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2010 HIGHLIGHTS

TRAVEL

+ Travel sells a tailored range of Newspapers, Magazines
Beoks and Impulse products for people on the move and
a broader converence range 1n haspitals and workplaces

|
+ Qur objective 15 to grow the business by improving our |
customer offer, renewing existing contracts and winming '
new ones, and by developing new formats and channels I

During the year, Travel achieved a record profit?
performance and 15 well positioned for future growth

The business aperates from 516 units (2009 490 umts)
In arrports, rallway statiens, motorway service areas,
hospitals, workplaces and bus stations, 17 units are

n non-UK locations

-

+ Umits range frem 90 square feet to more than 6,000
square feet with a total of 0 4m square feet of selling
space, excluding motorway service areas, as of
31 August 2010 (2009 O 4m square feet)

E452m £53m

Sales (2009 £448m) Proft! {2009 £48m)

HIGH STREET

+ High Street sells a wide range of Stationery, Books,
Newspapers, Magazines and Impulse products, as
well as a convemence offer of Entertainment products

* Qur objective 1s to be Britain’s most popular stationer,
bookseller and newsagent

+ Duning the year, High Street delivered further profit
growth through continuing to 1mplement its strategy
1o build autharity in is core categenes, optimising
margins and tightly controlling costs

- We have a total of 573 High Street stores (2009
565 stores), located 1n almost all of the UK's major
high streets

Stores range 1n size from 777 square feet to more
than 23 000 square feet, with a total of 3 Om square
feet of selling space as of 31 August 2010 {2009

3 Om square feet)

£860m £5Im

Sales {2009 £892m) Profit! 2009 £49m)

! Profst from trading operations i stated after directly atiributable share based
payment and pension service charges and befare allocation of central costs
exceptional items Interest and taxation



GROUP AT A GLANCE

ABOUT US
WH Smith PLC one of the UK s leading retailers 1s made
up of two core businesses - Travel and High Street

We have a presence in a wide range of locations including
high streets shopping centres airports train stations
motorway service areas hospitals workplaces and bus
stations primarily 1n the UK

Our website www whsmith co uk serves customers onbine
24 hours a day

Qverall WHSmith employs approximately 17 000 staff
primanly 1n the UK

WH Smith PLC 1s histed on the London Stock Exchange
{SMWH) and 1s included in the FTSE 250 Index

A commitment to the principles of corporate responsibility
15 at the heart of WHSmith We continue to be ranked highly
n the Business n the Commumity s Corperate Responsibility
[ndex 1n recogmtion of our perfermance

PROFIT BEFORE EXCEPTIONAL ITEMS AND TAXATION (£m)

UNDERLYING DILUTED EARNINGS PER SHARE! (p)

! Profit after tax and before exceptional items - diluted
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CHAIRMAN'S STATEMENT

This year both businesses have
made further progress with the
delvery of their distinct strategies

WH Smith PLC  Arnual Report and Accounts 2010

As your new Chairman, | am pleased to report another
year of good performance, with both businesses
making further progress with the delivery of their
distinct strategies This performance demonstrates
our ability to deliver 1n a tough trading climate as

we continue to grow our Travel business strengthen
our core categories in the High Street and create
shareholder value

The Group continues to be highly cash generative with

a strong balance sheet as we focus on profitability and
cash generation in both the Travel and High Street
businesses Group profit before tax and exceptional
items was nine per cent ahead of last year at £89m This
15 a notable achievement, in light of the uncertain trading
environment Total revenue fer the Group was down two
per cent at £1 31 billion with Like-for-like [LFL] sales
down four per cent and strong free cash flow' of £82m
This performance led the Board to recommend a final
dividend of 13 3p and to announce on 14 October 2010
our intentien to return up to £50m of cash to
shareholders via a rolling share buyback programme

The Travel business has delivered another strong
performance with further profit? growth This
demonstrates the strength of the division s business
model, with the business conttnuing to grow despite
soft air passenger numbers and the disruption caused
by the volcanic ash cloud during the spring We have
made further good progress with the development of
our new channels opening nine new units in hospitals
and six in workplace locations, with opportunities for
growth identified in both channels aver the next five
years Ourinternational outlets are also performing
well and we now have units open 1n Calais and Shannon
{run by WHSmith directly), Copenhagen (part of a joint
venture] and on a franchise basis in Stockholm, Muscat
and Delhi Travel achieved total sales growth of one per
cent and profit? growth of ten per cent

in High Street we have made further progress with our
strategy to bulld our authority in our core categories
and rebalance the mix of the business away from
Entertainment Successful cost control continues to be
of high iImportance and n additton to this we have seen
a further strong gross margin performance during the
year The division continues its record of strong cash
generation as a result of eificient stock management
and effective capital investment together wath a record
of cansistent profit growth This year, High Street
delivered profits? up by four per cent

When trading conditions are chailenging, we rely more
than ever on the commitment of our management
tearns, staff and suppliers These results would not
have been achieved without their oengoing loyalty and
support My thanks go to all our staff across the Group,
whose hard work has delivered this set of resulis




Corporate Responsibility (CR] remains a focus for the
business and, as the business develops, we work to
adapt our CR strategy 1o ensure that it remains relevant
and continues to add value During the year, we have
extended our commumity engagement programme to
work in our new hospital channel | am proud to say
that we have presented library resources to hospitals
around the country, consistent with cur commitment
to promote literacy, while also providing a welcome
diversion for patients young and old Our efforts in all
areas of CR continue to be recogmsed in the Business
in the Community CR Index where we are delighted
to have been awarded the highest ranking, Platinum,
for the third year runming

There have been a number of changes to the Board
Robert Walker, Non-Executwe Chairman, retired from
the Board on 31 August 2010 Robert had served as
Chairman since 2005 and on behalf of the Board |
would like to thank him for his valued contribution
to the Group Luke Mayhew alsc stepped down as a
Non-Executive Director on 31 August 2010 after five
years valuable service on the Board Henry Stauntan
who joined the Board on 1 September 2010 brings
extensive finance and retall expertise and | know
that | and my colleagues on the Board very much
look forward to working with him

Whilst we are well positicned we remain cautious

about consumer spending In the year ahead From
a personal perspective, | am delighted to be joining
Kate and the management team and am excied

at the opportunities that lie ahead for thg Group

as we continue to npleme tratedyc plans

Walker Boyd — .
Chairman, WH Smith PLC
14 October 2010

! Met cash flow from cperating actrvties adjusted for capital expenditure
pension deficit funding tax refunds and et interest recerved

! Profit fram trading operations 1s stated after directly attnbutable
share-based payment and pension service charges and before central
costs exceptional items nterest and taxation

The Group continues to be
highly cash generative with

a strong balance sheet as we
focus on profitability and cash
generation in both the Travel
and High Street businesses

Annual Report and Accounts 2010 WH Smith PLC
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DIRECTORS' REPORT AND BUSINESS REVIEW

This Annual Report has been prepared for and only for,
the members of the Company, as a body and no other
persons The Company, its directors, employees agents
or advisers do not accept or assume responsibility to any
other person to whom this document 1s shown or into
whose hands it may come and any such responsibility

or Liability 1s expressly disclaimed By ther nature the
statements concerning the risks and uncertainttes facing
the Group in this Annual Report involve uncertainty since
future events and circumstances can cause results and
developments to differ matenally from those anticipated
The forward-looking statements refiect knowledge

and information available at the date of preparation

of this Annual Report and the Company undertakes no
obligation to update these forward-looking statements
Nothing in this Annual Report should be construed as

a profit forecast

WHSmith intends to build on
1ts position as the UK’s most
popular stationer, bookseller
and newsagent by continuing
to grow 1ts strongly performing
Travel business and delivering
1ts High Street plan

PRINCIPAL ACTIVITIES

The Company one of the UK s leading retail groups,

1s made up of two core businesses - Travel and High
Street Travel sells a taillored selection of Newspapers
Magazines, Books and Impulse products in arports
train stations motorway service areas, hospitals,
workplaces and bus stations, and High Street sells

a wide range of Stationery, Books, Newspapers,
Magaztnes and Impulse products and a convenience
offer of Entertainment products

WHSmith s outtets are frequently the first choice for
people buying our products on the high street and we
are a trusted convenience retailer for customers at
travel locations We have an extensive store portfolio
operating from 514 Travel units [including franchise
units) and 573 High Street stores, with leading positions
in Stationery, Books and Magazines Overall, WHSmith
emptoys approximately 17 000 staff primarily in the UK

WH Smth PLC Annual Report and Accounts 2010

WHSmith also reaches customers via www whsmith co uk
- serving custemers online 24 hours a day

The Company Is listed on the London Stock Exchange
[SMWH] and 15 included n the FTSE 250 Index

Maore information about the business is available

at www whsmithplc co uk

BUSINESS OBJECTIVES AND STRATEGIES

WHSmith intends to build on 1ts position as the UK s
most popular stationer, bookseller and newsagent
by continuing to grow its strongly performing Travel
business and delivering its High Street plan

We aim to improve the Company s profitability and
cash flow generation delivering sustanable returns to
shareholders We believe that @ concentration on these
factors will be reflected in a total shareholder return
that cornpares well with our peer group of equivaient
listed companies

We invest where we believe we will achieve a return

on investment above our cost of capital While external
ecenomic and other factors might affect us in the short
term we believe that most of the markets we are
focused on will deliver sustainable returns

Travel I1s focused on delivering value to shareholders
through erganic growth in its existing outlets, securing
new contracts trialbing new formats increasing
average transaction value and making improvements
to trading efficiency

The High Street plan remains unchanged and
concentrates on building on our authority in core
categories optimising margins controlling costs and
ensuring we deliver the retall basics High Street has
made significant progress in the delivery of #ts plan

We aim to act responsibly towards all our stakeholders
including customers suppliers, business partners
employees and the communities in which we operate
Our annual Corporate Responsibility Report 1s available
at www whsmithple co uk/corporate_responsthtlity

with a summary of our approach on pages 15to 17

of this report




CHIEF EXECUTIVE'S REVIEW

This year, the Group has delivered another good profit!
performance Both businesses continued to create value
through their distinct strategies with Travel delivering
record profit’ (n the year and further profit’ growth and
strong cash generation from the High Street

Going forward, the cash generative
nature of the Group will be a key
driver of shareholder value

The Group remasins highly cash generative and has a
strong balance sheet At the year end, the Group had
net funds of £56m This strong position has enabled us
to announce a further return of cash to shareholders by
way of an on market share buyback and an 18 per cent
increase In the proposed final dividend Going forward
the cash generative nature of the Group will be a key
driver of shareholder value

Both the Travel and the High Street businesses have
continued to deliver operating performance ahead of
expectations, achieved through strong cost control
increased gross margins and taking sales cpportunities
when they arose

The Group has a strong and consistent record of both
profit growth and cash generation Our profit
performance demonstrates the Group s relative
resilience in the current climate In High Street our
average transaction vatue 15 relatively low, which
means the business Is less impacted than higher ticket
retailers in imes of economic unceriainty In Travel
our turnover-retated rental contracts give us a partial
profit shield As a Group we are well positioned for

the recovery and for future growth

Group summary

The Group generated profit before tax and exceptional
items of £89m (2009 £82m), an increase of nine per
cent on the prior year Total Group profit before tax
was £8%m (2009 £81m)

Underlying earnings per share? «ncreased by 11 per
cent to 45 7p (2009 41 3p), with earnings per share
(including exceptional items)® of 45 7p (2009 40 ép)

The Group remains hughly cash generative and
continues to have a strong balance sheet Net funds
were £54m versus net funds of £45m as at 31 August
2009 Group free cash ftow® was £82m (2009 £89m]

The Board has proposed a final dividend of 13 3p per
share an increase of 18 per cent on the prior year,
giving a total ordinary dividend per share of 1% 4p

a 16 per cent increase on the prior year In addition,
the Board has announced the return of up to £50m cf
cash to shareholders through a rolling share buyback
programme The proposed increase in final dividend
tagether with the return of cash to shareholders,
reflects the cash generative nature of the Group and
the Board s confidence in its future prospects

Travel delivered a record performance, with operating
profitt increasing by ten per cent to E53m During the
year, Travel made further progress in its established
channels Air Rail and Motorways, as well a5 (nits
newer channels Workplaces, Hospials and
International

High Street profit' was £51m up four per cent on

the prior year with the business continuing to deliver
caonsssient profit growth and cash generation We
continue with our strategy to rebalance the mix of
our business towards our core categories and reduce
our presence In Entertainment to optimise margins
and maintain tight cost control

Total Group sales were £1 312m (2009 £1 340m) wath
like-for-like [LFL) sales down four per cent Travel sales
grew by one per cent to £452m, down two per cent on a
LFL basis High Street sales were down four per cent at
£860m and down four per cent on a LFL basis [excluding
Entertainment, LFL sates were down one per cent|

' Profit from trading operatiens is stated after directly atinbutable
share-based payment and pensicn service charges and before
central costs exceptional items interest and taxation

! Profit after tax and before exceptional items - diluted
TEPS as per IAS 33 - diluted

¥ Net cash flow frem cperating actmties adjusted for capital expenditure
pension deficit funding tax refunds and net inierest receved

Annual Report and Accounts 2G10° WH Smith PLC




DIRECTORS' REPORT AND BUSINESS REVIEW

WHSmith Travel

Nature of business and markets

The Travel business trades under the same brand as

the High Street business and operates 514 units mainly
in atrports rallway stations, motorway service areas,
haspitals, workplaces and bus stations, primarily in the
UK Of the 516 urits 128 are operated under franchise
agreements Travel stores sell a more tailored range

of products than High Street stores to cater for people on
the move or in need of a convenience offer Travels typical
customer has less time to browse than the High Street
customer and I1s more (nterested in reading materials

for a journey as well as purchasing food, drinks and
confectionery Consequently, there 1s a imited demand
for stationery and entertainment products and the product
range and format of each Travel store reflects this

The Travel business offers
opportunities for expansion 1n
each of 1ts channels and continues
to win new contracts

Due to their location and convenience-orientated
nature, Travel stores are on average significantty
smaller than those in the High Street portfolio At

31 August 2010 Travel operated from a total of 0 4m
square feet of selling space with units ranging in size
from 90 square feet to more than 4,000 square feet Of
the 514 Travel units, 136 are in arports, 117 in railway
stations, 119 tn motorway service areas [most of which
are franchise uritst 103 in hospitals and 24 in locations
such as bus stations and workplaces Seventeen umits
are in non-UK locations in France Republic of Ireland
Denmark Sweden India and Oman

Travel has a separate operating structure and
management team from High Street, reflecting the
distinct operational and strateqic challenges of the two
businesses Travel stores are typically in higher footiall
locations than High Sireet stores, resulting tn higher
average rents, with rents paid as & percentage of sales
(subject to minimum guarantees| Travel s less
affected by the Christmas trading period Increased
passenger traffic during the summer holiday season,
particularly in airports, contributes to a summer peak
In sales

WH Smath PLC  Annuat Report and Accounts 2010

Travel s business model is made up of three elements
a compelling customer proposition, a strong track
record with landlords and the ability te translate

the fundamentals of the modet to other formats

and channels

Growth drivers

The Travel business offers opportunities for expansion
in each of its channels and continues to win new
contracts in arports ralway stations motorway
service areas, hospitals and workplaces Despite soft
arrport passenger numbers medium-term forecasts
suggest that passenger numbers in Air will return to
growth and Travel 1s well-positioned to benefit when
the recovery comes In Rall Hospitals and Motorways
we have seen little change In customer trends

The business continues to develop other store formats
such as specialist bookstores and a talored workplace
format and we are testing different operating models
in travel locations overseas directly run, partnership
and franchise As at 31 August 2010 we operated from
six infernattonal locations

Competitive position and strengths

The Travel business I1s impacted by gecpolitical events
war and acts of terrorism which have from time to time
contnbuted to a reduction In commuter and travelling
customer traffic and a heightened apprehenston around
rail and air travel Closure of routes both planned

and unplanned, such as strikes and weather-related
disruption, as well as other factors affecting passenger
traffic can also affect operating results

Travel faces competition i 1ts product categories
prrmarily from ather convernence retailers in rail air,
motorways, hospitals and workplaces The growth

of these retailers may take market share from Travel
and have a negative impact on revenue and profit

Travel has significant competitive strengths Its
business model 1s made up of three elements

a compelling customer proposition with a widely
recognised and respected brand, a streng track
record with landlords and the ability to translate
the fundamentals of the model to other formats

and channels The business alse has prime locations
In each of its main channels, igh levels of customer
footfall, purchasing and sourcing scale and an
experienced senior management team Considering
all these factors, the Board believes that Travel s
well placed to create shareholder value by delivering
long-term profit growth and strong cash generation




Performance review 2009/10

Travel achieved further profit' growth with the business
being well placed for recovery in air passenger numbers
Profit! increased by ten per cent to £53m (2009 £48m),
achieved as a result of increased sales cambined with
improved gross margin and gooed cost control

% LFL %
Em 2010 2009 Change Change
Revenue 452 448 1% (2%]
Profit from
trading operations' 53 48 10%

! Prohit frem trading operatiens 1s stated after directly attributable
share-based payment and pension service charges and before
allocation of central costs exceptional items interest and taxation

Total Travel revenue grew by one per cent driven by new
business and was down two per cent on a LFL basis
with revenue continuing te outperform air passenger
numbers Gross margin increasad by around 170 basis
paints (bps) during the period, due to good category
mix management and further buying improvements,
resulting in more sales in higher margin categories
such as books confectionery and drinks

In our Airport stores we saw LFL sales down four per
cent Air passenger numbers remain soft, however we
continue to deliver performance ahead of passenger
numbers We saw some disruption during the period
due to airline strike days and the volcanic ash cloud
grounding planes however our turnover-related rental
model provided us with a partial profit shield Medium
term we expect that passenger numbers will return
to pre-recession growth levels However we expect
passenger numbers to remain subdued in the short
term so we are planning cautiously We are wetl
positioned when recovery does come We continue to
grow our space in Air and during the year we opened
seven new units at locations including Belfast landside
and Edinburgh arrivals and we plan te open a further
eight units durtng the coming year

In our Rail channel LFL sales were up one per cent We
have identified further opportunities to open rail stores
and opened four new units in regional rail locations in
the year including Kingstan upen Thames and Woking
We plan to apen units in around six other regional
railway stations in the year ahead

In recent years we have established a strong presence
in the Hospital channel and now have 103 units open
which are performing well During the year we opened
nine new units at locations including Watford and
Dencaster We continue to see growth cpportunities

in this channel and expect to open around 50 new units
over the next five years

We have made good progress in our new workplace
channel with eight units now open either within or
Just outside large office buildings We would expect
to open a further 40 new units over the next five years

Our international units are performing well with
customers reacting favourably to both the WHSmith
brand and offer We have now opened a further 14
new units in international locations Copenhagen
Stockholm, Shannon Calais, Muscat and Delht We
also announced on 14 October 2010 our plans to open
units in three further international locations Mumbai,
Melbourne and Sydney

Our international units are
performing well, with customers
reacting favourably to both the
WHSmith brand and offer

The Travel bustness now operates from 516 units,
including motorway service area franchise units and
coffee shops Seven umits were closed, primarily due
to landlord redevelopment We renewed 23 contracts
and completed seven refits during the year Excluding
motorway service area franchise units Travel occupies
0 4m square feet (2009 0 4m square feet)

Annual Report and Accounts 2010 WH Smith PLC
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DIRECTORS' REPORT AND BUSINESS REVIEW

WHSmith High Street

Nature of business, market and competitive pesition

The High Street business cperates 573 stores with an
extensive reach across the UK and a presence on nearly
every significant UK high street At 31 August 2010 High
Street operated fram a total of 3 Om square feet of selting
space with stores ranging in size from 777 square feet

to more than 23,000 square feet

High Street sells a wide range of products, which are
divided into four categories Stationery [sncluding
grestings cards), Books, and News and Impulse
[including newspapers magazines, confectionery and
other impulse products), as well as a cenvenience offer
of DVD products in some stores High Street s trading
1s seasonal, peaking at Christrnas, with other peaks

at Easter and in August and September for the

Back to School range

The online retail business is operated by High Street
and sells a range of Stationery, Books, Magazines
and Gifts through its website at www whamith co uk
and Entertainment products through

www whsmithentertainment co uk

The High Street business delivered
another sohd performance,
demonstrating the resilience

of the business 1n uncertain
economic conditions

Growth dnivers

High Street s performance 1s dependent upon overall
growth in consumer spending, growth in the non-food,
nan-clothing sector and High Street s ability to take share
inits product markets The management team believes
that, fellowing the current slowdown in censumer
spending (i our markets, we shauld see a return to

mare normal levels of growth aver the longer term

Competitive position and strengths

High Street s competition comes primarily from other high
street specialists supermarkets and internet retailers
Online retailers offer customers access to our product
categories via their computers, white supermarkets give
customers access to our product categories as they carry
out their regutar food shopping The growth of either retail
format may take market share away from the High Street
business and may have a negative effect on the sales and
profit generated by our High Street stores

WH 3mith PLC  Annual Report and Accounts 2010

High Street has significant competitive strengths The
Board believes 1t 1s well placed to deliver strong cash
generation and create sharehclder value through factors
such as its widely respected and recognised brand prime
sites in key UK high street retail locations high customer
footfall, leading positions I its core categornies allowing
It to operate with scale, purchasing and sourcing scale,
driving value for the customer and an experienced senior
management team

Performance review 2009/10

The High Street business delivered another solid
performance, demonstrating the resilience of the
business in uncertain econormnic conditions High Street
operating profit’ increased by four per cent to £51m
(2009 €£49m) with the business continuing to deliver
consistent profit growth This was achieved through
continuing to build our autherity in our core categories,
optimising margins, tightly controlling costs and
delivering the retailing basics Cash generation in the
dvision continued to be strong

High Street sales were down four percent andona LFL
basis down four per cent In line with our strategrc plan
to rebalance the mix of our business towards our core
categories Excluding Entertainment LFL sales were
down one per cent

% LFL %
£m 2010 2009 Change Change
Revenue 840 892 [450) (4%)
Profit from
trading operations' 51 49 4%

! Profit from trading operations 15 stated before allocation of central
costs exceptionalitems interest and taxahon and after directly
atiributable share-based payment and pension service charges

We continue to build on our market-leading position

In Stationery LFL salas were up one per cent and as
planned, gross margin was also up We saw a strong
market share performance in both general and seasonal
stationery driven in part by additional space given ta
general stattonery at Christmas to continue driving sales
of everyday essentials through the period This space
then transferred to seasonal stationery post-Christmas
to more effectively manage clearance and markdowns
Our stock position coming out of the key Christmas period
was good and helped to support the margin growth in
the category We continue to develop new ranges, such
as educational toys which are performing well and
enhance our streng children s offer As part of the
development of the categery we have alse completely
re-launched our personalised greetings cards effer
through the Funky Pigeon brand




In Books, LFL sales were down but gross margin was

up year on year The books market was soft however
performance varied by category, wath fiction up year on
year kids flat and non fiction down with the reduction in
sales of celebrity mographses betng a key driver of market
decline over the period We again saw further good share
performance versus the general retail market as we
continue to implement our strategy to build our authority
as a popular book specialist The strength of our position
enabled us to secure the rights to launch the new Richard
and Judy Book Club, exclusvely to WHSmith and also
saw WHSmuth awarded Children s Bookseller of the Year
We are building a strong position in the developing eBooks
market with our eBookstare currently offering around
30,000 eBooks at very competitive prices and accessible
via PCs, tablet devices (inctuding the 1Pad], eReaders and
smart phones

We again saw further good
share performance versus the
general retaill market as we
continue to 1implement our
strategy to build our authority
as a popular book specialist

News and Impulse LFL sales were down year on year
but with an improvement in gross margin  The magazine
market continues to be challenging, particularly for
monthly magazines and partworks where we are
traditionally strong However we have maintaned our
market share Our expanded bookazine ranges have
contributed to this market share performance with
popular titles including the 1Pad bookazing Impulse
categories continued to grow during the year with some
benefit following the ¢losure of Woolwerths

In Entertainment we continued with our strategy to
reduce steadily our presence In this category and we
saw LFL sales down 42 per cent During the year, we
completed the exit from music and rulttimedia Qur
Entertainment offer now focuses on a small range of
DVDs in around 350 of our stores

We delivered margin improvemment of around 150bps over
the course of the year The biggest contributer continues
to be category mix management as we reduce our
presence in Entertainment and rebalance the mix of the
business te focus on higher margin categones such as
Stationery and Books Additional margrn rmprovement
has come from betier buying terms, improved markdown
management, particularty in Stationery, and further

reductions in shrinkage by focusing on our worst
performing stores

Cost savings continue to be a core part of our strategy
and we made good progress again in the year Qur target
for 2010 was £12m and this was achieved with the
savings coming from all areas of the business including
the variable costs associated with Entertainment, further
efficiencies in store through the use of more technology
and supply chain efficiencies as we successtully opened
our new distribution centre in Birmingham Looking
forward we have dentified a further £13m of savings

lo be made up to 2013 making a total of £25m over the
next three years wath our Birmingharn distribution centre
playing an important role, generating annual savings

of around £2m

The High Street business now operates from 573 stores!,
which oeccupy 3 Om square feet (2009 3 Om square feet)
We opened etght new stores i unserved catchments
including Clitheroe, Amersharm and Thirsk and plan

to open around 15 this year

Tlncluding branches in Guernsey and Isle of Man

Group profit

The Group generated a profit before tax and exceptional
iterns of £89m (2009 £82mi, an increase of nine per cent
on the prior year Profit from trading operations
increased to £104m up seven per cent on the prior year

