest it the lughest Average Share Price over tharty consecutive Deating Daysan the financial year commancing 25 December
2005 eguals or exceeds 115p

u  100% of an Awvazdd will Vest if the hughest Average Share Price over thirty consecutive Deakng Days in the firanoial year commeroing 25 December
2005 equals or exceeds 160p

With straight ine Vesting between these two points In add:von the Vesting of an Award dapends on the Remunaration Committae determining inits

absolJle dise etion that there hus been a satisfactary mprovement 1~ the ungerlying tmancial peiformance of the Company over the financial year

commencing 26 December 2005
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a Details of the Company’s ordinary shares over which those Directors who served during the year have

conditional nghts under the LTIP are as follows

End of the
pernod for
qualifying
conditions
At 24 Dec to be Lapsed/ At 30 Dec
2005 Awarded fulfilled expired Vested 2006
Matthew Ingle
Foundatien Plan 2006 ~ 900000 31Dec(8 - - 800000
Performance Share Plan 232,894 - 31DecQf (232,894} - -
Parformance Share Plan 511,574 - 31 DecQ7 - - 511,574
Deferred Bonus*® ***5%5 799 - 2Mar07 - - 55,799
Deferred Bonus*** **170 831 - 28Mar(Q8 - -~ 170831
Deferred Bonus™ ** **191167 - 13Mar08 - - 191,167
Mark Robson
Foundation Plan 2006 - 575,000 31DecOB - - §75000
Performance Share Plan 355 410 - 31Dec07 - - 355410
Deferred Bonus®** ** 94628 - 13Mar09 - - 94 628
1612 303 1,475,000 - {232 894) - 2,854,409

“  Shares were acquired by the Trustee on 3 March 2004 at 147 75p per share
** Includes shares granted for the purpeses of National Insurance efections
*** Sharas will be sllocated by the Trustee from shares already held vathin the Trust

Performance Measurement for the performance share plan s as follows

Vesting targets for each award are measured over three-years in terms of Earnings
per Share {'EPS’) and total sharehclder return {' TSR’} An award will not vest unless
EPS growth over the vesting peniod increases by a percentage amount that 15 egual to
or greater than the percentage change in the Retall Prices Index over the penod plus
9%, the extent to which an award vests depend on TSR performance TSR 1s away of
calculating the return shareholders would enjoy If they held a notional number of
shares, over a penod of tme TSR measures the percentage growth in the Company’s
share price together with the value of dividends received in the penod, assuming that
all of those dividends are ‘re-invested’ into new shares

The TSR 15 measured against a comparator group, with the startuing base penod
being the three months to 1 January of the year in which the awards are made Fora
TSR performance that places the Compariy at the median of the comparater group,
40% of the award will vest For attaining an upper quartie position, 100% of the
award will vest, with straight-ine vestng between the median and upper guartile
positions For below median performance the award will not vest
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10 Executive directors’ pensions
The table below shows the accruéd pension should the Director leave employment as at the financial penod end

Translér
value of real Increase/
ncreasan {dacreass)

Transter Real aocrued Other  mransfer Accrued Transfer
value at ncrease Increase pension {less changes valuelass pension at valeat
30Dec  maccured wnaccrued directors to transter directors Owoctors 30Dec 30Dec

2005 pension Inflaton pension contabutions) vatus contnbubions contributons 2006 2006
£000 £000 EGOD £000 £000 £000 EQOO £o0o £000 £000
Matthew.Ingle 5280 30 17 a7 372 633 1005 68 418 635653
Mark Robson 14 9 43 01 44 492 i7 509 68 56 726

Bob Wilson (retired !

5 April 2006) 2,446 2 {40 2) (53) (349} (9497) (5079} (4418) 5(6 857 20100

1 Inthacases of Matthew Ingle and Mark Robsan the accruing benefits to September 2006 were limited by the earmings cap imposed by the Finance Act 1989
2 Theaggregats pension costs paid by the Company inrespect of the directors qualifying services were £49 823 (2005 £63 030} This shows a prorstad
mcrease from last year because of a change to using salary sacnfice instead of employee contabutions from the 1 September 2006 The amount padin
\respect of the hghest paid dwector was £6 800 (2005 £9,900)
3 BobWilson retired in the 5th Apri| 2006

Pensionable service
[rate persionable {complate years
Name Servce commenced andmonths)
Matthew ingle 12 Apnt1995 11 years 8 months
Mark Robson 12 Apnit2005 1 years 8 months '
Bob Wison {retired 5 Apnt 20086} 26 July 1977 28 years 8 months
1 Directors’ award of Freeshares — Share Incentive Plan
The aggregate awards of free shares made to the executive directors under
* the Share Incentive Plaa are as follows ~ - T R
Number
Executive of shares
Matthew Ingle / an
12 Directors’ Remuneration Report Regulations 2002 )
Under the Directors’ Remuneration Report Regulations 2002 ‘
{"the Regulations”) the Company 1s required to include in this .
report a graph showing the Company’s total shareholder return ‘
{TSR} performance over the most recent five years compared to
an appropnéte mgjex. The graph below iliustrates the Company's .
TSR performance relauve to the constituents of the FTSE 250 -
index {excluding investment cormnpanies) of which the Company
1S a constituent
Béo\rder of the Board
Geraml-iwgh\/\@(/\/\/u * _ .
Secretary

& March 2007
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Corporate Governance Report

In this section

- Organisational structure

— Commnuttees

— Relations with shareholders

— Risk and internal control

~ Going concern

-~ Compliance with Combined Code
~ Directors’ responsibiities

- Attendance at meetings

Statement of compliance

The Board 1s commutted to hugh standards of corporate governance and supports
the principles of the Combined Code and cornplies with the provisions set outin
section 1 of the Code

Organisational structure
The Board reviews, as part of its continuing evaluation procedures, the appropriateness
of its organisational structure The structure 1S required for planning, executing
controlling and morutoring the business in a manner, which seeks to achieve the
Group's objectives taking inte account the interests of zll stakeholders

The primary purpose of the Board s to ensure that the needs and aspirations of all
stakeholders are satisfied The Board seeks to achieve this through the development
of a balanced strategy which serves the interests of the stakeholders The Board's
role 1s then to set the context for the businesses, to create suitable structures for
implementing the strategies and to ensure the coordination, alignment and motivation
of resource The Board then assesses the results of these actions and sets revised
prionties where appropriate to service the needs of the stakeholders The Board
reviews annually the schedule of matters reserved for its deciston During 2006,
the Board held 18 formal Board meetings and held a number of other meetings and
teleconferences for the purposes of reviewing progress on the many important
projects and issues affecting the Company dunng the year

The Board currently compnseas the non-executive Chairman, Will Samuel,
who succeeded lan Peacock in October 2006, three executive directors and four
independent non-executive directors The Chiel Executive Gfficer 1s Matthew Ingle
who has held that position since October 2005 Mark Robson joined the Board as
Chief Financial Qfficer in Apnl 2005 Tony De Nunzio was the Deputy Chairman and
Senior independent director throughout 2006 Gerard Hughes is Group Commercial
Director and was appointed to the Board on 6 March 2007 Will Samuel’s other
commitments nclude his positions as Vice Chairrman of Lazard Bros & Co Ltd,
Deputy Chairman of Inchcape Plc and non executive director of Edinburgh Investiment
Trust plc and Ecclesiastical Insurance Group ple

Durning 20086, and having regard 1o the changes in the Galiform business, the
Norminations Commuttee continued the process of refreshing the compesition of the
Board Four appointments have been made dunng the penod and it was announced on
& March 2007 that Michael Wemms had succeeded Lesley Knox as Chairman of the
Remuneraton Committae and Angus Cockburn had succeeded Tony De Nunzio as
Chairman of the Audit Committee Mr De Nunzio was Semior independent director
throughout the year and Michael Wemms assumed that role on & March 2007
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Corporate Governance Report (continued)

The Board has wentified the following non-executive directors as independent at all
relevant times In accordance with the definition of iIndependence contained in the
Combined Code (in the case of new Chairman, this test 1s required to be satisfied
as at the date of appointment)

— Wil Samuel (Chairman}
-~ Angus Cockburn

— [an Smith

— PeterWallis

- Michael Wemms

Non-executive directors are epponted for an initial term of three years, subject 10
reappointment by shareholders Therr letters of appointment are avarlable for
Inspection at the Annual General Meeting and on request A Committee appointed by
the Board compnsing the Chairman and Chief Executive Officer agrees the fees of the
non-executive directors The Remuneration Commuttee determines the Chairman's
fee All directors are subject to reappointment by shareholders at the first annual
general meeting following therr appointment by the Board and thereafter at intervals
of no more than every three years by rotaticn under the articles of asscciation

The separate roles of the Chairrman and Chief Executive Officer are clearly defined
The Charrman s responsible for leadership of the Board, ensunng its effectiveness in
all aspects of its role and setting its agenda, and the Chief Executive Officer for the
satisfactory execution of the strategy agreed by the Board working with his fellow
- Executive Directors and other executives Appropnate induction (as descnbed below.
in the section on the Nominations Comrrittee) and training 15 avatlable to all directors
Biographical detats of the directors are given on pages 3010 32

The Board holds regular meetings and receves accurate and timely information

The Board conducts its procedures for evaluation of its performance, including
its Committees, through a continuing programme that extends over more than cne
period Dunng 20086, the programme was scheduled to concentrate on reviews of the
effectiveness of the Committees of the Board Towards the end of the year, Angus
Cockburn and Michael Wermms were appointed with a view, after appropriate
transition penods, 1o therr succeeding as Charrmen of respectively the Auditand
Remuneration Commitiees In the course of thew induction, reviews have been
undertaken of the Committees’ terms of reference, which remain relevant and
appropriate, and of the annual programmes of meetings which have been adjusted
to meet changing requirements In addition, the performance of each director has
been evaluated In accordance with the Code and feedback provided The process
of succession in relation to the role of Charman included meetings of non-executives
without the Chairman being present as described below
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There 1s a procedure for all directors to take iIndependent external advice, at the
Company's expense, in the course of therr duties via the Company Secretary Working
with the Chairman, the Company Secretary 1s responsible for ensunng that Board
procedures are followed and all directors have access to his advice and services

The Board has established Audit Remuneration and Nomimations Committees,
each with defined terms of reference The terms of reference of these Committees
are reviewed regutarly Membership of these Committees, which 1s reviewed
annually, 1s shown on page 141 The terms of reference for each Committee are
availlable on request from the Company Secretary and on the Company's website
www galiform com

Audit Commuittee
The Audit Commuttee currently consists of four independent non-executive diectors
and was chaired throughout the year by Tony De Nunzio With effect from 6 March
2007, Angus Cockburn, who 1s a chartered accountant and Group finance director of
Aggreko plc, was apponted Chairman of the Comrnittee The Audit Committee
assists the Board in ensunng that the Group's financial systems provide accurate and
up-to-date information on its financral position and that the Group’s pubhshed financial
statements represent a true and farr reflection of this position

It also assists the Board in ensuring that appropriate accounting policies, internal
controls and compliance procedures are in place and monitors the management of
Risk and the effectiveness of the internal audit function by reviewing its work schedule
and reports In particular, it undertakes regular reviews of internal controls to enable
reports to be made io the Board to enable it to review the effectiveness of the
Group’s systern of internal controls, as described below

During the year, the Committee has monitored the implernentation under the
supervision of the Risk Committee as described below of continuous improvernents
in the Group s nsk management processes The Committee also reviews the
effectiveness and independence of the Company's audttors, Deloitie & Touche
and Is responsible for approving therr remuneration and terms of engagement
The Committee has recommended to the Board that a proposal be put to the
shareholders at the Annual General Meeting that Deloitte & Touche be reappointed

Detais of Deloitte and Touche's fees for audit and non-audit work dunng 2006 are
on page 77 The non-audit fees for 2008 included a substantial amount of non-
recurning work in connection with the disposal of MFI Retal The Committee reviews
the approprateness of all non-audit work with a view to ensuring that it Is necessary
and not Inconsistent with auditor objectivity and independence

The Audit Committee met three times in 2006
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Corporate Governance Report (continued)

Remuneration Committee
The Rermuneration Commuttee currently consists of four independent non-executive
directors and 1s chaired by Michael Wemms Its composition duning the year was as
described in the Remuneration Report on pages 36 to 48 t1s responsible for advising
on the remuneration packages needed to attract, retain and motivate executive
directors of the required quality The Remuneration Committee 1s responsible for
developing strategy and policy on executive remuneration, deciding on the
remuneration packages of indmdual executive directors and reviewing the
remuneration and policy of certain other senior executives who are not on the Board
The Commuttee 1s reqularly assisted in its work by its appointed firm of professional
advisers, the Charrman, the Chief Executive Officer, the Company Secretary and the
Company’s mternal Human Resources function Full detaills on the Cormmittee s work
are contained in the Remuneration report This report includes detalls on remuneration
policy, terms of appointment, and the remuneration of executive drrectors
As reported last year, the policy of the Company had been changed so as to
ensure that al! execuiive directors service contracts provide that compensation on
termination 1s deterrmined by reference to a notice penod of 12 months This had
brought the Company nto comphance wath provision B 1 6 of the Code All executive
directors’ notice and contract periods do not exceed one year

During 2006, the Commuttee met four times

Nominations Committee
The Nominations Committee consists of the Chairman of the Board, who chairs the
Committee and the independent non-executive directors The Commutiee keeps -
under review the composition of the Board including succession and makes
recommendations to the Board for all new appointments and reappoiniments

During 2008, the Nominations Commiitee met six imes The Committee was
responsible for the process of identifying the requirements of the Company and the
Board in relation to lan Peacock's successor, as Charman The Commuittee worked
with independent search consubtants to refine a short list of candidates who were
interviewed by members of the Committee, leading to the Committee then making
arecornmendation to the Board in relation to the appointrent of Wilt Samuel
Mr Peacock excluded himself, as required by the Code, from the process of identifying
his successor and accerdingly the Norminations Committee was chaired for that
purpose by Tony De Nunzio deputy chairman and senior independent director
When the candidacy of Mr Samuel was identrfied, Lesley Knox, who is related to him,
also excluded herself from this recrutment and nominations process The Committee
and the Board was sausfied following the recrutment process that Mr Samuel was
independent upon appointment, as required by the Code

52 Galform Annual Report 2006




The Committee, as part of the continuing process of progressively refreshing the
Board, was also responsible dunng the year for the appointments of Angus Cockburn
and Michael Wemms, as new non-executive directors |n both cases, independent
search consuliants were used to identify candidates who met the specifications
defined for the assignments by the Norinations Commuttee and the short-listed
candidates were interviewed by the Comrmittee pnor to its formal recommendations
to the Board

The biographies of all the newly appointed directors, showing therr background
and expenence, will be found on pages 3010 32 All are expenenced directors or
officers of listed companies and therr induction programmes have concentrated on
famifansing them with the businesses of the Group, including meeting directors and
executives individually, visiting operational locations, discussions with the Company’s
external advisers and the provision of introductory matenals

Relations with shareholders
The Company considers its relationship with both institutionat and private investors
to be important and readily enters into dialogue with investors The Company has
consulted extensively with its prnincipal shareholders in the course of 2006 In relation
to developments affectting the Company and also in relation to identifying appropriate
executive incentive arrangements to reflect the changing business profile of the
Company The Senior Independent Director makes himself available for meetings
with shareholders as required An investor relations website (www galiform com )
provides an ideal channel for commurucation with existing and potential investors
The Annual General Meeting provides an opportunity for shareholders to put their
questions to the directors

The Board receives regular reports on relations with the major shareholders and
developments and changes in their shareholdings At the Annual General Meeting the
Company proposes separate resofutions on each substantially separate 1ssue and the
numbers of proxy votes cast for and against each resolution are rade available to
shareholders when voung has been completed The notice of the Annual General
Meeting s sent to shareholders at least twenty working days before the meeting
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Corporate Governance Report (continued)

Risk and internal control

The Board 1s responsible for the Group’s system of internal control and for reviewing
its effectiveness, whilst the role of managementis to implement Board pohicies on risk
and contro! Such a system s, however, designed to manage rather than eliminate the
nisks of falure to achieve business objectives In pursuing these objectives, internal
controls can only provide reasonable assurance against mis-statement or loss

The Combined Code recommends that the Board at least annually reviews the
effectiveness of the Group’s system of internal controls, including financial,
operational and compliance controls and nsk management Subseguently the
Institute of Chartered Accountants in England and Wales produced further guidance
on the wider aspects of internal control In Septermber 1993 (the Turnbull Guidance}
The Board has conducted reviews of the effectivenass of the system of internal
controls through the processes described below

1 Risk
Follow:ng the Introduction of the Turnbull Guidance the Board enhanced the Group's
existing rsk management procedures The Board can confirm that, for the 2006
financial year and up to the date of approval of the annual report and financial
statements, there has been an ongoing process for identifying, evaluating and
managing the significant risks faced by the Group that s reviewed regularly by the
Board and accords with the Turnbuil Guidance The Company Secretary chars
the executive team with regards to Group Risk which 1s compnsed of senior
executives from the key operating entiies and service areas of the business
It1s the responsibility of the Executive Team to review the effectiveness of the risk
management process and internat controis _on behaﬁs_ﬁ the;l_?:i}z;_rd— Tﬁé Execdt;v_e . ST T
Team regularly reports to the Board on how nisks are being managed In addimion,
there I1s a mecharism in place to report significant control breakdowns or nsk
occurrences to the Executive Committee

An ongoing process for the effective management of sk has been defined
by the Board and i1s operated in the following stages

— FEach operating entity and central function identiftes key risks through the adoption
of both a "bottom-up 2nd ‘top-down'’ process These key risks are regularly
reviewed by each exacutive team The key risks to each business area’s objectives
are identified and scored for probability and impact The key cantrols to manage the
nsks to the desired level are (dentified

—  Alocal database of nisks and controls 1s maintained within each operatng entity
and central service function, which 15 conschidated into a central register to become
the key nsk register for the Group The Group Risk departrment facilitates the
identification of these nisks and provides an mdependent apprarsal of the
interpretation of the scarng mechanism, to ensure that the key nisks are brought
forward to the Executive Teem The Risk Committee then reviews the key nsks io
assess the effectiveness of the nsk management strategies
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~ The semor executive team within each business entity and central service area
are responsible for the ongomng review of therr functions’ nisk register Regular
reparting on internal and external changes that affect the risks or therr importance
to the business, and any nsk occurrences, are reported upwards through their
register, to the Group Executive team

-~ Key generc nsks and their management are regularly reported to and discussed
at the Executive Committee

i Intemal control
The Group has an established framework of internal controls, which includes
the following key elements

- Members of the Board have responsibility for monitoning the conduct and
operations of indwiduat businesses within the Group The Group reviews the
strategies of the individual businesses and the executive management of each
business i1s accountable for therr conduct and performance within the agreed
strategies

— The Group and its subsidiaries operate control procedures designed to ensure
complete and accurate accounting of financial transactions, and to imit exposure
to loss of assets or fraud Measures taken include physical controls, segregation
of duties in key areas and periodic Internal Audit reviews

—  The Audit Committee meets regularly and its responsibiities are set out above
1t recewves reports from the Internal Audit function on the results of work carried
out under a semi-annually agreed audit programme  The Audit Committee has
independent access te the internal and external auditors

— Internal Audit facilitates a process whereby operating entities provide certified
statements of comphance with internal financial controls, which are supported
by the operation of key controls duning the penod

Going concern

After reviewmng current performance and detalled forecasts taking into account
available bank facilittes and making further enquines as considered appropriate,
the directors are satisfied that the Group has adequate resources to enable it 10
continue In business for the foreseeable future For this reason the Board believes
it 15 appropriate to continue to adopt the gaing concern basis in preparing the
financial staterments

Comphance with the Combined Code

The Group has complied with the requirements of the Financial Services Authority
relating to the provisions of the Combined Code and with the Turnbuli Guidance
threughout the penod ended on 30 December 2006 and up to the date of approval
of the annual report and financial statements

Directors’ responsibilities

The directors are responsible for preparing the Annual Report, Directors’
Remunerauon Report and the financial staternents w accordance with applicable
faw and regulations
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Corporate Governance Report {continued)

Company law requires the directors to prepare financial statements for each financial
year The directors are required by the |AS Regulation to prepare the Group financial
statements under IFRSs as adopted by the European Union The Group financial
statements are also required by law to be properly prepared in accordance with the
Companies Act 1985 and Article 4 of the [AS Regulation

International Accounting Standard 1 requires that IFRS financial staternents
present fairly, for each financial year, the Company’s financial position, financial
performance and cash flows This requires the faithful representation of the eifects
of transactions, other events and conditions in accordance with the definitions
and recognition cnitena for assets, hiabiities, income and expenses set out in the
International Accounting Standards Board's ‘Framework for the preparation and
presentation of financial statements’ Inwirtually all circumstances, a farr presentation
wiil be achieved by compliance with all epplicable IFRSs However, directors are
also required to

— properly select and epply accounting policies,

- presentinformation, including accounting palicies, in @ manner that provides
relevant, reliable, comparable and understandable informauon, and

- provide additional disclosures when compliance with the specific requirements
in IFRSs are insufficient to enable users to understand the impact of particular
transactions, other events and conditions on the entity’s financial position and
financial performance

The directors have elected to prepare the parent company financial statementsin. .. . _ .. .. o . o _—_ - __
accordance with United Kingdom Generally Accepted Accounting Practice (United

Kingdom Accounting Standards and applicable law) The parent company financial

statements are required by law to give a true and fair view of the state of affairs of the

Company In prepanng these financial statements, the directors are required to

- select suitable accounting pohictes and then apply therm consistently,

~ make judgments and estimates that are reasonable and prudent,

- state whether applicable UK Accounting Standards have been followed, subject
to any matenal departures disclosed and explained in the financial statements,

-~ prepare the financial staterments on the going cancern basis untess it 1s
nappropnate to presume that the Company will continue in business

The directors are responsible for keeping proper accounting records that disclose with
reasanable accuracy at any time the financial position of the Company and enable
them to ensure that the parent company financial statements comply with the
Companies Act 1985 They are also responsible for safeguarding the assets of the
company and hence for taking reasonable steps for the prevention and detection of
fraud and cther irregularities

The directors are responsible for the maintenance and integrity of the corporate
and financial Information included on the Company’s websde Legislation in the United
Kingdom governing the preparation and dissermination of financial statements rmay
differ from legrsiation in other junisdictions
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Drrectors’ indemnity and insurance

In accordance with the Articles of Association, the Company has provided indemnities
to the directors {to the extent permitted by the Compantes Acts) in respect of
labdities incurred as a result of ther office and the Company has taken out an
insurance policy in respect of those liabilties for which directors may notbe
indemnified Neither the indermnity nor insurance provides cover in the event that the
diractor 1s proved to have acted dishonestly or fraudulently ’

Attendance at meetings

The following table shows the number of meetings individual directors could have
attended {taking account of ehgiblity, appointment and retirement dates duning the
vear) and their actual attendance For the Committees, only the attendance of
members of that committee 1s shown although other directors, where appropriate,
have often also attended at the invitation of the Chairman of the Commitiee

Audi Comnuttge Remuneration  Nomunations Committee
Man Board meetings meetngs Committee meetings meelings
Possible Actual Possible Acteal Possible Acwual Possible Actuai
Currentdirectors atlendance  attendance  attendance attendance attendance anendance attendance  attendance
Will Samuel 7 7 - - - - - -
Tony De Nunzio 18 16 3 3 4 4 6 6
Matthew Ingle 18 18 - - - - - -
Mark Robson 18 18 - - - - - -
Angus Cockburn 2 2 1 1 - - 1 1
Lesley Knox 18 18 3 3 4 4 5 4
tan Srmith B - 14 3 - 2 4 4 6 q
Pater Wallis 18 17 3 3 4 4 6 5
Michael Wemms 1 1 - - - - -
Former directors
lan Peacock 16 16 - - - - 1 1
Bob Wilsen 4 4 - - - - - -
Paul Cheng* 5 I - - - - - -

*resident in Hong Kong
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Consolidated Income Statement

53weeks to 30 Decermber 2006 52weeks 1 24 December 2005
Bofore  Exceptronal Belore
exceptional items exceptonal Excepuonat
ey {nats £} Totat 1ans rems Tota

Hoes Em £m £m £m £m n
Continuing operations
Revenue 4 7330 - 7330 6218 - 6218
Cost of sales {3705) (128) (3833) (2893) (340) (3333)
Gross profit 3625 (128) 3497 3225 (340} 2885
Selling & distnbution costs (241 6) {127) (2543} (2509} (168) (2277)
Administrative expenses (56 2) 78 {48 4) {58 1} 383 {19 8)
Other pperating expenses - (145) (14 5) - (0 2) 02)
Share of joint venture profits 10 - 10 06 - 06
Operating profit/{loss) 7 657 {322 335 5419 {12 7) M4
Finance income 3 35 - 35 39 - 38
Finance expense 10 70) - {70} (6 3) - (6 3
Other finance charges ~ pensions 10 {50} - {5 0} 92 - (92)
Profit/{loss) before tax 572 (322 250 425 (127} 298
Tax on profit/{loss} 1 {20 9} 20 {189) (4¢6) 89y (239)
Profit/{loss) after tax from

continuing operations 363 {302 61 279 (21 6) 63

Discontinued operations
Loss from discontinued operations 12 {44 8) (1348) (1796} (67 4} (770) (144 4)
Tax on loss from discontinued operations 1 51 _1{23) 28 106 21 127
Loss after tax from discontinued operations 12 (397} (1371 @768y (568 (749 (37
Loss for the period (34) (1673) (1707} {289 (965 {1254)
Earnings per share
From continuing operations
Basic earnings per 10p share 13 10p 11p
Diluted earnings per 10p share 13 i0p 11p
From continuing and discontinued operations
Basic earmings per 10p share 13 (28 71p {21 3lp
Diluted earntngs per 10p share 13 (28 71p {21 3p
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Consolidated Balance Sheet

30 Dec 24Des
2008 2005
Noes £fm Im
Non current assets
Intangible assets 15 19 42
Property, plant and equipment 16 971 2475
Investments 17 a7 88
Deferred tax asset 18 606 867
1693 3572
Current assets
Inventories 19 1261 1735
Trade and other recesvables 20 1024 1345
Other assets 20 31 55
Cash at bank and in hand 20 532 890
2848 4025
Total assets 4541 7597
Current liabilities
Trade and other payables 21 (2496) (2590}
Non current habilities
Borrowings 22 (582 (1500)
Other payables due in more than ane year 71 (10 8) -
Pension liabiity 23 (1892} (2977)
Provisions - — ---— - - e ———e o —- .24~ {(238) - (124)
(282 0) (4595
Total iabilihes (8318) (7185)
Net {(habiities)/assets (77 5) a1 2
Equity
Called up share capital 25 632 627
Share premum account 26 837 813
ESOP reserve 26 43 2) {48 6)
Other reserves 26 281 281
Retained earnings 26 (2093) {Bz3)
Total equity (77 5) 412

These financial staterments were approved by the Board on & March 2007 and were

signed on Its behalf by Mark Robson, Director
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Consolidated Cash Flow Statement

2006 2005
Noes £m Em
Net cash flows from operating activities 27 700 196
Cash flows from investing activiues
Interest recerved 35 a1
Sale of subsidiary undertakings 12 z1n -
Payments to acquire property, plant and equipment and intangible assets (303) {47 9)
Investment tn joint ventures - (12
Receipts from sale of property, plant and equipment and intangible assets 120 574
Net cash {used in}/from investing activities (16 9) 124
Cash flows from financing activities
Interest pad (6 3) (64)
Receipts from issue of share capital 29 37
Receipts from release of shares from share trust 16 10
{Decreaselincrease n loans (89 6) 500
Decrease in other assets 24 38
Dividends paid to Group shareholders - (23 4}
Net cash {used in)ffrom financing activittes (89 0} 288
Net {decrease)/increase in cash and cash equivalents (35 9) 608
Cash and cash equivalents at beginning of period 890 28 4
Currency transtation differences -- - . 01 __{02)
Cash and cash equivalents at end of penod 27 532 890
For the purpose of the cash flow statement, cash and cash equivalents are included
net of overdrafts payable on demand
These overdrafts are excluded from the definition of cash and cash equivalents
disclosed on the balance sheet
Cash flows from discontinued operations are detaled in note 12
Consolidated Statement of Recognised Income and Expense
2006 2005
£m Em
Actuanal gains/{losses) on defined benefit schemes 642 437
Deferred tax on actuanal (gain)fioss on pension schemes (192) 131
Currency translation differences (0 3) 01
Revaluation reserve - 82
Impact of adoption of IAS 39 - 09)
Netincome/(loss) recognised directly in equity 447 {232
Loss for the financsal peniod (1707) {1254)
Total recognised income and expense for the period (126 0) (148 6)
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1 General information

Galiform plc1s a company incarporated in the United Kingdom under the Companies
Act 1985 The address of the registered office 1s given on page 141 The nature of the
Group's operations and principal activities are set out in note 5, and in the financial
review on pages 21 to 25

2 Significant accounting policies

Basis of presentation

The Group's accounting period cavers the 53 weeks to 30 December 2006 The
comparative perod covered the 52 weeks ended 24 December 2005

Staterment of compliance and basis of accounting
The Group's financial statements have been prepared in accordance with international
Financial Reporung Standards ('IFRS'} for the first ume in the current pericd The
financial statements have been prepared in accordance with the IFRSs adopted for
use In the European Union and International Fmancial Reporting interpretations
Commuttee { IFRIC') interpretations and with those parts of the Companies Act 1885
applicable to companies reporting under IFRS They therefore comply with Article 4
of the EU 1AS Regulation

These are the Group's first consolidated financial statements prepared under IFRS
and therefore IFRS1 *First tme adoption of International Financial Reporung
Standards' has been apphied The last consolidated financial statements under UK
GAAP were for the 52 weeks to 24 December 2005 An explanation of the transition
to IFRS 15 provided in note 33

The Group has elected to apply the exemption available within IFRS 1 that permits
the hedge accounung applied under the previous GAAP to be used as a comparative
for IAS 39 'Financial Instruments Recognition and Measurement’ Hence the éhange
in the accounting policy has had no impact on tha results or the financial position of
the prior penod The impact on the opening balance sheetis set out in note 33

The financial staternents have been prepared on the historical cost basis, except
for the revaluation of financial Instruments The pnncipal accounting policies are set
out below

At the date of authonsation of these financial statements, the following standards
and interpretations, which have not been apphed in these financial statements, were
nissue but not yet effective

~ IFRS 6 Exploration for and Evaluation of Mineral Resources’

— IFRS 7 'Financial Instruments  Disclosures, and the relevant amendment to
1AS 1 on capstal disclosures

— {FRIC 4 'Deterrmining whether an arrangernent contains a lease’

- IFRIC 5 ‘Rights to Interests Ansing from Decommissioning, Restoration, and
Environmental Rehabilitation Funds

— IFRIC 6 ‘Liabiities ansing from Participating in a specific market - Waste Electrical
and Electronic Equipment

— IFRIC 7 ‘Applying the Restatement Approach under 1AS 28 Financial Reporting
in Hyperinflahonary Economies’

- IFRIC 8 'Scope of IFRS 2

- IFRIC 9 'Reassessment of Embedded Denvatives'

IFRIC 10 'Interim reporting and imparments’

IFRIC 11 "IFRS2 - Group and Treasury Share transactions’
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2 Significant accounting policies {continued)}

The directors anticipate that the adoption of these standards and interpretations in
future penods will have no matenal impact on the Group's financial statements except
for the additional disclosures on capital and financial instrurnents when the relevant
standards come into effect for periods commencing on or aftar 1 January 2007

Basis of consolidation
Subsidianes
Subsidiaries are all entities over which the Group has the power to govern the financial
and operating policies sc as to obtain benefits from its activities Subsidianies are
fully consolidated from the date on whuch controlis transferred untll the date that
control ceases

The purchase method of accounting 1s used to account for acquisiiion of
subsidianes by the Group

Intercompany transactions, balances and unrealised gains on transactions
between Group companies are eliminated on conschidation

Joint ventures

Joint ventures are accounted for in the financial statements of the Group under the
equity method of accounting Any losses i joint veniures in excess of the Group's
interest in those joint ventures are not recogrised

Business combinations
The acquisttion of subsidhanes 15 accounted for using the purchase method The cost
of the acquisition 1s measured at the aggregate of farr values, at the date of exchange,
of assets given, liabiiies incurred or assumed, and equity Instruments 1ssued by the
Group 1n exchange for control of the acquired company, plus any costs directly
attrihutahle to the business combination The acquired company's iIdentifiable assets,
liabiliies and contingent habiliies that meet the conditions for recogrution under IFRS
3 are recognised at their farr values at the acquisition date

Goodwili ansing on acquisition 1s recognised as an asset and inimially measured at
cost, being the excess of the cost of the business combination over the Group's
interest in the net far value of the iIdentifiable assets labilities and contingent habilities
recognised If after reassessment the Group's interest in the net fair value of the
acquired identifiable assets, llabilities and contingent liabilities exceeds the cost of the
business combination, the excess 15 immediately recognised in the iIncome statement

Foreign currencies

Foreign currency transactions

Transactions i foreign currency are translated at the foreign exchange rate ruling at
the date of the transaction Monetary assets and liabihties denorunated in foreign
currencies at the balance sheet date are translated at the exchange rate ruling at the
date Foreign exchange gains and losses are recogrused in the income statement
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2 Significant accounting policies {continued)

Foreign operations
The assets and labihties of foreign operations, including goodwill and fair value
adjustments ansing on consolidation, are translated into sterling at foreign exchange
rates ruhing at the balance sheet date The resuits and cash flows of overseas
subsidianies and the results of joint ventures are translated into sterling on an average
exchange rate basis, weighted by the actual results of each month

Exchange differences ansing from the translation of the results and net assets of
overseas subsidianies are taken to equity via the Statement of Recogrised Income
and Expense

Revenue recognition

Revenue 1s measured at the fair value of the consideration received or receivable and
represents amounts recevable for goods and services, based on despatch of goods
or services provided o customers outstde the Group, excluding sales taxes and
discounts Interest income 1s recognised in the income statement as It accrues, using
the effective interest method Dividend income from mvestments s recogrised when
the nght to receve payment has been established

Excepuonal items

Certain tems do not reflect the Group s underlying trading performance and due to
therr sigruficance In terms of size or nature, have been classified as exceptional The
gains and Josses on these discrete items, such as profits on disposal of businesses,
property interests, reorganisation costs and other non-operating 1tems can have a
matenal impact on the absolute amount of and trend 1n profit from operations and the
result for the period Therefore any gains and losses on such itemns are analysed as
exceptional on the face of the ncome statement

Tax
The tax expense represents the sum of the tax currently payable and deferred tax

The tax currently payable 1s based on taxable profit for the financal penod Taxable
profit differs from net profit as reported in the income statement because 1t excludes
iterns of Incorne or expense that are taxable or deductible in other financial years and it
further excludes items that are never taxable or deductible The Group's iabiity for
current tax 1s calculated using tax rates that have been enacted or substantively
enacted by the balance sheet date

Additional Income taxes that anse from the distribution of dvidends are recognised
at the same time as the hability to pay the related dividend
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2 Significant accounting polictes (continued)

Deferred tax
Deferred taxis provided in full using the balance sheet hability method 1t1s the tax
expected ic be payable or recoverable on the temporary difference between the
carrying amounts of assets and liabiities for financial reporting purposes and the
amounts used for taxation purposes The following temporary differences are not
provided for goodwill not deductible for tax purposes, the initial recogrition of assets
and liabiities other than in a business combination that affect neitther accounting nor
taxable profit, and differences relating to investments in subsidianies, to the extent
that they will not reverse in the foreseeable future The amount of deferred tax
provided i1s based on the expected manner of realisation or settlement of the carrying
amount of assets and llabiliies using tax rates enacted or substantively enacted at the
balance sheet date

A deferred tax asset is recogrised only to the extent thatit is probable that future
taxable profits will be available against which the asset can be utilised The carrying
amounts of deferred tax assets are reviewed at each balance sheet date and reduced
10 the extent that it 1s no longer probable that sufficient taxable profit will be avadable
to allow all or part of the asset to be recovered

Deferred tax s charged or credited to the Income Statement except when it relates
to items charged or credited directly to equity. in which case the deferred tax s also
dealt with in equity

Leased assets

Payments made under operating leases are recognised in the income statement on a
straight-hne basis over the term of the lease Benefits recenved as an incentive to sign
a lease, whatever form they may take, are credited to the income statement on a
straight-ine basis over the lease term

Investments
Investments are stated at cost less any provision for impairment

Intangible assets — software

Where computer software 1s not an integral part of a related itern of computer
hardware the software s classified as an intangible asset The capitalised costs of
software for internal use include external direct costs of materials

and services consumed in developing or obtaining the software and payroll and
payroll-related costs for employees who are directly associated with and who devote
substantial time to the project Capitalisation of these costs ceases no later than the
point at which the software 1s substantially complete and ready for s intended
internal use These costs are amortised over therr expecied useful lives which are
reviewed annually The expected useful lfe s four years
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2  Significant accounting policies (continued)

Property, plant and equipment
The Group has adopted the transitional provisions of IFRS1 to use previous
revaluations of freehold properties as the new deemed cost at the date of transition
to IFRSs