Profit

Growth

€m 2010 2009 %

Travel? 53 48 10%

High Street? 51 49 4%

Profit from trading operations? 104 97 7%
Unallocated central costs 15) (14)

Operating profit? 89 83 7%
Net finance income / (charges) - (1)

Profit before taxation® 89 82 9%

2 Prolit from trading operations stated after directly attributable defined
benefit service charge and share-based payment costs and before
central costs exceplional items interest and taxation

? Stated before excepticnal items

Net finance charges and taxation
Net finance charges in the year were £nil (2009 €£1m]
reflecting the higher cash balances during the year

The tax charge for the year was £20m (2009 £18m)
The effective tax rate on conbnuing activities excluding
exceptional items was 23 per cent {2009 22 per cent)
We expect the eflective tax rate to remain below the
UK standard rate over the medmum term The exact tax
rate achieved will depend on the underlying profitability
of the Group and continued progress in agreeing
outstanding tax assessrnents with the tax authorities

Annual Report and Accounts 2010 WH Srmth PLC
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DIRECTORS’ REPORT AND BUSINESS REVIEW

Exceptional 1tems

There were no exceptionat iterns recognised in the year
ended 31 August 2010 In the prior periad the Group
recognised a £1m exceptional charge before tax In
relation to discontinued operations A £4m exceptional
charge was incurred arising from the crystallisation

of reversionary property leases and a £3m exceptional
credit was recognised from progress made on the
winding up of the USA Travel business

Earmings per share

Underlying earnings per share' increased by 11 per cent
to 45 7p (2009 41 3p) reflecuing the increase in profit
cambined with a lower basic weighted average number
of shares in 135ue, following the share buyback The
Group generated earnings per share lincluding
exceptional items)? of 45 7p (2009 40 ép} The prior year
includes the £1m exceptional charge detailed above

Final dividend of 13 3p per
ordinary share, an increase of
18 per cent on the prior year

Dividends

The Board 1s proposing a final dimdend of 13 3p per
ordinary share, an increase of 18 per cent on the prior
year, which reflects the cash generative nature of the
business and the Board s cenfidence in its future
prospects This gives a total ordinary diwvidend fer the
year of 19 4p per ardinary share up 16 per cent on the
prior year Subject to shareholder approval the dwvidend
will be paid on 3 February 2011 to shareholders
registered at the close of business on 7 January 2011
The Beard has a progressive dividend policy and
expects that, over time, dividends would be broadly
covered twice by earnings calculated on a normalised
tax basis

Balance sheet and cash flow

The Group had net assets of £186m [2009 £188m) at

the end of the perrod a decrease of £2m since 31 August
2009 reflecting the profit and cash generation of the
Group over the penod as well as the return of cash to
shareholders through a relling share buyback The cash
generative nature of the High Street and Travel
businesses is one of the strengths of the Group

' Profit after tax and befare exceptional items - diluted
? EPS as per 145 33 - diluted
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Cash flow
The Group generated £82m (2009 £89m) of free cash
flow during the period

£m 2010 2009
Operating profit? 89 83
Depreciation, amartisation and

amounts written off fixed assets 37 41
Working capital 3 n
Capital expenditure (29 (28]
Tax (27) (23
Net interest received 1 -
Net pravtsions )] (1)
Share-based payments 7 (3
Free cash flow 82 89

3 Stated before exceptional items

Cash inflows from working capitat in the period were
£3m due to the continued focus on working capital
management

Capital expenditure was £29m 1n the year, £1m higher
than last year In 2010 we opened 33 new Travel units
including Kingston-upon-Thames and Woking, and eight
High Street stores including Citheroe Amersham and
Thirsk We continue to invest In maintaining our retail
properties and during the period we have undertaken
refurbishments in both High Street and Travel stores

In the current year, we expect capital expenditure to

be around £35m

£m 2010 2009
New stores and store development 8 10
Refurbtshed stores 10 g
Systems 8 3
Other 3 3
Total capital expendsture 29 28

During the year, the Company completed a £35m return
of cash to shareholders by way of an an-market share
buyback programme In addition to the £82m of free
cash flow generated in the year, the Group has seen

a net cash outflow of £36m in relatron to non trading
operations This includes £26m of ordinary dividend
payments (2009 £23m, £13m penston funding (2009
£10m] and a tax refund including associated interest

of £7m (2009 £6m)

As at 31 August 2010, the Group had net funds of £5é6m
with net cash of £56m The Group has committed
working capital facilities of £90rm through to June 2011
The Group continues to be highly cash generative, and
preliminary discussions have commenced with banks
regarding an appropriate new facility As a result the
Group 1s confident that an appropriate commuitted facility
will be in place by June 2011




Return on Capital Employed
Total capital employed and ROCE were as follows

ROCE %

Qperating with

capital operating

employed ROCE leases

£€m’ %2 capitalised®

Travel 55 96% 24%

High Street 134 38% 15%

Trading operations 189 55% 19%
Unallocated central habilities (58]

QOperating assets employed 1N 68% 18%

' Net assets adjusted for net funds and retirement benefit obligations

? Retutrn on capital employed 1s calculated as the operating prohit before
exceptional items as a percentage of operating capital employed

¥ Return on capital employad after capitabsed net operating leases
including internat rent 15 calculated as the adjusted profitas a
percentage of operallng assets after capitalising operating leases
Adjusted profit 15 stated after adding back the annual net rent and
charging depreciation on the value of capitalised leases The value of
capitabised operating leases 1s based on the net present value of future
rent commitments

For the prior year, comparable ROCE was 57 per cent
(17 per cent - after capitalised operating leases)

Pensions

Following the completion of the trienmial valuation as at
March 2009 of the main defined beneidit pension scheme
the WHSmith Pension Trust the Company and the
Trustees agreed a revised deficit funding schedule of
approximately £11m per annum [subject to indexation)
for the fallowing ten years The scheme had an actuarial
deficit of £113m as at 31 March 2009 with the increase
fram the previous valuation mainly due to changes in
mortality assumptions The Liability Driven Investment
[LDI) structure continues to perform well The scheme
has been closed to new members since 19946 and, from
2007, has been closed to defined benefit service accrual
During the year the Company rade a contribution of
£13m which includes a catch-up payment relating to
the peried from March 2009 to the date the revised
contributions started to be paid

The Group s 1AS 19 pension deficit of £1m [2009 £2m)
relates to the relatively small UNS defined benefit
pension scheme The [AS 19 valuation of the WHSmith
Pension Trust at 31 August 2010 was a surplus of £94m
(2009 £26rm), which 1s not recogrmised There 1s an
actuanal deficit due to the different assumptions and
calculation methodologies used compared with these
under IAS 19

Operating leases

The Group s stores are held mainly under operating
leases that are not capitalised and therefore are not
inctuded as debt for accounting purposes The High
Street leases are on standard institutional lease terms
typically with a 15-year term, subject to five-year
upwards-only rent reviews The Travel stores cperate
mainly through turnover-related leases, usually with
minimum rent guarantees and generally varying in
length from five to ten yvears

The business has an annual minimum net rental
commitment of £141m {2009 £160m) [net of £7m of
external rent recevable [2009 £7m]] The total future
rental comrnitment at the balance sheet date amounted
to £1 047m (2009 £1 039m] with the leases having

an average life of six years Although large, these
commitments are charactenistic of the retail sector

and the risks associated with them are influenced
mainly by the quality and location of the sites

Contingent babilities

The Group has contingent Liabilities relating to
reversionary property leases Any such contingent
liability which crystallises will be apportioned between
the Group and Srmuths News PLC 1n the ratio 65 35
pursuant to the terms of the demerger agreement
[provided that the Smuths News PLC Lability is imited

te £5m 1in any 12-month period] We have estimated the
Group s 65 per cent share of the future cumulatwve rental
commitment at approxamately £40m (2009 £50m)

Outlook

This year, we have seen another strong profit
performance from the Group Both businesses have
created value through their own distinct strategies, with
Travel delivering further profit growth and strong cash
generation from High Street These results could not
have been achieved without the hard work and
commuitment of our siaff and | would like to thank them
for their commitment and support throughout the year

Looking forward, we are not expecting any improvement
in consumer spending or In air passenger numbers this
year but cur plans reflect this and we have shown that
we can deliver performance improvements in a tough
trading climate The Group has demonstrated its
resilience ands wel tioned for future growth

value to shareholders

Group Chief Executive, WH Smith PLC
14 October 2010
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KEY PERFORMANCE INDICATORS

Details of key performance indicators used by management of the business are provided below

%
2010 2009 % LFL
£m Em Change Change
Profit
Travel' 53 48 10%
High Street! 51 49 4%
Group profit before tax and exceptional items 89 82 9%
Underlying earnings per share? 457p 41 3p 1%
Revenue
Travel 452 448 1% [2%]
High Street 860 892 (4%) {a%)
Group 1.312 1340 (2%) {4%)
Gross margin 160bps  220bps
Free cash flow? 82 89
Fixed charges cover 1 5x 1 5x

Retail selling space

Stores / Units

Selling Space {Sq ft 000s)

% %

2010 2009 Change 2010 2009 Change

Travel units* 516 490 5% 422 403 5%
High Street stores 573 565 1% 3,020 3,007 -

' Profit from trading operations 15 stated after directly atinibutable share-based payment and pension service charges and before central costs

exceptional items interest and taxation
? Profit after tax and before exceptional items - diluted

? Net cash flow from operating actvities adjusted for capital expenditure pension deficit funding tax refunds and net interest receved
*Includes 115 Moterway franchise units (2009 115 units] 13 airport franchise units [2009 6 units] and 12 Caffe Nuove units (2009 12 units)
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PRINCIPAL RISKS AND UNCERTAINTIES

The Corporate Governance Report on pages 17 to 24
describes the process through which the Directors
assess manage and mitigate risks The Board regularly
reviews the risks faced by the Group WHSmith s
management team has identified the following factors
as major potential nsks to the successful performance
of the business The Board considers the risks set out
below to represent the Group s principal risks and
uncertainties WHSmith s management team
recognises that the profile of risks changes constantly
and additional risks not presently known or that are
currently deemed immatenial, may also impact the
Group s business objectives and performance

Economic and market risks

As a UK retailer WHSmith 1s sensitive to the economic
cbmate and can be affected by the general condition
of the UK retail and travel markets Factors such as
household disposable income, weather seasanality of
sales, changing demographics and raw material costs
will impact the Group s profit performance Through
development of our product ranges and pricing
strategy, the Group works to ensure we deliver value
for all our customers WHSmith operates in highly
competitive markets and our faillure to compete
effectively with convenience and category-specific
retailers may affect revenues obtained through our
stores The retait industry 1s subject to changing
customer tastes WHSmith s perfarmance 1s dependent
upon effectively predicting and quickly responding to
changing consumer demands We must also translate
market trends into saleable merchandise

Reliznce on the WHSmith brand

The WHSmith brand 1s an important asset Failure

to protect it an event that matenally damages Its
reputation and/or the failure to sustain its appeal to
customers could have an adverse effect on revenues
The Group regularly monitors key service and
compliance measures to ensure operating standards
are maintained

Key suppliers and supply chain management

WHSmith has agreements with key suppliers in the UK,
Europe and the Far East The interruption or loss of
supply of core category products from these suppliers
lo our stores may affect our ability to trade Quality of
supply 1ssues may alse impact the Group s reputation
and impact our ability to trade The Group conducts
nsk assessments of all its key suppliers to identify
alternatives and develop contingency plans in the event
that any of these key suppliers fail All suppliers also
have to comply with the conditions laid out in our

Supplier Code of Conduct which covers argas such as
production methods, employee working conditions and
quality control WHSruth has contractual and other
arrangements with numerous third parties in suppert
of its business actimities None of the arrangements s
individually considered to be essental te the business
of WHSmith

Store portfolio

The quality and location of the Group s store portfolio
are key contributors to the Group s strategy Retailing
from a portfolo of good quality real estate in prime
retail areas and at commercially reasonable rales
remains critical to the performance of the Group All

of High Street s stores are held under operating leases
and consequently the Group 15 exposed to the extent
that any store becomes unviable as a result of rental
inflation Most Travel stores are held under concession
agreements on average for 5-10 years There s ne
guarantee that concessions will be renewed or that
Travel witl be able to bid successfully for new contracts
The majority of Travel s airport and railway concession
agreements contain change of contrel clauses, giving
various rights to the grantor of the concession, such as
termination of the contract, in the event of a successful
takeover bid for WHSmuth

Business nterruption

An outbreak of a pandemic disease, an act of terrorism
or war could reduce the number of customers visiting
WHSrmith outlets causing a decline in revenue and
profit In the past our Travel business has been
particularly impacted by geopolitical events such as the
terrorist attacks on 11 September 2001 and 7 July 2005,
which led to reductions in customer traffic Closure of
travel routes both planned and unplanned, such as the
disruption caused by weather-related events may also
have a material effect on business The Group operates
from three distribution centres and the closure of any
one of them may cause disruption to the business The
Group has bustiness continuity plans in place which are
regularly reviewed, updated and tested In common
with most retail businesses, WHSmuth relies on a
number of important IT systems Any system
performance problems could seriousty affect our ability
to trade The Group expects that these systems will
require ongoing Investment to ensure that they are able
to respond to the needs of the business and do not
hecome obsolete Back-up facilities and business
continuity plans are in place and are tested regularly to
ensure that business interruptions are minimised and
data ts protected from corruption or unauthonsed use
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Rehance on key personnel

The perfermance of the Group depends on its ability to
continue to attract, metivate and retain key head office
and store staff The retail sector 1s very competitive and
the Group s personnel are frequently targeted by other
companies for recruitment The Remuneration
Committee moniters the levels and structure of
remuneration for senior management and seeks to
ensure that they are designed to attract, retain and
motivate the key personnel te run the Group successfully

Treasury and finantial nsk management

The Group s Treasury function seeks to reduce
exposures to interest rate, foreign exchange and other
financial risks, to ensure sufficient Liquidity 1s available
to meet foreseeable needs and to invest cash assets
safely and profitably The Group does not engage in
speculative trading in financial instruments and
transacts only in relation to underlying business
requirements The Group s treasury policies and
procedures are pertodically rewiewed and approved by
the Audit Commitiee and are subject to requtar Group
Internal Audit review The Group s exposure te and
management of capital, liquidity, credit interest rate
and foreign currency risk are summartsed below
Further detail can be found in Note 25 of the accounts

Liquidity risk

The Group manages its exposure to liquidity risk by
reviewng the cash resources required to meet s
business objectives through both short and long-term
cash flow lorecasts The Group has a commtted facility
with a number of financial institutions which 1s
avallable to be drawn for general corporate purposes
including working capital This facility matures in June
2011 An appropriate cornmitted facility 1s intended to
be In ptace by June 7011

Credit nsk

The Group s credit nisk 1s primarily altributabte to its
trade and other recevables The Group has a low retail
credit risk due to the transactions being principally of a
high volume, low value and short matunity The credit
risk on liquid funds and derivative financial instruments
Is considered o be low, as the Board-approved Group
Treasury Policy limits the value that can be placed wath
each appraved counterparty to minimise the risk of
loss These bmits are based on a combination of
short-term credit ratings of P-1/A-1 and long-term
ratings of A1/A+ or better

Capital nsk

The Group s ocbjectives when managing capital [defined
as net debt plus equity] are to safeguard the Group s
ability to continue as a going concern in order to
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provide returns to shareholders and benefits for other
stakeholders while optimising return to shareholders
through an appropriate balance of debt and equity
funding The Group manages its capital structure

and makes adjustments to it in Light of changes to
economic conditions and the strategic objectives

of the Group

Interest rate rnisk

The Group is exposed to cash flow interest rate risk

on floating rate bank loans and overdrafts At 31 August
2010, the Group has £nil (2009 £nil} drawn down from
its committed revotving credit facility The Group
penodically draws down an this facility, but does not
see any draw down as long-term in nature and has
therefore not entered into (nterest rate dervatives

to mitigate this risk

Foreign currency nisk

The Group s foreign currency exposures are principally
to the US dollar and eurg The Group uses forward
foreign exchange contracts to hedge significant future
transactions and cash flows denominated in currencies
other than pounds sterling The hedging instruments
have been used to hedge purchases in US dollars and
to minimise foreign exchange risk in movements of the
USD/GBP exchange rates The euro exposure 1s
principally operational and arises mainly through the
operation of retail stores in both France and Ireland
The Group does not use derivatives to hedge balance
sheet and profit and loss iranslation exposure

Pensions and investment nisk management

The Group s defined benefit pension scheme the
WHSmith Pension Trust has assets valued at £855m
as at 31 August 2010 An Investment Commitiee of the
Trustees to the scheme meets regularly to review the
performance of the asset managers and the scherme as
a whole together with the underlying investments The
Company s represented on this Committee The LD
structure has a number of inflation and interest rate
hedges and equity option agreements with collateral
posted daily to or irom the scheme to the relevant
counterparty The nisk of failure of counterparties, and
of the Investment manager, 1s monitored regularly by
the Committee, as such failure could expose the
scheme to loss The scheme s also subject 1o changes
in longevity The Trustees have the nght to determine
the level of contributions and following the 2009
revaluation (which showed an actuarial deficit of
£113m), the Company has agreed with the Trustees a
deficit funding schedule of £11m per annum [subject
to (ndexation] Further details can be found in Note 5
of the accounts




EMPLOYEES

The Group employs approximately 17,000 people,
primartly tn the UK, and 1t 1s proud of its leng
history of being regarded as a responsible and
respected employer

Equal apportumtes

The Board believes in creating throughout the Cempany
a culture that 1s free from discrimination and harassment
and will not permit or tolerate discrimination in any form
The Company gives full and {air consideration to
applications for employment when these are received
from disabled people and employs disabled people
whenever suitable vacancies arise Should an employee
becorne disapled when working for the Company efforts
are made te continue their employment and retraining

1s provided 1f necessary

Traiming and development

We recognise the importance of training and
development to support employee satisfaction and
premote a knowledgeable workforce Our programmes
enable our staff to grow with the Company and develop
their careers Succession planning ts emphasised
across the Group and we continue 1o achieve high
internal succession rates o promote this work

a refreshed internal training and development
programme for potential Store Managers and
Supervisors was launched in stores this year

Employee engagement

Employee engagement is supported through clear
cormnmunication of the Group s performance and
objectives This information 1s cascaded through team
briefings, large employee events, intranet sites and
regular e-newsletters This approach and the Group s
open management style encourages employees to
contribute to business development

Employee share ownership

The Company operates a HM Revenue & Customs-
approved Save-As-You-Earn share option scheme

[ Sharesave Scheme ) which provides employees with
the opportunity to acquire shares in the Company
Approximately 1,084 employees participate in the scheme

SOCIAL AND ENVIRONMENTAL MATTERS

We continue to operate a robust corporate responsibility
[CR] prograrmme that is closely aligned to the Group
strategy The management of social and environmental
matters 1s embedded into day-to-day operations across
the business This year we were delighted to retan
Business in the Community s Platinum ranking in their
annual CR Index

We operate our CR programme through four key areas
Marketplace Environment Workplace and Community
Our CR strategy 1s reviewed by the Board on an annual
basis, and the Board 1s responsible for approving cur
targets for the coming year The following section
provides an intreduction to our CR work during the year
More detailed 1nformation, notably performance data
and future targets s available 1n our full CR Report
available at www whsmithplc co uk

Marketplace

Customers

Good customer service 1s a primary focus of our
business Like any retailer, we understand that
customer satisfactton is a key driver of business
performance To ensure we continue to meet our
customers expectations we regularly assess the
service we offer by conducting reviews The results
of our twice-yearly Customer Satisfaction Monitor
suggest that customer satisfaction has remainad
consistently high over the past three years with the
friendliness and helpfuiness of stalf ranking especially
high These surveys ensure we focus on the key
elements of service that are important to our
customers, including queue management and
polite, efficient and accurate transactions

We take sernously the responsibility for the products we
sell and we are committed te listening to our customers
feedback Our Marketing Code of Practice sets out the
standards we fallow in our premotional activity
marketing and advertising In practice this ensures we
sell products that are safe, fit {or purpose, meet legal
standards and are not descnbed In a misleading manner
particularly when marketing to children

Supphers

Ethical trading

We are cornmitted to good labour standards and
respecting the environment in our supply chain Our
Supplier Code of Conduct and Human Rights policy
states our expeciations of our suppliers We operate

an active programme whereby we engage with suppliers
to encourage regular performance improvernents

We support ethical trading through an in-house audit
team located in our Far East Sourcing office They visit
each new factory lo assess its performance and, where
necessary, agree an action plan for improvement with
the factory We provide support as suppliers make
these improvements, and ensure that all direct source
suppliers and Asia-based suppliers of UK agents are
audited every two years
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During the year we increased our supplier engagement
programme We identified areas where factories
needed support to improve and in so doing, we
strengthened our Occupational Health and Safety
programme and now offer engagement to promote
worker representation in facteries Cur buying teams
have also taken on more active roles in our ethical
trading programme

WHSmuth 1s a member of the Ethical Trading
Initiative (ETI)

Forest sourcing

It1s our continuing ohjective that all virgin {1 e
non-recycled] matenal used in our own-hrand products
1s from known, legal well-managed and credibly
certified forests This year, we increased the volume

of material from recycled and certified forests to 69 per
cent, up from &1 per cent in 2009 We will continue to
improve our forest sourcing, but recognise that further
improvements will be chalienging This year we

are setbing a three-year target for forast sourcing

with an emphasis cn encouraging our smaller
suppliers to improve their performance

Payment policy for suppliers

The Company s policy for the payment of suppliers
which complies with the CBI Code of Practice for
Buyers, 1s to agree the terms of payment in advance in
line with normal trade practice and, provtded a supplier
perfarms in accordance with the agreement, to abide
by such terms Copies of the CBI code may be obtained
from the CBI, Centre Point 103 New Oxforg Street
London WC1A 1DU The Company s trade creditors
figure as at the balance sheet date was equivalent to

51 days (2009 52 days) based on average daily amounts
invoiced by suppliers during the year

Environment

We recognise that good environmental management
also makes good business sense We are committed
to reducing the environmental impact of our business
and measure our performance each year

Energy efficiency remains a focus for us and this year,
we centinued to reduce energy consumption through
a targeted programme working with our store teams,
as well as reviewing store equipment and design

We reduced our energy consumptien in our High
Street estate by 12 per cent per square foot We also
embarked on a programme to work with our largest
landlards in support of the Carbon Reduction
Commutment Energy Efficiency Scheme

As part of our carbon management programme

we measure the CO, emissions assaciated with the
transport of packages moved from distribution centres
to our steres In line with these efforts we increased
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our coltaboration with suppliers and other companies
to reduce the miles driven to transport our products

We recognise that reducing the waste produced by

our operations is another important element of our
environmentat responsibility Our waste reduction
programme focuses on increasing the level of recycling
at our stores and distribution centres as well as
reducing the packaging waste from our products Over
the year we made good improvements in both of these
key areas We also continue to encourage customers
to refuse or reuse carrier bags

Health and safety

We are commutted to maintaining high standards of
heatth and safety The management team, supported
by professional safety advisers, monitors key safety
performance indicators and an annual report detailing
trends, performance and recommendations 1s
presented to the Board The business also has a
Health and Safety Committee that 1s comprised of
representatives and prafessional health and safety
advisers This year we completed a long-term target
ta reduce overall reportable accidents by ten per cent
between 2004 and 2010 Maintayning this trend 1s an
area of ongaing focus 1n the coming year

Community

As a leading booksetler and stationer we focus our
community snvestment on supporting education and
lfe-long learring Over the year we maintained our
commitment to invest cne per cent of pre-tax profits
inte local communities culminating in €1 Trmin
donations (2009 £827,9001 A sigrificant portion of our
denations consist of cash denations and gifts in kind
These denations totalled £184 600 {2009 £135,500), and
were made to local schools and registered charities
including the Woodland Trust and the National Literacy
Trust Over the year donations made to charities threugh
the sale of products totalled £164,700 (2009 £254 00C)
including Children in Need Everyman Cancer, Wellchitd,
Multiple Sclerosis Trust, Red Cross, Barnardos, Scope
and Shelter Lastly, we donated significant cemmercial
suppert to our biggest charity partners, including World
Beook Day and the Woodland Trust these donations
totalled £454,500 (2009 £106,600]

The full extent of our communtty investment activity,
measured according to the Londan Benchmarking
Group medel, 1s cutlined inthe Group s CR Report

The WHSmuth Group Chartable Trust, an independent
registered charity, actively supports employees who
are Involved with charitable organisations in their local
communtttes In addition we recegnise our stores
involvernent 1n focal communities In support of this
aim, we refreshed cur community programme to offer
two new (nitiatives one that enabled stores in High




Street to make a donation to their tocal schools and
a second initiative enabling stores in Travel to donate
books to hospitals

In support of our literacy objectives the Group works
with the WHSmith Group Chanitable Trust and the
National Literacy Trust This year we embarked on a
new three-year initiative whereby we are supporting
parents whe want to improve their literacy skills so
that they can better support their children s education
at horne We piloted the programme earlier this year
and began our nationwide roll-out in Septemnber 2010

We also continue to raise funds for charities and good
causes through the promotion and sale of tailored
products in our stores such as chanty Christmas
cards and stationery items

Palitical donations

It 1s the Company s policy not to make political
donations and no political donations ar EU poltical
expenditure were made In the year (2009 £nil)

CORPORATE GOVERNANCE, AGM AND OTHER MATTERS
Corporate governance

The Board of the Company 1s commitied to achieving
the highest standards of corporate governance The
principal governance rules applying to UK companies
listed on the London Stock Exchange with accounting
periads beqinning before 2¢ June 2010 are contained in
the Combined Cede on Corporate Governance adopted
by the Financial Reporting Council in June 2008 and
avatlable publicly from www frc co uk [the Combined
Code ] The rules applying to accounting periods
beginning on or after this date are contained in the new
UK Corporate Governance Code and available publicly
from the same website The Board confirms that the
Company has applied the principles of the Combined
Code as described in this report and complied with

its provisions throughout the financial year ended

31 August 2010 This repoert alse Includes the
informatien that 1s required by DTR 7 2 to be contained
in the Company s corporate governance staterment

The Board

On 14 October 2010 the Board comprised the
Chairman, two executive directors and four
independent non-executive directors Short btographies
of each of the directors, which illustrate their range of
experience are set out on page 26 Theres a clear
dvision of responsibility at the head of the Company,
Walker Boyd (Chairman) being responsible for runming
the Board and Kate Swann [Group Chief Executive)
being responsible far iImplementing strategy John
Barton has been nominated by the Board as the Senior
Independent Director The Board structure ensures
that no individual or group dominates the decision-
making process

Walker Boyd was appointed as a non-executive i
director an 1 February 2010 and became Chairman .
on 1September 2010 Walker Boyd, on appointment

as Chairman met the independence critena set out

in the Combined Code

Robert Walker Chatrman, retired from the Board
on 31 August 2010

Luke Mayhew retired from the Board on 31 August 2010

Henry Staunton was appointed as a non-executive
director on 1 September 2010

All of the non-executive directors who served duning

the year and up to the date of this report are

considered by the Board to be independent John

Barton has served on the Board for 11 years The

Chairman conducted a thorough review with John

Barton to assess his independence and contribution

to the Beard and confirmed that he continues to be

an effective non-executive director who demonstrates

commitrnent to the role and remains independent in

character and judgement !