All property, plant and eguipment 1s stated at cost {or deemed cost, as apphcable}
less accumulated depreciation, and less any provision for imparment

Deprecration of property, plant and equipment, excluding freehold tand, 1s provided
to write off the difference between the cost and therr residual value over their
estimated lives on a straight-fine basis The current range of useful ives 1s as follows

Freehold property - 50 vyears
Longieasehold property —over penod of lease
Short leasehold property ~ aver perod of lease
Fixtures and fitung - 2-10years

Plant and machinery -3-10years

Residual values, remaining useful economic ives and depreciation periods and
methods are reviewed annually and adjusted If appropriate

Gains and losses on disposals are determined by comparnng proceeds with carrying
amount These are included in the income statement

Imparrment of assets
The carrying amount of the Group's assets 1s reviewed at each balance sheet date to
determine whether there 1s any indication of impairment If such an indication exists, - -
the asset's recoverable amount s estimated
For goodwill assets that have an indefinite Iife and intangible assets not yet available
for use, the recoverable amounts are estirated at each balance sheet date
Anmparment loss is recognised for the amount by which the asset s carrying
amount exceeds 1ts recoverable amount Impairment losses are recognised in the
Income statement

Inventories

Inventores are stated at the lower of cost and net realisable value Cost includes an
attributable proporton of manufactuning overheads based on budgeted levels of
activity Cost s calculated using a standard cost which 1s regularly updated to reflect
average actual costs Provision 1s made for obsolete, slow-moving or defective items
where appropnate

Non-current assets held for sale
Non-current assets {and disposa! groups) classified as held for sale are measured at
the lower of fair valug, less costs to sell, and carrying amount

Impairment losses on nitial classrfication as held for sale are included in profit
orloss Gains or losses on subseguent re-measurements are also included in
profitorloss
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z Significant accounting policies {continued)

Provisions

Provisions are recogmsed when the Group has a present obligation as aresultof a
past event, and it 1s probable that the Group will be required to settle that obligation
Provisions are measured at the directors’ best estimate of the expenditure required
to settle the obligation at the balance sheet date, and are discounted to present value
where the effect 1s matenal

Pensions
Payments to defined contribution retirement benefit schemes are ¢harged to the
Income statement as they fall due

The Group operates two defined benefit pension schemes The Group's net
obligation 1n respect of the defined benetit pension schemes is calculated by
estimating the amount of future benefit that employees have earned i return for
thetr service In the current and prior penods, that benefitis discounted to determine
Its present value and the farr value of any scheme assets 1s deducted The discount
rate 1s the yield at the balance sheet date on AA rated bonds that have matunty dates
approximating to the terms of the Group's obligations The calculation 1s performed
by a qualfied actuary using the projected unit method Scheme assets are valued
atbid price

Current and past service costs are recognised in operating profit and net financing
costs include interest on pension scheme habilittes and expected return on assets

Al actuanal gains and losses as at 25 December 2004, the date of transition to
IFRSs, were recogrsed Actuanal gains and losses that arise subsequent 1o
25 December 2004 in calculating the Group's obkgation in respect of a scheme are
recognised immediately in reserves and reported in the statement of recognised
income and expense

Financial iInstruments
Financial assets and financial liabilities are recognised on the Group’s balance sheet
when the Group becomes a party to the contractual provisions of the instrument

Trade recewvables
Trade receivables do not carry any interest and are stated at their nominal value, as
reduced by appropnate allowances for estimated irrecoverable amounts

Cash and cash equivalents

Cash and cash equivalents compnse cash on hand and demand deposits, and other
short term highly hquid investmenits that are readily convertible to a known amount
of cash and are subject o aninsignificant nisk of changes in value

Financial habilities and equity

Financial labilites and equity instruments are classified according to the substance
of the contractual arrangements entered iInto An equity Instrument IS any contract
that evidences a residual interest In the assets of the Group after deducting all of
its habihities
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2 Significant accounting policies (continued)

Bank borrowings

Interest-beaning bank loans and overdrafts are recorded at the proceeds received, net
of direct issue costs Finance charges, including premiums payable on settlement or
redemption and direct issue costs, are accounted for on an accrual basis to the income
statement using the effective interest rate method and are added to the carrying
amount of the instrument 1o the extent that they are not settled in the perniod in which
they anse

Trade payables
Trade payables are not interest bearing and are stated at their nominal value

Adoption of IAS 32 and IAS 39

As permitted by IFRS 1, the Group has elected to apply 1AS 32 ‘Financral Instruments
Disclosure and Presentation’ and (AS 39 ‘Financial Instruments Recogniton and
Measurement’ prospectively from 25 Decermber 2005 Consequently, the relevant
comparative nformation for the 52 weeks ended 24 December 2005 does not reflect
the impact of these standards

Denvative financial instruments
The Group does not currently use denvative financial mstruments to reduce its
exposure to interest or exchange rate movements The Group does not hold orissue
dernvatives for speculative or trading purposes Under UK GAAP, as used for the 2005
comparatives such derivative contracts are not recegnised as assets and liabilibes on
“the balance sheet and gains and losses anstng on them are not recognised until the

hedged itern 1s itself recognised in the financial statements

From 25 December 2005 onwards, denvative financial imstruments are recognised
as assets and habilies measured at their farr values at the balance sheet date
Changes in ther fair values are recognised in the income statement and this s ikely to
cause volatility In situations where the carrying value of the hedged ttem 1s either not
adjusted to reflect the far value changes arising from the hedged risk or 1s 50 adjusted
but that adjustment 1s not recognised in this Income statement Provided the
condruions specified by |AS 39 are met, hedge accounting may be used to mitigate
this ncorme statement volatility

The Company expects that hedge accounting will not generally be applied to
transactional hedging relationships, such as hedges of forecast or committed
transactions

Where the hedging relationship 1s classified as a cash flow hedge, to the extent
the hedge 15 effective changes in the fair value of the hedging instrument will be
recognised direcily in equity rather than in the income statement When the hedged
item 1s recognised in the financial statements, the accumulated gains and losses
recogrised in equity will be erther recycled to the income statement or, if the hedged
item results in a non-financial asset, will be recognised as adjustments io its imtial
carrying amount
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2 Significant accounting policies {continued)

Share-based payments
The Group has appled the reguirements of IFRS 2 Share-based payments in
accordance with the transitional provisions, IFRS 2 has been applied to alt grants
of equity instruments after 7 Novernber 2002 that were unvested as of
26 December 2004

The Group issues equity-settled share-based payments to certain employees
Equity-setiled share-based payments are measured at farr value at the date of grant
The far value determined at the grant date of the equity-settled share based
payments 15 expensed on a straight-line basis over the vesting penod, based on the
Group's estimate of shares that will eventually vest

Fawr value 1s measured by use of a binomial mode! or a Black-Scholes model,
according to the relative complexity of the type of share-based payment to be
measured The expected life used in the model has been adjusted, based on
management's best estimate, for the effects of non-transferabiliy, exercise
restrictions, and behavioural considerations

3 Judgments and estimates
The Group makes judgements and assumptions concerning the future that impact the
apphcavon of policies and reported amounts The resulting accounting estimates
calculated using these judgements and assumptions will, by definition, seldom equal
the related actual results but are based on historical expenence and expectations of
future events The judgements and key sources of estimation uncertainty that have

a significant effect on the amounts recognised in the financral statements are
discussed below . R

Impairment of assets

Financtal and non-financial assets are subject to impairment reviews based on
whether current or future events and circumstances suggest that therr recoverable
amount may be less than their carrying value Recoverable amountis basedona
calculation of expected future cash flows which includes management assumptions
and estimates of future performance

Post-employment benefits

The Group operates vanous defined benefit schemes for its employees The present
value of the schemes’ liabilities recognised at the balance sheet date 1s dependent on
interest rates of high guality corporate bonds The net financing charge recogrused in
the Income statementis dependent on the interest rate of high quality corporate
bonds and an expectation of the weighted average returns on the assets within

the schemes Other key assumptions within this calculation are based on market
conditions or estimates of future events including mortalty rates, as set out

In note 23
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3 Judgements and estimates {continued)

Provisions

Provisions have been estimated for onerous leases and restructunng costs These
provisions are estimates and the actual costs and tirming of future cash flows are
dependent on future events Any difference between expectations and the actual
future rability will be accounted for in the period when such determination s made

Income taxes

The Group recogrises expected habilities for tax based on an estimation of the likely
taxes due, which requires significant judgement as 1o the ulimate tax determination
of certain items Where the actual habiity ansing from these 1ssues differs from these
estimates, such differences will have an impact on iIncome tax and deferred tax
provisions in the penod when such determination 1Is made

Allowances against the carrying value of inventones

The Group reviews the market value of and demand for 1ts inventories on a perodic
basis to ensure that recorded inventary 1s stated at the lower of cost and net realisable
value [n assessing the ultimate realisation of Inventories, the Group 1S required 1o
make judgements as to future demand reguirements and to compare these with the
current or committed mventory levels Factors that could impact estimated demand
and seling prices are the timing and success of product ranges
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4 Revenue

Ananalysis of the Group's revenue 15 as follows

2008 2005
£m £m
Continuing operations

Sales of goods 7330 6218
Finance tncome 35 39
7365 62657

Discontinued cperations
Sales of goods 546 8 9304

Total revenue

1,2833 1,55661

5 Segmental reporting

a Pnmary segmental reporung business segments
The Group currently operates within two disunct industnes trade {'Howden Jonery’)

and manufactuning {'Supply’} These divisions are the basis on which the Group
reports its pnmary segment information This 15 shown below

Current penod
Howoen Campoas  Continuing D scontrwed
Jomery Suppy Other expeses  oparatons opesoons  Ekminatons Consolidated
S3weeks to 30 Decamber 2008 £n £m Em fm Em fn £m fm
Revenue
— sales to third parties 676 3 50 8 59 - 7330 5468 - 12798
- Inter-segment sales . - 3885 - -~ 3865 - [3865) -
Total revenue 6763 4373 59 - 1,185 5468 (3865} 1,2798
Result
— segment result before
exceptional items 1326 {39 6) (41] {24 2) 647 {44 8) - 199
— exceptional iems - {42 5) - 103 (322) (134 8) - (18670}
1326 (821) {41 {13 9) 325 {1796 - (147 1)
Share of joint venture - - - - 10 - - 10
Operating profit 1326 (821) (41 (39) 335 (172 8) - {1461)
Finance income 35
Finance costs {including pension
finance cost) {12 0)
Loss before tax (154 €)
Tax {16 1)
Loss for the penod (1707

Unallocated corporate expenses includes consohkdation adjustments

The discontinued operations are analysed further at note 12 Inter-segment
sales are charged on the basis of standard cost set at the start of the year
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s Segmental reporting (continued)

Howaxden Jonr  Dsconsrued
Joey Sty Cther Compo-ate ver e operatons  Conao dated
53weeks to 30 December 2006 £m Em £m £m m £n m
Otherinformation
Capital additions 69 29 03 33 - 147 281
Depreciation and amortisation {51} 87) (0 5) (93) - {110) (3486)
Imparrment losses recogrused inincoeme - - - ~ - (63) (6 3)
Honwden Jont  Dscontinued
Jo ey Supply Orher Corpacats venJse opera-ons Emingpons  Conso dited
As at 30 Decemnber 2006 £m £m figl] fm Em fm En m
Balance sheet
Segment assets 1504 148 8 58 911 17 - 563 4541
Segment liabuiies (89 0} (70 1) {15 (3147} - - (563} (5316)
Pnor period
Howagdan Copoiate  Continuing  Discantinuou
Jo ey Supply Orher expenses OPErAOns opesa ons  Fumengnons  Consohdated
B2 weeks to 24 December 2005 Em £m (2] Em Em £m £n £m
Revenue
- sales to third parties 6178 31 08 - 6218 9304 - 15522
- Inter-segment sales - 3398 - - 3998 - {3998} -
Total revenue 6178 402 9 09 - 1,0216 9304 {3998} 1,6622
Result
- segment result before
“exceptional ttems 1234 {48 8} - 31 (18 0) 535 _({B74) - (139)
- exceptional items - - - (127} (127 (770} - (897)
1234 (48 8) (31} (307) 408 (144 4) - {103 86)
Share of joint venture - - - 06 06 - - 06
Operating profit/(loss} 1234 (48 8) 31 (30 1) 414 (144 4) - (1030}
Finance income 39
Finance costs (including
pension finance cost) {15 5}
Loss before tax {114 6)
Tax {10 8)
Loss for the pericd {125 4)

Corporate expenses ncludes consolidation adjustments

The discontinued operations are analysed further at note 12
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5 Segmental reporting {continued)

Howden Bscontnuea
Jamnery Supply Crber Comorale  opomons  Consoidaed
S2woeksto 24 Decernber 2005 £m fm £ £ £m Emn
Other information
Capital additions S1 78 20 71 220 48 ¢
Depreciation and amortusation (46) (10 3) {0 2) (mz2y 04y (687
Imparment losses recogmsed i income - - - {210} (339) (549}
During the 53 weeks to 30 December 2006 the Group went through a major
reorgarusation, as well as seling off some of its previously-held operating urits
These events meant that the continuing Group was significantly differentin
structure and that management Information was collected in new, different, ways
and in relation to new, different segments The main changes in the new reporting
structure related to the way in which balance sheet information 1s now géthered
The result of this is that, whilst it has been possible to restate the income statement
and cash flow segmental data from the 52 weeks 1o 24 December 2005 according to
the segments used for the 53 week period 10 30 December 20086, rt1s not practicable
1o restate the 2005 balance sheet information according to the 2006 basis of
segmentation In accordance with IAS 14 Segment Reporting the Group has instead
presented the balance shest segment data for the 53 weeks to 30 December 2006 on
both the old and the new bases of segmentation The 2006 balance sheet informaticn
under the new basis of segmentation 15 shown above, at the end of the section
headed ‘Current period The 2006 and 2005 batance sheet inforrmation under the old
basis of segmentation 15 shown in the table below
30 Decermber 2008 onthe 24 Dacervbe 20050nthe
old basis of segmentaton oo bas s of sagmetaton
Segment Segment Segmant Segman
apzats liabiltes assels bab ooy
£m £m £m fm
Howden Joinery 3371 (2242} 20871 (1050Q)
UK Retail - - 4546 (28412)
France Retail - - 54 9 (24 9)
Howden Millwork - - 20 {6 2}
Cther opergtions 58 {15} 58 12}
Joint venture operations 17 - 08 -
3446 (2267) 7262 {4215)
Unallocated net assets/{liabilites)
Pension deficit - {1892 - {2080}
Cash and current asset investments 532 - 94 5 -
Loans - (60 4) - (500
Eliminations 56 3 (563} (610 610
Total 4541 (5216) 7597 (7185)
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s Segmental reporting {continued)

b Secondary segmental reporting geographical segments

The Group's operations are located in the UK and France The trade division has
branches located in both the UK and France The manufacturing dviston is located
inthe UK

The following tables analyse the Group's sales by geographucal market, irrespective
of the ongin of the goods

2008 2006
£m m
UK 1,2628 14087
France 170 134 2
Other {not including joint ventures) - 93
1,2798 1,5522
Revenue from the Group s discantinued operations was derived principally from the
UK {2006 £535 7m, 2005 E7878m), France (2006 £111m, 2005 £133 3m}, and
the USA (2006 E£nil, 2005 £9 3m} Itss shown in more detai at note 12
The following 1s an analysis of the carrying amount of segrent assets, and
additions 1o property, plant and equipment and intangible assets analysed by the
geographicat area in which the assets are located
Carrying amountof
segment asseats
300ec 25Dec
2006 20006
- Em m
UK 3903 7572
France 58 607
Other {not including joint ventures) - 20
Eliminations 56 3 {610}
4524 7589
Addibons to property plant
and eguipment and
intengibie assats
20068 2005
£m £m
UK 278 409
France 03 60
Other (not including joint ventures) - 11
281 480

Galiform Annual Report 2006 73




6 Exceptionalitems

Exceptional iterns charged to the income statement in the 53 weeks to 30 December

2006 are analysed as follows

Orher Sefling A0
Qpetalng  Adm Y§'AA drstribunon
Cos ¢ sales Acome oxpentes ocosg Total
£m fn £m £m £m
Continuing operations
Restructunng (note 6a) - - (30 2) - (302)
Factory closures (note 6b} {6 8) {1770 - (127) (368)
Retirement benefit exceptional gain {note 6¢) - - 380 - 380
Exceptional stock provision (note 6d) {6 0) - - - 860)
Other profit on disposal {note Gel - 25 - - 256
Total charged to operating profit (12 8) (14 5) 78 (127 (322)
Tax credit on exceptional items In continuing operations 20
Net exceptional items in continuing operations {30 2}
Discontinued operations
Restructuring (note 6a) 02
Factory closures (note 6b} {(94)
Profiz on disposal of Hygena Cuisines {note 12a} 625
Loss on disposal of MFI Retail {note 12a) {155 7)
Excepuonal provisions on disposal of MFI Retall {(note 12a) (317
Profit on disposal of Sofa Workshop Limited (note 12a) 02
Other loss on disposal {note 6e) 09)
Total discontinuing exceptional tems before tax - ) (134 8}
Tax charge on exceptional items in discontinued operations (23}
Net exceptional temns in discontinued operations (137 1}
Total exceptional items before tax (1670}
Total tax on exceptional items {0 3)
Total exceptional items net of tax {167 3)
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s Exceptional items (continued)

a Restructuring
As announced in our press release of 28 February 2006, the Group undertook
a review of the store portfoho during the perniod and prior to the disposal of the
MFI Retal business Between the start of the pernod and the disposal of the
MFI Retal busmess, MF1 Retad had ceased trading in 13 locations and three regional
home delery centres had closed

In the same statement, the Group announced its intention to recrganise the
Group into three distinct trading businesses This process was completed before
the disposal of the MF| Retall business

The costs of restructuring compnise the following items

m fin
MF| Retail restructuring
Redundancies {38)
Other restructurning costs (2 2)
Profit on disposal of properties 62
02
Group restructuring
Business separation (18 8)
Redundancy costs (54)
Property costs (29
Refinancing costs (3N
{30 2}
Total restructuring costs before tax a (30 0}
Tax credit on restructunng costs 100
Total restructuring costs after tax (200)
The restructunng costs before tax are allocated between continuing and discontinued
operations as follows
£m
Continuing operations (30 2}
Discontinued operations 02
(300}
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6 Exceptionalitems (continued}

b Factory closures
As announced in pur preliminary results on 28 February 2008, the Group announced
the closure of two of its factones, Stockton and Scunthorpe These factones form part
of discontinued operations The closures are now completed

It was mentioned in the Intenm Report that a closure programme was In place at
the Group's sofa manufacturing facility at Liantnsant This operation forms part of
discontnued operattons The closure 1s now completed

The costs of closure comprise the following iterns

on

Redundancy costs (14
Inventory write-offs {91}
Loss on disposal of assets {20 3)
Provisions {22)
Other costs of exit (2 9]
Total factory closure costs before tax {45 9)
Tax credit on factory closure costs 70
Total factory closure costs after tax (38 9)
The closure costs before tax are allocated between continuing and discontinued
operations as follows
£m
Continuing operations (36 5)
Discontinued operations {9 4)
459}

The tax credit associated wath the exceptiona! costs 1s lower than 30% as

I some costs are not tax deductible

it nodeferred tax assets have been recognised on the write-down of factories within
MFI UK Limited

¢ Retirement benefit exceptional gain

During the penod, the Group's defined benefit retrement benefit plan was altered so
that the benefits payable were changed from a final salary basis to a career average
revalued earnings basis This change gave rise to a reduction i the past service
hability in respect of active members which has been treated as an exceptional

gain duning the penod, as set out n [AS 19 "Employee Benefits’

The amount of the exceptional gain was £38 Om and it all relates to continung
operations There s related deferred tax of £11 4m Further details of the gain are

given in note 23

d Excepuonal stock provision
This relates to continuing operations
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s Exceptional items {continued)

e Other profit and loss on disposal

The other protits and losses on disposal relate to small sales of stores and land which

are unrelated to any of the other exceptional tems

The profits and losses before tax are allocated between continuing and

discontinued operations as follows

om

Continuing operations 25
Discontinued operations (0 9}
16
7 Profitforthe period
Profit for the penod has been arrived at after {chargingl/crediting
Cantinuing operationt Discontinued aperations Totel
2006 2005 2008 2005 2006 2005
£m Em £m m £m m
Net foreign exchange gains/{losses) 48 04 {01) 02 47 06
Depreciation of property, plant and equiprment (221 (250) (110} (40 4) {331} (654)
Amortisation of intangible assets
(included in adrinistrative expenses) {15) 13 - - 15} (13)
Impairment of property, plant and equipment - (210} (5 3) {339} {53) (54 9)
Imparrment of Intangible assets - - {10} - {10} -
Cost of Inventories recognised as an expense {3621} (2764) (3204) 1(4740) (6825) (750 4)
Staff costs (see note 8) {2869) (2146) (509) (1618} ({3378) (3764)
Mirsrnum lease payments under operating leases {778} (896} (1267} (163 6) (2045} (2232
Auditors’ remuneration for audit services (see befow) 03 {03) {01 {01 {04 04
A more detaled analysis of auditors total remuneration 1s given below
2006 2005
£m £m
Audit services
Fees paid to the Company's auditors for the audit of the company's annual accounts (0 4) (0 4}
Fees paid to the Company's auditors and ther associates for other services to the Group - -
Total audit fees (04 (0 4)
Other services
Other services pursuant to legislation {01) (01}
Tax services {0 4) 03
Corporate finance services {10} -
Other services on -
Total non-audit fees {16} (0 4}
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s Staff costs
The aggregate payrolt costs of employees, including executive drectors, was

2006 2008
£m £
Wages and salaries 2961 3268
Social secunty costs 208 250
Pension operating costs (note 23) 209 239
3378 3757
Wages and salaries includes a charge in respect of share-based payment of
£3 8m {2005 crediiof £1 Omj
The average number of persons (full ime equivalent, ncluding executive directors)
employed by the Group dunng the period was as follows
2006 005
Number MNumiber
Howden Joinery 3,795 3,422
Houdan France 94 42
Howden Kitchens 1,941 2068
Other 151 13
Continuing operations 5,981 5,545
UK Retall 4,541 6,287
Howden Millwork 12 142
France Retall - _ 194 905
Discontinued operations 4,747 7334
Total 10,728 12,879
s Finance income
2008 2005
Em %]
Bank interest receivable 35 39
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10 Finance expense and other finance charges

2006 2005
£m m
Interest payable on bank loans 60 63
Interest charge on remeasunng creditors to farr value 10 -
Total finance expenses 70 63
Further details of the interest charge on remeasunng creditors to far value is given in note 21
2008 2005
£m £m
Pensions finance charge 50 92
1 Tax
a Taxinthe incorne statement
Continuing operationy Discontinued operations Total
2006 2005 2006 2005 2006 2005
£m £m Em £m £m £m
Current tax
Current year 12 172 81 (157 31 15
Overprovided In previous years (11 (17} - - {11) “nn
Total current tax 101 155 (81 (157 20 {02)
Deferred tax
Current year 1256 80 57 - 182 80
Overprovided in previous years (37} - (0 4) 30 41) 30
Total deferred tax 88 80 53 30 141 110
Total tax charged/(credited) in the Income staterment 189 235 (2 8} {127 161 108
UK Corporation tax 1s calculated at 30% {2005 30%]) of the estimated assessable profit for the penod
b Tax relating to Hems credited to equity
2008 2005
£m £m
Deferred tax
Actuanal {gain)/loss on pension schemes (19 2} 131
Total tax {charged)/credited to statement of recognised income and expense (g 2} 131

The tax relating to items credited to equity all relates io continuing operations
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11 Tax {continued)

¢ Reconciliation of the total tax charge
The total tax charge for the year can be reconailed to the profit per the meome statement as follows

2006 2005
Em Em

Profit before tax
Continuing operations 250 298
Discontinued operations (1786) (144 4)

{1546} (114 6)

Tex at the UK Corporation tax rate of 30% {464) (34 4)
Tax {over)/underprovided in previous years {(52) 13
Expenses not deductible for tax purposes 580 254
Non-qualifying depreciation 38 45
UK losses not utiised 21 24 9
Overseas losses not utiised 24 06
Capital losses utilised - {6 9)
MNon-assessable ncome - (38)
Other 14 {10}
Total tax charged in the income statement 161 108

Further details of deferred tax are given in note 18

12 _Discontinued operations and disposal of subsidiaries
a Discormtinued exceptional items
Closures and disposals —analysed further below

Before ax Tex After tax

£n fm £m

Loss on sale of MFI Retatt (155 7 59 (1816)
Exceptional provision on disposal of MFI Retall (317 - 37N
(187 4) (59) (1833}

Profit on sale of Hygena Cuisines SA 62 5 - 62 5
Profit on sale of Sofa Workshop Limited 02 - 02
Closure of Sofa Workshop Direct 94) 18 {76}
(134 1} 41 (1382

Other discontinued exceptional items — analysed further in note 6
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12 Discontinued operations and disposal of subsidianies (continued)

Restructurnng 02
Other profit and loss on disposal (09}

on
Associated tax i8
Aftertax 11
Summary of all discontinued exceptional stems
Total discontinued exceptional items before tax (134 8)
Total tax on discontinued exceptional items {23)
Total discontinued exceptional tems after tax (1371)
t Sale of MFl Retall

m

Net assets disposed of
Property, plant and equipment 779
nventories 364
Cash 31
Recewvables 608
Payables and provistons (161 9
Total net assets 163
Loss on disposal (155 7)
Amounts patd and payable on d'sposal {139 4)
Cash paid (75 8}
Cash sold with business (31}
Net cash flow on disposal {78 9)
Amounts paid and payable on disposal
Cash paid to purchaser, and fees of disposal paid (75 8)
Accrued expenses of disposal 13
Deterred consideration 62 3}
Amounts paid and payable on disposal (139 4)
Loss on disposal (155 7}
Exceptional provision on disposal (317
Total costs recognised on disposal (187 4)

The deferred consideration will be payable in two instalments, one in September 2007
and one in Apnl 2008 More details are giveninnote 21
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12 Discontinued operations and disposal of subsidiaries {continued)

it Sale of Hygena Cuisines SA

On 14 February 2006 the Group completed the sale of its French retail business,
Hygena Cuisines SA, to Nobia AB for total gross cash proceeds (before expenses)
of €135m {approximately £32m})

As part of the agreement reached with Nobia, the Group will continue to supply
Hygena Cutsings with kiichen furniture product for a term of three years after
completion The Group has also agreed to provide certain information technology
services to Hygena Cuisines for a kmited peried until the transition in ownership and
systems has been assured

A profit arose on the disposal of Hygena Cuisines An analysis of the disposalis
shown below

£

Net assets disposed of

Property, plant and equipment 298
inventories 127
Recervables 56
Payables {359)
Total net assets } 121

Profit on disposal 625
Net proceeds 748
Cash recewed {net of expenses) - - N 879
Cash sotd with business (13 3)
Net cash flow on disposal 746

Substanval Shareholding Exemption was obtained from HM Revenue & Customs
before the dispesal, resulting in no tax being payable on the sale of the company
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12 Discontinued operations and disposal of subsidiaries {continued)

m) Sale of Sofa Workshop Limited

On 5 October 20086, the Group announced that it had completed the sale of Sofa
Workshop Lirmited, to New Heights Limnited, for gross cash proceeds (before
expenses) of £1 8m

A profit arose on the disposal of Sofa Workshop Lirmited An analysis of the disposal
1s shown below

Net assets disposed of

fm

Property, plant and equipment 19
Inventories t8
Recewables 26
Payables {73
Total net assets {(10)
Profit on disposal 02
Net proceeds (08)
Cash recewved (net of expenses} a2
Cash sold with business {10)
Net cash flow on disposal {08)
) Closure of Sofa Workshop Direct o -

The Group s sofa manufacturing facility at Llantnsant in South Wales ceased

production on 22 August 2006 and the factory was decommuissioned at the end

of November The costs associated with the closure are shown below

Redundancy costs (16}
Inventory (23)
Property, plant and equipment {33)
Other costs of exit (22}
Total factory closure costs before tax 9 4)
Tax credit on factory closure costs 18
Total closure costs after 1ax {(76)
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12 Discontinued operations and disposal of substdiartes (continued)

b Analysis of discontinued operations
The results of the discontinued operations which have been included in the
consohdated income statement, and the associated cash flows were as follows

63weeks 1o 30 Decemnber 2006

Sofa

Hygena Workshop Sora MFI
Cusngs Drec Workshop Razad Totzl
£m fm £n £m £m

Revenue 11 07 159 5191 546 8
Cost of sales (6 2} {6 3} {88) (2485) (2698)
Gross profit 49 (5 6) 71 2706 2770
Expenses {9 5) {01} {90) (3032} (3218)
Loss before tax {4 6) (57 19 (326) (448)
Attributable tax (charge)/cred:it - - (3 8) 87 51
Loss after tax {4 8) 57N (55} (239) {387)
Exceptional items
Loss on disposal of discontinued operations (134 8)
Attnbutable tax 23}
Net loss attributable to discontinued operations {176 8)
Cash flows
Contrihution to Group net operating cash flows (107) (21} (28 (519 (67 5)
Payments in respect of invesung activities - (03} - {300 133
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12 Discontinued operations and disposal of subsidiaries {cantinued)

52 weeks 10 24 December 2005

Ethan Aflen Tawan Soa
Hygena 0% o Workshep So'a Howoen Hvgea sl MF(
Cuis nes verrae ven re Drec Workshop Mihaocks Curry s Reta Towl
£m £m m £m £m L m Lm Im
Revenue 1333 - - 249 23 93 187 7419 8304
Cost of sales (69 6) - - (131} (17) (57) (109 (3757 (4767)
Gross profit 637 - - nsg 06 36 78 3662 4537
Expenses (59 4) (20) (t4) (28 (07} (236} {(178) (4038) ({5211)
Loss before tax 43 20 {14) {08) 01} (2000 100y {374) (674)
Attributable tax
{chargel/credit 22 - - - - 39 - 89 106
Loss after tax 21 {20 (i4) {0 8) {01 (161} {100) (285 (56 8)
Exceptional items
Other exceptional items (770}
Attributable tax credit 21
Net loss attributable to discontinued operations {1317}
Cashflows
Contribution 1o Group net
operating cash flows 132 - - (15} 01 (10 1) - 180y (16 3)
Payments in respect of
investing activities - {3 9) - (10 (10 {063} {1 0) - a7hn {243}
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13 Earnings per share

S53waaks 1o 30 December 2006 £2 veeehs .o 24 Decomber 2006
Welghted Wewghted
Fverage avTeGe
numberof Earnings rumber of Earmngs
Earnings shares. pershare Eamungs shares persnare
£m m [} £m m [
Earnings per share
From continuing operations
Basic earnings per share 61 594 4 10 63 588 4 11
Effect of dilutive share options - 72 - - 14 -
Diluted earnings per share 61 6016 10 63 5998 11
From continuing and discontinued operations
Basic earnings per share (1707) 5944 (287) (1254} 5884 (21 3)
Effect of dilutive share opuons - - - - - -
Diluted earrings per share (1707) 5844 (287) (1254) 5884 (21 3}
From discontinued operations
Basic earnings per share (1768) 5844 (297) (1317) 5884 (22 4}
Effect of dilutive share options - - — — - -
Dituted earnings per share (1768) £944 (297} (1317} 5884 {22 4)

In accordance with IAS 33 Earnings per share’, potential ordinary shares are only
treated as dilutive if their canverston to ordinary shares would decrease earnings per
share or increase loss per share Therefore, where there 1s a loss, no adjustment s
made i respect of potential ordinary shares_. and diluted earnings per share I1s equal
to basic earnings per share

53weeks to 30 December 2008

52 wooks 024 Docembe 2005

Weighted Weiglted
average BVE 2ge
numberof Earnings number ot Earnings
Earnings shares pershare Earmngs shares per snare
£m m P Ew m P
Contnuing profit before exceptionals 363 5944 61 279 5884 47
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14 Dividends
Amounts recognised as distributions to equity holders in the penod

2006 2005
em m
Final dividend for the 52 weeks to 24 December 2005 - nil
{52 weeks to 25 Decermber 2004 - 2 Op per share) - ne
Interim dividend for the 53 weeks to 30 December 2006 —nil
{52 weeks 10 24 December 2005 - 2 Op per share) - 118
- 234

S3weeksto 52 weaksto

30Dec 24Dac
2006 2005
im £m

Proposed final dividend for the 53 weeks to 30 December 2006 —nit
{52 weeks 10 24 Decermnber 2605~ nil} - _

15 Intangible assets
The intangible assets shown below all relate to software, as detailed further in the accounting policies note

fm

Cost

At 25 December 2004 52

Additions 06
Transfersin ~ 07

Disposals -
At 24 December 2005 65

Addtions 04

Disposals {0 3)
At 30 December 2006 66
Amortisation

At 25 December 2004 {10}
Charge for the period (13
At 24 December 2005 (2 3)
Charge for the pered (15)
Impawrment {10)
Disposals 01

At 30 December 2006 47
Net book value at 30 December 2006 19
Net book value at 24 December 2005 472
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18 Property, plant and equipment

Laasaak Leaseholo
Property P-opey Pan
Freehod Long Shory enzchenery Fxres Caps
Propertv Term Term &vencles Fmngs wip Tota

Cost £m Em fm £m £m Em £n
At 25 December 2004 950 257 738 2427 237 178 686 7
Exchange adjustments {03) {02) - {01} {(16) - 22)
Addiions 14 0z 78 114 24 3 22 473
Disposals (34 5) (74) {6 0) {38) {9 5) - (61 2)
Reclassifications within property

plant and equipment 10 a1 03 78 47 (14 5} -
At 24 December 2005 626 184 759 2680 240 2 556 6706
Additions 03 01 31 34 158 50 277
Disposals {50} {10 3) 47 (68 2) (10 0} (01) {98 3)
Disposed with subsidiary (34 3} i68) (554} (269 (1B92) 31N (3157
Reclassifications within property,

plant and equipment 01 - - 19 02 {22) -
At 30 December 2006 237 14 189 178 2 570 51 284 3
Depreciation
At 25 December 2004 58 51 26 6 1595 123 3 - 3203
Exchange adjustrments (01} - - - {08) - (09
Charge for the period 13 05 40 231 365 - 65 4
Disposals (3 6) (04 (2 8) (3 4) (6 6) - {16 6)
Imparrment charge - - - 149 400 - 549
Reclassifications - - = 43 {4 3) - -
At 24 December 2005 34 52 280 198 4 1881 ~ 4231
Charge for the pericd 07 03 31 178 "z - 331
Impawment charge - - i6 37 - - 53
Disposals - (2 3} (33) (565) {8 4) - (70 5)
Disposed with subsidiary {59) (32) (22 0) {202y (162 5) - (2038}
Reclassifications within property,

plant and equipment 18 - (18} - - - -
At 30 December 2006 - - 56 1432 384 - 1872
Net book value at 30 December 2006 237 14 133 350 186 51 971
Net book value at 24 December 2005 59 2 132 479 696 521 56 2475

The impairment charge in 2005 on plant, machinery and vehicles relates to a wnte
down of elements of the supply chain computer systern capitalised in pnor years

The imparrment In 2005 on fixtures and fittings was as a result of the

underperformance of the UK Retall business, and relates to assets of that business

The Group has no assets held under finance leases
The Group has pledged its property, plant and equiprment to secure bank
borrowings in 2006 More details are given in note 22
At 30 December 2006, the Group had entered into contractual commitments to
acquwe property. plant and equipment amounting to £1 5m (2005 £3 6m)
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17 Investments

Ote”
uniisteo Sha eg’
IVeSTANITS. [0 Ntventres Towl
£m %] m
At 26 December 2004 BO 01 81
Additions - 12 12
Losses for the pernod - {15} {15}
Exceptionat gain on disposal of joint ventures - 10 10
At 24 December 2005 80 o8 88
Additions - - -
Profit for the penod - 69 09
At 30 December 2006 80 17 97
In the opinion of the directors, the fair vatue of the unlisted Investment, which relates
to a loan to another company, 15 matenally equal 1o its carrying value
18 Deferredtax
The following are the major deferred tax assets and ltabiliues recogrised by the Group,
and the movements on them duning the current and prior reporting penods
Corotieo
Rebramen Acce éra od toresgn O bwr
benaty cap tal Praperty compary s ming
oD gatns 2 owBances de encos ditferecos oftfeiences Total
£m £m Em m £ m
At 26 December 2004 884 (18 4) 77 - 55 832
{Charge)/release toincome ) {12 4) 72 (30 - (26} (10 8)
Release to equity 131 - - - - 131
At 24 December 2005 891 {11 2) 47 - 29 855
{Charge)/release to income (131 18 a7 {03 22 {14 1)
Charge to equity {i52) - - - - {18 2)
Disposal of subsidiary - 57 - - (13} 44
At 30 December 2006 56 8 (37 - {03} 38 566
The presentation i the balance sheet 15 as follows
30Dec 24Dec
2006 2005
£m £m
Deferred tax assets 606 967
Deferred tax hablities 40 (11 2)
56 6 855