The Board met eight times during the year The Board
manages the Company through a formal schedule of
matters reserved for 1ts decision These include overall
management of the Company, approval of strategic plans
including acquisitions and disposals approval of the
Company s commercial strategy and operating and capital
expenditure budgets, approval of the financial statements
material agreements and non-recurring projects, treasury
policy, control, audit and risk management
remuneration, and corporate responsibility It also
delegates specific responsibilities te the Board
Committees detailed below the role and responsibilities
of each Committee being set out in formal terms of
reference which are available on the Company s website

All directors have access to the advice and services !
of the Company Secretary and may take independent
professional advice at the Companys expensen the
furtherance of their duties The Board receives
appropriate and timely information Beoard and
Committee papers normally being sent out several
days before meetings take place All newly appointed
directors receive induction training on joining the Board
which is tailored to meet the needs of the individual,
including store visits and meetings with employees
across the businesses and external advisers The need
for director training 1s regularly assessed by the Board

The performance of the Board and its Commuttees is

a fundamental component of the Company s success
The Board carried out a formal evaluation in September
2010 The evaluation was co-ordinated and directed by
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the Chairman with the suppert of the Company
Secretary A questionnaire covering the main areas
of assessment was prepared by the Chairman and
the Cempany Secretary and formed the basis of
in-depth interviews with each director The results
of the assessment were considered by the Board,
and confirmed the strength of the strategic and
entrepreneurial leadership of the Company, a sound
governance framework and practices compliant with
the Combined Cade In addition, an action plan was
agreed to address the thermes from this year s exercise

The Group Chief Executive reviews the performance of
the Group Finance Director and other senior executives
The Chairman reviews the performance of the Group
Chief Executive and each non-executive director During
the year the Chairman had regular meetings with the
non-executive directers without the executive directors
present, to discuss Board 1ssues and how to build the
best possible team The Senior Independent Director
met with the non-executive directors in the absence of
the Chairman to assess the Chairman s performance

Under the Company s Articles of Association atl
directors are required to retire and submit themselves
for re-election every three years However, in
accordance with the new UK Corporate Governance
Code the Board has agreed that all directors will
stand for electicn or re-etection at the AGM to be held
on 26 January 2011 Biographies cf all the directors
are set out in the Company s Annual Report and are
also available for viewing on the Company s website
[www whsmithple co uk]

Board Committees

Audit Committee

The Audit Commuttee i1s chaired by Mike Ellis, who has
recent and relevant financial experience and its other
members are John Barton Drummond Hall and Henry
Staunton all of whom are independent non-executive
directors At the invitation of the Committee, the
Chairman of the Beard, the Group Finance Director
the Internal Audit Director and representatives of

the external auditors regularly attend mesetings

The Commuttee has regular private meetings with

the external and internal auditors during the year

The Commuttee s principal respensibilities cover
internal control and risk management, internal audit,
external audit lincluding auditor independence) and
financiat reporting

The Commuttee met four times during the year and
its activities included reviewing the preliminary and
interim announcements Annual Report and Financial
Staterments, considering reports from the external
auditors identifying any accounting or jJudgemental
Issues requiring its attention, approval of audit plans
for the external and internal auditors, considering
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reperts from the Internal Audit Director on the results
of internal audit reviews significant findings,
management action plans and timeliness of resolution,
reviewing reperts on the Company s risk management
process, reviewing management of fraud risk and
incidents of fraud reviewing the Cempany s Business
Continuity Plans and reviewing the effectiveness of
the Company s whistieblowing process

The Comimittee s terms of reference are available
on the Cormpany s website

Norminations Committee

The Nominations Commttee 1s chaired by Walker
Boyd and 1is other members are John Barton, Mike
Ellis Drummond Hall, Henry Staunton and Kate
Swann The Committee s principal responsibility 1s
to ensure that appropriate procedures are In place
for the nomination, selection and succession of
directors and sentor executives

The Committee met seven times during the year

and its activities included a review of the Company s \
succession plans and discussion Ih respect of the \
ongoing structure and capability of the Board In i
accordance with the Company s succession plan ]
Walker Boyd was appointed a non-executive director

on 1 February 2010 and became Chairman on

1 September 2010 fellowing the retirement of Robert

Walker on 31 August 2010 In addition, Luke Mayhew

retired from the Board on 31 August 2010 and was

replaced by Henry Staunton on 1 September 2010

The appointments of Walker Boyd and Henry Staunton
were made following searches conducted by external
consuitants and recommendations were made to the
Committee The Board prior to appointing Walker Boyd
as Chairman, reviewed his other commitments

The Cominittee s terms of reference are available on
the Company s website

Remuneration Cammittee

The Rermnuneration Committee 1s chared by Grummond
Hall and its other members are John Barton, Walker
Boyd Mike Ellis and Henry Staunton At the invitation

of the Committee the Group Chief Executive and
representatives of Hewitt New Bridge Street its external
independent adwiser attend meetings The Commuttee
met six times during the year The Committee s principal
responsibility Is to determine and recommend to the
Board the remuneration of executive directors and the
Charrman The Committee monitors the levels and
structure of remuneration for seror management and
seeks to ensure that they are designed to attract retain
and motivate senior management to run the Company
successfully The remuneration of the non-executive
diractors 1s deterrined by the Chairman and the
executive directors



The Remuneration Report 1s set out on pages 27

to 36 as required by Section 420 Comparies Act 2006
and including the relevant information referred to

in the Large and Mediumn-Sized Companies and
Groups [Accounts and Reports} Regulations 2008
The Commuttee s terms of reference are avalable

on the Company s website

Attendance at Board/Committee meetings

The following table shows the number of Board
and Committee meetings held during the year
ended 31 August 2010 and the attendance record
of individual directors

Board Committee meetings

meetings

Audit Neminations Remuneration

No of meetings 4
Robert Walker
Kate Swann
Robert Moorhead
John Barton
Walker Boyd
Mike Elus
Drummond Hall

Luke Mayhew

oo~ ®
[# I S I % ]
R R B R e |

3

[
6

[ s S+

1) Jehn Barton Drummond Hall and Luke Mayhew did not attend
the Audit Committee meeting in April 2010 as a result of the
travel disruption caused by the volcanic ash cloud

2| Walker Boyd was appointed as a director of the Company
an 1 February 2010 and became Chairman of the Campany
on 1 September 2010

3] Luke Mayhew resigned as a director of the Company
on 31 August 2010

4| Robert Walker resigned as a director of the Company
an 31 August 2010

5| Henry Staunion was apponted as a dectar of the
Company on 1 September 2010

6] Robert Walker and Robert Moorhead were invited
and attended four meetings of the Audit Committee

7l Kate Swann was imvited and attended six meetings
of the Remuneration Committee-

The Board has met twice since 31 August 2010 and
all the directors in office attended the meetings

In addition the Remuneration Committee has met
twice and the Audit Committee has met once since
31 August 2010 These meetings were attended by
all Committee members

Risk Management and Internal Contrals

The Board has overall responsibility for the Company s
system of internal control and for reviewing its
effectiveness whilst the role of management is to
implernent the Board s policies on risk and control and
provide assurance on compliance with these policies
Steps continue to be taken to embed internal control
and risk management further into the operations of the
business and to deal with areas of improvement which
come to the attention of management and the Board
Such a system 1s however, designed to manage rather
than eliminate the risk of fallure to achieve business
objectives, and can only pronde reasconable and not
absolute assurance against material misstatement

or loss

1) Risk

The Board confirms that there 15 an ongoing process
for idenhifying, evaluating and managing significani
risks faced by the Company inctuding those risks
relating to social environmental and ethical matters
This process was in place throughout the year under
review and up to the date of approval of the Annual
Report and meets the requirements of the guidance
entitled Internal Contrel - Revised Guidance for
Directors on the Cornbined Code produced by the
Financtal Reporting Council [the Guidance )

The Audit Committee has kept under review the
effectiveness of the system of internal control

and has reported regularly to the Board

The key features of the risk management process
are as follows

¢ the business conducts an annual risk assessment
based on identified business objectives which are
reviewed and agreed by the Retail Executive
Committee Risks are categorised into strategic
operational, financial and compliance and are
evaluated in respect of their potentral y/mpact and
likelihood These risk assessments are updated and
reviewed quarterly by the Group and business risk
committees and are reported to the Retall Executive
Commuttee and the Audit Committee,

a Company nsk assessment s also undertaken by
the Internal Audit function, which considers all areas
of potential risk across all systems functions and key
business processes This risk assessment, together
with the business risk assessment, forms the basis
for determuning the internal audit plan Audit reports
i relation to areas reviewed are discussed and
agreed with the business sk committees and the
Audit Commuttee
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» the internal audil team meets annually with semor
executives in order to complete a formal certification
of the effectiveness of internal controls These
reports are subrmiited to the business sk
committees Certificates are also provided by the nisk
commitiees to the Audit Committee to assist the
Board in cenducting its annual rewiew of internal
controls in compliance with the Guidance

n) Internal controls

a) Financial conirols

The Company has an established framework of internal
financial control the effectiveness of which is regularly
reviewed by the executive managernent and the Board
The key elements of this are as follows

+ the Board 1s responsible for overall Corpany strategy
for approving revenue and capital budgets and plans
for approving major acquisitions and disposals and
for determining the financial structure of the
Company including treasury and dividend policy
Monthly results, variances from plan and forecasts
are reported to the Board,

the Audit Committee assists the Board in the
discharge of its duties regarding the Company s
financial statements, accounting policies and the
matntenance of proper internal business operational
and financial controls The Committee provides a
direct ink between the Board and the external
auditors through regular meetings

the Internal Audit function advises and assisis
business management to establish and maintain
adequate financial controls and reports to the Audit
Committee an the eifectiveness of those controls,

the Board has established an organisational structure
with clearly defined lines of responsibility and
approvat controls identifying transactions requiring
approvat by the Board or by the Approvals Committee
The Group Finance Director 1s responsible for the
functional leadership and development of the
Company s finance activities

there 1s a comprehensive system for budgeting
and planning and for manitoring and reporting

the perfermance of the Company s business to

the directors Monthly results are reported against
budget and prior year, and forecasts for the current
financial year are regularly revised in the hight of
actual performance These results and forecasts
cover profits cash flows capital expenditure and
balance sheets

the Company has established a uniform system
of investment appraisal
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executive management has defined the financial
controls and procedures with which each business is
required to comply Key controls over major business
risks include reviews against performance indicators
and exception reporting and the business is required
to prepare monthly management accounts, and

routine reports are prepared to cover treasury
activities and risks, for review by senior executives,
and annual reports are prepared for the Board
and Audit Committee covering treasury policies,
insurance and penstons

b) Non hinancial controls

The Company has established a wide range of
non-financal controls covering areas such as health
and safety, the environment, ethical trading,
employment and business centinuity, the effectiveness
of which are regularly reviewed by the executive
management and the Board The key elements

are as follows

* a corporate responsibility strategy was approved by the
Board, including objectives and targets to address the
impact that our actwities have on the environment
workplace, marketplace and community

= clear accountability for corporate responsibility 1ssues

has been defined at Board and operaticnal level

» annual updates are submitted to the Board on each
aspect of corporate responsibility,

« the Board 1s committed to maintaining high standards

of health and safety in all its business activities
These standards are set out In the Company s Health
and Safety Policy whichis regularly reviewed by the
Board The Risk Management team works with the
business to assess health and safety risks and
introduce systems to mitigate them All notified
accidents are investigated and targets are set to
reduce the level of iIncidence

the Board has approved an Environmental Policy
and sets environmental objectives and specific
targets which are reviewed annually

the Board s committed to ensuring reasonable
standards among its suppliers and has approved

an Ethical Trading Cede of Conduct setting out the
standards 1t expects 1ts suppliers to adopt This policy
covers health and safety, child labour working hours
discnmination and the environment,

the Company s commutted to ensuring that its
personnel meet good standards of integrity and
competence The Company s systems cover the
recruitment, training and development of personnel,
an appropriaie division of responsibilities and the
communication of Company policies and procedures
throughout the organtsation, and




» Business Recovery Plans exist to enable the business
to continue In the event of a disaster with minimum
disruption to customers

Auditor independence

The Board I1s satisfied that Delaitte LLP has adequate
policies and safequards in place to ensure that auditor
objectivity and independence 1s maintained The
external auditors report to the Audit Committee
annually on their independence from the Company
Periodic rotation of key audit partners 1s also required
The Audit Committee considers whether the audit
should go out to tender but has taken the view that
partner rotation at both the Group and operating
business level has been sufficient to mamtain the
necessary independence There are no contractual
restrictions on the Audit Committee as to the choice
of external auditors

The Board has also adopted a formal policy on the
Company s relationship with its auditor in respect of
nen-audit work The auditars may only provide such
services If such advice does not conflict with their
statutory responsibilities and ethical guidance The
Audit Commuittee Charrman s pre-approval 1s required
before the Company uses non-audit services that
exceed financial limits set out In the policy The fees
pald to the Auditors in respect of non-audit services
are shown 1n Note 3 o the Accounts

In line with 1ts terms of reference, the Audit Committee
undertakes a thorough assessment of the quality
effectiveness, value and independence of the audit
provided by Delaitte LLP on an annual basis, seeking
the views and feedback of the Board, together with
those of Group and dvisional management Following
the mast recent review the Audit Committee has
determined to recommend to the Board the
reappointment of Deloitte LLP at the Annual General
Meeting on 26 January 2011

Relations with shareholders

The Board s primary role 1s to promote the success
of the Company and the interests of shareholders
The Board 1s accountable to shareholders for the
performance and activities of the Group

The Company recogruses the importance of
communicating with its shareholders to ensure that

Its strategy and performance are understood This Is
achieved principally through the annual report and
accounts and the AGM In addition a range of corporate
information, including all Company announcements
and presentations 1s available to investors on the
Company s website, www whsmithple co uk

Formal presentaticns are made te institutianal
shareholders following the announcermnent of the
Company s full year and interim results The Board

recognises that the AGM is the principal forum for
dialogue with private shareholders All directors
normally attend the AGM and are available to answer
any questions that shareholders may wish to raise

The Notice of Meeting 1s sent to shareholders at least
20 working days befcre the meeting Those
shareholders who have elected to receive electronic
communications receive notice of the availability of the
annual report on the Company s website The deadline
for appointing a proxy 15 48 hours hefere the time fixed
for the meeting (although In calculating this period

no account ts taken of non-working days|

Shareholders vate on each resolution on a show of
hands unless a poll 1s validly called and after each
such vote the number of proxy votes recerved iar,
against and withheld 1s announced The proxy figures
are made available in writing at the end of the meeting,
announced to the London Stock E£xchange and
published on the Company s website

The Board as a whole 15 kept Tutly informed of the views
and concerns of major shareholders The Group Chief
Executive and Group Finance Director update the Board
following meetings with major shareholders and
analysts briefings are circulated to the Board When
requested to do s, the Chairman and non-executive
directors attend meetings with major shareholders

Compliance with the Combmed Code

Throughout the year ended 31 August 2010 the
Company has been in compliance with the prowsions
of the Combined Code

thwvidends

The directors recommend the payment of a final
dividend for the year of 13 3p per ordinary share on
3 February 2011 to members on the Register at the
close of business on 7 January 2011

This finat dvidend and the interim dmwdend of 6 1p per
ordinary share paid on 10 June 2010 makes a total
dividend of 19 4p per ordinary share for the year ended
31 August 2010

Share capital

Theissued share capital of the Company, together with
details of shares issued during the year are shown in
Note 26 to the Accounts

The 1ssued share capital of the Company as at

31 August 2010 was 150 501,750 ordinary shares of
22 §/47p each These shares are Listed on the London
Stock Exchange and can be held in certificated or
uncertificated form

The Company Is not aware of any agreements between
shareholders that may result in restrictions on the
transfer of securities and voting rights
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There are no restrictions on the transfer of ordinary
shares in the Company other than certain restrictions
imposed by laws and regulations (such as insider trading
laws and market requirements relating to close periods)
and requirements of the Listing Rules whereby directors
and certain employees of the Company require Board
approval to deal in the Company s securities

The rights and obligations attaching te the Company s
ardinary shares, in addition to those conferred on their
holders by law, are set cut in the Company s Articles of
Association a copy of which can be obtained from the
Company s website www whsmithplc co uk The
holders of crdinary shares are entitied to receive the
Company s report and accounts to attend and speak
at general meetings of the Company, to appoint proxies
and to exercise voling rights and to receive a dividend
subject to the deduction of any sums due from the
holder of ordinary shares to the Company on account
of calls or otherwise Changes to the Company s
Articles of Association must be approved by special
resolutien of the Company

The Trustee of the WH Smith Employee Benefit Trust
holds ordinary shares in the Company on tehalf of the
beneficiaries of the Trust, who are the employees and
former employees of the Group If any offer 1s made to
the halders of ordinary shares to acquire their shares
the Trustee will not be obliged to accept or reject the
offer in respect of any shares which are at that time
subject to subsisting cptions but will have regard to
the interests of the optionholders and can consult them
to obtain their views on the offer; and subject to the
foregoing the Trustee will take the action with respect
to the offer it thinks farr The Trustee has agreed not to
exercise Its rights to accept any offer in respect of the
restricted shares that it holds for participants under
the WH Smith 2008 Management Investment Plan

Purchase of own shares

At the 2010 AGM authority was given for the Company
to purchase, in the market, up to 23,365,125 ordinary
shares of 228/4p each The Company used this
authority to purchase and subsequently cancel

6 8656 759 of its own shares during the financial year
representing 4 56 per cent of the called-up share
capital, at an average price of 510p The aggregate
amount of consideration paid by the Company for the
purchases was E35m This authority is renewable
annually and approval will be sought from shareholders
at the AGM in 2011 to renew the authonity for a further
year, given that the Company proposes to return up to
ESOm of cash to shareholders via a rolling share
buyback programme
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Issue of new ardnary shares

During the financial year ended 37 August 2010
510,509 ordinary shares of the Company were 1ssued
under the Sharesave Scheme at prices between

295 20p and 387 00p The Articles of Association of the
Company provide that the Board may subject to the
prior approval of the members of the Company, be
granted authority to exercise all the powers of the
Company to allot shares or grant nights to subscribe
for or convert any security into shares, including new
ordinary shares

Sigmhicant agreements — change of control

A change of control of the Company following a
takeover bid may cause a number of agreements

to which the Company or its trading subsidiaries,

WH Smith High Street Limited and WH Smith Travel
Limited, 1s party, such as commercial trading contracts,
banking arrangements, property lease, licence and
concessicn agreements totake effect alter or terminate
In addition, the directors service agreements and
employee share plans would be similarly affected

on a change of control, including, in the case of the
directors In relation to compensation for loss of office

Details of the change of control clause contained in
the service contracts of the executive directors can
be found in the Remuneration Repert on page 31

Directors’ conflicts

The Company s Articles of Association permit the Board
to consider and, If It sees ht, to authorise situatiens
where a directer has an interest that conflicts or may
possibly conflict, with the interests of the Company

[ Situattonal Conflicts | The Board has a formal
system n place for directors to declare Situational
Conflicts to be considered for autharisation by those
directors who have no interest 1n the matter being
considered In deciding whether to authorise a
Situational Conflict the non-conflicted directors must
act in the way they consider, in good faith, would be
maost likely to promote the success of the Company,
and they may impose limits or conditions when giving
the authorisation, or subsequently, if they think this 1s
appropriate Any Situational Conflicts considered by
the Beoard, and any authorisations given, are recorded
in the Board minutes and in a reqister of conflicts
which 1s reviewed regularly by the Board

Company’s shareholders

The Company has been notified 1n accordance with

the Disclosure and Transparency Rules of the Financial
Services Authonity that, as at the date of this report

the following sharehaolders own more than three per
cent of the 1ssued share capital of the Company




% as at date Nature of
Holder Number of notification Holding
Standard Life Investments Limited 15412 795 ? 86 Direct/Indirect
Artemis Investment Managerment Limited 14,689,214 ? 469 Direct
Lloyds Banking Group plc 12 284 656 817 Direct/Indirect
Legal & General Group Plc 9,099,203 6 04 Direct
Legal & General Group Plc / Legal & General
Investment Management Ltd 8 694 007 554 Direct/Indirect
Jupiter Asset Management Limited 7,787,536 496 Indirect
BlackRock Inc 7,383,507 4 89 Indirect
AXAS A 7 554 312 4 82 Direct/Indirect
JP Margan Chase & Co 7,428 306 4 74 Indirect
Barclays Global Investors 4,809,497 305 Indirect

Except for the above the Company Is not aware of any
ordinary shareholders with interests of three per cent
or more in the 1ssued share capital of the Company

Board of dwectors

The names of the directors as at the date of this report,
together with biographical details, are set out on page
26 All the directors served throughout the period
excepl as set out below

Walker Boyd was appcinted as a non-executive director
on 1 February 2010 and became Chairman on
1 September 2010

Robert Walker retired from the Board on 31 August 2010

Luke Mayhew retired from the Board on 31 August 2010
and was replaced by Henry Staunton with effect from
1 September 2010

The Company s Articles of Association give a power
to the Board to appoint directors and, where notice
1s given and signed by all the other directors remove
a director from office The Company s Articles of
Assocciation themselves may be amended by special
resolution of the shareholders

The Company s Articles of Association require that
directors offer themnselves for re-election every three
years and that new directors appointed by the Board offer
themselves for election at the next AGM following their
appointment However in accordance with the new UK
Corporate Governance Code, the Board has agreed that all
directors will stand for election or re-election at the AGM

John Barton, who was appointed to the Beard as a
non-executive directer in November 1999 and has
served on the Board for 11 years, will retire at

the AGM and in common with all the directors
offers himsetf for re-election John Barton has been
appeinted for a fixed term until the Company s AGM
in 2011 and does not have a contract of service The
Chairman conducted a thorough review with John
Barton to assess his independence and contribution

to the Board and confirmed that he continues to be
an effective independent non-executive directer and
continues to add value and continuity given the recent
changes to the Board The Board believes that John
Barton is an effective iIndependent non-executive
director notwithstanding the fact that he will have
served on the Board for 11 years since the date

he was first appointed to the Board by the time of the
AGM on 26 January 2011 John Barton has extensive
financial and retail experience which the Board
continues to benefit from iIn managing the Company

The interests of the directors and their immediate families
in the share capital of the Company, along with details of
directors share options and awards are contained in the
Remuneraticn Report cn pages 27 ta 36

At no time during the year did any of the directors have
a materal interest in any significant contract with the
Company or any of its subsidiaries

The Company maintains directors and officers hability
insurance which gives appropriate cover for any tegal
action brought against its directors The Company has
also provided an endemnity for 1ts directors which s

a qualifying third party indemnity provision for the
purposes of Section 234 of the Companies Act 2006

Financial risk management
The financial risk management and policies of the
Group are disclosed :n Note 25 of the Accounts

Going concern

The Group s business activities together with the
factors that are likely to affect 1ts future developments
performance and position are set out in this Directors
Report and Business Review This Directors Report
and Business Review alse describes the Group s
financial position, cash flows and borrewing facilities,
further information on which 1s detailed in Notes 22 to
25 of the Accounts In additton, Note 25 of the Accounts
includes the Group s abjectives policies and processes
for managing its capital its financtal risk management

Annual Report and Accounts 2010 WH Smith PLC

23



DIRECTORS’ REPORT AND BUSINESS REVIEW

CONTINUED

objectives, details of its financial instruments and
hedging activities and its exposures to credit risk and
lguidity nsk The Directors Repert and Business
Review atso highlights the principal nsks and
uncertainties facing the Group

The Group has committed working capital facilities of
€90m through to June 2011 The Group continues to be
highly cash generative, and preliminary discussions h
commenced with banks regarding an appropriate n
facility As a result the Group is confident that an
appropriate committed faciity will be in place by
June 2011

The directors report that they have reviewed current
perfermance and forecasts combined with expenditure
commitments including capital expenditure proposed
dwidends and share buyback and borrowing facibties
After making enquiries the directors have a reasonable
expectation that the Greup has adequate financial
resources to continue its current operations including
contractual and commercial commtments for the
foreseeabte fulure despite the current uncertamn
economic cutlook For this reason they have continued
to adopt the gotng concern basis in preparing the
financial statements

Auditors

Deloitte LLP have expressed their willingness to
continue n office as auditors of the Company A
resolution to re-appoint Deloitte LLP as auditors to the
Company and a resolution to authorise the directors to
determine thew remuneration will be proposed at the
Annual General Meeting

Disclosure of information to auditors

Having made the requisite enquiries, as far as each

of the directors 1s aware, there 1s no relevant audt
information [as defined 1in Section 418 of the Companies
Act 2006) of which the Company s auditors are unaware
and each of the directors has taken all steps he should
have taken as a director to make himself aware of any
relevant audit information and to establish that the
Company s auditors are aware of that information
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Annual general meeting

The AGM of the Company will be held at JPMorgan
Cazenove 20 Moorgate, London EC2ZR éDA on

26 January 2011 at 11 30am The Notice of Annual
en, together with explanatory
companies this report

Ian Houghton
Company Secretary
14 October 2010




STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The directors are responsible for preparing the Annual
Repert and the financial statements in accordance with
applicable law and regulations

Company law requires the directors to prepare financial
statements for each financial year Under that law the
directors are required to prepare the group hnancial
statements in accordance with International Financrat
Reporting Standards [IFRSs) as adopted by the
European Unien and Article 4 of the IAS Regulation and
have elected to prepare the parent company financial
statements i accordance with United Kingdem
Generally Accepted Accounting Practice {United
Kingdom Accounting Standards and applicable law)
Under company law the directors must not approve the
accounts uniess they are satisfied that they give a true
and fair vew of the state of affairs of the company and
cf the profit or loss of the company for that period

In preparing the parent company financial statements,
the directors are required to

» select suitable accounting policies and then apply
them consistently,

* make judgements and accounting estimates that
are reasonable and prudent,

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

= prepare the financial statements on the going
concern basis unless it is inappropriate te presume
that the company will continue in business

In preparing the group financial statements International
Accounting Standard 1 requires that directors

= properly select and apply accounting policies

= present information, including accounting pelicies, in
a manner that provides relevant, reliable, comparable
and understandable information

*» 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 hnancial position and financial performance,
and

* make an assessment of the company s ability to
continue as a going concern

The directors are responsible for keeping adequate
accounting records that are sufficient to show and
explain the company s transactions and disclose with
reasonable accuracy at any time the financial pesition
of the company and enable themn to ensure that the
financial statements comply with the Companies Act
2006 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
otherirregularities

The directors are respensible for the maintenance

and integrity of the corporate and financial information
inctuded on the company s website Legislationn

the United Kingdom governing the preparation and
dissemination of financial staterments may differ

from legislation in other junisdictions

DIRECTORS® RESPONSIBILITY STATEMENT
We confirm that to the best of our knowledge

e the hinancral statements, prepared in accordance
with the relevant financial reporting framewark, give
atrue and fair view of the assets lLiabilities, financial
position and profit or loss of the company and the
undertakings included in the consolidation taken
as a whole and

= the management report, which 1s incorporated into
the directors report includes a fair review of the
development and performance of the business and
the position of the company and the undertakings
included in the consolidation taken as a whole,
together with a description of the principal risks

Swann

Group Chief Executive Group Finance Diréctor
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BOARD OF DIRECTORS

BOARD COMMITTEES
Audit Committee
Mike Elis ~ Chairman
John Barton
Drummond Hall
Henry Staunion

Nominations Committee
Walker Boyd - Chairrnan
John Bartaen

Mike Ellis

Drummond Hall

Henry Staunten

Kate Swann

Remuneration Committee
Drurnmeond Halt - Chairman
John Barton

Walker Boyd

Mike Ellis

Henry Staunton
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1 Walker Boyd joined the Board of WHSmith as a
nen-executive director in February 2010 and became
Chairman on 1 Septemnber 2010 He retired as Group
Finance Director at Signet Jewelers Limited in June 2010
[previously Signet Group Plc) having held this position
since 1995 Prior to that he was Finance Director of
Signet s UK Jewellery Division fram 1992

2 Kate Swann 1s Group Chief Executive and joinad the
Board of WHSmith in November 2003 She started her
career at Tesco plc before moving to positions at
Homepride Foods Coca Cola Schweppes and Dixons
Stores Group She then worked for Homebase, ulumately
as Managing Director before becorming Managing Director
of Argos in Oecember 2000

3 Robert Moorhead s Group Finance Director and joined
the Board of WHSmith in Decermnber 2008 He joined
WHSmith in 2004 as Retall Finance Director Previously, he
was Group Finance Director at Specsavers Optical Group
and Finance and IT Director of Worid Duty Free Europe He
also held a number of roles at B&( and Kingfisher Group
He started his career at Price Waterhouse

4 John Barton 1s a nen-executive director and Sentor
'ndependent Director and joined the Board of WHSmith in
Novernber 1999 He retired as Chairman of jardine Lloyd
Thompson Group plc in December 2001, having formerly
been the Chief Executive of Jardine Insurance Brokers
Group plc He1s Chairman of Next plc and Brit Insurance
Holdings PLC and 1s deputy Chairman of Cable & Wireless
Wortdwide plc

5 Mike Elhs is a non-executive director and joined the
Board of WHSmith in March 2005 He rejoined the Board
of HBOS plc in September 2007 and was Group Finance
Director from January 2008 until January 2009 having
previously held the position frorm September 2001 to
October 2804 Prior to this, he worked in a number of
senior executive positions at Halifax ple (and its
predecessor Halifax Building Society)

6 Drummond Hall 1s a non-executive director and jotned
the Board of WHSmith 1n September 2008 He spent

his early years with Procter & Gamble, Mars and PepsiCo
Inc and from 2002 to 2006 was Chief Executive of Dairy
Crest PLC

7 Henry Staunton is a non-executive director and joined
the Board of WHSmith in September 2010 He s also a
non-executive director of L.egal & General Group Ple,
Merchants Trust plc Capital and Counties Properties ple
and New Laok Retail Group Limited

Ian Houghton 1s Company Secretary and Legal Director




REMUNERATION REPORT

This Report has been prepared on behalf of the Board
by the Remuneration Commuittee In all its activities, the
Rernuneration Committee has adopted the principles of
good governance relating to directors remuneration as
set out in the Combined Code on Corparate Governance
and complies with the Companies Act 2006 the Large
and Medium-5ized Companies and Groups [Accounts
and Reports] Regulations 2008 and the Listing Rules

of the Financial Services Authonty Part A of the report,
which 15 not subject to audit sets out the Company s
remuneration policy Part B, which has been audited
provides details of the remuneration, pensions and
share incentives of the directors for the year ended

31 August 2010

PART A - UNAUDITED INFORMATION

REMUNERATION COMMITTEE

The Remuneration Committee met six times during
the year It 1s chaired by Drummaond Hall The other
members of the Committee are John Barton Walker
Boyd, Mike Ellis and Henry Staunton Robert Walker
and Luke Mayhew served on the Committee during
the year and retired from the Board on 31 August 2010
The Commitiee s terms of reference which are
avallable on the Company s website, set out the
responsibilities of the Cornmittee which include

= determining and agreeing with the Board the broad
policy for the remuneration of the Chairman, executive
directors and certain oiher senior executives

* approving the design of and targets for, any
performance-related pay schemes operated by the
Company and approving the total annual payments
made under such schemes

* reviewing the design of all share incentive plans
for approval by the Board and shareholders

* ensuring that contractual terms on fermination and
any payments made, are fair to the individual and the
Company, and ensuring that failure 1s not rewarded
and that the duty to mitigate loss s fully recognised,
and

» determining the total indmdual remuneration
package of each executive director and other senior
executives including bonuses and share incentives

During the year the Committee received advice and
services from its external independent adwviser, Hewitt
New Bridge Street [HNBS] a trading name of Hewitt
Associates Limited, who were appointed by the
Committee During the year the Committee also receved
advice from an independent law firm, Allen & Overy LLP,
whio were appointed by the Company in respect of share
schemes A separate department at Hewitt Associates

Limited also provided the Company with actuanal
advice in respect of the Company s pension schemes
and Allen & Overy LLP provided the Company with other
legat services lan Houghton, Company Secretary also
materally assisted the Committee i carrying out its
duties, except in relation to his own remuneration

Kate Swann attends meetings at the invitation of the
Committee Walker Boyd absents himself from
discussions about his own pay

Remuneration policy

The Company s remuneration policy aims te encourage
a performance-based culture, attract and retain high
calibre executive directors and align executive
directors and shareholders interests In determining
such policy the Remuneration Committee take into
account all factors which it deems necessary including
market practice performance of the individual and of
the Company the experience and respansibility of the
indivtduats concerned and {o pay and conditions
elsewhere in the Group The Committee endeavours

to ensure that any pay rises for executive directors

are generally comparable with those being applied
elsewhere within the Group The objective of the policy
Is to ensure that executive management are provided
with appropriate incentives to encourage enhanced
long-term performance and are, 1n a fair and
respoensible manner, rewarded for ther indwidual
contributions to the success of the Company Basic
salary s targeted around the median of the market
with an opportunity to earn above median levels of total
reward where there is exceptional performance The
Commuttee 1s guided by the strategic and financial
prierities of the Group as outlined in other sections

of the annual report The Comrmittee also takes account
of the changing nature of the business the markets

in which it operates and reward practices and
employment conditions of employees throughout

the Group

In Line with the Association of British Insurers
Guidelines on Responsible lnvestment Disclosure
the Remuneration Commitiee will ensure that the
incentive structure for executive directors and senior
management will not raise envirenmental social or
governance [ESG) risks by inadvertently motivating
irresponsible behaviour Mare generally, with regard
to the overall remuneration structure there I1s no
restricticn on the Rermuneration Comrmittee which
prevents it from taking into account corporate
governance on ESG matlers
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2010 Remuneration Review

During the year the Committee reviewed the overall
remuneration, incentive and retention arrangements
with a particular focus en whether 1t would be
appropriate to make further awards to executives under
the existing WH Smith 2008 Management Investment
Plan [ MIP ) following the announcement of the
Company s results on 14 October 2010 The review
was conducted with the help and advice of HNBS

The Committee consutied major shareholders on the
proposal Following this consultation the Committee
concluded that it was appropriate to make further
awards under the MIP and LTIP in October 2010 as

it allows the Company to continue to motivate the
current highly successful management team and
continue the focus on generating strong and sustainable
shareholder returns The MIP also gives the current
management team the opportunity to demonstrate
their continued commitment to and belief in the
ongoing plans for the Company by investing their own
resources In acquiring ordinary shares thus further
aligning themselves with shareholders

The Commuttee also sought the views of shareholders
on the appropriate choice of performance measures

to determine the vesting of MIP awards Following
consultation, the Committee decided to adopt a
cembination of financial and market-based measures
aimed at delivering enhanced returns to shareholders
It believes that such a combination of targets is best
suited to the needs of the Company and its shareholders
Therefore, as with awards made under the MIP in 2007,
the 2010 awards will only become exercisable provided
that certain stretching EPS and TSR performance
cenditions are met The performance targets will be

as follows

a) Eighty per cent of the award 1s dependent on the
satisfaction of an EPS performance target EPS will be
measured over the three years ending 31 August 2013
and will measure growth in fully diluted EPS before
exceptional items Threshold performance, which resulis
in the vesting of 30 per cent of the shares, will be achieved
if there 1s EPS growth at a compound rate equal to seven
per cent per annum Maximum performance which
results in the vesting of 100 per cent of the shares, will
be achieved if there I1s EPS growth at a compound rate
equat to 12 per cent per annum, and

bl The remaining 20 per cent of the award 1s dependent
on the satisfaction of a TSR performance target The TSR
target will compare the TSR on an investment in the
Company s ordinary shares with the TSR on a notional
investment In the FTSE All Share General Retailers Index
constituents over the period between 14 October 2010
and the announcement of the Company s results in
October 2013 for the year ending 31 August 213
Threshold performance will require that the Company s
TSR s at the median position relative to the comparator
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group Maximum performance will require the
Company s TSR to be at the 75th percentile relative to
the comparator group In addition the Remuneration
Committee must also be satisfied that there has been
anmprovermneni in the Company s underlying financial
performance in determining whether any payment
should be made in respect of the satisfaction of the
TSR performance condition

For performance between these levels a matching
award will vest on a pro-rata straight-line basis The
performance conditions will be tested separately

For the purpose of calculating TSR the base price for
the Company s ordinary shares and the Index will be
averaged over the one-month pericd following the
announcerment of the Company s results on 14 October
2010 At the end of the TSR Performance Perod, the
TSR condition will be measured using the average
share price over the one-menth period starting on

the date of announcement of the Company s results

in Octeber 2013 HNBS independently carries out

the relevant TSR calculations for the Company

The Commuttee also concluded as part of this review
that the Company should increase Kate Swann s bonus
potential under the Annual Bonus Flan from 150 per
cent to 200 per cent of salary and Robert Moarhead s
bonus potential from 100 per cent to 130 per cent of
salary The extra bonus opportunity will be subject to the
achievernent of more stretching performance conditions

As part of the review, the Committee considered the
structure of Directors remuneratian packages from
a risk perspective It1s satisfied that the packages,
which include a market-competitive base salary, an
annual bonus and substantial long-term incentives
do not encourage inappropriate risk-taking

The Commtttee 1s conscious that the continued use

of the MIP 1s not consistent with evalving best practice
which i1s to make annual co-investment awards rather
than a single award every three years although the
overall quantum s similar As the Company 1s now

in a much more stable and successful pesition than
when the MIP was #irst introduced, the Commitiee
has decided to undertake a comprehensive review of
executive remuneration structures at the Company to
determine whether the current structure remains the
optimal structure going forward Together with HNBS,
it will constder all possible structures over the next
year taking appropriate cognisance of the need to
continue to incentivise a proven management team
the new UK Corporate Governance Code and evolving
best practice

The current performance-related benefits which
consist of an annual periormance bonus and long-
term incentives, account for a significant proportion
ol total remuneration




The table below shows the expected relative value
of the executive directars future annual
remuneration package

Fixed Performance-related
Name element elements
Base Annual Long term
salary honus incentives
Kate Swann 20% 40% 40%
Robert Moorhead 25% 32% 43%

al Kate Swann can earn up to 200 per rent of salary for exceptionat
performance and Rabert Meorhead can earn up to 130 per cent of
salary for exceptienal perfermance under the Annual Bonus Plan

b] The value placed on long-term (ncentives assumes maximum
perfermance and comprises the value of shares awarded under
the WH Smith LTIP

c] The above table does not include the value of other benefils and
employer pension contributions

SALARY AND BENEFITS

The salaries of executive directors are reviewed
annually in September When conducting this review,
the Committee takes into account a range of factars
including the Group s performance, market conditions
the prevailing market rates for similar positions in
comparable companies, the responsibilities, individual
performance and experience of each executive director
and the level of salary increases awarded to employees
throughout the Group Following the review in
September 2010 the executive directors did not receive
a salary increase Executwve directors also receive
taxable benefits including a car allowance and private
medical iInsurance Any payments made to executive
directors other than salary are not penstonable

The {ees paid to non-executive directors are determined
by the Chairman and the executive members of the
Board and are paid in cash The levels are set to take
into account the required time commitment and the

fee payments for non-executive directors of sirmlar
organisations Mon-execulive directors do not participate
In any bonus or share schemes The {ees comprise

Basic Annual Fee - £40 000
Committee Chairman - £6,000*
Senior Independent Director - £5 000

* This fee 1s nat paid to the Chairman of the
Nominations Committee

Annual Benus Plan

For the year under review Kate Swann had the
opportunity to recerve an annual bonus up to a maximum
of 150 per cent of base salary and Robert Moorhead had
the opportunity to receive an annual bonus up to a
maximum of 100 per cent of base salary The plan is
designed so that the level of bonus paid 1s dependent on
the achievernent of a profit before tax and after interest
target and personal performance Annual performance

targets are set by the Committee based on a range of
factors, including consensus analysts profit forecasts
and the Caompany s own internal budgets No bonus Is
paid unless the minimum profit target 1s achieved
Actual PBT performance of £82m was in excess of the
maximum target set for financial perforrnance and,
therefore, the Commuttee approved masximum benus
payments under thus measure for the financial year
ended 31 August 2010 The overall benuses earned

In the year were above on-target levels

LONG-TERM INCENTIVES

WH Smith 2008 Management Investment Plan (“2008 MIP")
Under this plan executive directors and key senior
executives are given the opportunity io invest their own
money to buy ordinary shares in the Company and are
granted matching awards to acquire further ordinary
shares In proportion to the amount they have invested
Executive directors and certain other key executives
may invest up to 150 per cent of base salary For
awards made in November 2007 {and October 2008 to
Robert Moorhead) the number of shares over which &
matching award may be granted is up to five imes the
amount invested in the case of executive directors and
up to 3 75 tirmes the amount invested for other
executives The Committee decided that for proposed
awards to be made to executive directors in October
2010 the matching award will be reduced to four imes
the amount invested and remain at 3 75 times the
amount invested for other executives

Following extensive consultation with shareholders,
the Committee adopted a combination of financial and
market-based measures aimed at delivering enhanced
returns to shareholders It believes that such a
combination of targets 1s best suited to the needs

of the Cempany and its shareholders

For existing awards granted under the 2008 MIP, the
extent to which matching awards vest will depend on
the satisfaction of EPS and TSR performance targets

The performance targets are as follows

a) Sixty per cent of the award 1s dependent on the
satisfaction of an EPS performance targat EPS will
be measured over the three years ended 31 August
2010 and will measure growth in fully diluted EPS
before exceptional items Threshold performance
which results in the vesting of 30 per cent of the
shares, requires EPS growth at a compound rate
equal to eight per cent per annum Maximum
performance, which results in the vesting of 80 per
cent of the shares, requires EPS growth at a
compound rate equat to 13 per cent per annum
Super-stretch performance, which results in full
vesting requires EPS growth at a compound rate
equal to or exceeding 15 per cent per annum, and
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b) The remaining 40 per cent of the award 15 dependent
on the satisfaction of a TSR performance target The
TSR target will compare the TSR on an investment
in the Company s ordinary shares with the TSR on a
notional investment In the FTSE All Share General
Retailers Index constituents over the period between
11 October 2007 and the announcement of the
Caompany s results en 14 October 2010 for the year
ended 31 August 2010 Threshald performance will
require that the Company s TSR 15 at the median
position relative to the comparator group Maximum
performance wilt require the Company s TSR to be at
the 75th percentile relative to the comparator group
and super-stretch perfarmance will require the
Company s TSR te be at the B5th percentile relative
to the comparater group

For performance between these three levels a matching
award will vest on a pro-rata straight-line basis The
performance conditions will be tested separately

The end of the TSR Performance Period 1s one month
after the date of the announcement of the Company s
results on 14 October 2010 HNBS independently
carries out the relevant TSR calculations for the
Company and will test the extent to which the TSR
condition has or has not been met after the end of
the performance period

The Remuneration Committee must also he satisfied
that there has been an improvement in the Company s
underlying financial performance in determining
whether any payment should ke made in respect of
the satisfaction of the TSR performance condition

For the proposed October 2010 awards following
extensive consultation with shareholders, the
Committee decided to retain a combination of financial
and market-based measures [EPS and TSR] aimed at
delwvering enhanced returns ta shareholders [t believes
that such a combination of targets 1s best suited to the
needs of the Company and its sharehotders Details of
the EPS and TSR targets are set out in the 2010
Remuneration Review on page 28

WH Smith LTIP

Under this plan executive directors and key senier
execulives may be awarded each year conditional
entitlements to ordinary shares in the Company up to
avalue of 200 per cent of base salary The Committee
adopted a combination of financial and market-based
measures to reward long-term sustamed performance
It believes that such a comnbination of targets 1s best
suited to the needs of the Company and 1its sharehalders
Alongside the proposed grant of MIP awards the

WH Smith PLC  Annual Report and Accounts 2010

Committee intends to make LTIP awards to executive
directors and senior executives 1n Qctober 2010

The Commmuttee will conduct its annual review of the
performance measures and targets prior to the grant
of awards in October 2010 and 1n conducting this review
it will consider whether other performance measures
may be more appropriate to deliver the objectives of the
Company and create shareholder value

The performance conditions for awards granted in the
financial year ended 31 August 2010 were as follows

al the perfarmance condition applying te 60 per cent of
the award shares is based on growth in the adjusted
EPS of the Company over the three years ending
31 August 2012 [the Performance Pernied ) and
vesting will accur on the following basis

Annual rate of growth In adjusted EPS
of the Company {compounded annually)

over the Performance Penod Proportion exercisable

Below 5% Zero
5% 30%
10% cr more 100%
Between the Pro rata

above points between 30% and 100%

For these purposes EPS will he determined by reference
to fully diluted EPS before exceptional items adjusted as
considered appropriate by the Committee to ensure
consistency and

b} the performance condition applying to the remaining
40 per cent of such an award 15 based on the TSR
performance against the FTSE All Share General
Retailers Index constituents over the Performance
Period and vesting will occur an the following basis

TSR performance ranking at end

of the Performance Penod Proportion exercisable

Below median Zero
Median 30%
Upper guartile 100%
Between the Pro rata

above points between 30% and 100%

The performance conditions for awards granted in the
financial year ended 31 August 2009 are the same as
those performance condttions for awards granted in
the financial year ended 31 August 2010




The performance conditions for awards granted in the
financial year ended 31 August 2008 were as follows

al the performance condition applying to &0 per cent
of the award shares 1s dependent on the satisfaction
of an EPS performance target EPS will be measured
over the three years ended 31 August 2010 and will
measure growth in fully diluted EPS before
exceptional items Thirty per cent vesting will occur
if there 1s EPS growth at a compound rate equal to
RP1 plus three per cent per annum Full vesting will
cccur If there 1s EPS growth at a compound rate
equal to RPI plus mine per cent per annum, and

bl the performance condition applying to the remaining
40 per cent of such an award 15 based on the
Company s TSR performance against the FTSE
All Share General Retailers Index over the perigd
between 11 October 2007 and the announcement
of the Company s results on 14 October 2010 for the
year ended 31 August 2010 Thirty per cent vesting
will occur f the Company s TSR 1s at the median
position relative to the Index Full vesting will occur
if the Company s TSR Is at or above the 75th
percentile relative to the Index

The performance conditions for awards granted under
this plan in the financial year ended 31 August 2008
were fully met

HNBS independently carries out the relevant TSR
calculations for the Company

WH Smith share option schemes
The Company aperates two types of share option scheme

al an Executive Share Option Scheme which 1s used to
grant options to executives up to an annual lirmit of 200
per cent of base salary The performance target for
options granted in the financial year ended 31 August
201015 measured over a fixed three-year period and
requires adjusted EPS growth of ten per cent in order
for full vesting to occur The performance target for
opilans granted in the financial year ended 31 August
2009 1s the same as the performance target for
options granted in the financial year ended 31 August
2010 The performance target for optiens granted in
the financial years ended 31 August 2007 and 31
August 2008 1s measured over a fixed three-year
period and the proportion that will become exercisable
ncreases on a straight-Une basis from 40 per cent for
adjusted EPS growth of RPI plus nine per cent to 100
per cent for adjusted EPS growth of RPI plus 15 per
cent The Committee believes that EPS growth
provides focus on increasing the Company s share
price over the medium to long-term and is the most
appropriate measure of the Company s underlying
financial perfermance The Commiitee will conduct

its annual review of the performance target prior to
the grant of options in October 2010 The executive
directors did not participate in this scherne in the
financial year ended 31 August 2010 and they do not
hold outstanding awards in this scheme and

b) a HM Revenue & Customs Approved Save-As-You-
Earn share option scheme [the Sharesave Scheme |
The Sharesave Scheme 1s open to all UK employees
who have completed one year s service and who enter
an approved savings contract for a term of three or
five years The maximum amount which can be saved
1s £250 per month the total savings at the end of the
term being used to purchase shares at a discount of
up to 20 per cent of the market value In cornmon with
most schemes of this type there are no performance
conditions applicable to options granted under the
Sharesave Scheme

Personal shareholdings

Executive directors and senlor executives are
encouraged to build up and hold a significant
shareholding in the Company

Contracts of service
The contract dates and notice periods for each
executive director are as follows