Deferred tax assets of £26 7m (2005 £15 6m) have not been recognised
The deferred tax liabilitres are included in provisions See note 24
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v

ig Inventories

30Dec 2a0ec
7006 2005
£fm £n
Raw matenals 71 154
Work in progress 50 77
Fimished goods and goods for resale 1395 2069
Stock provision (255) (569)
1261 1735
The Graup has pledged its inventories to secure bank borrowings in 2006 More detalls are given in note 22
20 Otherfinancial assets
Trade and other recevables
30Dec 24 Dec
2006 2005
£m n
Trade recavables 868 789
Prepayments and accrued income 156 32¢
Other receivables - 231
1024 134 5

Trade and other recevables are not interest-bearing, and are on commercial terms
Therr carrying value approximates to their fair value

Other assets . - . )

Other assets are disclosed separately in the balance sheet and are funds held n
escrow to meet future insurance claims from furniture Insurance policies wntten on
behalf of the Group's customers The balance at the penod end was £3 1m {2005
£5 5m} and the mories are held with AA-rated financiat institutions, and have
maturities of up to one year Interest s paid at both fixed and floating rates based on
LIBOR The carrying amount of these assets approximates to therr farr value

Cash and cash equivalents

Cash and cash equivalents compnses cash at bank and in hand Cash at bank s either
in current accounts, or 1s placed on short term deposit with matunty penods of less
than six months Interest on short term deposits 15 paid at prevalling money market
rates The carmyaing amouni of these assets approximates to therr fair value

Assets pledged as secunty

The Group has pledged its other financial assets to secure bank borrowings in 2006
More details are given innote 22
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20 Other financial assets {continued)

Credit nsk
The Group's principal financial assets are cash and cash equivalents, other assets, and
trade and other receivables

The Group's credit risk is prnimarily attributable to its trade recevables The amounts
in the balance sheet are net of allowance for doubtful recevables of €12 0m (2005
£16 Tm} An allowance forimparment 1s made where there 1s an identified loss event
which, based on previous expenence, 1s evidence of a reduction in the recoveratiiity
of the cash flows

The credit nsk on cash and cash equivalents and other assets 1s Imited because
the counterparties are banks with ligh credit ratings assigned by international credit
rating agencies

The Group has no significant concentration of credit risk, with exposure spread
over a large number of counterparties and customers

21 Otherfinancral habilities
Trade and cther payables

30 Dec 24 Dac
2006 05
£m £m
Current liabiliies

Trade payables 773 734
Carporation tax 30 09
Other tax and social secunty 307 332
Other payables N 736 197
Current portion of long term debt (see note 22) 22 -
Accruals and deferred income 628 1318
2436 2590
30Deg 24Dee
2008 2005
£m m

Non-current liabilities
Other payables due in more than one year 108 -

Trade payables, other payables, and accruals principally comprise amounts due in
respect of trade purchases and ongoing costs Their carrying value approximates o
therr farr value, apart from in the case of two payments due under the terms of the sale
of the Group's MF| Retail operatuons There 1s one cash payment of £53 im due in
Septernber 2007 and included in oiher payables which has been recorded atits
discounted fair value of £60 0m, and another cash payment of £12 Om, due in April
2008, which has been recorded atits discounted farr value of £10 8m

The average credit taken for trade purchases dunng the penod was 27 days
(2005 23 days)
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21 Other financial habilities {continued)

The Group’s policy on payment of creditors is 1o agree terms of payment prior
to commencing trade with a suppher, and to abide by those terms on the tmely
subrrussion of satisfactory invoices

Other payables due in more than one year relate {0 amounts due to the purchasers
of the Group s former MFI Retail business which was sold n the current year These
amounts are due under the terms of the sale agreement Further details of the sale are
given in note 12

22 Borrowings

Bank borrowings

The borrowings are repayable as follows
Current liabilities
On demand or within one year

Non-current hiabilities

In the second year

In the third to fifth years inclusive

Less prepad issue fees set against cost of loan

Total borrowings

All borrowings are in sterling

The weighted average inierest rates paid on the borrowings were as follows

Weighted average interest rate

The directors estimate the fair value of the Group’s borrowings are as follows

Total borrowings

30 Dec: 24Des
2006 2005
Em En
604 1500
300ec 24 Dec
2006 2005
£m £n
272 -
22 -
577 160 ¢
{17) -
582 1500
604 1500
2006 2005
% %,
64 53
30 Dec 240ec
2008 2005
Em €m
604 1500

Untit February 2008, the Group had an unsecured revolving facility of £185m, which
was repayable in one payment on 31 March 2009 Under the terms of the facility the
Group could draw down various tranches against the facility for penods of 1 2,3, or6
months Floating rate interest was payable on the each tranche of the facility at the
LIBOR rate for the relevant drawdown penod, plus a margin of 65 basis points
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22 Borrowings {continued)

In February 2008, this loan was replaced by a £150m secured lending facility for
a penod of 3 years and 3 months to May 2009 In October 2008, the overall facility
it was increased to £175m, comprsing 2 elements

1 atermloan of £17 4m, secured on the Group’s freehold and long leasehold
properties, amortising at the rate of 1/96th each month commencing February 2006,

Il revoilving credit equal to the balance of the avallable facility, secured on the Group s
UK assets and investments

The available facihty Yt 1s calculated every week, based on the asset backing at the
time and can never exceed £175m As at 30 December 2006, the Group had available
£63 4m of undrawn commtited barrow:ng faciiies, in respect of which all conditions
precedent had been met {2005 £35 Om)

The Inan carries interest at a rate of LIBOR plus a margin The margin varies
between 175 and 250 hasis pomnts, and 1s determined by the mirimurm headroom
against the Group's lending covenants in the prior month

23 Retirement benefit obhgations
Defined contnibution plan
During the 53 weeks to 30 December 2006, the Group began to operate a defined
contnibution scheme for its employees The assets of this scheme are held separately
from those of the Group, and are under the control of the scheme trustees

The total cost charged to Income in respect of this scherne 1N the current penod
_of £0 2m (2005 £nil) represents the Group's contnbutions due and paid in respect -
of the pencd

Defined benefit plans
The Group operates two funded pension schemes which provide benefits based on
the final pensionable pay of participating employees The assets of the schemes are
held separately from those of the Group, beming invested with independent fund
managers Contributions are charged to the consolidated income statement so as
to spread the cost of pensions aver the ernployees’ working lives with the Group
The present value of the defined benefit obligation, the related current service cost,
and past service cost are determined separately for each scheme by a qualified
actuary using the projected unit method The most recent actuarial valuation was
carried out at § Aprl 2005 by the scheme actuary The actuary advising the Group
has subsequently rolled forward this valuation 1o 30 December 2006 and restated the
results onto a basis consistent with market condrtions at that date

The MF! Betal arm of the Group’s operations was sold in 2006 (see note 12 for
further detaiis of the sale) The sale took place aiter the benefits of the Planwere
changed from a linal salary to a career average revalued earnings basis Benefits
earned prior to the change will now revalue in hne with inilation up to a maximum of
5% p a Instead of In lne with salary growth Thus, therefore, reduces the past service
habihity in respect of the active members The MFI Retall employees became deferred
members of the Plan after the benefit changes occurred and the sale did not
therefore, afiect the past service hability The pensionable salary roll n the Plan, and
hence the ongoing cost of future accruals, both reduced as a result of the sale
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23 Retirement benefit ohligations (continued)

Total amounts charged in respect of pensions In the penod

2006 2005
£m £n

Charged/(credited) to the Income statement
Defined benefit schemes — total operating credit (171) {211)
Defined benefit schemes - net finance charge 50 92
Defined contrbution scheme - total operating charge 02 —
Total net amount credited 1o profit before tax {119} (11 9)
Charged/(credited) to equity
Defined benefit schemes — net actuanal (gainsilosses net of deferred tax {44 9) 309
Total pension {credit)/charge {56 8) 180
Key assumptions used in the valuation of the schemes

2006 2005
Rate of increase of pensions in payment
— pensions with guaranteed ncreases (1 e most of the pre-1997 pensions) 300% 300%
— pensions with increases capped at the lower of LPl and 5% 290% 300%
- pensions with increases capped at the lower of LPl and 2 5% 250% n/a
Rate of increase in salaries 400% 390%
Inflation assurmption 300% 290%
Expected return on scheme assets 706% 677%
Discount rate 510% 480%
The following mortality tables were used in both years
Mortality before retirement Males AMS2

Females AF32

Mortabty in retirement 1 @ current pensioners) Males PMASZ short cohort, projected to 2015

Females PFA92 short cohort, projected to 2015

Mortality in retirement {t ¢ pensions not yet In payment) Males PMA92 short cohort, projected to 2025
Females PFAQZ short cohert, projected to 2025
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23 Retirement benefit obligations {cantinued)

Analysis of scheme assets and the expected rates of return

Expected rats of return Fax value of schene assats
30Dec 24 Dec
2006 2006 2006 005
*% % fm €mn
Equities 76 73 3897 3301
Government bonds 45 46 819 771
Cash 50 45 - 33
4816 4105
Balance sheet
The amount included in the balance sheet ansing from the Group’s obligations in
respect of defined benefit retrement benefit schemes 1s as follows
30Dec 24D
2008 2005
£m fm
Present value of defined benefil obligaticns (670 8) (7076)
Fair vatue of scheme assets 4816 4105
Deficit in the scheme, recognised in the halance sheet {1892y (2971)
Movernents in the present value of defined benefit obligations were as follows
2006 2005
£m m
Present value at siari of penod R 7076 6101
Current service cost 209 239
Interest cost 336 325
Contributions from scheme members 64 97
Actuarial {gains)/losses (40 0) 829
Curtallment gain (380} -
Past service credit - 45 0)
Benefits paid {197} {6 5)
Present value at end of penod 6708 7076
Movements in the far value of the schemes’ assets 1s as follows
2006 20046
£m m
Farr value at start of period 4105 3158
Expected return on assets 286 233
Contributions from scheme members 64 97
Contributions from the Group 316 296
Actuanal gains/llosses) 242 388
Benefits paid (19 7} (6 5)
Fair value at end of penod 4816 4105
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23 Retirement benefit obligations {continued)

Movemnents In the deficit dunng the pericd are as follows

2006 2005
£m £n
Deficit at start of period (2971) (294 5)
Current service cost (20 9) (23 9)
Curtallment gain 380 -
Past service credit - 450
Employer contributions 316 296
Other finance expense (50) (92)
Actuanal gains/(losses) 642 {441)
Deficit at end of pencd (1892) (2971)
Income statement
Amounts recogrused in the income statement ansing from the Group's obligations
In respect of defined benefit schemes are shown below
Ameunt charged/{credited) Lo profit
2006 2005
Em fm
Current service cost 209 239
Curtalment gam {380) -
Past service credit - (450}
Net credit - _ N {171} (211)
The current service cost 1s included in the statutory accounts heading Staff Costs
The past service credit1s Included under exceptional items
Amount charged to other finance charges
2006 2005
£m 5]
Expected return on pension scheme assets (286) (233}
Expected charge on pension scheme labihities 336 325
Net charge 50 92
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23 Retirement benefit obligations {continued)

Statement of recognised Income and expense
Amounts taken to equity via the staterment of recognised income and expense in
respect of the Group's defined benefit schemes are shown below

2006 2005
Em £m
Actuarnal gain/(loss) on scheme assets 242 388
Actuarial gan/{loss) on scheme habiliies 400 {82 9)
Net actuanal gainflioss) 642 {44 1)
History of expenence adjustments
30Dec 24 Dec 250ec
2006 2005 2004
m fn £m
Present value of defined benefit obligations {(6708) (7076) (6101)
Fair value of schemes’ assets 481 6 4105 3156
Deficit in the schemes (18921 ({2971) (2945}
Experience adjustments on scheme habilites — difference between actual and
expected returns
30Dec 24Dec
2006 2005
Amount of expenence gain/{loss) on scheme habibties (£m) - -
Percentage of scheme lizbiliies (%) - -
Expenence adjustments on scheme assets — difference between actual and expected returns
30Dec 23Dec
2008 2005
Amount of experience gain/{loss) on scheme assets (Em} 242 388
Percentage of scheme assets (%) 50% 95%

In accordance with the transitional provisions for adopting the amendments to JAS 19
issued in December 2004 the disclosures above relaung to experience adjustments
are shown prospectively from the penod ended 24 December 2005 being the first
annual peniod in which the Group adopted the 1AS 19 amendments

Expected future contributions
The Group’s estimated contributions to the defined benefit schemes in the 52 weeks
ending 29 December 2007 are £28 bm
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24 Provisions

Delerredtax
hghdy [seo Popery
~ote 18 povs on Tota

£m Em £
At 25 December 2005 nz2 12 24
Additional provision in the period 03 86 189
Transferred on disposal of subsidiary g - (18
Uthsation of provision (57 - {57
At 30 December 2006 40 198 238
The property provision covers onerous leases For any such leases, the Group
provides for any shortfall between rent payable and rent recervable on any non-trading
leased properues The prowvision s based on the penod unil the end of the tease, or
until the Group can cover the shortfall by subletting, assigning or surrendenng the
lease None of the provisions are short term

The deferred tax habiity 1s analysed in greater detail in note 18
25 Share capital
30 Dec 24 Dec 30Dec 240ec
2006 2005 2006 2005

Ordina-y shares of 10peacs Number Humber £m £m
Authonsed
At the beginning and end of the peniod 775,152,000 779152 000 775 775
Allotted, called up and fully paid }
Balance at the beginming of the period 627,298,881 623,170,181 627 623
Issued durning the pencd 4,360,865 4,128,700 05 04
Balance at the end of the penod 631,659,746 627,298,881 632 627
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26 Reconciliation of movements in resarves

Shae

Cakedup prarrum £50P Qther Retaned

snaie capuiat [Laceing e3eve IQSETVES gangs Toal

L m fm £m £m £m

At 26 December 2004 62 3 772 {48 1) 281 98 8 2173
Net actuarial loss on defined benefit scheme - - - - {306) {306}
Foreign exchange - - - - 01 01
Accumulated loss for the penod - - - - {(1254) (1294)
Issue of new shares 04 41 - - (18 27
Net rovernent m ESOP - - 05 - - 05
Dwidends declared and paid - - - - (23 4} (23 4)
As at 24 December 2005 627 813 {48 6) 281 (82 3} 412
First tme adoption of IAS 32 and 39 - - - {0 9) {09)
Opening equity at 24 December, restated 627 813 {48 6) 281 {83 2) 403
Nei actuarial gan on defined benefit scheme - - - - 449 449
Foreign exchange - - - - (03) (03)
Accumulated loss for the pernod - - - - (707 (70N
Issue of new shares 05 24 - - - 29
Net movementin ESOP - - 54 - - 54
At 30 December 2006 632 837 43 2) 281 (2083} (775)

The ESOP Reserve includes shares in Gahform plc with a market value on the balance

sheet date of £54 9m {2005 £33 1m}, which have been purchased in the open

market and which are hetd by the Group's Employee Share Trusts in order to

satisfy share opitons and awards made under the Group's various share-based

paymernt schemes

The Other Reserve was created n the year to 30 April 19924, fcllowing a Group

reconsiruction 1tis distributable
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27 Notes to the cash flow statemeant

a Netcash flows from operating activities

2008 2005
fm Em
Group operating profit before tax and interest — continuing operations 335 14
Group operating loss before tax and interest - discontinued operations {1796) (144 4}
Group operating loss before tax and interest (1461} {1030y
Adustments for
Depreciation and amgerusation 409 654
Share based payments charge/(credit) 38 10}
Share of joint venture {profits)/losses o i5
Loss/(profit] on disposal of property, plant and equipmenti and intangible assets 145 74
Other exceptional items {before tax) 19525 128 2
Operating cash flows before movements in working capial 646 737
Movements In working capital and exceptional items
{Increase)/decrease n stock (18 6) 213
{increase)/decrease in trade and other recewvables (69 6} 437
Increase/{decrease) in trade and other payables 1154 (91 4)
Difference between pensions operating charge and cash paid (107 (51)
HMRC refund re structural guaraniee 218 -
Net cash flow — exceptional items (44 5) 19 2)
38 {507)
Cash generated from operations 684 230
Tax recewved/(paid} 16 {3 4}
Net cash flows from operating acuvities 700 196
Net cash flow from operating activittes comprises
Continuing operating activities 154 5 602
Dhscontinued operating activities (845 (406}
700 196
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27 Notes to the cash flow statement {continued)

b Reconciliation of net debt

300ec

25 Dec

2008 2005
£m £m
Net debt at start of period (655} (622)
Net {decreasel/increase in cash and cash equivalents {359) 569
Decrease i investments (2 4) -
Decrease/(ncrease) in debt financing BOG (50 0}
Currency translation differences 01 (0 2)
Net debt at end of period (41) (655
Represented by
Cash and cash equivalents 532 890
Investments 31 556
Bormrowings (604) 01500)
41 {55 5)
¢ Analysis of net funds
Cashanocash Cuw on*asset Bank Net
pouvaions Ervastment ocans bo*ow gS
Em m £ £m
As at 24 December 2005 890 55 (1500) (552 9)
Cash flow {35 9 24) 896 513
Exchange difference 01 - - 01
As at 30 Decermnber 2006 532 31 {60 4) 41
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28 Contingent habilities
a Relating to the disposa! of the MFI Retall operations
As disclosed at the ume of the transaction with MEP Mayflower Limited {"MEP’),
the Group 1s the ulimate guarantor on eases in relation to 56 properties which are
occupied by the MFI Retail operations If MEP suffers financial distress and defaults
on 1ts obhgations under the relevant leases the Group's guarantees are triggered
For the period ended 25 December 2005 the net rentals payable by the Group in
respect of these properties totalled £15 8m Remaining lease terms range between
six months and 15 years from 30 December 2006

The Group 1s not aware of any signs which indicate that the purchaser s in financial
distress There s uncertainty whether the purchaser will ever suffer financial distress
and thereby tngger the guarantee, and as to whether there would be any actual net
hability if the Group ever did have to meet the lease obligations, given that the Group
could mitigate any habilities by surrendernng or assigning the leases, or by subletting
them to third parties

Because of the nature of the uncertainties, as described above, the Group is unable
to give an estimate of the financial effect of this contingent hability

The Group 15 also exposed to potential costs in respect of certain warranties and
indemnities in relation to the disposal agreement in favour of the purchaser The Group
has made such provision as 1s considered necessary in this respect

b Other guarantees
The Group has guaranteed a US$ 10 Om (2005 US$ 10 Omj} letter of credit facility
from Standard Chartered Bank in favour of MFI Asia Lirmited’s suppliers This
contingency would only tnigger in the event that MFI Asta Lirnited fails to honour its
obligations under the terms of the facility