Notice Nolice

Date of period by perad by

contract Company director

Kate Swann 2 July 2003 1year 9 months
Robert Moorhead 1 Dec 2008 tyear 9 months

It 15 the Company s policy to enter into contracts of
employment with executive directors which may be
terrminated at any time by the Company upon 12
months notice and upon nine months notice by the
executive director Under the Company s policy, in

the event of a change of control of the Company there
IS a provision In each executive directors contract
which provides for a payment of liquidated damages
of 95 per cent of salary and benehts If the contract s
terminated i breach of the notice period In other
circumstances the Committee believes that any
question of compensation should be decided upon

at the appropriate tme rather than in advance so that
the principle of mitigation 1s applied in the particular
crcumstances

The Chairman, who has a letter of appointment,

1s appainied for animtial term of three years His
appointment may be terminated at any time by either
the Company or the Chairman without notice
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The non-executive directors who have letters of
appointment are appointed for an imtial term of
three years These appointments can be terminated
by either the Company or the non-executive director
without notice

Under the Company s Articles of Association, all
directors are required to retire and submit thermselves
tor re-election every three years However, in accordance
with the new UK Caorporate Governance Code the
Board has agreed that all directors will stand for
election or re-etection at the AGM to be held on

26 January 2011

Performance graph
Total Shareholder Return performance since
31 August 2005

a) The graph sllustrates the TSR performance on a
cumnulative basis (with dividends reinvested) as at the
end of each of the last five financial years compared
with the FTSE All Share General Retailers index over
the same period

b) WH Srmuth 15 a member of the FTSE All Share
General Retailers Index and, as such this sector
was considered to be the most appropriate
comparator group upon which a broad equity
market index s calculated
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WH Smith Employee Benefit Trust

The WH Smith Employee Benefit Trust is used to
facititate the acquisition of ordinary shares in the
Company for the purpose of satisfying awards and
options granted under the Company s executive share
schemes The Trust is a discretionary trust, the sole
beneficiaries being employees (including executive
directors) and former employees of the Group and their
close relations The Trustee 1s Computershare Trustees
(C t) Liruted an independent professional trustee
company based in Jersey It1s the Company s intention
to use the ordinary shares in the Trust to satisfy all
outstanding awards and options made under the
Company s executive share schemes

Following share purchases of 1,292,412 shares the
number of WH Smith shares held in tha WH Smith
Employee Benehit Trust at 31 August 2010 was

7 509 122 The Group s accounting policy 1s detailed
within Note 1 of the Accounts and movements are
detailed in the Group Statement of Changes in Equity
on page 41

Dilution himits

Awards of long-term incentives are satisfied using market
purchase shares WH Smith s share plans comply with
recommended guidelines on ditution imits and the
Company has always operated within these limits

Pensions

For the year under review the Company operated

a defined contribution pension scheme, WH Smith
Retirement Savings Plan Under this scheme an
executive director may contribute up to an amount
equivalent to five per cent of salary which 1s then
matched by the Company In addition a pension
supplement is also payable which may be taken as

an additional pension contribution or as an addition to
basic pay For the financial year ended 31 August 2010
the total contribution for Kate Swann was equivalent
to 35 per cent of salary and for Robert Moarhead it
was 25 per cent of salary

External appointments

Each executive director may accept up to two non-
executive directorships provided they are not both
appointments to companies in the FTSE 100 or are
chairmanships of a FTSE 100 company Non-executive
directorships must not conflict with the interests of the
Company Neither of the executive directors currently
holds any external directorships




PART B — AUDITED INFORMATION
DIRECTORS' REMUNERATION
The remuneration of the directors for the financial year ended 31 August 2010 was as follows

Annual
performance Benefits and Year to
Salary/ fees banus other payments Total 31 August 2009
£ 000s £000s £ 000s £000s £ 000s
Robert Walker 200 - 1 201 201
Kate Swann 525 787 14 1,326 1421
Robert Moorhead 300 266 14 580 488
John Barton 45 - - 45 50
Walker Boyd 23 - - 23 -
Mike Ellis 4b - - 46 4é
Drummond Hall 46 - - 44 41
Luke Mayhew 40 - - 40 40
Former directors - - - - 139
Total £ 000s 1,225 1,053 29 2,307 2,426

|
|
al Walker Boyd was appointed as a non-executive director of the Company on 1 February 2010 and was paid an !
annual fee of £40 000 pro rata He became Chairman on 1 September 2010 and will receive an annual salary '
of £145 000 |

!

b] Robert Maorhead was appointed as a director of the Company on 1 December 2008 Robert Maarhead s annual
salary1s £300 Q00

c) Robert Walker resigned as a director of the Company on 31 August 2010
d] Luke Mayhew resigned as a director of the Company on 31 August 2010

el Henry Staunton was appointed as a director of the Company on 1 September 2010 and 1s paid an annual
fee of £40,000

fl Benefits and other payments relate mainly to the prowision of a company car and private medscal insurance
DIRECTORS’ PENSIONS

The executive directors were members of the Company s defined contribution scheme during the year ended
31 August 2010

Employee contribution Employer contribution

% of salary { 000s % of salary £ 000s

Kate Swann 5 24 35 183
Robert Moorhead 5 15 25 75

al Executive directors receive a pension supplement which may be laken as an additional pension contribution
or as an addition to basic pay

bl The dependants of executive directors are eligible for payment of a tump sum In the event of death-in-service }
equivalent te tour times salary |
|
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LONG-TERM INCENTIVES

Share award schemes

Detalls of the conditional awards [in the Torm of nil-cost options, except where indicated in notes (e} and {f))
to acquire ordinary shares of the Company granted to executive directors are as follows

Number of Number of
Number af shares shares Number of
shares subject subject shares subject Number of
subject to to awards to awards to awards shares subject Share price Release
awards at granted exercised which lapsed  to awards at at date date/
Date of 31 August during during during the 31 August of grant Exercise
grant 2009 the year the year year 2010 [pence) penod
Kate Swann
WH Smith LT{P 121006 296,450 - 296450 - - 35000 191009
-191016
211008 301 00% - - - 301006 34883 Oct 2011
~-211018
051109 - 211,10 - - 211110 49737 051112
-051119
WH Smith 2008 Management Nov 2010
Investment Plan 221107 1217441 - - - 1,217,441 316 75 - Nov 2012
Total 1,814,897 211,110 296,450 - 1,729,557
Robert Moorhead
WH Srnith LTIP 191004 95,450 - 95,450 - - 35000 191009
-191016
171007 65,726 - - - 65726 38750 QOct2010
-171017
211008 129003 - - - 129,003 34883 0ct2011
-211018
051109 - 109555 - - 105555 49737 051112
-051119
WH Srmith 2008 Management Nov 2010
Investment Plan 221107 726,145 - - - 225145 31675 - Nov 2012
211008 378,242 - - - 378242 34700 Nov2010
- Nov 2012
Total 894,566 105,555 95,450 - 904,671
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a) The number of shares subject to awards s the maximum [100 per cent) number of shares that could be received
by the executive If the performance targets are fully met

b] The Company performance targets for awards granted on 19 October 2006 under the WH Smith LTIP were
fully met

c) In respect of the award granted on 19 October 20046 under the WH Srmuth LTIP held by Kate Swann the value
of the 296,450 Company shares on the date of exercise was £1 552 547 94 (523 72p per ordinary share)

d) In respect of the award granted on 19 October 20046 under the WH Smith LTIP held by Robert Moorhead the
value of the 95,450 Company shares on the date of exercise was £494,007 11 (517 56p per ordinary share)

el On 24 February 2010 Kate Swann exchanged 620,895 nil cost optiens over Company shares for an equivalent
number of restricted shares under the WH Smith 2008 Management Investment Plan The value of the 620 895
Company shares on the date of exchange was £2,887,161 75 [445p per ardinary share] The restricted shares
are held in the WH Srmuth Employee Benefit Trust on behalf of Kate Swann The performance period and other
conditions that were applicable to the mil-cost options (including farfeiture provisionsl remain the same
Following vesting the restricted shares would be released lo Kate Swann

fl On 24 February 2010 Robert Moorhead exchanged 210 250 nil cost options over Company shares for an
equivalent number of restricted shares under the WH Srruth 2008 Management Investment Plan The value of
the 210 250 Company shares on the date of exchange was £977,662 50 [445p per ordinary share] The restricted
shares are held in the WH Smith Employee Benefit Trust on behalf of Robert Moorhead The performance period
and other conditions that were applicable to the nil-cost options (including forfeiture provisions] remain the
same Following vesting the restricted shares would be released to Robert Moorhead

gl Matching awards granted under the WH Srmith 2008 Management Investment Plan will only vest to the extent
that the performance targets as set out on pages 29 and 30 are satistied

h] Awards granted under the WH Smith LTIP will only vest to the extent that the performance conditions set out
on pages 30 and 31 are satisfied

1) No option price Is payable on either the grant or exercise of any award

1] No awards have been granted to or exercised by directors between 1 September 2010 and 14 Gctober 2010
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REMUNERATION REPORT N

CONTINUED

Share option scheme

Details of the options to acquire ordinary shares of the Company granted to executive directors are as follows

Shares Shares subect Shares

Shares subject to options subject Shares

subject to tooptions  which were to options subject to

aptions at granted exerased  which lapsed oplions at
Date of 31 August during during during 31August  Option pnce Exercise
grant 2009 the year the year the year 200 {pencel penod
Kate Swann 010210
SAYE 291106 3201 - 3,201 - - 29520 -310710

Total 320 - 3,201 - -
Robert Moorhead 010210
SAYE 291106 3,201 - 3201 - - 29520 -310710
010813
020610 - 2266 - - 2266 40040 -310114

Total 3,201 2,266 3,201 - 2,266

al The meddle market price of an ordinary share at the close of business on 31 August 2010 was 407 60p (31 August

2009 441 10p}

bl The high and low middle market prices of an ordinary share during the year were 537 50p and 398 20p respectively

cl In respect of the option granted on 29 Novernber 2006 under the WH Smith Sharesave Scheme held by Kate
Swann, the value of the 3 201 Company shares on the date of exercise was £14,149 05 (504 50p per ordinary share)

dl In respect of the option granted on 29 Novernber 2006 under the WH Smith Sharesave Scheme held by Robert
Moorhead, the value af the 3 201 Company shares on the date of exercise was £16 149 05 (504 50p per ordinary share)

e} Ne options have been granted to or exercised by directors between 1 September 2010 and 14 October 2010

Drrectors® interests 1n shares

The beneficial interests of the directers and ther immediate families in the ordinary shares of the Company are set out below

3% August 2009

31 August 2010 or date of appointment

John Barton 14,486 14,486
Walker Boyd 35,000 -
Mike EllLis 4527 4527
Drummond Hall 10 000 10,000
Luke Mayhew 7.243 7243
Robert Moorhead 235 863 176,504
Kate Swann 384,790 601 589
Robert Walker 72,243 39743

Except as set out below there has been no change in the directors interests shown above between 1 September 2010

and 14 October 2010

Robert Walker and Luke Mayhew resigned as directors on 31 August 2013 Henry Staunton, who was appointed as a

director on 1 September 2010 does not hold any ordinary shares in the Company

Shareholder approval

Kot&on@m&a the Remunecnon ﬁporﬁ lsflng proposed at the Annual General Meeting
LY 1

rder of the Board e —

Orummond Halt
Chairman of the Remuneration Committee
14 QOctober 2010
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INDEPENDENT AUBITORS’ REPORT

TO THE MEMBERS OF WH SMITH PLC

We have audited the Group tinancial statements of

WH Smith PLC for the year ended 31 August 2010
which comprise the Group Income Statement the
Group Statement of Comprehensive inceme, the Group
Balance Sheet the Group Cash Flow Statement the
Group Statement of Changes in Equity and the related
Netes 1 to 30 The financial reporting framework that
has been applied in their preparation s applicable

law and International Financial Reporting Standards
(IFRSs) as adopted by the European Union

This report 1s made solely to the Company s members

as a body I1n accordance with Chapier 3 of Part 16 of

the Companies Act 2006 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
assume responsthility to anyone aother than the Company
and the Company s mernbers as a body, for our audit
work for this report or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors Respeonsibilities
Statement, the directors are responsible for the
preparation of the Group financial statements and for
being satisfied that they give a true and fair view Our
responsibility 1s to audit the Group financial statements
in accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards
require us to comply with the Auditing Practices Board s
[APB s] Ethical Standards for Auditars

Scope of the audit of the financial statements

An audit Involves obtaining evidence about the amounts
and disclosures in the financial staternents sufficient 1o
give reasonable assurance that the financial statements
are free from material misstatement whether caused by
fraud or error This includes an assessment of whether
the accounting policies are appropriate to the Group s
circumstances and have been consistently applied and
adequately disclosed, the reasonableness of significant
accounting estimates made by the directors and the
overall presentation of the financial statements

Opimen on financial statements

In our opinion the Group financial statements

* give a true and farr view of the state of the Group s
affairs as at 31 August 2010 and of its profit far
the year then ended

* have been properly prepared 1n accordance with
'FRSs as adopted by the European Union and

¢ have been prepared in accordance with the
requirements of the Companies Act 2006 and
Article 4 of the IAS Regulation

Opimon on other matter prescribed by the Companies
Act 2006

In our opimion the information given in the Dwectors
Report for the financial year for which the financial
statements are prepared i1s consistent with the Group
financial statements

Matters on which we are required to report by exception
We have nothing to repart in respect of the fotlewing

Under the Companies Act 2006 we are required

to report 1o you if, In cur opon

= certain disclosures of directors remuneration
specified by law are not made, or

* we have not recerved all the information and
explanations we require for ocur audit

Under the Listing Rules we are required to review

* the directors statement contained within the
Directors Repert in relation to going concern, and

« the part of the Corporate Governance Statement
relating to the Cempany s compliance with the nine
provisions of the June 2008 Combined Code specified
for our review

Other matters

We have reported separately on the parent company
financial statements of WH Smith PLC for the year
ended 31 August 2010 and cn the information in the
Directors Remuneration Report that 1s described
as having beep audit

Stephen Grzgs (Semor Statutory Auditor)

for and on behalf of Detoitte LLP

Chartered Accountants and Statutory Auditors
London, United Kingdem

14 October 2000
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GROUP INCOME STATEMENT

FOR THE YEAR ENDED 31 AUGUST 2010

2010 2009
Before Befare
exceptional  Exceptional exceptional  Exceptional
£tm Note items Items Total 1ems ems Total
Continuing operations
Revenue 2 1,312 - 1,312 1 340 - 1,340
Operating profit 2,3 89 - 89 83 - 83
Investment income 9 1 - 1 1 - 1
Finance costs 10 m - (1) (2] - (2)
Profit before tax 89 - 8¢9 82 - 82
Income tax expense 1 [20) - (20) (18] - (18)
Profit after tax from
continuing operations 69 - &9 64 - 64
Loss for the year from
discontinued operations 4 - - - - (1] (1
Profit for the year 69 - 69 b4 (1l 43
Earnings per share’
Basic - continuing operatiens 13 47 ép 427p
Diluted - continuing operations 13 45 7p 413p
Basic i3 47 6p 42 Op
Diluted 13 45 7p 40 ép
Non GAAP measures
Underlying earnings per share?
Basic - continuing operations 13 47 6p 427
Diluted - continuing operations 13 45 7p 41 3p
Basic 13 47 &p 427p
Diluted 13 45 7p 413p
Equity dividends per share® 19 4p 16 7p
Fixed charges cover 8 1 5x 1 5x
' Earnings per share 1s caleulated in accardance with IAS 33 Earmings per share
? Underlying earnings per share excludes exceptional ttems
1 Dividend per share 1s the {inal proposed dividend of 13 3p [2009 11 3pl and the interim dividend of 6 1p (2009 5 4p)
GROUP STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 AUGUST 2010
im Note 2010 2009
Profit for the period &9 43
Other comprehensive income
Actuanal losses on defined pension schemes 5 2 [i1)
Mark to market valuation of derwative inancial asset 1] (1]
Other comprehensive loss for the period, net of tax (13) 112
Total comprehensive incame for the peried 54 51
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GROUP BALANCE SHEET

AS AT 31 AUGUST 2010
£m Note 2010 2009 2008
Non-current assets
Goodwilt 14 32 32 32
Other intangible assets 15 24 24 23
Property, plant and equipment 16 158 153 177
Deferred tax assets 21 10 9 11
Trade and other receivables 17 4 4 4
228 232 247
Current assets
Inventories 151 151 147
Trade and other recewvables 17 57 56 &6
Current tax asset 21 7 4
Derivative financial assets 25 - 1 2
Cash and cash equivalents 22 56 47 22
285 262 241
Total assets 513 494 488
Current Liabilities
Trade and other payables 18 (246) (242) (239
Current tax Liabilities (51} [34) 31
Obligations under finance leases 19 22 - (2 (4)
Bank overdrafts and other borrowings 22 - - (25)
Short-term provisions 20 (3] (3 (4)

[300] (281) (303)

Non-current Uabilities

Retirement benefit obligation 5 (1 (2) -
Ceferred tax labilibies 21 8 (8l (10
Long-term provisions 20 (5) (5] (4]
Obligations under finance leases 19 22 - - (2
Other non-current liabibties (15) (10) (8)
(27} £25) (24)
Total liabilities (327 (308) (327}
Total net assets 186 188 161
Total equity 1848 188 161
£m Nate 2010 2009 2008
Shareholders equity
Called up share capital 24 33 35 35
Share premium 1 - -
Capital redemption reserve 4 2 2
Revaluation reserve 2 2 2
ESOP reserve (29) (28] {28)
Hedging reserve - 1 2
Translation reserve 12} 12) 2
Other reserve (191} (187) 79
Retained earnings 348 365 329
Total equity 186 188 161

ted financial statements of WH Semith PLC Istered number 5202036 were approved by the Board of
e signed on jts behalf by

ert Moarhe
roup Chief Executive Group Finance Director
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GROUP CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 AUGUST 2010

Em Note 2010 2009
Net cash inflow from operating activities 24 104 113
Investing activities

Interest received 1 1

Purchase of property, plant and equiprment {24) [23)
Purchase of intangible assets [5) (5)
Net cash outflow from investing activities (28) (271
Financing activities

Interest paid - (1t
Diwvdend paid (26} (23}
Purchase of own shares for cancellation (35) -

Purchase of own shares for employee share schemes (&) (8)
Repayments of borrowings - {25}
Repayments of abligations under finance leases (2] (4]
Net cash used in financing activities (671 (41]
Net increase in cash and cash equivalents in year ¢ 25
Opening net cash and cash equivalents 47 22
Closing net cash and cash equivalents 56 47
RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET FUNDS / (DEBT)

£m Note 2010 2009

Net funds / (debt] at beginning of the year 45 (9]
Increase in cash and cash equivalents 9 25

Decrease in debt - 25

Net movernent in finance leases 2 4

Net funds at end of the year 22 56 45
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GROUP STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 AUGUST 2010

Share
capital Capital Hedging and
and share  redemption Revaluation ESOP  translation Other Retained

tm prermium reserve reserve reserve rasarves reserve! earmings Total
Balance at 1 September 2009 35 2 2 (28] ) (187} 365 188
Total comprehensive lloss] /
Income or the period - - - - [ - 57 56
Recognition of share-based
payments - - - - - - 7 7
Deferred tax on share-based
payments - - - - - - - -
Premium on 1ssue of shares 1 - - - - - - 1
Dmidends paid - - - - - - f26 i26)
Employee share schemes - - - (1) - (4] - (5]
Purchase of own shares
for cancellation (2) 2 - - - - (35] (35)
Balance at 31 August 2010 34 2 (29) (2] (191) 348 186
Balance at 1 September 2008 a5 2 2 (28) - (179) 329 161
Total comprehensive (loss) /
income or the perod - - - - (1] - 52 51
Recognition of share-based
payments - - - - - - 6 6
Current tax on share-based
payments - - - - - - 1 1
Dividends paid - - - - - - (230 (23)
Employee share schemes - - - - - {8 - (8)
Balance at 31 August 2009 35 2 2 (28) (1 (1871 365 188

'The Other reserve (ncludes reserves created in relation to the historical capilal reorganisation proforma restatement and the demerger from
Smith News PLC in 2006 as well as movements relating to employee share schemes of £4rm (2009 £8rm]
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NOTES TO ACCOUNTS

1 ACCOUNTING POLICIES

a) Basis of preparation

The consolidated Group financial statements have been
prepared In accordance with International Financial
Reporting Standards [ IFRS ] as adopted by the European
Union and with those parts of the Companies Act 2006
applicable to companies reporting under IFRS These
are the standards, subsequent amendments and related
interpretations 1ssued and adopted by the International
Accounting Standards Board [ IASB ] that have been
endorsed by the European Union at the year end

The consolidated Group financial statements have also
been prepared in accordance with IFRS adapted for use
in the European Union and therefore comply with Article
4 of the EU 1AS Regulation The consolidated financial
statements have been prepared on a going ¢concern basis
as explained on pages 23 and 24 of the Directors Report
and Business Review

New Standards
The Group has adopted the following standards which
became mandatory duning the current financial year

|AS 1 [revised 2007) Presentation of financial statements,
has introduced a number of changes i the format and
content cf the financial statements, including the
renaming of the Statement of Recognised Income and
Expenditure tothe Group Statement of Comprehensive
income The rewised standard requires the presentation
of a third balance sheet whenever previously reported
information 1s restated or an accounting policy 1s applied
retrospectively IFRS 2 (amended] and IFRS 8 were
adopted in the period, and applied retrospectively While
the adoption of both ot these standards resulted in no
change to the 2008 balance sheet as previously presented
a balance sheet as at 31 August 2008 has been included
tn accordance with IAS 1 A full explanation of the impact
of IFRS 815 provided in Note 2

During the period the Group adopted IFRS 2 [amended)
This amendment clanfies the treatment of vesting
conditions and cancellattons of share-based payments
The amendment has been applied retrospectively and
has not resulted in any change to previously reported
profits or total equity

Other new accounting standards from the 1ASB and
interpretations from IFRIC which become mandatory for the
first ume during the current financial year but which have
no material impact on the Group s financial statements arz

IFRS 3 [Revised) Business combinations
Amendments 10 [FRS 7 Improving disclosures about
financial instruments
Amendments to IAS 23 Borrowing costs
Amendments to |AS 27 Consolidated and separate
financial statements
Intangible assets
Elgible hedged items

Amendments to 1AS 38
Amendments to 1AS 39
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At the date of authorisation of these consolidated Group
financial statements the following Standards and
Interpretatiens, which have nat been applied in these
financial statements were In 1ssue but not yet effective

Amendmentsto IFRS 2 Group cash-settled share-
based payment transactions
145 24 [Rewised) Related party disclosures
Amendments to IAS 32 Classification of rights 1ssues
Amendment to IFRIC 14 Prepayments of a minimurn
funding requirement

IFRIC 17 Distributions of non-¢ash
assets lo owners

IFRIC 18 Transfers of assets from
customers

IFRIC 19 Extinguishing financial
trabilities with equity
instruments

IFRS @ Financial instruments

The directors anticipate that the adoption of these
Standards and Interpretations 1n future years will have
no material impact on the Group s financial statements

Accounting convention

The financial statements are drawn up on the historical cost
basis of accounting The financiat informatton is rounded

to the nearest million except where otherwise indicated
The principal accounting policies, which have been applied
consistently throughout both years are set out below

Basis of consolhdation

The consolidated Group financial statements (ncorporate
the financial statements of WH Smith PLC and all its
subsidiartes up to the year end date

Subsidiary undertakings are all entties over which
the Group has the power to govern the financial and
operating policies generally accompanying a
shareholding of more than one half of the voting
rights so Lo obtain benefits from its activities

Goodwill arising on acquisition 1s recognised as an asset
and initially measured at cost, being the excess of the
cost of the business combination over the Group s
interest in the net fair value of the identifiable assets,
liabilities and contingent liabilities recagnised If, after
reassessment, the Group s interest in the net fair value
of the acquiree s 1dentifiable assets, habiles and
contingent lialmlities exceeds the cost of the business
combination, after taking into account recognised
goodwill the excess 1s immediately recognised in the
income statement

The separable net assets both tangible and intangible
of the newly acquired subsidiary undertakings are
incorporated into the financial statements on the
basis of the fair value as at the effective date of control
if appropriate



Results of subsidiary undertakings disposed of during
the financial year are included in the financial
statements up to the effective date of dispesal Where a
business component representing a separate major line
of business s disposed of, or classified as held for sale,
it 15 classified as a discontinued operation The post-tax
profit or loss of the discontinued operations 1s shown as
a single amount on the face of the Income statement,
separate from the other results of the Group

All intercompany transactions, balances and unrealised
gains on transactions between Group companies
are eliminated

b) Revenue

Revenue 1s measured at the fair value of the
consideration received or receivable and represents
amounts recevable for goods and services to customers,
together with commission and fee income on concession
and franchise arrangements Revenue exctudes
discounts, estimated returns VAT and other sales-
related taxes

Revenue on store sales of goods and concession sales
1s recognrsed when goods are sold to the customer
Internet sales are recognised when the goods are
delivered to the customer and title has passed Revenue
from gift vouchers and gift cards sold by the Group is
recognised on the redemption of the gift voucher or gift
card Franchise and concession fees are recognised in
revenue based on the terms of the contracts

¢t) Retirement benefit costs

Payments to the WH Smith Group defined contribution
pension schemes are recegnised as an expense Iin the
Income statement as they fall due