Members of ﬁ\e Group have ésmgned UK prapérty leases In the normal course of
business Should the assignees fail to fulfil any obligations i respect of these leases,
rmembers of the Group will be liable for those defaults The number of claims ansing to
date has been small and the cost, which 1s charged to income as it anses, has not
been materal

There 15 a Group VAT ragistration cross-guarantee under which if one Group
company fails te pay its VAT then the other Group companies are jointly and severally
hable The amount outstanding on this guarantee at the penod end s £19 Om
{2005 £19 0m)

¢ Other

Aon have made & claimn of £11 5m against the Group in respect of terrmination of an
extended warranty agreement On the basis of information available, the Group has
been advised that there is ittle menitin the clam
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29 Financial commitments
Capital commitments

30Dec 24Dec
2006 2008
Em £m
Contracted for, but not provided for in the accounts 15 36
Operating lease commitments
The Group as lessee
Payments under operating leases during the perod are shown at note 7 At the
balance sheet date, the Group had outstanding lease commitments for future
minimurm lease payments under non-cancellable operating leases which fall due as
shown below
Properties Other leases Total
20Dec 24Dec 30Dac 24Dec 20Dec 2400c
2008 2008 2006 2005 2006 2005
fm fm fm £ fm Zm
Payments falling due
Within one year 411 108 g9 158 510 1266
In the second to fifth year inclusive 1415 42472 150 287 1565 4529
After five years 2195 9636 12 45 2207 9681

4021 1,498 6 261 490 4282 15476

The Group as lessor
The Group sublets certain leased properties to third parties At the balance sheet date,
the Group had contracted wiih tenants for the following future minmum lease receipts

300ec 24 Dsc

2006 2005
- tm m

Payments recewvable
Within one year 61 100
in the second to fifth year inclusive 80 26 9
After five years 23 331
164 700
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s Share-based payments

1 Detalls of each scheme

The Group recognised a charge of £3 8m {2005 credit of £1 Om) inrespect of share-
based payments durnng the penod The Group has vartous share-based payment
schemes, which are all equity-settled The mamn detalls of all schemes which existed
dunng the period are given below

a Performance Share Plan
This is a discretionary free share plan Participants have a contingent nght to receive
free shares wath performance conditions attached, based on the company’s EPS

The performance period 1s measured from the start of the financial period in which
the awards are granted The performance penod is three years Vesting occurs at the
end of the performance period

Performance is measured relative to a Comparatar Group of 12-14 companies 40%
of the award vests if Total Shareholder Return (' TSR') 1s at median level compared to
the Comparator Group over the performance penod subject to a condition that EPS
must also grow by at least 9% 100% of the award vests If TSR 1s at upper quartile
level and the EPS growth condition 1s also satisfied The award vests on a straight-ine
basis between these maxymum and minimum points

b Deferred Bonus FPlan

Participants defer their cash bonus into shares for a penod of three years Participants
have no entitlerment to dividends during the deferral period There are no performance
conditions attached The shares vest at the end of the three year holding penod

¢ Senior Management Co-investment Plan
. Thiss a co-investment plan whereby employees can defér théir cash bonus into™
shares (‘commiirment shares’) or pay ¢ash to the company to buy shares at market
value {'top up shares') The employee receves dividends on these shares

The plan awards a number of maiching shares, equal to 1 5 tmes the number of
commitment and top-up shares Parucipants are not entitled to dividends on the
matching shares

This plan vests three years from the date of grant Itvests at 40% if there s an EPS
growth of RP1plus 10% over the performance periad, and at 100% f there 1s an EPS
growth of RPl plus 20% over the performance period The awardvestsona straight-
line basis between these maximum and MiNiMuUMm points

EPS growth perfoermance 1s measured from the start of the financial year in which
the awards were granted The performance penod I5 three years

d Executive Co-mnvestment Plan

This 15 a co-Investment plan whereby employees can defer their cash bonus into

shares [ commitment shares’] The employee receives dividends on these shares
The plan grants a number of matching shares equal to twice the number of

commitment shares The plan also grants a number of matching eptions, with an

option price equal to the market price on the day of grant equal to twice the nurmber of

commitment shares
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30 Share-based payments (continued)

The performance conditions are measured over a three year period Vesting
15 as follows

- 20% of the Matching Award will vestif the Company s Total Shareholder Return
{'TSR')1s at the median level against the FTSE-250 constituents (the "Comparator
Group'} rising on a straight ine basis to 50% of the Matching Award vesting for
upper quartile performance, and in addition,

- 20% of the Matching Award will vest if average Earnings Per Share ('EPS’}is equal
to the Retall Price Index plus 10% per annum over the Performance Penod, nising
on a straight line basis to 50% of the Matching Award vesting when average EPS
growthts equal to or greater than RPI plus 20% per annum

e Foundation Plan
This plan awards nil-cost options and also options with an exercise price equal
to the market price at the date of grant

Both awards vested on the last day of the 2006 financial year, as the performance
conditions were met There 1s a further deferral period of two years before the awards
are made avaitable to the partictpants

Vesting of awards granted in the form of ni-cost options depended on the
achievement of a share price hurdle over thirty consecutive dealing days 15% of
the award vests for the achievement of 95p and 100% of the award vests for the
achievement of 125p The award vests on a straight ine basis between these
two pomnts

Vesting of awards granted i the form of options with an exercise price equal to the
market price at the date of grant vest depended on the achievernent of a share price
hurdle over thirty consecutive dealing days The exercise price of the options granted
In 2006 was 92p 35% of this award vests if the share price achieves 115p over thirty
consecutive dealing days, and 100% of the award vests If the share price achieves
160p over thirty consecutive dealing days The award vests on a straight line basis
between these two points
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30 Share-based payments (continued)

f Executrve Share Options
This 15 a discretionary share option plan These options are granted with an exercise
price equal to market value
The vesting period is three years from the date of grant with an exercise period of
seven years {1 e a total hfe of ten years) In the information below, these options have
been further subdivided according to their different via performance conditions, in
order to give more meaningful infermation The different subdivisions and
performance conditions are as follows
1 20% of the Options will vest if the Company’s Total Shareholder Retum ("TSR’)
over the Performance Period 1s at the median level against the FTSE-250
constituents {the Comparator Group'} rising on a straight hne basis to 50% of the
Options vesting for upper quartile performance, and in addition 20% of the Opuons
wiil vest if average growth in Earnings Per Share {'EPS }1s equal to the Retaill Pnce
index plus 10% per annum over the Performance Period, nsing on a straight hne
basis to 50% of the Options vesting when average EPS growth 1s equal 1o or
greater than RPI plus 20% per annum
It 40% vesting if EPS growth equals RP1+40%, nising to 100% vesting for EPS
growth of RPI+100%
e 50% vesting if there1s EPS growth of 60% over the performance penaod,
and 100 % vesting if there 1s EPS growih of 120% over the performance period
v No other cendition except for continued employment with the Group
v EPS growth must egual RPI+9% If this 1s achieved there will be full vesting
If this 1s not achieved there will be no vesting

g Share Incentive Scheme {Freeshares)
This 1s an ‘all-employee’ share incentive plan whereby participants recerve a grant of
free shares in the Company [f the employees are still employed by the Group three
years after the grant, ihen the shares vest Dividends are paid out on the shares
between award date and vesting date There are no other performance conditions
attached to these awards

h SAYE (Sharesave)

Thus Is a save as you earn scheme for all employees whereby participants recerve an
option to purchase shares at a later date at a price equal to the market price at grant
date The term of these schemes s five years
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30 Share-based payments (continued)

2 Movements in the penod

The following tables show the number and weighted average exercise prices
("WAEP') of each category of share options and share awards dunng the period, and
the movements in each category The significance of options and awards granted
before 7 November 2002 15 that they have been excluded from the IFRS2 share-based
payment charge on the basis of therr date of grant, as allowed on adoption of IFRS and

as further explained in noie 33

a Performance Share Plan Award

2006 2006 2005 2005
Number WAEP (£} Nurher WAEP (£}
In issue at beginrung of penod 4,338,525 nil 4,480,279 nil
Granted in penod - - 3.281,476 nil
Lapsed in pencd {2,250,608) nl {3.093.635) nil
Exereised i period - - (339,595} nil
In1ssue at end of penod 2,087,917 nik 4,338,625 nil
Exercisable at end of period - N/A - N/A
Number of options in the closing balance that were
granted before 7 November 2002 - -
Weighted average share price for options gxercised
during the penod N/A 112
Weghted average contractual hfe remaining for )
share options ouistanding at the pernod end {years) 104 T 214
Wesghted average farr value of options granted
during the period (E) N/A 060
Range of exercise prices for options outstanding at
the penod end (£}
— from nil nil
- 10 all nil
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30 Share-based payments {continued)

b Deferred Bonus Plan Award

2006 2008 2005 2005
Number WAEPI{£} tumber WAEPIE)
Inissue at beginning of penod 577,077 nil 618,825 nil
Granted in penod 285,795 nil 170,831 !
Lapsed i penod {49,769) il ~ -
Exercised in perod (300.678) il {212,579) nl
In1ssue at end of penod 512,425 rul 577077 i
Exercisable at end of period - N/A - N/A
Number of options 1n the closing balance that were
granted before 7 November 2002 - -
Werghted average share price for options exercised
dunng the period 099 093
Weighted average contractual life remaining for
share options outstanding at the pernod end {years) 166 089
Weighted average fair value of options granted
dunng the pernod (£) 100 106
Range of exercise prices for options outstanding
at the penod end (£)
- from nul rul
- to nsl nil
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30 Share-based payments (continued)

¢ Senior Management Co-investment Plan Award

2008 2006 2005 095
Numbar WAEP IE} Nunba WAEP(E)
In 1ssue at beginning of penod 1,899,629 nil 1,554,978 nul
Granted in penod - - 659,779 nil
Lapsed in period (1,349,956) l (315,128} nil
Exercised i penod (46,925) nil - -
Inissue at end of penod 502,748 nil 1,899,629 nit
Exercisable at end of penod - N/A 5 N/A
Number of options in the closing balance that were
granted before 7 November 2002 - -
Woeighted average share price for options exercised
during the period 067 N/A
Weighted average contractual ife remaining for
share options outstanding at the penod end {years} 099 100
Weighted average fair value of options granted
during the perod (E) N/A 098
Range of exercise prnices for options cutstanding
at the penod end {f)
- from nuk nil
- to b nil
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30 Share-hased payments (continued)

d Executive Co-investment Plan Award

2008 2006 2005 2005
humber WAEPIE)} Numbar WAELPI(E)
In 1ssue at beginning of penod 10,632,204 nil 18,832,856 ol
Granted in penod - - - -
Lapsed in penod {10,632,204) nil (8,200,652) nil
Exercised in penod - - - -
Inssue at end of penod - - 10,632,204 rul
Exercisable at end of period - N/A - N/A
Number of options in the closing balance that were
granted before 7 November 2002 - 106,632,204
Weighted average share price tor options exercised
during the pernicd N/A NIA
Weighted average contractual life remaining for share
optiens outstanding at the period end {years} N/A 059
Weighted average fair value of options granted
dunng the period (£) N/A N/A
Range of exercise prices for options outstanding
at the penod end (£}
- from N/A ol
N/A il

- 10
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sa Share-based payments (continued)

e Foundation Plan
1 NiI-Cost Option Award

Number

2008
WAEF (E)

2005
Nubar

2005
WAEPIE)

Inissue at beginning of penod
Granted in peniod

Lapsed in pertod

Exercised in penod

4,445,000

nif

in1ssue at end of period

4,445,000

nil

Exercisable at end of period

N/A

N/A

Number of aptions i the closing balance that were
granted before 7 November 2002

Woeighted average share price for options exercised
during the pernod

Waeighted average contractual ife remaming for

share options outstanding at the period end {years)

Weighted average fair value of options granted
duning the penod {F)

052

Range of exercise prices for options outstanding
at the penod end (£)
~ from

nil

- to

hall}

N/A

N/A

N/A

N/A

N/A
- N/A

N/A
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30 Share-based payments (continued)

e Foundation Plan
n Market-value Options

Number

WAEP (€}

2005
Namber

005
WAEPIE)

In1ssue at beginning of perniod
Granted in penod

Lapsed in penod

Exercised in perod

11,270,000

092

In 1ssue at end of penod

11,270,000

092

Exercisable at end of pernod

N/A

N/A

Number of options in the closing balance that were
granted before 7 November 2002

Weighted average share price for options exercised
during the penod

Weighted average contractual life remaining for
share options outstanding at the penod end (years)

Weighted average fair value of options granted
dunng the period {£)

016

Range of exercise prices for options outstanding
at the penod end (£}
- from

092

- 1o

092
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30 Share-based payments (continued)

f Executive Share Options

1 20% vesting for medran TSR and EPS growth of RPI+10%, nsing 1o 50% for upper
quartie TSR and EPS+RPI+20%, and in addition a further 20% vesung if EPS growth
of RPI + 10% pa nsing to 50% for EPS growth RPI + 20% pa

2006 2008 005 2006
Number WAEP (E) HMuber WAEPTE)
In 1ssue at beginning of penod 3,299,663 147 3,425,733 148
Granted in penod - - - -
Lapsed in penod (1,005,031} 130 {126,170) 160
Exercised in penod - - - -
In1ssue at end of period 2,294,532 155 3259 563 147
Exercisable at end of penod 802,097 146 666,666 114
Nurmber of options in the closing balance that were
granted before 7 November 2002 - 666 666
Weighted average share pnce for options exercised
during the penod N/A NJA
Woeighted average contractual hfe remaining for
share options outstanding at the penod end (years) 029 104
Werghted average farr value of options granted
during the period (E) N/A N/A
Range of exercise prices for options outstanding
at the penod end (£)
- from 146 114
- to 160 160
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30 Share-based payments {continued)

f Executive Share Options

1 40% vesting if EPS growth = RP1+40% nsing to 100% vesting if EPS growth = RPI+100%

2006 2008 2005 2005
Number WAEP(£) Namber WAEPIED
in 1ssue at beginning of period 4,157,087 107 - -
Granted in penod - - 4,157,087 107
Lapsed in penod {1,5658,969) 107 - -
Exercised in penod {126,170) 107 - -
In tssue at end of perod . 2,471,848 107 4 157,087 107
Exercisable at end of penod - N/A - N/A
Number of options in the closing balance that were
granted before 7 November 2002 - -
Weighted average share price for options exercised
during the penod 123 N/A
Weighted average contractual life remaimng for
share options cutstanding at the penod end (years) 142 244
Weighted average farr value of options granted
duning the penod {£} N/A 035
Range of exercise prices for options outstanding
at the period end (L)
— from 107 107
- 1 114 114
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30 Share-based payments (continued}

f Executive Share Options

im 50% vesting If EPS growth s 60% and 100% vesting if EPS 1s 120%

006 008 2005 2005
Number WAEP({C} Hymhoer WAEP (£}
In1ssue at beginning of penod 8,659,456 105 12,209,270 103
Granted in period - - - -
Lapsed in period {738,689) 131 {1,524,895) 128
Exercisedn penod {2,731,488) 086 {2 024,919} 073
In1ssue at end of penod 5,189,279 1 8 659,456 105
Exercisable at end of perniod 5,189,279 11 8,659,456 105
Number of options In the closing balance that were
granted before 7 Novernber 2002 5,189,279 8,659,456
Weighted average share price for options exercised
durning the penod 122 109
Weighted average contractual life remaining for
share options cutstanding at the pernod end {years) - -
Weighted average fair value of options granted
durning the penod (£) N/A NA
Range of exercise prices for options outstanding
at the penod end (£}
- from 068 068
- to ) I T132 132
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30 Share-based payments {continued)

f Executive Share Options
iv No other performance conditions except continued employment

2006 2008 2005 2005
Number WAEP{£) Nmber WAEPIE)
In1ssue at beginning of period 488,184 042 1,675,152 054
Granted in period - - - -
Lapsed in period {73,884) 042 (276,800) 1i5
Exercised in penod (214,700) 04z (910,168) 042
Inissue at end of penod 199,600 04z 488,184 042
Exercisable at end of penod 199,600 042 488,184 042
Number of options In the closing balance that were
granted before 7 November 2002 199,600 488,184
Weighted average share price for options exercised
during the penod 124 107
Weighted average contractual life remaining for
share options outstanding at the penod end {years) - -
Weighted average fair value of options granted
dunng the penod {£) N/A N/A
Range of exercise pnces for options outstanding
at the period end (£)
- from 042 042
- to - ) - Q42 042
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30 Share-based payments (continued)

f Executive Share Options
v Full vesting if EPS increases by RPI + 3%

2008 20086 2005 2005
Number WAEP(C} Nurmber WAEP (£}
InIssue at beginning of period 19,229,072 113 18,044,784 112
Granted in period - - 3,833,612 100
Lzpsed in pened (7.097.646) 137 {478,361) 103
Exercrsed in period {2,788,994) oee (2,170,963} 087
In1ssue at end of penod 9,342,432 108 19,229,072 113
Exercisable at end of perod 4,692,705 107 7.412,660 053
Number of options In the closing balance that were
granted before 7 November 2002 4,692,705 7,412,660
Wetghted average share pnce for options exercised
duning the penod 101 112
Weighted average contractual ife remaining for
share options outstanding at the penod end (years) 057 oM
Weghted average fair value of options granted
dunng the penod () N/A 030
Range of exercise prices for options outstanding
at the penod end (£)
- from 056 039
- "to - 160 - 181
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30 Share-based payments (continued)

g Share incentive scheme (Freeshares) Award

2006 2008 2005 2005
Number WAEFP (£} Narmber WAEP(E}
Inissue at beginning of period 1,271,859 nil 2,249,234 i
Granted in penod - - - -
Lapsed m penod (30.809) nil (526,627) nil
Exercised in penod {299,108) nil {450,748} il
Inissue at end of period 941,942 nil 1,271,859 il
Exercisable at end of penod 941,942 il 398,392 il
Number of options in the closing balance that were
granted before 7 November 2002 941,942 398,392
Weighted average share price for options exercised
during the period N/A N7A
Weighted average contractual hfe remaining for
share options cutstanding at the penod end (years} - 022
Werghied average fair value of options granted
during the period (£) N/A N/A
Range of exercise prices for options outstanding
at the period end (£}
- from i nil
- 10 nd il
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30 Share-based payments (continued)

h SAYE (Sharesave)

2008 2008 2005 2005
Numbear WAEP (£} Nuber VIAEP(E}
In issue at beginning of penod 3,164,167 184 4,518,219 184
Granted in penod - - - -
Lapsed mn pencd (1,224,104} 184 (1,355,052) 184
Exercised in penod - - - -
Inssue at end of penod 1,940,063 184 3164,167 184
Exercisable at end of period - N/A - N/A
Number of options i the closing balance that were
granted before 7 November 2002 - -
Weighted average share price for options exarcised
during the penocd N/A N/A
Weighted average contractual ife remaning for
share options outstanding at the penod end {years} 20 3Q2
Weighted average faw value of options granted
during the pencd (£} N/A N/A
Range of exercise prices for options outstanding
at the penod end (£)
~ from 184 184
- to 184 184
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30 Share-based payments {continued)