The cost of providing benefits for the main defined benefit
scheme WHSmith Pension Trust, and the acquired United
News Shops Retirement Benefits Scheme are determined
by the Prajected Unit Credit Method with actuarial
calculations being carried out at the balance sheet date
Actuarial gains and losses are recogrised in full in the
period in which they occur They are recognised outside
the income statement in the Group Statement of
Comprehensive Income

The retirement benefit obligation recognised in the
balance sheef represents the present value of the
defined benefit obligation, as adjusted for unrecognised
past service cost and as reduced by the fair value of
scheme assets Any asset resulting from the calculation
1s limited to past service cost plus the present value of
available refunds and reductions in future contributions
to the plan

d) Leasing

Leases are classified as finance leases whenever the
terms of the lease transfer substantially all the resks
and rewards of ownership to the lessee All other leases
are classified as operating leases

Assets held under finance leases are recognised as
assets of the Group at their fair value determined at the
inception of the lease or, if lower at the present value of
the mimimum lease payments The corresponding liability
to the lessor s included in the balance sheet as a finance
lease obligatiocn Lease payments are apportioned
between finance charges and a reduction of the lease
obligations so as to achieve a constant rate of interest

on the remaining balance of the liability Finance charges
are recognised directly in the tncome statement

Rentals payable and recewable under operating leases
are charged to the income statement on a straight-line
basis over the term of the relevant lease Benefits
received and receivable as an incentive to enter inte an
operating lease are also spread on a straight-line basis
over the lease term The Group has a number of lease
arrangements in which the rent payable 1s contingent
on revenue Contingent renials payable, based on store
revenues, are accrued (in ine with revenues generated

e) Intangible assets

Business combinations

The acquisition of subsidiaries 1s accounted for using the
purchase method The cost of acquisition 1s measured at
the aggregate of the fair values, at the date of exchange

of assets given, liabilities incurred or assumed and equity
nstruments 1ssued by the Group 1n exchange for control,
of the acquiree Costs directly attributable to the business
combinatron are recognised In the income staternent (in
the peniod they are incurred The cost of a business
combination Is allocated at the acquisition date by
recegnising the acquiree s dentifiable assets Liabilities
and contingent Liabilities that satisfy the recognition criteria
at their fair values at that date The acquisition date s the
date on which the acquirer effectively obtains control of the
acquiree Intangible assets are recognised if they meet the
definitron of an intangible asset contained in 1AS 38 and its
fair value can be measured reliably The excess of the cost
of acquisition over the fair valuz of the Group s share of
identifiable net assets acquired 1s recognised as goodwill

Goodwll

Goodwill represents the excess of the fair value of
purchase consideration over the net fair value of
identifiable assets and liabilities acquired

Goodwill 1s recogmsed as an asset at cost and subsequently
measured at cost less accumulated impairment For the
purposes of impairment testing goodwill 1s zllocated to
those cash generating units that have benefiied from the
acquisition The carrying value of goodwill is reviewed for
impairment at least annually or where there 15 an indication
that goodwill may be impaired If the recoverable amount

of the cash generaling unit1s less than its carrying am

ount then the impairment loss 1s allocated first to reduce
the carrying amount of the goodwill allocated to the unit
and then to the other assets of the unit on a pro rata basis
Any impairmenti Is recognised immediately in the income
statement and is not subsequently reversed
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NOTES TO ACCOUNTS

CONTINUED

1 ACCOUNTING POLICIES (CONTINUED)
¢) Intangible assets (continued)

Goodwll (continued)

On dispesal of a subsidiary, the attribuiable amount of
goodwitl 1s included in the determination of the profit
and loss on disposal

Other intangible assets

The costs of acquiring and developing software that 1s not
integral to the related hardware 1s capitalised separately
as an intangible asset These intangibles are stated at cost
less accumulated amartisation and impairment losses

Amortisation 1s charged so as to write off the costs of
assets over their estimated useful lives, using the
straight-line method The estimated lives are usually a
period of up to five years Software assets held under
finance leases are depreciated over their expected useful
lives on the same basis as owned assets or where shorter,
aver the term of the relevant lease

Other intangible assets are valued at cost and amortised
aver their useful life unless the asset can be demonstrated
to have an indefinite lfe

Allintangible assets are reviewed for impairment in

accordance with 1AS 36 Impairment of Assets, when
there are indications that the carrying value may not
be recoverable

f) Property, plant and equipment

Property plant and equipment assets are carried at cost
less accumulated depreciation and any recognised
impairment in value The carrying values of tangible fixed
assels previously revalued have been retained at their
book amount Depreciation s charged so as to write off
the costs of assets other than land, over ther estimated
useful lives using the straight-line method, with the
annual rates applicable to the principal categories being

Freehold properties
Short-leasehold properties

- over 20 years

- shorter of the lease pertod
and the estimated
remaining economic life

- up to ten years

- eight to ten years

- up to five years

In-stare fixtures and hittings
Equipment and vehicles
Computer equipment

The residual values of property plant and equiprment are
re-assessed on an annual basis

Assets held under finance leases are depreciated over their
expected useful lives on the same basis as owned assets or,
where shorter over the term of the relevant lease

At each balance sheel date, property, plant and equipment
15 reviewed far impairment if events or changes in
circumstances indicate that the carrying amaunt may

not be recoverable When a review for impairment is
conducted, the recoverable amount i1s assessed by
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reference to the net present value of expected future
pre-tax cash flows of the relevant cash-generating unit
or far value less costs to sell, if higher Any impairment
invalue s charged to the incorne statement 1n the period
in which it occurs

g) Inventories

inventones comprise goods held for resale and are stated at
the lower of cost ar net realisable value Concession stocks
are not included within stocks held by the Group Inventories
are valued using a weighted average cost method

Cost 1s calculated to include where applicable, duties
handling transpert and directly attnibutable costs in
bringing the inventories to their present location and
condition Met realisable value 1s based on estimated
normal selling prices {ess further costs expected to be
incurred in seling and distribution Cost of inventories
includes the transfer from equity of any gains or losses
on qualifying cash flow hedges relating to purchases

Provisions are made for obsolescence, markdown
and shrinkage

h) Pravisions

Provisions are recognised in the balance sheet when the
Group has a present legal ar constructive obligation as a
result of a past event and it 1s probabtle that an outflow of
economic benefits will be required to settle the obligatrion
Provisions are measured at the directors best estimate

of the expenditure required to settle the obligation at the
balance sheet date Where the effect i1s material, the
provision Is determined by discounting the expected fuiure
cash flows at the Group s weighted average cost of capital

Onerous contracts — property provisions

The Group s property provisions represent the present
value of future net lease obligations and related costs
of leasehold property [net of estimated sublease income
and adjusted for certain risk factors] where the space is
vacant or currently not planned to be used for ongoing
operations The periodic unwinding of the discount s
treated as an imputed interest charge and 1s disclosed
In the iIncome statement as unwinding of discount

on provisions

1) Fareign currencies

Transactions denominated in foreign currencies are
recorded at the rates of exchange prevaiting on the dates
of the transactions At each balance sheet date monetary
items denorminated in foreign currencies are retranslated
at the rates prevalling on the balance sheet date Exchange
differences arising on the settlement of monetary items,
and on the retranslation of monetary items are included
in the iIncorne statement for the penod

In order to hedge 1ts exposure to certain foreign exchange
nisks, the Group enters into forward contracts and options
(see opposite for details of the Groups accounting polictes
In respect of such derwvative financial Instruments)




On consolidation the assets and liabilities of the Group s
overseas operations are translated into sterling at
exchange rates prevailling on the balance sheet date
Income and expense items are translated into sterling
at the average exchange rates for the period Exchange
differences anising, if any are classified as equity and
transferred to the Group s translation reserve

1) Taxation
The tax expense included in the income statement
comprises current and deferred tax

Current tax is the expected tax payable based on the taxable
profit fer the perod, using tax rates that have been enacted
or substantively enacted by the balance sheet date

Deferred tax 1s recognised on differences between the
carrying amounts of assets and liabilities in the accounts
and the corresponding tax bases used in the computation
of taxable profit, and 1s accounted for using the balance
sheet liability method Deferred tax liabilities are generally
recogrised for all taxable temporary differences and
deferred tax assets are recognised to the extent that it

15 probable that taxable profits will be available against
which deductible temporary differences can be utilised
Such assets and liabilities are not recegnised if the
temporary difference arises from goodwill or from the
imtial recognition {fother than in business combination)

of other assets and liabilities in a transaction that affects
neither the tax profit nor the accounting profit

The carrying amount of deferred tax assets 1s reviewed at
each batance sheet date and reduced to the extent that it

1s no longer probable that sufficient taxable profits will be
available to allow all or part of the asset to be recovered
Deferred tax s calculated at the tax rates that are expected
to apply in the period when the lability 1s settled or the
asset s realised

Current and deferred tax 1s charged or credited in the
income statement, except when it relates to items charged
or credited directly to equity in which case the current or
deferred tax i1s also recognised directly in equity

k) Financial instruments

Trade recewables

Trade recewables are measured at inhal recogrution, do not
carry any interest and are stated at their far value and are
subsequently measured at amortised cost using the effective
interest rate methad Appropniate allowances for estimated
irrecoverable amounts are recogrused in the income
statement when there 1s evidence that the asset 1s impaired

Cash and cash equivalents

Cash and cash equivalents in the balance sheet comprise
cash at bank and in hand and short-term deposits with
an original matunty of three months or less

Financial habilities and equity

Finanoial liabilittes and equity instruments are classified
according 1o the substance of the contractual arrangements
entered into An equity instrument s any contract that
evidences a residual interest in the assets of the Group
after deducting all of its Labilities

Bank borrowings

Interest-bearing bank loans and overdrafts are initially
measured at fair value [being proceeds receved net of
direct 1ssue costs], and are subseguently measured at
arortised cost using the effective interest rate method
recorded as the proceeds recewed, net of direct 1ssue
costs Finance charges, including premiums payable on
settlement or redemptions and direct 1ssue costs are
acceunted for on an accruals basis and taken to the incormne
statement using the effective interest rate method and are
added to the carrying value of the Instrument to the extent
that they are not seitled in the period in which they arise

Trade payables

Trade payables are initially measured at fair value, and
are subsequently measured at amortised cost, using
the effective interest rate method

Equity instruments
Equity instruments 1ssued are recorded at the proceeds
recewed net of direct Issue costs

Denvative financial instruments and hedge accounting
The Group uses certain derivative financial instruments
to reduce 1ts exposure to foreign exchange and interest
rate rmovements The Group does not hold or use
derwvative kinanciat instruments for speculative purposes

Changes in the fair value of denvative financial
instruments that are designated and effective as hedges of
future cash flows are recaognised directly i equity and any
ineffective portion 1s recognised immediately in the Income
statement |f the cash flow hedge of a firm commitment

or forecasted transaction results in the recognition of

an asset or liability, then at the time the asset or liability
ts recognised, the associated gains or losses on the
derwative that had previously been recognised in equity
are included in the imitial measurement of the asset or
habiity For hedges that do not result in the recogmition

of an asset or a bability amounts deferred in equity are
recognised in the income statement in the same period

in which the hedged item affects net income

For an effective hedge of an exposure to changes in the
fair value of a recognised asset or liability changes in far
value of the hedging instrument are recognised in profit or
loss at the same time that the recognised asset or liability
that is being bedged 15 adjusted for movements in the
hedged risk and that adjustment 1s also recogmsed in
profit or loss in the same penod
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NOTES TO ACCOUNTS
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1 ACCOUNTING POLICIES (CONTINUED)

%) Financial instruments (continued)

Derivative financial instruments and hedge accounting
(continued)

Changes in the fair value of denivative financial instruments
that do not qualify for hedge accounting are recognised

in the income statement as they anse

Hedge accounting 1s discontinued when the hedging
instrument expires or 1s sold, terminated or exercised

or no longer quatifies for hedge accounting At that time,

any cumulative gain or loss on the hedging instrument
recognised In equity Is retained in equity until the forecasted
transaction occurs If a hedged transaction 1s no longer
expected to occur the net cumulative gain or loss recognised
In equity (s transferred to the net profit arloss for the period

Dervatives embedded in other financial instruments or
other host contracts are treated as separate derivatives
when their risks and characteristics are not closely
related to those of host contracts and the host contracts
are not carried at fair value with unrealised gains or
losses reported in the iIncome statement

1) Share schemes

WH Smith Employee Benefit Trust

The shares held by the WH Smith Employee Benefit Trust
are valued at the historical cost of the shares acquired
They are deducted in arriving at shareholders funds and
are presented as an other reserve

Share-based payments

Employees of the Group receive part of their remuneration
in the form of share-based payment transactions, whereby
employees render services in exchange for shares or
rights over shares lequity settled transactions)

Equity settled share-based payments are measured at fair
value at the date of grant The fair value Is calculated
using an appropriate option pricing model The fair value
1s expensed to the income statement on a straight-line
basis over the vesting perniod based on the Groups
estimate of shares that wilt eventually vest

m) Dividends

Final dividends are recorded in the financial statements

in the period in which they are approved by the Company s
shareholders Interim dividends are recorded in the period
inwhich they are approved and paid

a) Cnitical accounting judgements and key sources of
estimation uncertainty

The preparation of financial statements in conformity

with general accepted accounting principles requires
management to make estimates and assumptions that affect
the reported amounts of assets and babilities and the
disclosure of contingent assets and Yabilives Significant
iterns subject to such assumption and estimate include

the useful economic life of assets, the measurement and
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recognition of provisions the recognition of deferred tax
assets and the labilities for potential corporation tax Actual
results could differ from these estimates and any subsequent
changes are accounted for with an effect on income at the
time such updated information becomes available The most
criiical accounting policies in determining the financial
condition and results of the Group are those requining the
greatest degree of subjective or complex judgement These
relate to retirement benefit obligations, valuation of goodwill
and acquired intangible assets, onerous lease costs,
inventory valuation and taxation

Retirement benefit obhigation

The Group recognises and discloses its retirement benefit
obligation in accordance with the measurernent and
presentational requirement of I1AS 19, Retirement Benefit
Obligations  The calculations include a number of
Judgements and estimations in respect of the expected rate
of return on assets the discount rate wnflation assumptions
the rate of increase In salanes and life expectancy amongst
others Changes in these assumptions can have a significant
effect on the value of the retirement benetit obligation

In order to reduce the volatility in the underlying invesiment
performance substantially and reduce the nsk of a significant
increase In the obligation a new investment policy In respect
of the assets of the WHSmith Pension Trust was adopted In
September 2005 This is discussed in more detail in Note 5

Goodwill, intangible assets and property plant and
eguipment impairment reviews

The Group 1s required to review goodwill annually to
determine If any impairment has occurred Value-in-use
calculations require the use of estimates in relation te
future cash flows and suitable discount rates

Property, plant and equipment and intangible assets are
reviewed for impairment if events or changes in
circumstances indicate that the carrying amount may not be
recoverable When a review for impairment 1s conducted the
recoverable amount of an asset or a cash generating unit

15 deterrmined based on value-in-use calculations prepared
on the basis of management s assumptions and estimates

Inventory valuation

Inventoryis carned at the lower of cost and net realisable
value which requires the estimation of the eventual sales
price of goods to customers in the future Any difference
between the expected and the actual sales price achieved
will be accounted for in the period 1n which the sate 1s made

Provisions

Provisions have been estimated for onerous leases and
discontinued operation exii costs These provisions
represent the best estimate of the Liability at the time of the
balance sheet date, the actual lability being dependent on
future events such as economic envirenment and market-
place demand Expectations will be revised each period
until the actual liability arises with any difference
accounted for in the period in which the revision 1s made




2 SEGMENTAL ANALYSIS OF RESULTS

IFRS 8, Operating Segments was issued 1n November 2006 It replaces IAS 14, Segmental Reporting and requires

operating segments to be disclosed on the same basis as that used for internal reporting The Group has adopted IFRS 8

during the year, however this has not resulted in a change to the Group s reportable segments and there have been no
changes to those amounts previously reported for the year ended 31 August 2008 and 31 August 2009 Comparatives
for 2008 have also been presented below 1n accordance with IAS 1 For management purposes the Group i1s currently
organised Into two operating divisions - High Street and Travel These divisions are the basis on which the Group

currently reports 1ts operating segment information

a) Group revenue

tm 2010 2009
Continuing operations

Travel 452 448
High Street 860 892
Group revenue 1,312 1,340
b) Group results

£m 2010 2009
Continuing operations

Travel 53 48
High Street 51 49
Trading profit 104 7
Unailocated costs (15) (14)
Group operating profit a9 83
Investment income 1 1
Finance costs 1) 12)
Income tax expense (20 (18)
Profit for the year &9 &4
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2 SEGMENTAL ANALYSIS OF RESULTS {CONTINUED)
¢) Balance sheet

2010
Hgh Contnuing Discontinued
£m Travel Street operations  operations Group
Assets
Segment assets 119 3i2 431 - 431
Unallocated assets - - 82 - 82
Consolidated total assets 119 32 513 - 513
Liabiuties
Segment liabilities (64) (178) (242} (51 (247)
Unallocated Liabilities - - {8n) - (80]
Consolidated total abilities (64) [178] (322) (51 327]
Net assets / (labilities] 55 134 1 (5] 186
2009
High  Continuing Discontinued
£m Travel Street  operations  operations Group
Assets
Segment assets 119 N7 436 - 436
Unallacated assels - - 58 - 58
Consolidated total assets 119 n7 494 - 494
Liabilities
Segment lablities (64) 173 {237) (6] [243]
Unallocated Liabilities - - (63) - (63]
Consolidated total Liabilities [64]) [173] (300) [8) [304)
Net assets / (uabilities) 55 144 194 [6) 188
2008
High  Centinuing Discontinwed
£m Travel Street  operstions  operations Group
Assets
Segment assets 110 346 456 - 456
Unallocated assets - - 3z - 32
Consolidated total assets 110 346 488 - 488
Liabilities
Segment liabilities (57) {183) [240) {5)  [245)
Unallocated liabilities - - (82) - (82
Consolidated total Liabilities (57} (183] (322) 5]  (327)
Net assets / [habilities) 53 163 166 (5] 141

Discontinued operations include property provisions relating to reversionary leases and provisions for discontinued

cperations [USA Travel)
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d) Other segmental items

2010
High Continuing Disconttnued
£m Travel Street operations  operations Group
Capital additions " 23 34 - 34
Depreciation and amortisation of non-current assets (8] (28] (38) - (36]
Impatrment losses (2] 1] (3) - (3}
2007
High  Continuing Discontinued
£m Travel Street  operatons  operations Group
Capital additions 12 16 28 - 28
Depreciation and amortisation of non-current assets )] (29] 138) - (38)
Impairment losses {1 12 (3) - (3]
2008
High  Continuing Discontinued
£m Travel Street  operatins  operations Group
Capital additions " 28 39 - 39
Depreciation and amortisation of non-current assets (7 (32) (391 - (39)
Impairment losses (1) 12) (3l - 13

Segment assets include intangible assets, property plant and equipment inventaries and receivables Segment

liabilities comprise operating Liabilities

3 GROUP OPERATING PROFIT

£m 2010 2009
Turnover 1,312 1,340
Cost of sales (450) (685]
Gross profit 662 655
Distribution costs! (495) [498)
Administrative expenses (80) (81]
Other income’ 2 5
Group operating profit 89 83

' Other income Is profit attributable to property and the sale of plant and equipment During the period there was a E3m impairment charge tor
property plant and equipment and other intangible assets included (n distribution costs (2009 €£3m]
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3 GROUP OPERATING PROFIT (CONTINUED)

£m 2010 2009
Cost of inventeries recognised as an expense 650 685
Write-down of inventories in the period 6 8
Depreciation and amounts written off property plant and equipment 34 37
Armortisation and amounts written off intangible assets 5 4
Net operating lease charges

- land and buildings 181 180
- equipment and vehicles 1 -
Other occupancy costs 62 58
Staff costs [Note é) 203 202

Auditors remuneration {see below] - -

Fees payable to Deloitte LLP, the Group s auditors, included in the income statement relate to

Fees payable to the Group s auditars for the audit of the Group s annual accounts 01 01

Fees payable to the Group s auditers for ather services te the Group including the audnt

of the Company s subsidtaries ¢ 01

Total audit fees 02 02

Non-audit fees including taxation and other services 01 01
03 03

A description of the work performed by the Audit Committee 1s set out in the Corporate Governance section of the
Directors Report and Business Review and includes an explanation of how auditor objectivity and independence are
safeguarded when non-audit services are provided by auditors Non-audi fees relate to taxation and turnover rent
certification

4 DISCONTINUED OPERATIONS - EXCEPTIONAL ITEMS

Exceptional itemns are material items of iIncome or expense that are disclosed separately due to thewr nature or
amount They are disclosed and described separately in the financial statements where 1t Is necessary tec do so
to provide further understanding of the financial performance of the Group

Em 2010 2009

Property provision - reversionary leases (4]
Provision for discoentinued operations - 3

Exceptional items before tax {1}

Attributable tax expense - -

Net exceptional loss attributable to discontinued operations (1)

In the prior year the Group incurred a £1m exceptional charge relating to discontinued operations A £4m exceplional
charge was incurred arising érom the crystatlisation of contingent Labilities relating to reversionary property leases
and a £3m exceptional credit was recogmised from progress made on the winding up and disposal of the USA

Travel business
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5 RETIREMENT BENEFIT OBLEGATION

WH Smith PLC has operated a number of defined benefit and defined contribution pension plans The main pension
arrangements for employees are operated through a defined benefit scheme, WHSmith Pension Trust, and a defined
contribution scheme WH Smith Retirement Savings Plan The most significant schemne 1s WHSmith Penstion Trust,
which is described in Note 5 al 1)

The retirement benefit obligations recognised in the balance sheet within non-current liabilities for the respective schemes
at the relevant reporting dates were

£m 2010 2009
WHSmith Pension Trust - -
United News Shops Retirement Benefits Scheme (1 (2)
Retirement beneht obligation recognised in the balance sheet (1] (2)

a) Defined benefit pension scheme

1) The WHSmaith Pension Trust
The WHSmith Pension Trust was closed to defined benefit service accrual on 2 April 2007 and has been closed to new
members since 1996 The WHSmith Pension Trust i1s independent of the Group and 1s administered by a Trustee

In September 2005, the Pension Trust Trustee adopted a new investment policy The assets in the investment fund were
restructured and substantially invested such that thay are expected to alter in value in ine with changes n the pension bability
caused by changes in interest and inflation [a Liability Criven Investment [ LD ) policy) A full actuarial valuation of the Scheme
1s carried out every three years with interim reviews In the intervening years The latest full actuanal valuation of the Pension
Trust was carried out as at 31 March 2009 by independent actuaries using the projected unit credit method Following this
valuation, the deficit was £113m, and a rewsed defiot funding schedule of £11m per annum [subject to indexation) over the
{ollowsng ten years was agreed with the Trustee Duning the year, the Group made a contnbution of £13m to the WHSmith
Pension Trust (2009 £10m) in accordance with the agreed penston deficit funding schedute which includes a catch-up
payment relating to the period from 31 March 2009 to the date that the revised contributions started to be paid

The amounts recognised in the balance sheet in relation to this plan are as follows

£m 2010 2009
Present value of the obligations (7611 [717]
Fair value of plan assets 855 743
Surplus in the scheme 94 26
Amounts not recognised (94] [26)

Retirement benefit obligation recognised in the balance sheet - -

The pension scheme 1s closed to further accrual and given the LDI policy adopted by the Pension Trustee the present value
of the economic benefits of the IAS 19 surplus in the pension scheme of £94m (2009 £26m) available on a reduction of future
contnbutions 1s £rul (2009 Enil} As a result the Group has not recognised this 1AS 19 surplus on the balance sheet

The vatuation of the defined benefit pension scherne used for the 1AS 19 disclosures 1s based upon the mast recent valuation
Scheme assets are stated at their market value at the relevant reporting date

The principat long-term assumptions used In the actuanal valuation were

% 2010 007
Rate of increase in pension payments and deferred pensions 326 348
Discount rate 487 529
Inflation assumptians 326 348

The amounts recognised in the income statement were as follows

£m 2010 2009
Current service cost - ~
Interest cost (37 (413
Expecied return on scheme assets 37 40

- (1l
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5 RETIREMENT BENEFIT QOBLIGATION (CONTINUED)

a) Defined benefit pension scheme (continued)

1) The WHSmith Pension Trust {continued)

The charge for the current service cost has been included in administrative costs The interest cost net of the
expected return on scheme assets has been included in finance costs [Note 10] Actuanal gains and losses have
been reported n the statermnent of comprehensive income

Total income / [expense] recognised in the Staternent of Comprehensive Income [ SOCI )

£m 2010 009
Actuarial gains / (losses) 55 (114
Amounts not recognised (68) 105

(3 (9)

In addition, a £1m credit (2009 £2m charge) has been recognised in the statement of comprehensive iIncome
in relation to actuarial gains in the year on the United News Shops Retirement Benelits Scheme

The total curnulative actuarial loss recognised in the statement of comprehensive income since the sectionalisation
of the scheme on demerger fram Smith News PLC on 31 August 2006 15 £9m [2009 gain of £4ml

Movements in the present value of the defined benefit scheme obligations in the current year were as follows