3 Farr value of options granted

The far value of all options granted except Sharesave 1s estimated on the date of grant
using a binomial opbion valustton model Sharesave schemes are valued using a Black
Scholes model as they are not considered to be of such complexity that they require

a binomial model

The key assumptions used in the models were

2006 2005
Dwidend yield (%) 1751040 3751040
Expected share price volatihty {%) 38710410 320t0361
Historical volatihty (%) 3870410 32010361
Risk-free interest rate (%) 381053 43044
Expected ife of options {years) 10t065 241065
Historical volatility 1s measured for each scheme over the penod equal to the vesting
period of the scheme The figure arnved atis then used as the best estimate of
expected future volaulity
31 Related party transactions
Transactions between Group companies, which are related parties have been
ehminated on consohidation and are not disclosed in this note
Trading transacticns -
Durning the penod, Group companies entered into the following transactions with
related parties who are not members of the Group
MF| Asia Limited
2008 2005
£m £n
Sale of goods and services dunng the penod 01 -
Purchases of goods and services duning the penod 276 151
Amounts owed to related party at period end 32 12
Arounts owed by related party at pencd end 01 -

MFI Asia Liruted 15 a related party because it1s a joint venture

Purchases from the related party are on the basis of cost plus a commussion based
on benefits achieved and throughput

There was a one-off sale of some machinery by the Group to the Joint Venture in
2006 Thiswas on anarm's length basis

The amounts outstanding are unsecured and will be settled 1n cash No guarantees
have been given or received No provisions have been made for doubtful debis in
respect of amounts owed by the related party
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31 Related party transactions {continued)

Remuneration of key management personnel
Key management personnel comprise the Board of Directors (including non-executive
direciors) Details of the aggregate remuneration to these personnel is set out below

2006 2005

£m m

Short-term employment benefits 33 32
Share-based payments - 09
33 41

Other transactions with key management personnet
There were no other transactions with key management personnel

3z Structural Guarantee

MFI reached a settlement with HM Revenue & Customs tn January 2006 over its VAT
dispute on structural guarantee The resource required, and associated itigation risk,
was deemed to be a distraction to achigving a successful business turnaround Both
parties to settle, with HM Revenue & Customs refunding £21 Bm to MF

33 Explanation of transition to IFRS
This is the first period that the Group has presented its financial statements under
IFRS The fallowing disclosures are required in the period of transition The last
financial statements under UK GAAP were for the 52 weeks ended 24 December
2005 and the date of transition to IFRS was 26 December 2004

IFRS 1 exemptions
IFRS 1 First Time Adoption of International Financial Reporting Standards sets out
the procedures that the Group must follow when 1t adopts IFRS for the first ime
The Group 1s required to establish its IFRS accounting policies for the penod ended
24 December 2006 as at 24 December 2005 and apply these retrospectively to
determ:ne the IFRS opening balance sheet at its date of transition,
26 December 2004
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33 Explanation of transition to IFRS {continued)
The standard permits a number of optional exemptions to this general principle
The Group has adopted the following approach to the key exemptions

— Financial instruments, the Group has taken the exemption not to restate
comparatives for IAS 32 and IAS 39 Comparative information for 2005 in the 2006
financial staternents will be presented on the existing UX GAAP basis

- Share based payments, the Group has adopted the exernption to apply IFRS2
Shared-based Payment only to awards made after 7 November 2002

— Cumulative translation differences, Under IAS 21 Foreign Exchange, the Group1s
required to classify all cumulative translation differences as a separate component
of equity As perrmitted by IFRS 1 the Group has elected to set the cumulative
translanion differences reserve to nif at the date of transition

- Goodwill, the Group has elected not to apply IFRS 3 Business Combinations
retrospectively to busingss combinations that occurred pnor to the transition date
As a result the goodwill recognised on the acquisition of Sofa Workshop remains at
book value as stated under UK GAAP at the transition date and the amortisation
for the first half of 2005 has been reversed

— Fair value or revaluation as deemed costs, Under IAS 16 Property, Plant and
Equipment (PPE), a company must adopt either a cost or revaluation model for
revaluing its PPE The Group has elected under IFRS 1 to reflect previously re-
valued items of property, plant and equiprment at their December 2004 valuations
under UK GAAP, as deemed cost on transition
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1z Explanation of transition to IFRS {continued)

Reconciliation of equity as at 26 December 2004 {date of transition to IFRS)

AS 16
Revalugton
esenves ano 25Dec
25Dec 2004 IFRS2 18517 1AS38 reclasshcaton 1581 2004
ader Share Lease Irangib & 14510 1aS12 oflong Deferred restated
UKGAAP schemes presrums. assels Dradenas  Delenedtax ecasenoids 16X 0 OSSup foriFRS
Em €m £m tm £m Emy Im Em £m
Nan-current assets
Goodwill and intangible assets 37 - - 43 - - - - 180
Property, plant and equipment 3816 - - {4 3} - - {109) - 366 4
Investments 81 - - - - - - - 81
Deferred tax asset - - - - - - - 1024 102 4
Totel non-current assets 4034 - - - - - (109} 1024 494 9
Current assets
Inventories 2384 - - - - - - - 2384
Trade and other receivables 2179 - - - - - - - 2179
Other assets 94 - - - - - - - 94
Cash at bank and in hand 28 4 - - - - - - - 28 4
4941 - - - - - - - 4941
Total assets 8975 - - - - - 10 %) 1024 989 0
Currant llabilities
Trade and other payables (359 3} - {6 6) - 1186 - - - (357 3)
Nan current iabilities
Borrowings (100 0} - - - - - - - (100 0)
Panson hability {206 2} - - - - - - {88 4) (294 6)
Provisions {136)__ = - - - 77 - 1400 {19 8]
{319 7) - - - - 77 - (102 4) 1414 4}
Total habilies 1679 0} - (96) - 16 77 - (102 4) {771 7}
Net assets 2186 - (9 6) - 186 77 110 9} - 2173
Called up share capital 623 - - - - - - - 623
Share premiurn account 772 - - - - - - - 772
Revatuation reserve 218 - - - - - (109 - 109
ESOP reserve {521 30 - - - - - - (491}
Other rgserves 281 - - - - - - - 281
Retained earnings 812 30 (2 6) - 16 77 - - 879
Total equity 2185 - {9 6) - 116 77 {10 9 ~ 2173
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3a Explanation of transition to IFRS {continued)

Reconciliation of equity as at 24 December 2005

14517
Revaluanon
Aset “eseves ana Asat
24 Dec 2006 IFRS 2 IAS 17 1a517 14538 redzssificabon 1451 18519 24Dec2005
) Shae Stepped Lease Intangbhe 14512 olog Oaferract Pensons restated
UKGAAP scemes gus premums asasts  Deferen ax legseholos  tEx gross o dohie for IFRS
£m *m £ fm £m m fm £m Em tm
Non-current assets
Goodwill and
intangble assets - - - - 42 - - - - 42
Property plant
and equipment 2623 - - - {42} - (10 6) - - 2475
Investments 88 - - - - - - - - 88
Deferred tax asset - - - - - - — 957 - 967
2711 - - - - - {10 6) 96 7 - 3572
Current assets
{nventores 1735 - - - - - - - - 1735
Trade and
other recelvables 1345 - - - - - - - - 1345
Other assets 55 - - - - - - - - 55
Cash atbank
and in hand 890 - - - - - - - - 890
4025 - - - - - - - - 402 6
Total assets 6736 - - - - - {10 6} 96 7 - 7597
Current lrabilities
Trade and
other payables 1246 C) - (12) M7, - - - - - {259 0}
Nen-current habiiies
Borrowings (150 0} - - - - - - - - {150 0)
Pension liability {207 2} - - - - - - {89 2} {08} {2971)
Prowisions 19 6) - - - - 47 - 175) - (12 4}
{368 B} - - - - a7 - 186 7) (0 8) (459 5)
Tota! habilies (612 8) - 12 {117 - 47 - (96 7) {0 8) (718 5)
Net assets 608 - {12} 117 - 47 (10 8} - {0 8) 412
Called up
share capital 627 - - - - - - - - 627
Share premium
account 813 - - - - - - - - 813
Ravaluation reserve 133 - - - - - {106) - - 27
ESOFPreserve {520) 34 - - - - - - - 48 6)
Other raserves 281 - - - - - - - - 281
Retainad earnings {72 6} (3 4) (12 117 - 47 - - {0 B) (85 0)
Total equity 608 - 112) N7 - 47 (10 6) - {0 8) 412
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3z Explanation of transition to IFRS (continued)

Reconciliation of profit for the penod ended 24 December 2005

*IFAS 6
Aeclzss 2005 UK IFRS2 1517 1AS17 14512 14519 IFRS
Asreported  discon “wied GAAPIn Sare Stepped Lease De &~20 Parmians restated
FRS formnat operaens  {FRS former schemes rams prem oms as chape balance
Em Em £m m €m £m £in £m £m
Continutng operations
Aevenue 15522 (1698) 13824 - - - - - 13824
Costof sales 810 4) 301 7203 - - - - - {720 3)
Gross profit 7418 (797} 6621 - - - - ~ 6621
Cther operating income 174 - 174 - - - - - 174
Selling and distribution costs (740 B8) 764 {664 4) - 12) {21} - - (667 7)
Administrative expenses {116 &) 213 {95 3) {C4) - - - a3 (95 4}
Share of joint ventures 15 21 06 - - - - - 06
Operating loss {98 7) 201 {79 6} (0 4) (12) 21 - 03 83 0)
Finance iIncome 40 an 3¢ - - - - - 39
Finance expenses 6 3 - {6 3} - - - - - (63l
Other finance charges
- penswans 18 8) - {8 8) - - - - {0 &) 92)
Loss befcre tax {110 8 200 {90 8) {04) {12} (21 - on 94 6)
Tax onloss (7 8) 17) {9 5 - - - {30} - {12 5)
Loss after tax {118 6] 183 {100 3} {0 4) (12} 201 30 nu {1071}
Discontinued operations '
Loss from
discentinued operations - (200 120 O} - - - - - (2001
Tex en loss from
discontinued cperations - 17 17 - - - - - 17
— ~Lossforthepenodfrom™ -~~~ T 7 -t T STt ot TccTtTCTTTT T T T
discontinued operations - {18 3) (18 3) - - - - - {18 3)
Loss for the penod (118 6} - (118 6) (0 4) {12} {21) (30} 0N {125 4)

*Included 1 the reclassiication Ara the results of aparatons that meet the defirtion of discontinued ogerations in accordance with IFRS 5 at 10 June 2006 and
wihich have been disclosed as discontinued in the comparaives included in the intenm financial information Three of these operations {Hygena Cuisines SA Sofa
Workshop Lirnited and Sofa Workshop Direct do not meet the defimtion of disconunued gt 24 Zecember 2005 under (FRS but in order 1o aid comparabihty wath

the comgaratives shown as discontinuedin theinte 1~ financial staterne=ts the rresults are includad in the reclassification adusiment as s~ own above

Key areas of impact on adopting IFRS

Further details on the most significant areas of impact on the above balance sheets

andincorme statement are explained below

Employee bensfits
a Share-based payments (IFRS 2}

The Group operates a range of share-based ncentive schemes IFRS 2 requires that

all shares or options awarded to employees as remuneration should be measured at
fair value at grant date, using an opticn pricing model and charged aganst profits over

the vesting penod This treatment has been applied to all awards granted after

7 Novernber 2002 and not fully vested at the date of transition The additional pre-tax
charge ansing from the adoption of IFRS 2 for the period ended 24 December 2005
was £0 4m resulting In a correspending reduction In net assets
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33 Explanation of transition to IFRS {continued)

b Pensions (IAS 19)

In 2005 the Group adopted FRS 17 under UK GAAP This s broadly similar o the
accounting treatment under 1AS 19 Minor adjustments have been made to the
pension deficit in the 2005 balance sheet, resulting in an wcrease in the gross deficit
of £1 1m and an increase in the associated deferred tax asset of £0 3m This has the
effect of reducing the net assets in the 2005 balance sheet by £¢ 8m

Property leases

c Lease incentives (IAS 17}

Under UK GAAP, lease incentives recewved on entering into praperty leases were
recognised as deferred income on the balance sheet and were amortised to the profit
and loss account over the penod to the first rent review where rentals are expected to
reach a market rate Under IAS 17 these incentives are amortised over the entire term
of the lzase As the term of the lease 15 longer than the penod to the first rent review,
amounts amortsed 1o the profit and loss account have been restated on the balance
sheet as deferred income and released over the term of the lease The impact on the
balance sheet at date of transition 1s a reduction in net assets by £9 6m The impact on
the 2005 income statement was an increased charge to the mcome siatement of

E£2 1m with a corresponding reduction In net assets

d Stepped rents (IAS 17)

Under UK GAAP, lease costs on entenng Inte a lease were charged to the income
statement at the rate agreed in the current rent review period Under IAS 17 where a
property lease agreement includes fixed rental uphfts {"fixed rent’), then the total cost
of the lease must be spread over the term of the lease on a straight line basis At the
date of transstion there was no impact on the net assets of the company as no such
lease agreements were in place In 2005 the impact was an increased charge to the
income statement of £1 2m and a corresponding increase in creditors

e Revaluation of long leaseholds (IAS 17)

Revaluation of long leaseholds were derecognised at the date of transition resulting in
a reduction in netassets of £10 9m The corresponding adjustment at 24 December
2005 was a reduction in net assets of £10 6m

f Dmvdends (1AS 10)

Under 1AS 10 Events after the Balance Sheet Date, dwidends declared after the
balance sheet date are not recognised as a habiity at the balance sheet date, as the
lhabiity does not represent a present obligation as defined by 1AS 37 Provisions,
Contingent Liabilihes and Contingent Assets Consequently the final dividend creditor
for 2004 (£11 Bmy) was derecognised In the transition balance sheet and charged
against equity In the 52 weeks to 24 December 2005 There was no final proposed
dividend for 2005 and therefore there 1S no tmpact of adopting !AS 10 on the balance
sheet as at 24 December 2005

g Taxation (IAS 12)

IAS 12 requires deferred tax to be prowided on all temporary differences rather than
just timing differences as under UK GAAP In addition the adoption of |AS 12 results in
the Group recogrising deferred tax on revaluations and rolled over property gains on
disposal This has the effect of Increasing the tax charge by £3 0m in the 2005 income
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33 Explanation of transition to IFRS {continued)

statement and the net assets in the transttion balance sheet by £4 4m For the Group
there were two areas of significance where the difference between 1ax written down
value and book value gave rnise to additional deferred tax adjustments under IFRS
These were

- Deferred tax must be provided on re-valued land, this resulted in a deferred tax
hability of £0 8m at the end of 2005, and

- Deferred tax must also be provided on gains on disposal rolled over inte land,
and this gave nse to a deferred tax liability of £0 4m at the end of 2005

The effective overall tax rate on the 2005 loss before taxis 387% (817% UK GAAP)
The decrease 1s a result of deferred tax being provided on all temporary iming
differences as descrbed above

Reclassifications
In addiuon, {IFRS introduces a number of batance reclassifications that have no direct
impact on profit for the perod or net assets

a Intangible assets (IAS 38}

Capitalised software costs are currently charged to plant and equipment on the
balance sheet Under IAS 38 Intangible Assets only software thatis an integral part
of the retated hardware should be included in plant and equipment, all other software
should be reclassified as an intangible asset This has resulted in capitalised software
costs of £4 3m being reclassified as intangible fixed assets as a1 26 December 2004
There 15 no Income statement impact B

b Fensions (IAS 1}

The net of tax presentation 15 not permitted under IFRS 1 The deferred tax asset that
relates to the pension hability 1s no longer netted off against the pension creditor but
1s shown separately as a deferred tax asset

¢ Discontinued operations (IFRS 5}

IFRS 5 requires separate disclosure of the profit or loss from discontinued operations
net of tax in a single ine on the face of the Income statement The impact of reportng
discontinued operations in accordance with IFRS 5 1s shown in the appendix

o Cash flow (IAS 7}
The format of the cash flow statement will change with cash flow being categornsed
under the headings of operating, investing and financing

e Non operating exceptionals (145 1)

IFRS does not recogrise ‘non operating exceptionals’ This contrasts to UK GAAP
which required certain items to be separately disclosed on the face of the profit and
loss account below the operating profitline ltems which do not relate to underlying
business performance, such profit or loss on disposal of fixed assets will now be
reported 1n operating profit In the interests of clanty the Group waill highlight individual
iterns contained in operating profit where necessary to ensure that there 15 a full
understanding of performance in any period The defimition of tems to be separately
hughlighted on the face of the income statement will be consistently applied i

future years
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Independent Auditors’ Report to the Members of Galiform PLC

We have audited the group financial statements of Galiform plc for the 53 weeks
ended 30 December 2006 which comprise the Consolidated Incorme Statement, the
Consolidated Balance Sheet, the Consolidated Cash Flow Statement, the
Consclidated Statement of Recognised income and Expense and the related notes 1
to 33 These group financial statements have been prepared under the accounting
paolicies set out therein We have also audited the information in the Birectors’
Remuneration Report that 1s described as having been audited

We have reported separately on the parent company financial staternents of
Galiform plc for the 53 weeks ended 30 December 2006

This reportis made solely to the company’s members, as a body, in accordance
with section 235 of the Companies Act 1985 Our audit work has been undertaken so
that we might state to the company's members those matters we are required to
state to them in an auditors’ report and for no other purpose To the fullest extent
permitted by law, we do not accept or assurne responsibility to anyone other than
the company and the company's members as a body, for our audit work, for this
report, or for the opinions we have formed

Respective responsibiittes of directors and auditors
The directors’ responsibiites for preparing the Annual Report, the Directors’
Remuneration Report and the group financial statements in accordance with
applicable law and International Financial Reporting Standards {IFRSs) as adopted by
the European Union are set out in the Statement of Directors” Responsibiities

Our responsibibity 15 to audit the group financial statements in accordance with
relevant I_eg_al_and regulatory requirements and International Standards on Auditing
(DK;ndlréland) T T S S

We report to you our opinion as to whether the group financial statements give a
true and fair view whether the group financial staternents have been properly
prepared in accordance with the Companies Act 1985 and Article 4 of the IAS
Regulation and whether the part of the directors’ remuneration report described as
having been audited has been properly prepared in accordance with the Companies
Act 1985 We also report 10 you whether in our opimion the information given in the
Directors” Report ts consistent with the group financial statements
In addition we report to you if, In our opinion, we have not received all the information
and explanatons we require for our audit, orif information specified by law regarding
directors’ remuneration and other transactions 1s not disclosed