£m 2010 2009
At 1 September 717) (662
Current service cost - -
Interest cost (371 (41)
Actuarial losses (28) (35)
Benefits pard 21 21
At 31 August 7461] (717]

Movernents ¢n the fair value of defined benetit scheme assets in the year were as follows

£m 2010 2009
At 1 Septernber 743 793
Expected return on scheme assets’ 37 40
Actuanal gains / [losses) a3 (791
Contributions from the sponsoring companies 13 10
Benefits paid (21 (21]
At 31 August 855 743

! The actua! return en scheme assets was a gan of £120m 12009 less of £39m)

An analysis of the defined benefit scheme assets at the balance sheel date 1s detailed below

£m 2010 2009
Liquid cash funds 739 732
Inflation swaps 81 (32}
Equity call options 35 43

855 743

The expected rate of return on the defined benefit scheme assets Is calculated as a weighted average of the expected
return on the LDI fund and the equity call options At 31 August 2010 this was 4 48 per cent (2009 512 per cent)
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The mortality assumptions [in years] underlying the value of the accrued liabilities for both 2009 and 2010 are

2010 200¢
Mate Female Male Female

Life expectancy at age 65
Member currently aged 65 21 4 233 213 232
Member currently aged 45 233 251 232 250
Life expectancy at age 60
Member currently aged 40 261 280 260 279
Member currently aged 45 27 6 295 275 29 4
The five-year history of experience adjustments (s as follows
£m 2010 2009 2008 2007 2006
Present value of defined benefit obligations (761] [717) (662] (657] (674}
Farr value of scheme assets 855 743 793 657 608
Surplus / [deficit] in the scheme 94 26 131 - (64}
Experience adjustments on scheme liabilities

Amount {£m) (2) 26 14 22 (7}

Percentage of scheme Liabilities (%] - (4] (2i (3 1
Experience adjustments on scheme assets

Amounts [Em) 83 (80) 110 1 (17}

Percentage of scheme assets [%) 10 [11) 14 - {3l

1) United News Shops Retirement Benefits Scheme

United News Shops Retirement Benefits Scheme s closed to new entrantls The scheme provides penston benefits for
pensioners and deferred members A full actuanal valuation of the Scheme 1s carried cut every three years with interim
reviews In the intervening years The latest {full actuartal valuation of the Pension Trust was carried out at 5 April 2009
by independent actuaries Following this valuation, the deficit was £1m

The valuation of the defined benefit pension scheme used for the IAS 19 disclosures 1s based on consistent assumptions

to those used for valuing the WHSmith Pension Trust Scheme assets are stated at their market value at the relevant
reporting daie The deficit funding centributions are immaterial in the context of these financial statements

The present value of obligations and fair value of assets are consistent with their acquisition valuations and are stated below

tm 2010 2009
Present value of the sbligations (5) (5]
Far value of plan assets 4 3
Retirement benefit obligation recogmised n the balance sheet (1) 2]

During the year a £1m credit {2009 £2m charge) has been recogmised in the statement of comprehensive income
in relation to actuarial losses in the year on the United News Shops Retirement Benefits Scheme

b) Defined contributian pension scheme

The pension cost charged to incorne for the Group s defined contribution schemes amounted to £3m for the year
ended 31 August 2010 (2009 £3m)

Annual Report and Accounts 2010 WH Smith PLC

-

53



54

NOTES TO ACCOUNTS

CONTINUED

6 STAFF COSTS AND EMPLOYEES

a) Staff costs
The aggregate remuneration of employees was

£m 2010 2009
Wages and salaries 181 180
Social secunity 12 13
Net pension cost 3 3
Employee share schemes 7 b
Total Group 203 202
b) Employee numbers
The average total number of employees (including executive directors] was
Number 2000 2009
Total retaiing 16,822 17,425
Support functions 36 34
Total Group 16,858 17,459
7 OPERATING LEASE COMMITMENTS
Amounts recognised in operating profit
£m 2010 2009
Minimumn lease payments 177 177
Contingent rent payments 12 12
Total rent paid 189 189
Sublease rentals received on operating leases (7} (9
Net operating lease charges 182 180
Minimum lease payments under nan-cancellable operating leases for land and buildings are payable as follows
£m 2010 2009
Within one year 161 160
Within two to five years 524 533
In more than five years 362 326
1.047 1,039

The Group leases various properties under non-cancellable operating lease agreements The leases have varying terms,
escalation clauses and renewal rights Contingent rents are payable on certain store leases based on store revenue For
those leases that are turnover-related leases, the annual net lease commitment is calculated using the minimum lease

tability The total future external sublease receipts are £16m (2009 £19m)

The average lease length across the Group 1s six years split between High Street and Travel at seven and six years respectively

In addition the Group leases vanous equipment and vehictes which have a total lease commitment of less than £1m

(2009 less than £1m)

Potential Liabitities [not included above] that could crystallise under previous assignments of leases where the liability

would revert to the Group if the lessee defaulted are discussed in Note 23

WH Smith PLC  Annual Report and Accounts 2010




8 FIXED CHARGES COVER

tm 2010 009
Net finance charges - 1
Net operating lease rentals 182 180
Total fixed charges 182 181
Profit before tax and exceptional items 89 82
Profit before tax, exceptional items and fixed charges 271 263
Fixed charges cover - times 1 5% 1 5x
9 INVESTMENT INCOME
£m 2010 2009
Interest on bank deposits 1 1
1 1
10 FINANCE COSTS
£m 2010 2009
Interest payable on bank loans and overdrafts - 1
Net charge on pension schemes (Note 5] - 1
Unwinding of discount on provisions 1 -
1 2
11 INCOME TAX EXPENSE
£m 2010 2009
Tax on profit from continuing operations 27 22
Standard rate of UK corporation tax 28% 12009 28%)
Adjustment in respect of prior year UK corporation tax (4] (4]
Total current tax charge - continuing operations 23 18
Deferred tax - current year 1l -
Deferred tax - prior year (2] -
Tax on profit - continuing eperations 20 18
Tax on exceptional items - -
Tax on profit - continuing eperations 20 18
Effective tax rate on continuing activities 23% 22%
Reconcibation of the taxation charge
£m 2010 2009
Tax on profit from cantinuing operations at standard rate of UK corporation tax 28% (2009 28%) 25 23
Tax effect of items that are not deductible or not taxable in determining taxable profit 1 3
Adjustment in respect of prior years 16) (4)
Tax charge - continuing operations 20 18

The rate of corporatian tax will change from 28 per cent to 27 per cent from 1 Apnil 2011 The government has also

indicated that it intends to enact future reductions n the corporation tax rate of one per cent each year down to 24 per

cent by 1 April 2014
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12 DIVIDENDS
Amounts paid and recognised as distributions to shareholders in the period are as follows

tm 2010 2009

Dividends

Interirn of & 1p per erdinary share (2009 5 4p per ordinary sharel g 8

Fimal of 11 3p per ordinary share (2009 ¢ 7p par ordinary share) 17 15
26 23

The proposed dimvidend of 13 3p per share, amounting to a final dvdend of £19m, 15 not included as a liability in these
financial statements and, subject to shareholder approval wilt be paid on 3 February 2011 to shareholders on the
register at the close of business on 7 January 2011

13 EARNINGS PER SHARE
a) Earmngs

2010 2009
£m Continuing Discontinued Total Continuing Discontinued Total
Underlying earmings attributable to shareholders 69 - &9 64 - b4
Exceptional items net of related taxation - - - - (1 (1)
Earnings attributable to shareholders 59 - 69 64 (1 43
b} Basic earnings per share

2010 2009
Pence Continuing  Discontinued Total  Continuing  Dhscontinued Total
Underlying earnings per share [note 1) 47 6 - 47 6 427 - 427
Exceptional items net of taxation - - - - 07 7
Earnings per share [note n) 47 & - 476 427 07 420
¢} Diluted earmings per share

2010 2009
Pence Continuing  Discontinued Total  Continuing Discontinued Total
Underlying earnings per share [note ) 457 - 457 413 - 413
Exceptional items net of taxation - - - - (@7 (07
Earnings per share [note ) 457 - 457 413 (07 40 &
Diluted earnings per share takes into account various share awards and share options including SAYE schemes
which are expected 1o vest, and for which a sum below fair value will be pad
1l Underlying earnings per share have been calculated using profit after tax but before exceptional items
i1} Earmings per share has been calculated using profit after tax and exceptional tems
d} Weighted average share capital
Milliohs 2010 200%
Weighted average shares in issue for earnings per share 145 150
Add weighted average number of ordinary shares under option & 5
Weighted average ordinary shares for diluted earnings per share 151 155
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14 GOODWILL

£m

Cost
At 1 September 2009 32
Additions _
At 31 August 2010 3z
Accumulated impairment
At 1 September 2009 -
Impairment charge -
At 31 August 2010 -
Net book value at 31 August 2010 32
Cost
At 1 September 2008 32
Additions -
At 31 August 2009 32
Accumulated impairment
At 1 September 2008 -
Impairment charge -
At 31 August 2009 -
Net book value at 31 August 2009 32
The carrying value of geodwill 15 allocated to the segmental businesses as follows
€m 2010 2009
High Street 1" 11
Travel 21 21

3z 32

Goodwill has been tested for impairment by comparing the carrying amount of each cash generating unit [ CGU |
including goodwill with the recoverable amoeunt determined from value-in-use calculations Management has
determined that no impairment was necessary for the current financial year (2009 £nil]

All goodwill relates to the acquisitions of groups of retail stores and each CGU is sensitive to movements in the same
key assumptions The key assumptians on which forecast three-year cash flows of the CGUs are based include sales
growth product mix and operating costs The values assigned to each of these assumptions were deterrmined based
on the extrapalation of historical trends within the Group and external information on expected future trends in the
UK retaill industry

These cash flows are extrapolated for an additional nine years [representing the average length of the lease for the
relevant group of stores] based on long-term growth rates The long-term growth rates used are between 2 25 per
cent and 2 5 per cent reflecting expected retail price sndex growth The rate used to discount the forecast cash flows
18 ten per cent pre-tax (2009 ten per cent]

A sensitivity analysis has been performed in assessing recoverable amounts of goodwill This has been based on
changes in key assumptions considered to be possible by management This included an increase in the discount rate
of up to one per cent and a decrease in the long-term growth rate of up to one per cent The sensitivity analysis shows
that no impairment would arise under each scenario
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15 OTHER INTANGIBLE ASSETS
Other intangible assets comprise capitalised software costs that are not deemed to be an integral part of the related
hardware [which is classified within property, plant and equipment) and certain tenancy rights

The amortisation period for capitabised software costs Is over a maximum period of five years Other intangible assets
are either considered to have an indefintte life, therefore no amartisation has been charged, or are amortised aver
their useful ecanomic life These assets are reviewed annually for impairment

£m
Cost
At 1 September 2009 53
Additions 5
At 31 August 2010 58
Accumulated amortisation
At 1 September 2009 29
Amortisation charge 5
At 31 August 2010 34
Net book value at 31 August 2010 24
Cost
At 1 Septernber 2008 48
Additicns 5
At 31 August 2009 53
Accumulated amortisation
At 1 September 2008 25
Amertisation charge 4
At 31 August 2009 29
Net book value at 31 August 2009 24

Included in the net book value of other intangible assets are software costs of £15m (2009 £14m], and tenancy
agreements of £9m (2009 £%m] Included in other intangible assets are certain assets considered to have an
indefinite Ufe, representing certain rights under tenancy agreements which include the right to renew leases
Management has determined that the useful economic lfe of these assets I1s Indefinite because the Company
can continue to occupy and trade from certain premises for an indefinite period

During the period the Group acquired 50 per cent of the 1ssued share capital of Spilt Ink Studio Limited, a company
involved in anline retailing The cansideration for the acquisition comprised cash and contingent consideration
payable in two years based on certain perfermance criteria The contingent consideration 1s considered immaterial
in the centext of these financial statements Details of revenues and profits generated have not been disclosed as
thay are not materialin the context of these financial statements The fair value of net assets acquired was £1m,
being intangible assets relating to seftware
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16 PROPERTY, PLANT AND EQUIPMENT

Land & Butldings

Freeheld Short-term  Fixtures &  Equipment

£m properties leasehold fittings & vehicles Tatal
Cost or valuation

At 1 September 2009 19 145 130 73 367
Additions - 1 9 g 29
Reclassification 2 (2] - - -
Disposals - (2) 2 (2] (&)
At 31 August 2010 21 152 137 80 390
Accumutated depreciation

At 1 September 2009 7 76 78 43 204
Depreciaticn charge 1 10 10 14 31
Impairment charge - 1 1 1 3
Reclassification 1 (1] - - -
Disposals - (2) (2] [2) (6]
At 31 August 2010 9 84 87 52 232
Net book value at 31 August 2010 12 68 50 28 158
Cost or valuation

At 1 September 2008 19 141 136 72 368
Additions - 9 ? 5 23
Disposals - (3] (15) (4) [24]
At 31 August 2009 19 145 130 73 367
Accumulated depreciation

At 1 September 2008 b 70 79 36 191
Depreciation charge 1 10 12 " 34
Impairment charge - 1 2 - 3
Disposals - 5] (15) (4] (24)
At 31 August 2009 76 78 43 204
Net book value at 31 August 2009 12 69 52 30 163

The net book value of finance leases contaned within these balances 15 £3m at 31 August 2010 [31 August 2009 £5m)

17 TRADE AND OTHER RECEIVABLES

£m 2010 2009

Current debtors

Trade debtors 21 22

Other debtors 12 12

Prepayments and accrued income 24 22
57 56

Non-current debtors

Prepayments and accrued income 4 4

Total trade and other receivables 61 a0
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17 TRADE AND OTHER RECEIVABLES (CONTINUED)
The ageing of the Group s current trade and ather recevables 1s as follows

€m 2010 2009
Trade and other receivables gross 35 36
Allowance fer doubtful debts 2) (2]
Trade and other receivables net 33 34
Of which
Amounts neither impaired nor past due on the reporting date 29 30
Amounts past due but not impaired
Less than one month old 3 3
Between one and three months old 1 1

Between three and six months old - -
Between six manths and one year old - -

Trade and other receivables net carrymg amount 33 34

An allowance has been made for estimated irrecoverable amounts from the sale of goads at 31 August 2010 of £2m
{31 August 2009 £2m) This allowance reflects the application of the Group s provisioning poltcy in respect of bad
and doubtful debts and i1s based upon the difference between the recevable value and the estimated net collectible
amount The Group establishes its provision for bad and doubtful debts by reference to past default experence

No collateral s held for amounts past due but not impaired

No trade and other recewvables that would have been past due or impaired were renegotiated during the year No
interest 1s charged on the receivables balance The other classes within trade and other receivables do not include
impaired assets The Group does not hold collateral over these kalances The directors consider that the carrying
amount of trade and other receivables approximates to their fair value

At 31 August 2010 trade and other receivables of £2m [2009 £2m) were either partially or fully impaired The ageing
analysis of these receivables 1s as follows

£m 2010 2009

L.ess than one month old =
Between one and three months cld

Between three and six months old 1 1
Between six months and one year old 1 1
2 2

18 TRADE AND OTHER PAYABLES — CURRENT
Em 2010 2009
Trade payables N 97
Other tax and social security 20 22
Other creditors 70 40
Accruals and deferred income 65 63
244 242

Trade and other payables principally comprise amounts cutstanding for trade purchases and ongoing costs The
average credit period taken for trade purchases is 51 days (2009 52 days) The directors consider that the carrying
amount of trade and other payables approximates to their fair value
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19 OBLIGATIONS UNDER FINANCE LEASES

2010 2009
Present Present
value of value of
Mmnimum minmimum Muinimum minmum
lease lease lease lease
&m payments payments. payments paymenis
Amount payable under finance leases

Within one year - - 2

Within two to five years - - -

After five years - - - -
Total - - 2 2
Less future finance charges - - - -
Present value of lease obligations - - 2 ?
Less Amount due for settlement within 12 months

[shown under current liabilities) - - 2 (2)

Amount due for settlement after 12 months

It 15 the Group s policy to lease certain fixtures and equipment under finance leases All lease obligations are
denominated in sterling The average lease term 1s three to four years Interest rates are fixed at the contract date
All leases are on a fixed repayment basis and no arrangements have been entered into for contingent rental payments

The fair value of the Group s lease obligations approximates their carrying amount

20 PROVISIONS

Property Dispasal
£m provision pravision Total
At 1 Septermber 2009 7 1 8
Charge in the year 1 - 1
Utilised In year (2) - (2)
Unwinding of discount i - 1
At 31 August 2010 7 1 8
Froperty Disposal
£m provision provision Total
At 1 September 2008 4 4 8
Charge / [credit) in the year 4 (31 }
Utllised in year (1} - m
At 31 August 2009 7 1 8
Total provisions are split between current and non-current liabilities as follows
£m 2010 2009
included in current habilities 3 3
included in non-current frabilities 5 5
8 8

The non-trading property provision Is the estimated future cost of the Group s onerous leases based on known and

estimated rental subleases The costs include provision for required dilapidation costs and any anticipated future rental
shortfalls This provision has been discounted at ten per cent, and this discount will be unwound over the life of the leases

The disposal provision arose from commitments in respect of the disposal of the USA Travel business The remaining

provision will predominantly be utilised over the next few years
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21 DEFERRED TAX
The following are the major deferred tax liabilities and assets recognised by the Group and movements thereon
duning the current and priar reporting periods

Acceterated Retirement  Short-term

tax Property Lease Share-based benelit timing
Em depreciation provision Incentives payments  obligations  differences Total
At 1 Septernber 2009 18] - i 5 1 1 1
Charged to income 2 - - - (1l 2 3
At 31 August 2010 8] - 2 5 - 3 4
At 1 September 2008 (10] 1 2 5 3 - 1
Charged to income 2 111 - - (2] 1 -
At 31 August 2009 8) - 2 5 1 1 1

The rate of corporation tax will change from 28 per cent to 27 per cent from 1 April 2011 As deferred tax assets and
labilities are measured al the tax rates that are expected to apply in the periods of reversal, we have restated all
deferred tax closing balances using a rate of 27 per cent The change of rate in the year decreased the net deferred
tax asset by £nil (2009 €rul)

The Government has also mdicated that 1t intends 1o enact future reductions in the rnain rate of corporation tax of
one per cent each year down to 24 per cent by 1 April 2014 The future one per cent main rate of corporation tax
reductions are expected to have a similar impact on our financial statements as outlined above, however the actual
impact witl be dependent on our deferred tax position at that time

Certain deferred tax assets and Liahilities have been oftset The following i1s an analysis of the deferred tax balances,
after offset for financial reporting purposes

£m 2010 2009

Deferred tax Liabilities [non-current Liabilities) (81 8

Deferred tax assets 10 2
4 1

22 ANALYSIS OF NET FUNDS / (DEBT)
Movements in net funds / [debt] can be analysed as follows

Em 2009 Cash flow 2010
Cash and cash equivalents 47 9 56
Debt

- Dbligations under finance leases (2) 2 -
Net funds 45 1 56
£m 2004 Cash flow 2009
Cash and cash equivalents 22 25 A7
Debt

- Revotving credit facility (25) 25 -
- Obligations under finance leases [4) 4 (21
Net [debt) / funds (9) 54 45

Cash and cash equivalents comprise cash held by the Group and short-term bank deposits with an original maturity
of three months or less The carrying amount of these assets approximates their fair value

The Group has in place a five-year committed revolving cradit facitity of £90m The revaolving credit facility 1s due te
mature on 26 June 2011 The utilisation 15 Interest-bearing at LIBOR plus 60 basis points Utilisation at 31 August 2010
was Enil (2009 Enil) The Group continues to be highly cash-generative and prelminary discussions have commenced
with banks regarding an appropriate new facility As a result the Group 1s confident that an appropriate commitied facility
will be in place by June 2011
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23 CONTINGENT LIABILITIES AND CAPITAL COMMITMENTS

£m 2010 2009
Bank and other loans guaranteed 4 4

Other potential iabilities that could crystallise are in respect of previous assignments of leases where the liability could
revert to the Group If the lessee defaulted Pursuant to the terms of the Demerger Agreement with Smiths News PLC, any
such contingent liability which becomes an actual liability, will be apportioned between the Group and Smiths News PLC
in the ratio 65 35 (provided that the actual lability of Srmiths News PLC in any 12-month period does not exceed £5m) The
Group s 65 per cent share of these leases has an estimated future rental commitment at 31 August 2010 of £40m (2009
£50m] The movement in the future rental commitment is due to the crystallisation of lease liabibities lease expines and
the effluxion of time

Contracts placed for future capital expenditure approved by the directors but not provided for in this combined financial
information amount to Enil (2009 Enil

24 NET CASH INFLOW FROM OPERATING ACTIVITIES

£m 010 2009
Operating profit from continuing operations 89 a3
Depreciation of property, plant and equipment K1 34
Impairment of property, plant and equipment 3 3
Amortisation of intangible assets 5 4
Share-based payments 7 &
Increase in Inventortes - (4]
{Increasel / decrease in recewables al! 10
Increase 1n payables 4 5
Pension funding (13) (10]
Income taxes paid (20) (7]
Charge to provisions 1 -
Cash spend against provisions (2) (1
Net cash inflow from operating activities 104 113

25 FINANCIAL INSTRUIMENTS
Categonies of financial instruments

Carrying value

£m 2010 2009
Financial assets

Derwative instruments in designated hedge accounting relationships’ - 1
Loans and receivables (including cash and cash equivalents)? 138 14
Financial tabilities

Finance lease obtigations - (2]
Amortised cost? (312) (284)

T All derivatives are categonsed as Level 2 under the requirements o IFRS 7 The {air value measurements relating te the instruments are derved
from inputs other than quoted prices thal are observeble for the asset or Liability either directly er indirectly

? Included within loans and recewables are trade and other recewvables current tax assels and cash and cash equivalents

* Included within amortised cost are trade and other payables current tax liabilities borrowings and other non-current kabiibies

Companson of carrying values and fair vatues

There were no material differences between the carrying value of non-derivative financial assets and financial liabilities
and their fair values as at the balance sheet dale
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25. FINANCIAL INSTRUMENTS (CONTINUED)

Risk management

The Group s Treasury function seeks to reduce exposures to interest rate, foreign exchange and other financial risks,

to ensure hquidity 1s available to meet the foreseeable needs of the Group and to invest cash assets safely and profitably
The Group does not engage in speculative trading In financial instruments and transacts only i retation to underlying
husiness requirements The Group s treasury pelicies and procedures are periodically reviewed and approved by the
Audit Commuttee and are subject to regular Group Internal Audit review

Capital nisk

The Group s objectives with respect to managing capital [defined as net debt / funds plus equity] are to safeguard
the Group s ability to continue as a going cencern, In order to optimise returns to shareholders and benefits for other
stakeholders, through an appropriate balance of debt and equity funding

In managing the Group s capital tevels the Board regularly monitors the level of debt in the business, the working capital
requirements, forecast financing and investing cash flows Based on this analysis the Board determines the appropriate
return to investars while ensuring sufficient capital 1s retained in the business to meetits strategic objectives The Board
has a progressive dividend policy and expects that over ime, dvidends would be breadly covered twice by earnings
calculated cn a normalised tax basis

As at 14 October 2010 the Group has in place a £90m committed revolving credit factlity, carrying certain financial
covenants which have been met throughout the period The covenants tested half-yearly are based on fixed charges
cover and net borrowings The Group continues to be highly cash-generative, and preliminary discussions have
commenced with banks regarding an appropriate new facility As a result the Group 1s confident that an apprapriate
committed facility will be in place by June 2011

Ligurdity risk

The Group manages its exposure to Uguidity nisk by reviewing the cash rescurces required to meet its business
objectives through beth short and long-term cash flow forecasts The Group has a committed facility with a number
of financial institutions which are available to be drawn for general corporate purposes including working capital

Treasury has a policy of pooling Group cash flows in order to optimise the return on surplus cash and aiso to utilise cash
within the Group to reduce the costs of external short-term funding

The table below shows the matunty analyss of the undiscounted remaining contractual cash flows of the Group s
financial labilities

Due within  Due between Due between Due over
2040 [£m) 1year 1land2years 2and5years Syears Total
Non-derivative financial liabilities
Trade and other payables 291 - 1 - 292
Finance leases - - - - -
Total cash flows 291 - 1 - 292
Duewithin  Due hetween [Due between Due aver
2009 (£m] iyear 1andZ2years 2and Syears fyears Totat
Non-derivative financial Liabilities
Trade and other payables 273 - 1 - 274
Finance leases 2 - - - 2
Total cash flows 275 - 1 - 276

Credit risk

Credit sk 1s the risk that a counterparty may default on their obligation to the Group in relation to lending, hedging
settlement and other financial activities The Group s principal financial assets are trade and other recevables and bank
balances and cash

The Group has a credit nisk attributable to its trade and other recevables The amounts included in the balance sheet

are net of allowances for doubtful receivables An allowance for impairment s made where there 1s anidentified loss
event which, based on previous experience, is evidence of a reduction in the recoverability of cash flows
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The Group has a low retail credit nsk due to the transactions being principally of a high volume, low value and short
matunity The Group has no significant concentration of credit risk, with the exposure spread over a large number of
counterparties and customers

The credit nisk on kquid funds and derwative financial instruments 1s considered te be low, as the Board approved Group
Treasury Policy Limits the value that can be placed with each approved counterparty to minimise the risk of loss These
lmits are based on a combination of short-term credit ratings of P-1/ A-1 and long-term ratings of A1/ A+ or better