We review whether the Corporate Governance Statement reflects the company's
compliance with the nine provisions of the 2003 Combined Code specified for our
review by the Listing Rules of the Financial Services Authority, and we report if it does
not We are not required to consider whether the board's statements on internal
contro! cover all nisks and controls, or form an opinion on the effectiveness of the
group’s corporate governance procedures or its nsk and control procedures

We read the other information contained in the Annual Report as described in the
contents section and consider whether it 1s consistent with the audited group financial
statements We consider the implications for our report If we become aware of any
apparent misstatements or matenal inconsistencies with the group financial
statements Qur responsibilities do not extend to any further information cutside
the Annual Report
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Basis of audit opinion
We conducted our audit in accordance with International Standards on Auditing (UK
and Ireland) 1ssued by the Auditing Practices Board An audit includes exarmination, on
a test basis, of evidence relevani to the amounts and disclosures in the group financial
staternents and the part of the Directors’ Remuneration Report to be audited 1t also
includes an assessment of the significant estimaties and jJudgments made by the
directors in the preparation of the group financial statements, and of whether the
accounting policies are appropriate to the group’s circumstances, consistently applied
and adequately disclosed

We planned and performed our audit so as to obtain all the information and
explanations which we considered necessary in order to provide us with sufficient
evidence 10 give reasonable assurance that the group financial statements and the
part of the Directors’ Remuneration Beport to be audited are free from matenal
misstatement, whether caused by fraud ar other irregulanty or error In forming our
opinton we also evaluated the overall adequacy of the presentation of information in
the group financial statements and the part of the Directors’ Remuneration Report
to be audited

Opinion
In our opinion

— the group financial staternents give a true and fair view, in accordance with IFRSs
as adopted by the European Union, of the state of the group s affairs as at 3¢
December 2006 and of its loss for the 53 weeks thenended, B

— the group financial statements have been properly prepared in accordance with T
the Companies Act 1985 and Article 4 of the IAS Regulation

— the part of the directors’ remuneration report described as having been audied
has been properly prepared In accordance with the Companies Act 1985, and

- the information given in the Directors’ Report is consistent with the group
financial statements

Dehate. + Towde LS

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors

London

6 March 2007
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Company Balance Sheet

At 30 December 2006
300ec 24Dec
2006 2005
Naoes £m £n
Fixed assets
Investments 3 7015 6631
Current assets
Debtors 4 90 1097
Cash at bank and in hand 15 577
- 105 167 4
Current labihties
Creditors amounts falling due within one year 5 (92 7} (5 4)
Net current assets (822) 1620
Total assets tess current abilites 6193 8311
Non current habilities
Creditors amounts faling due after more than one year 6 (690) (1500)
Net assets 550 3 6811
Equity
Called up share capital 7 632 627
Share premium account 8 837 813
Special reserves 8 4826 4826
Profit and loss reserve 8 {79 2) 545
—-Totalequity — - - S e - - - — - - - - 550 3 6811

These financial statements were approved by the Board on 6 March 2007 and were
signed on 1ts behalf by Mark Robson, Director
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1 Significant company accounting policles

Basis of presentation

The Company’s accounting period covers the 53 weeks ended 30 December 2006
The comparative penod covered the 52 weeks ended 24 December 2005

Basis of accounting
The separate financial statements of the Company are presented as required by the
Companies Act 1985 They have been prepared under the histonical cost convention
andin accordance with applicable United Kingdom law and United Kingdom Generally
Accepted Accounting Standards The principal accounting policies are presented
below and have been applied consistently throughout current and prior periods,
except where changes have been made to previous policies on the adoption of new
accounting standards during the penocd

There has been na irmpact of the adoption of any new accounting standards in the
penod FRS 21 has no effect as there was no dividend payable creditor at 24
December 2005 FRS 20 had no effect in the current or prior period as the Company
has no employees FRS 17 ‘Retirerment Benefits’, FRS 21 "Events After the Balance
Sheet Date, FRS 22 'Earnings per share’, FRS 23 'The Effects of Changes in Foreign
Exchange Rates’, FRS 25 'Financial Instruments Disclosure and Presentation” FRS 26
‘Financial Instruments Measurement” and FRS 28 'Corresponding Amounts’ have
also been adopted with no impact

Investments

Fixed asset investments are shown at cost less provision forimparrment
Taxatton

Current tax, including UK corporation tax and foreign tax, 1s provided at amounts
expected to be paid {or recovered) using the tax rates and laws that have been
enacted or substantively enacted by the balance sheet date

Cash flow statement

The Company 1s exempt from the requirement of FRS 1 (revised) to include a cash
flow statement as part of ris Company financial statements because It prepares

a consolidated cash flow statement which 1s shown as part of the consolidated
Group accounts

2 Profit and loss account
As permitted by section 230 of the Companies Act 1985, no separate profit and loss
account is presented for the Company The Company result after tax for the 53 weeks
to 30 December 2006 was a loss of £133 7m (52 weeks to 2005 loss after tax for the
period of £152 4m)

The Company has no employees (2005 none), did not pay directors’ emoluments
{2005 £nih), and the audit fees were borne by a fellow Group undertaking in both the
current and prior penods
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3 Investments

Long-term
Sharesin loans to Qther
subsidiary subsidiary unlistad
undertakings undertakings  [mvestments Total
£m £m Em Em
At 24 December 2005 25 6665 01 6691
Additions - 324 - 324
At 30 December 2006 25 6989 01 7015
Detalls of principal subsidiary undertakings are given on page 138
4 Debtors
30Dec 24Dae;
2006 2005
Em £n
Trade debtors 41 41
Armounts owed by subsidiary undertakings - g86
Corporation tax 49 70
90 1097
5 Creditors amounts falling due within one year
30 0ec 24 Dec
2006 2005
£m £m
Other tax and social secunty 12 20
Current portion of long term bank loan 22 -
Owed to subsidiaries 124 -
Other creditors 670 -
Accruals and deferred income 99 34
927 54

Other creditors includes an amount of £50 O in respect of deferred consideration

following the disposal of the Group s MFI Retall arm

132 Gahform Annual Report 2006




6 Creditors amounts falling due after more than one year

30Dec 24 Dex
2006 2006
£m m
Long term portion of bank loan 582 1500
Other long term creditor 08 -
630 1500
The other long term creditor of £10 8m 1s an amount due under the sale agreement for
the Group's MFI Retail arm, which was sold durnng 2006 More detalls are given in
note 21 of the consalidated Group accounts
30Dec 24 Dec
2006 2005
£m £m
The borrowings are repayable as {ollows
Current liabilities
Ondemand or within one year 22 -
Non-current fiabilities
In the second year 22 -
In the third to fifth years inclusive 577 1500
Less prepaidissue fees set aganst cost of loan (17} -
58 2 1500
_Total borrowings . . . ol - e . - _ 604 1500
All borrowings are in sterling
The weighted average interest rates paid on the borrowings were as follows
2006 2005
% %
Weighted average interest rate 64 53
Tre directors estimate the fair value of the Group's borrowings are as follows
30Des 24 Dec
2008 2005
£m £m
Total borrowings 604 1500
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7 Share capital

2006 2005 2006 2005
No No £m £
Ordinary shares of 10p each
Authorised
At the beginning and end of the penod 775,152,000 775,152,000 775 775
Allotted, called up and fully paid
Balance at the beginning of the penod 627,298,881 623,170,181 627 623
{ssued dunng the penod 4,360,865 4,128,700 05 04
Balance at the end of the perniod 631,659,746 627,298,881 63 2 627
8 Reconciliation of movements in equity shareholders’ funds
Calledup Share
share premium Special Retained
capital account regerve earnings Total
£m £m £m Em £m
As at 24 December 2005 627 813 4B26 54 5 6811
Retained loss for the perncd - - - (1337} (1337
Shares 1ssued 05 24 - - 29
At 30 December 2006 632 837 4826 (792) 5803

The special reserve was created as a result of a capital reduction in November 1993 it

1s now distnbutable _
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o Contingent lizbilities
Contingent habihties
a Relating to the disposal of the MF| Retall operations
As disclosed at the time of the transaction with MEP Mayflower Limited {"MEP'}, the
Company Is the ultirmate guarantor on leases n relation to 56 properties which are
occupied by the MF! Retait operations If MEP suffers financial distress and defaults
on its obligations under the relevant leases the Company's guarantees are tnggered
For the period ended 25 December 2005 the net rentals payable by the Company in
respect of these properties totalled £15 8m Remaining lease terms range between 6
months and 15 years from 30 December 2006

The Company 1s not aware of any signs which indicate that the purchaser 1s n
financial distress There 1s uncertainty whether the purchaser will ever suffer financial
distress and thereby tngger the guarantee, and as to whether there would be any
actual net hability If the Company ever did have to meet the lease obligations, given
that the Company could mitigate any habilities by surrendernng or assigning the leases,
or by subletting thern to third parties

Because of the nature of the uncertainties, as described above the Company 13
unable to give an estimate of the financial effect of this contingent habiity

The Company I1s also exposed 1o potential costs 1n respect of certan warranties
and indemnities in relation to the disposal agreement in favour of the purchaser
The Company has made such provision asis considered necessary in this respect

b Other guarantees
_The Company has guaranieed a US$ 10 0Om {2005 USS 10 Om) letter of credit faciity

from Standard Chartered BanT( 1;1 fa\_/c;u—r o-f_I\AF_I As:;a _L_:rnn_teaﬁ_‘é su_pT)I_aer-s Ths
contingency would only trigger in the event that MF] Asia Limited fails to honour its
obligations under the terms of the facility

Mermbers of the Group have assigned UK property leases in the normal course of
business Should the assignees fail to fulfil any obligations in respect of these leases,
rmembers of the Group will be lrable for those defaults The number of claims ansing to
date has been small and the cost, which 1s charged to Income as 1t anses, has not
been material

There 1s a Group VAT registration cross-guarantee under which if one Group
company falls to pay its VAT then the other Group companies are Jointly and severally
liable The amount outstanding on this guarantee at the period end 15 £19 Om
{2005 £19 Om}

in February 2008, the Group refinanced its medium term debt The Company,
together with other Group companies, has guaranteed the obligations under the new
bank facility

The Company has guaranteed payments due by certain Group subsidianes to one
of therr suppliers In the unlikely event that the subsidianes do not meet their own
payments, the lability under this guarantee is capped at £10m and €5m

¢ Other

Aon have made a clam of £11 5m against the Company in respect of termination of an
extended warranty agreement On the basis of information available, the Company
has been advised that there 1s httle mentin the claim
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Independent Auditors’ Report to the Members of Galiform plc

We have audited the parent company financial statements of Galiform plc for the 53
weeks ended 30 December 2006 which comprise the Batance Sheet and the related
notes 1t0 9 These parent company financial statements have been prepared under
the accounting policies set out theremn

We have reported separately on the group financial staterments of Galiform plc for
the 53 weeks ended 30 December 20086 and on the infarmation in the directors’
remuneration report that 1s described as having been audited
This report 15 made solely to the company’s members, as a body, in accordance with
section 235 of the Companies Act 1985 Our audit work has been undertaken so that
we mught state 1o the company s members those matters we are required to state to
them in an auditors’ report and for no other purpose To the fullest exient permitted by
law, we do not accept or assume responsibility to anyone other than the company and
the company's members as a body, for our audit work, for this report, or for the
opinions we have formed

Respective responsibilities of directors and auditors
The directors’ responsibilities for preparing the Annual Report, the Directors’
Remuneration Report and the parent company financial statements in accordance
with applicable law and United Kingdom Accounting Standards {United Kingdom
Generally Accepted Accounting Pracuce) are set out in the Statement of
Directors’ Responsiblities

Our responsibility 15 1o audit the parent company financial statements and the part
of the Directors’ Remuneration Report to be audited in accordance with relevant legal
and regulatory requirements and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the parent company financial
statements give a true and fair view and whether the parent company financial
statements have bean properly prepared in accordance with the Companies Act 1985
We also report 1o you whether in our opinien the Directors’ Report is consistent with
the parent company financial statements

In addition we report to you If In our opinion, the company has not kept proper
accounting records If we have not received all the information and explanations we
require for our audit, or if information specified by law regarding directors’
remuneration and other transactions is not disclosed

We read the other information centained in the Annual Report as descnbed in the
contents section and consider whether 1t 1s consistent with the audited parent
company financial statements We consider the implications for our report if we
become aware of any apparent misstatements or material inconsistencies with the
parent company financial statements Our responsitilities do not extend to any further
information outside the Annual Report
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Basis of audit opinion
We conducted our audit in accordance wath International Standards on Auditing
{UK and ireland) issued by the Auditing Practices Board An audit includes
examinaiion, on a test basis, of evidence relevant to the amounts and disclosures in
the parent company financial statements 1t also includes an assessment of the
significant estumates and judgrnents made by the directors in the preparation of the
parent company financial statements, and of whether the accounting policies are
appropriate to the company’s circumstances, consistently apphed and
adequately disclosed

We planned and performed our audit so as to gbtain all the information and
explanations which we considered necessary In order to provide us with sufficient
evidence to give reasonable assurance that the parent company financial statements
are free from material misstatement, whether caused by fraud or other irregularnty
orerror bn formung our opinien we also evaluated the overall adequacy of the
presentation of information in the parent company financial statements

Opinion
In Qur optnion

— the parent company fimancial statements give a true and fair view, in accordance
with United Kingdom Generally Accepted Accounting Practice, of the state of
the company’s affairs as at 30 December 2006

— the parent company financial have been properly prepared in accordance with
the Companies Act 1985, and _

— theinformation given in the Directors’ Reportis consistent with the parent

company financial statements
Oeloitte & Touche LLP
Chartered Accountants and Registered Auditors
London
6 March 2007
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Parent company and principal subsidiary undertakings

CowTiry o reguira* st Of mcH oraton

Parent company
Gabform plc England and Wales

Principal subsidiary undertakings
Intermediate holding company

*Orchardiight Limited England and Wales
Trading
Howden Joinery Limied England and Wales
Houdan Menuisenes Limited France
Supply
White Space Furniture Limited England and Wales

{renamad Howden Kitchens Limited on 22 Jan 2007)

Property management
Howden Joinery Properties Limited England and Wales

Norse Propertes Limited England and Wales
tienamed Howden Kitchens PropertiesLimited on 22 Jan 2007)

Finance
*Southon Insurance Company Limited Guernsey

Adrninistration

Galform Corporate Services Limited England and Wales
Group People Services Limited England and Wales
Joint venture

MF1 Asia Limited Hong Kong

irenamad Howden Kitchens Asia Lirmited on 9 Feb 2007)

* Tha Cempany ulimately owns 100% of the ordnary share capital of 2!l of the above mentoned companies except the
joint vanture which it owns 50% of
The investmentsn tha companias markad with an astensk are owned directly by the Company

We have taken advantage of the exemption provided in section 231(5)(a) of the

Comparues Act 1985 for those undertakings whose financial position do not
principally affect hgures in the Company’s individual accounts or the Group accounts
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Five year record

Reportea unoa IFAS Reporegunder UK GAAP
Dec 2008 Do 2005 Dec 2004° Dec2003* Dec 2002 -
53weeks 52 waeks 62 weeks 52 weeks 62 wesks
fm £m L £m fm
Summarised Income statement
Revenue - continuing operations 7330 6218 13952 13673 11832
Revenue - discontinuing operations 546 8 8304 1194 114 2 94 2
1,2798 15522 15146 14815 11,2874
Operatng profit — continuing operations 325 408 308 1053 775
Operating profit = discontinuing operations (1796} {144 4} 16 03 23
Share of joint venture operating loss 10 086 {21} 21 (z0)
(1461} ({303 0} 303 1035 778
Profit on continuing ordinary activities before tax 572 425 2086 179 808
Dwvidend per share {pence) - 20 40 38 31
Basic EPS - (pence) 10 11 13 i54 102
Summarnised balance sheet
Total non-current assets 1693 3572 4034 4106 3815
Invenitories 1261 1735 2384 1957 1771
Recevables 102 4 1345 2179 1879 1240
Payables and provisions (2820Q) (27140 (3728) (3578) {3394)
Pension liability (189 2) (2971F (206 2) - -
{2427y (2605} (1227) 260 (38 3)
Net (borrowings)/cash {4 1) {55 5) (62 2) 106 389
Total net assets (77 5) 412 2185 447 2 3821
* Notrestated for FRS17 or for the disposal of UK Retanl
Number of outlets at end of year
Howden Joinery 382 342 320 300 269
Houdan France ih] 1 - - -
Capital expendriture {Em) 28 a8 83 127 98
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Shareholder information as at 30 December 2006

Number  Percentags Number  Percentage
of holders. of hoiders ofshares of shares

Corporate holders
0to 1,000 ™ 09 43,390 00
1,001 t0 5,000 177 16 506,208 01
5,001 10 10,000 79 a7 601,622 01
10,001 10 50,000 179 16 4 615,066 07
50,001 to 100,000 50 05 3.642,310 06
100,001 to 250,000 73 07 11,909,900 19
250,000 to max 180 17 585,187,764 926
839 77 606,506,260 96 0

Indidual holders
0to 1000 7,217 66 3 3,182,813 05
1,001 105 000 2,303 211 5,602,980 09
5,001 to 10 000 3n 31 2607494 04
10,001 10 50,000 162 15 3,047 262 05
50 001 to 100,000 10 o0i 804,579 01
100,001 t0 250,000 6 a1 1,047,207 02
250,000 to max 6 01 8,961,151 14
10,045 92 3 25,153,486 40
Total 10,884 1000 631,659,746 1000
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Advisers and committees

Principal banker
tloyds TSB plc

10 Gresham Street
London

EC2V 7AE

Jont financial advisers
and stockbrokers
Dresdner Kleinwort Ltd
30 Gresham Street
London

EC2P 2XY

UBS Ltd

1 Finsbury Avenue
London

EC2M 2PP

Solicitors

Freshfields Bruckhaus Dennger
65 Fleet Street

London EC4Y 1HS

Audrtor

Deloitte & Touche LLP
Chartered Accountants
1 Little New Street
London

EC4A 3TR

Registrar
Computershare Investor
Services Plc

The Pavilions
Bridgwater Road

Bnistol

BS13BAG

Registered Office
International House

1st Floor, 66 Chiltern Street
London

WU 4JT

Remuneration Commitiee
Michael Wemms (Chairman)
Angus Cockburn

lan Srruth

Peter Wallis

Nominations Committee
Will Samuel {Chairman)
Angus Cockburn

"1an Smith

Michael Wemms
Peter Wallis

Audit Committee
Angus Cockburn {Chairman)
ian Smtth
Michaet Wemms
Peter Wallis
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