The carrying amount of financial assets recorded in the financial staternents represents the Group s maximum exposure
to credit nisk The Group does not hold collateral over any of these financial assets

Interest rate nsk
The Group 1s exposed to cash flow interest rate risk on floating rate bank loans and overdrafts

At 31 August 2010, the Group had drawn down £nil 2009 Enil] from its committed revelving credit facility The Group
draws down periodically on its facility, but does not view any draw down as long terrn 1n nature and therefore dees not
enter into interest rate derwatives to mitigate this risk

Foreign currency risk

Foreign exchange rate risk s the risk that the fair value of future cash flows of a financial instrument will fluctuate
because of the changes in foreign exchange rates The Group s foreign currency exposures are principally to the US
dollar and euro

The Group uses forward foreign exchange contracts to hedge sigrificant future transactions and cash flows
denominated in currencies other than pounds sterling The hedging iInstruments have been used to hedge purchases in
US dollars and to minimuse foreign exchange risk in movements of the USD/GBP exchange rates These are designated
as cash flow hedges At 31 August 2010 the Group had no matenal un-hedged currency exposures

The Group s euro exposure 15 principally operational and arises mainly through the operation of retail stores in France
and Ireland The Group does not use dervatives to hedge balance sheet and profit and loss translation exposure

The fair value of cash flow hedges recagmised on the balance sheet within derivative assets / babilities 1s shown below

£m 2010 2007

Fair value of derivative assets - 1

At 31 August 2010 the total notional amount of cutstanding forward foreign exchange contracts to which the Group
has committed 1s US$29m (2009 US$38m} These instruments will be used to hedge cash flows accurring usually
within one year of the balance sheet date Gains totalling £2m (2009 £5m} have been transferred to both the income
staterment and inveniones in respect of contracts that matured duning the year ended 31 August 2010 In the year to
31 August 2010 the fair value loss on the Group s currency derivatives that are designated and effective as cash flow
hedges amounted to £1m (2009 E£1m loss]

Sensitivity analysis as at 31 August 2010

Financial instruments affected by market risks include borrowings, deposits and derivative financial instruments
The following analysis required by IFRS 7, Financial Instruments Disclosures 1s intended to itlustrate the sensitivity
to changes in market variables, being UK interest rates and USD/GBP and EUR/GBP exchange rates

The following assumptions were made in calculating the sensitivity analysis

+ Exchange rate fluctuations on currency derwatives that form part of an effective cash flow hedge relationship affect
the hedging reserve in equity and the fair value of the hedging derivatives

* Year end exchange rates applied In the analysis are USD/GBP 1 551/1 (2009 1 628/1) and EUR/GBF 1 222/1 (2007 1138/1)

» Group debt and hedging actimties remain constant, reflecting the positions at 31 August 2009 and 31 August 2010
respectively As a consequence, the analysis relates to the position at those dates and 1s not necessarily
representative of the years then ended

The above assumptions are made when iustrating the effect on the Group s Income statement and equity given
reasonable movements in foreign exchange and interest rates before the effect of tax The Group censiders a
reasonable interest rate mevernent in GBP LIBOR/Base Rate to be one per cent based oninterest rate history
Similarly, sensitivity to movements in USD/GBP and EUR/GBP exchange rates of ten per cent are shown, reflecting
changes of reasonable proportion in the context of movement in those currency pairs over time
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25 FINANCIAL INSTRUMENTS (CONTINUED)

Sensitivity analysis as at 31 August 2010 {continued)
Using these assumptions the following table shows the illustrative effect on the Group Income Statement and equity

£m 2010 2009
Income Equity Income Equity
gams / gains/f gamns / gamns /
{loss) [loss) (loss} [toss)
GBP LIBCR / Base rate interest rates 1% increase 1 - - -
USD / GBP exchange rates 10% increase - (2) - (2)
EUR / GBP exchange rates 10% increase - - - -
GBP LIBOR / Base rate interest rates 1% decrease () - - -
USD / GBP exchange rates 10% decrease - 2 - 3
EUR / GBP exchange rates 10% decrease - - - -
26 CALLED UP SHARE CAPITAL
a) Authanised
2010 2009
Number Norminal Number Nominal
of shares value aof shares value
{millions) £m [mithons] E£m
Equity
Ordinary shares of 22 6/67p 272 60 272 40
Total 272 60 272 60
b) Allotted and fully paid
2010 2009
Number Nominal Number Naminal
of shares value of shares value
[millions] £m [mullions] £m
Equity
Ordinary shares of 22 6/67p 151 33 197 35
Total 151 33 157 35

During the year the Company repurchased 6 864,759 of its own shares in the open market for an aggregate
consideration of £35m Also during the year 510 509 ordinary shares were allotted under the terms of the Company s
Sharesave Scheme The effect of this allotment was to Increase share premium by £1m to €1m (2009 £nil)

The holders of ordinary shares are entitled to receive dividends as declared frem time-to-time and are entitled to one
vate per share at the meetings of the Company

WH Smith PLC  Annval Report and Accounts 2010




27 SHARE-BASED PAYMENTS
The Group adopted IFRS 2 (amended] during the year An explanation of the effect of the amendments 1s given in Nate 1

Summary of mevements 1n awards and options

Weighted

Executive average

Share BXErCISE

Sharesave QOption price

Number of shares Schemes Schemes 2008 MIP 2004 MIP LTIPs Total |pencel
Outstanding at 1 Septemnber 2009 1.313176 4150906 3,922,603 - 17827 11162512 156806
Options and awards granied 369,188 1004 496 - - 606,761 1,980,445 32691
Options and awards exercised (510509) (1,105,382) - - 726,856) (2,342,747} 22304
Options and awards lapsed (78,039 (112,158] - ~ - (190,197} 350 41
Outstanding at 31 August 2010 1,093,816 3,937,862 3,922,603 - 1,655,732 10,610,013 13554
Exercisable at 31 August 2010 1,280 386,170 - - - 387,450 299 46
Qutstanding at 1 September 2008 1187 234 4,785,143 4,298,179 724,897 2,059,022 13,054,475 14347
Options and awards granted 254,189 1415153 378 242 - 843,635 2,891,299 20387
Options and awards exercised [6768) (2016149) - {724897)  (888,876) [(3,635,688) 14806
Options and awards lapsed (121.481) (33241 (753,818) - (2379%4] (1146,494) 4097
QOutstanding at 31 August 2009 1,313,176 4,150,906 3,922,603 - 1,775,827 11,162,512 16806
Exercisable at 31 August 2009 - 309,733 - - - 309,733 271 42

Detail of movements 1n options and awards

2008 Management Investment Plan (2008 MIP)

Under the terms of the 2008 Management Investment Plan executive directors and key senior executives have
invested their own money to buy erdinary shares in WH Smith PLC and have been granted matching awards (in the
ferm of nil cost options in WH Smith PLC] to acquire further ordinary shares in proportion to the amount they had
invested These awards will only vest and become exercisable if underlying performance targets are met

Qutstanding awards granted under the 2008 Management Investment Plan are as follows

Exercise price

Date of grant 2010 2009 [pence] Exercise period
22 November 2007 3,524,906 3524 706 Nil Nov 2010 - Nov 2012
29 February 2008 19,455 19,455 Nil Nov 2010 - Nov 2017
21 October 2008 378,242 378 242 Nil Nov 2010 - Nov 2012

3,922,603 3,922 603

LTIP

Under the terms of the current LTIP, approved by shareholders in 2004, executive directors and key senior executives
may be granted conditional awards to acquire ordinary shares m the Company lin the form of nil cost opttons] which
will only vest and become exercisable to the extent that the related performance targets are met

Qutstanding awards granted under the LTIPs are as follows

Number of shares

Exercise price

Date of grant 2010 2009 |pence) Exercise period
19 October 2006 - 471,856 Nil 191009 -1210 14
26 Apnil 2007 - 55 000 Nil Apr 2010 - 26 04 17
17 October 2007 205,336 205,336 Nil Oct 2010 -17 10 17
21 October 2008 843,635 843 635 Nil Oct2011-211018
5 Novemnber 2009 606,761 - Nil Nov 2012 ~051119

1,655,732 1775827

Awards will first become exercisable on the vesting date which 1s the date (as spon as practicable after the
announcement of WH Smith s results for the final year of the performance period) that participants receve notification
of the number of award shares that have vested
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27 SHARE-BASED PAYMENTS (CONTINUED)

Sharesave Scheme

Under the terms of the current Sharesave Scheme, approved by shareholders in 2006 the Board grants options to
purchase ordinary shares in the Company to employees with at least one year s service who enter inte an HM Revenue
& Customs approved Save-As-You-Earn [SAYE] savings contract for a term of three or five years Options are granted
at up ta a 20 per cent discount tc the market price of the shares on the day preceding the date of offer and are normally
exercisable for a period of six months after completion of the SAYE contract

QOutstanding options granted under the Sharesave Scheme at 31 August 2010 are as follows

Number of shares

Exercise price

Date of grant 2010 2009 ipence) Exercise periog
29 November 2006 (3 year) 1,280 530513 29520 0t0210-310710
29 Novernber 2006 (5 year] 164,128 177 993 29520 010212-310712
4 June 2008 (3 year] 222,965 244,189 335 40 010811-310112
4 June 2008 (5 year] 109,049 110502 335 40 10813-310114
3 June 2009 (3 year] 171,871 185 716 387 00 010812-310113
3 June 2009 (5 year] 56,745 64,263 387 00 0108 14-310115
2 June 2010 (3 year] 297,202 - 400 40 010813-310114
2 June 2010 [5 year] 70,576 - 400 40 010815-310116

1,093,814 1,313,176

Executive Share Option Schemes

Under the terms of the current Executive Share Gption Scheme approved by shareholders in 2006, the Board may grant
options to executives up te an annual lrmit of 200 per cent of basic annual salary The exercise of options is conditional on
the achievement of a performance target which 1s determined by the Board at the ume of grant Further details are set
out In the Remuneration Report

Outstanding options granted under the Executive Share Option Schemes as at 31 August 2010 are as follows

Number of shares

Exercise price

Date of grant 2010 2009 ipencel Exerise period
1 May 2001 6,288 6,288 357C0 010504 -300411
1 Nevemnber 2001 18,106 49 459 31800 011104-3110 11
5 Novernber 2002 380 380 26300 051105-041112
20 November 2003 19,782 19,782 25000 201106 -191113
3 November 2004 92,822 92,822 24700 031107-021114
2 Novernber 2005 66,610 134 703 26800 021108-011115
20 April 2006 6,299 6,299 32100 200409-1904164
19 October 2006 175,883 1201 428 340 00 191009 -181016
26 April 2007 - 10,756 45325 2604 10-250417
17 Qctober 2007 1,166,681 1,192,984 38100 171010-16 1017
22 April 2008 20,852 20,852 38725 220611 -210418
21 October 2008 1,370,065 1,415 153 34700 211011-201018
5 Novernber 2009 994,094 - 497 37 051112-04 1119

3,937,862 4 150,906

Fair value information

Em 2010 2009
Weighted average share price at date of exercise of share options axercised during period - pence 50429 38970
Weighted average remaining contractual life at end of period - years 5 &
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Share options and awards granted
The aggregate of the estimated fair value of the options and awards granted each period Is

£m 2010 200¢

4 6

The share options granted during each period have been valued using a Black-5choles model The inputs to the
Black-Scholes model are as follows

2010 2007
Share price - pence Lih -507 347 - 449
Exercise price - pence 400 - 497 347 - 387
Expected volatility - per cent 3272-35.79 3572-358
Expected life - years 35~55 35-55
Risk free rate — per cent 176 -2 92 221-423
Dvidend yield - per cent 33-376 361-412
Weighted average fair vatue of eptions - pence 124 32 93 34

Expected valatility was determined by calculating the tistorical volatility of the Group s share price over the expected
tife of the option

The fair values of the MIP and LTIP awards granted were measured using a Mante Carlo simulatton medel The input
range into the Monte Carlo models was as follows

2010 2009
Share price - pence 506 50 38775
Exercise price - pence Nit Nt
Expected volatility - per cent 340 318
Expected life - years 30 30
Risk free rate - per cent 190 378
Dmdend yield - per cent 330 347
Weighted average far value of options - pence 405 46 35035

Expected volatility was determined by calculating the historical volatility of the Group s share price over the expecled
life of the option

28 RELATED PARTY TRANSACTIONS
Transactions between businesses within this Group which are related parties have been eliminated on consolidation
and are not disclosed n this note

Remuneration of key management personnel

The remuneration of the executive and non-executive directors who are the key management personnel of the
Group 15 set out below in aggregate for each of the categories specified in |AS 24, Related Party Disclosures
Further information about the rernuneration of individual directors 1s provided in the Directors Remuneration report

£000 2010 2009
Short-terim employee benefits 1,906 2048
Post-employment benefits 258 336
Share-based payments 2,800 2647

4,964 5,031

There are no other transacticns with directors

29 POST BALANCE SHEET EVENT
On 14 QOctober 2010 the Company anncunced its intention to return up to £50m of cash to shareholders through
a rolling share buyback programme
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30 PRINCIPAL COMPANIES
The principal companies included within the financial statements, which are all wholly owned, are disclosed below

Name Country of incorporation / registration
WH Smith PLC England and Wales
WH Smith Retail Holdings Limited England and Wales
WH Smith High Street Holdings Limited England and Wasles
WH Smith Travel Holdings Limited England and Wales
WH Smith High Street Limited England and Wales
WH Smith Travel Limited England and Wales
WH Smith Hospitals Holdings Limited (formerly UNS Group Limited] England and Wales
WH Smith Hospitals Limited (formerly UNS Hospitals Limited) England and Wales
WH Smith France SAS France
WH Smith Ireland Limited Ireland
WH Smith Jersey Limited Jersey
WH Smith Asia Limited Hong Kong
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF WH SMITH PLC

We have audited the parent Company financial
statements of WH Smith PLC for the year ended 31
August 2010 which comprise the Company Balance
Sheet and the related Notes 1to 9 The financial
reporting framework that has been applied in their
preparation is applicable law and United Kingdom
Accounting Standards [Umited Kingdom Generally
Accepted Accounting Practice)

This report 1s made solely to the Company s members

as a body 1n accardance with Chapter 3 of Part 14

of the Companies Act 2006 Qur 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 auditars report and for no other purpose To the
fullest extent permitted by law, we do not accept or
assume responsitility to anyone other than the Company
and the Company s members as a body for our audit
work for this report, or for the opmions we have tormed

Respective responsibilities of dwrectors and auditors

As explained more fully in the Directors Responsibibities
Statement, the directors are responsible for the
preparation of the parent company financial statements
and for being satisfied that they give a true and fair

view Our responsibility 1s to audit the parent company
financial statements in accordance with applicable

{aw and International Standards on Auditing (UK and
Ireland] Those standards require us to comply with

the Auditing Practices Board s [APB s] Ethical Standards
for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts
and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements
are free from matenal misstatement, whether caused by
fraud or error This includes an assessment of whether
the accounting policies are appropriate to the parent
company s circumsiances and have been consistently
applied and adequately disclosed the reasonableness of
significant accounting estimates made by the directors
and the overall presentation of the financial statements

Opyman on financial statements

In our opinion the parent company financral statements

* give a true and fair view of the state of the parent
company s affairs as at 31 August 2010

* have been properily prepared in accordance with United
Kingdom Generally Accepted Accounting Practice and

* have been prepared in accordance with the
requirements of the Companies Act 2006

Ommien on other matters prescribed by the Compames

Act 2006

tn our opinion

+ the part of the Directors Remuneration Report to
be audited has been properly prepared in accordance
with the Companies Act 2006, and

= the information given in the Directors Report for the
financial year for which the financial statements are
prepared is consistent with the parent company
financial statements

Matters on which we are required to report by excephon

We have nothing to report 1n respect of the following

matters whers the Companies Act 2006 requires us

to report to you if, In our opinion

* adequate accounting records have not been kept by the
parent company or returns adequate for our audit have
not been recewed from branches not visited by us, or

* the parent company financial statements and the part
of the Directors Remuneration Report to be audited
are nat (n agreement with the accounting records and
returns, or

= certain disclosures of directors remuneration specified
by law are not made, or

* we have not recewved all the «nformation and
exptanations we require for our audit

Other matters
We have reported separately on the Group financial
statements of WH Smuth PLC for the year ended

31 August 201 .
= @’“2335
Stephen Grivgs [Sentor Statutory Auditor)

fer and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditors
Londen United Kingdom

14 October 2010
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£m Note 2010 2009
Fixed assets

Investments 3 357 357
Total fixed assets 357 357
Current assets - -
Current Labilities

Creditors - amounts due within ane year 4 (211) [151]
Net current Liabilities [211) (151]
Total net assets 146 206
Capitat and reserves

Called up share capital 7 33 35
Share premium 8 1 -
Capital redemption reserve 8 4 2
Profit and loss account 8 108 169
Total equity 146 204

A 2010

QuAan__
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sternents of WH Srmiuth PLC,

r)e?ptered number
Robert Mo;r%i/

Group Finance Director
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NOTES TO THE COMPANY BALANCE SHEET

1 ACCOUNTING POLICIES

a) Basis of preparation

The financial statements are prepared in compliance with the Comparues Act 2006 and in accordance with applicable
United Kingdom law and accounting standards The financial statements are prepared under the historical cost
convention The accounting policies have been applied consistently in the current and prier year

b) Investment n subsidiary undertakings
Investment in equity and long-term loans |n subsidtary undertakings are individually valued at historical cost less
provision for impairment In value

¢) Taxation
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 at the balance sheet date

d) Cash flow statement
The Company is exempt from the requirement of FRS 1 [rewised) to include a cash flow statement as part of its
Company financial statements because it prepares a consolidated cash flow statement

2 PROFIT FOR THE YEAR
The Company has nat presented its own profit and loss account as perrmitted by section 408 of the Companies Act 2004

The profit for the year atiributable to shareholders which is stated on an historical cost basis, was £l (2009 £nil)
There were no other recognised gains or losses

3 INVESTMENTS IN SUBSIDIARY UNDERTAKINGS
The Company acquired the shares of WH Smith Retail Holdings Limited at a fair value of £357m on 31 August 2006

4 CREDITORS - AMOUNTS DUE WITHIN ONE YEAR

£m 2010 2009
Amounts owed to subsidiary undertakings 2n 151
21 151

5 DIVIDENDS
Amaounts paid and recognised as distributions to shareholders in the period are as follows

£m 2010 2009

Dividends

Interim of 4 1p per ordinary share (2009 5 4p per ordinary share) 9 8

Final of 11 2p per ordinary share (2009 9 7p per ordinary share) 17 15
26 23

The proposed divtdend of 13 3p per share amounting to a final dwvidend of £19m 15 not included as a hability in these
financial statements and, subject to shareholder approval, will be paid on 3 February 2011 to shareholders on the
register at the close of business on 7 January 2011

6 CONTINGENT LIABILITIES
Contingent liakslities of £2m [2009 £2m)] are in relation to insurance standby letters of credit

Annual Report and Accounts 2010 WH Smith PLC

73



74

7 CALLED UP SHARE CAPITAL

a) Authorised
2010 2009
Number Nominal Number Nominal
of shares value of shares value
[mutlions) €m [millians] £m
Equity
Ordinary shares of 22 6/67p 272 60 272 40
Total 272 40 272 60
b) Allotted and fully pawd
2010 2009
NMumber Nomunal Number Neminal
of shares value of shares value
Imillions) £m [rillians] £m
Equity
Ordinary shares of 22 6/67p 151 33 157 35
Total 151 33 157 35

During the year the Company repurchased 6 866 75% of its own shares in the open market for an aggregate
consideration of £35m Also during the year 510,509 erdinary shares were ailotted under the terms of the Company s
Sharesave Scheme The effect of this allotment was to Increase share premium by E1m to £1m (2009 £nill

The holders of ordinary shares are entitled to receve diwdends as declared from time-to-tirne and are entitled to one

vote per share at the meetings of the Company

8 RESERVES
Capntal Profit
Share Share redemption and loss
£m capital premium reserve account Tatal
Balance at 1 September 2009 35 - ? 149 206
Purchase of own shares for cancellation (2] - 2 (35) (35)
Premium on 1ssue of shares - 1 - - 1
Equity dwidends paid during the period - - - (26 (28]
Balance at 31 August 2010 33 1 4 108 146

9 POST BALANCE SHEET EVENT

On 14 Octeber 2010, the Company announced its intentign to return up to £30m of cash to shareholders through a

rolling share buyback programme
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FIVE YEAR FINANCIAL SUMMARY — UNAUDITED

GROUP INCOME STATEMENT

31 August 31 August 31 August 31 August 31 August
€m 2010 2009 2008 2007 2006
Continuing operations
Revenue 1,312 1340 1 352 1299 1,340
Group operating profit before exceptional items 89 83 74 &7 &0
Exceptional operating items - - - 10 (7]
Group operating profit 89 a3 74 77 53
Net finance [charges) / income - (1 2 )] (9]
Profit before tax 89 82 76 76 &4
Income tax expense (20) {18] {17} (18] (12}
Profit after tax from continuing operations 69 b4 59 50 32
Loss from discontinued operations - (1) - - -
Profit for the period 69 83 59 60 32
Underlying earnings per share
- Basic - continuing operations 47 6p 42 7p 36 4p 303p 23 8p
- Basic 47 6p 427p  364p  303p  238p
- Diluted 45 7p 41 3p 353p 293p 233p
Earnings per share
Basic ~ continuing operations 47 bp 42 7p 346 4p 34 3p 18 6p
Basic 47 6p 42 0p 36 4p 34 3p 18 ép
Diluted 457p 40 46p 353p 331p 18 2p
Tax rate” - continuing operations 23% 22% 23% 20% 20%

* before exceptional items

SEGMENTAL ANALYSIS OF GROUP REVENUE

31 August 31 August 31 August 31 August 31 August

m 2010 2009 2008 2007 2006
Travel 452 448 413 338 319
High Street 860 892 239 961 1,021
Group revenue 1,312 1,340 1,352 1,299 1,340

SEGMENTAL ANALYSIS OF GROUP OPERATING PROFIT

31 August 31 August 3% August 3% August 31 Auqgust

tm 2010 2009 2008 2007 2006
Continuing operations

Travel 53 48 41 36 31

High Street 51 49 47 44 42

Trading profit 104 97 88 80 73

Unallocated costs (15) (14 {14 [13) 13
Group operating profit before exceptional items 89 83 74 67 60

Exceptional items - - - 10 (7}
Group aperating profit 89 83 74 77 53
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FIVE YEAR FINANCIAL SUMMARY - UNAUDITED

CONTINUED

GROUP BALANCE SHEET

31 August 31 August 31 August 31 August 31 August
£m 2010 2009 2008 2007 2004
Non-current assets
Goodwill and other intangible assets 56 56 55 35 35
Property, plant and equipment 158 163 177 176 184
Deferred tax assets 10 9 11 15 29
Trade and other receivables 4 4 4 5 -
Total non-current assets 228 232 247 231 248
Current assets 285 262 241 286 278
Total assets 513 494 488 517 526
Current Liabilities (3001 (281) (303) (261) (255)
Non-current Liabilities
Retirement benefit obligation (1) (2) - - (64]
Cther non-current Liabilities (28] (23) (24) 129] (371
Total Liabilities (327 (306) {327) (290) {358)
Total net assets 186 188 161 227 168
GROUP CASH FLOW STATEMENT

12menths to

31 August 31 August 31 August 31 August 31 August
£m 2010 2009 2008 2007 2008
Cash flow frem operating activities
Generated from operating activities 124 130 1 78 84
Taxation [paid] / recerved 120 (17) (7) 5 (2)
Cash flow from operating activities 104 113 104 83 82
Investing activities
Interest receved 1 1 4 5 2
Acquisttions and disposals of subsidiaries - - (24) (3) 8
Disposal of property plant and equipment - - 3 2 9
Capital expenditure (29 (28] (39] (32) {291
Net cash from investing activities (28] (27 {56] (28) (10]
Financing activities
Interest paid - {1 (1) [2) (7
Dividend paid {26) (23] (78) [17) {19
Net purchase of own shares for employee share schemes (4 (8] (9) (12) 4
Repurchase of own shares (35) - (33) - (3
(Decrease] / increase in debt [2) {29 13 {7) (80
Derivative cash movements - - - (1) (1
Other financing - - - - 57
Net cash used in financing activities (67 {61] (108) 139) (45)
Netincrease / (decrease] in cash and cash
equivalents - continuing operations 9 25 (60} 19 19
Net [decrease} / increase in cash and cash
eguivalents - discontinued operations - - - (3] 8
Net increase / [decrease] in cash and cash equivalents 9 25 [60] 16 27
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GROUP CASH FLOW STATEMENT (CONTINUED)
Analysis of net funds movement

12 moenths to

31 August 31 August 31 August 31 August 31 August
£m 2010 2009 2008 2007 2006
Operating profit before exceptional items 89 83 74 &7 60
Share-based payments 7 I3 & & )
Profit an disposal of property, plant and equipment - - - (2] (5)
Depreciation amortisation and other amaounts
written off fixed assets 39 41 47 41 37
Movernent in working capital 3 1 2 9 9
Net interest receivable / [payable]’ 1 - 2 2 15)
Capital expenditure (291 (28] (39 (32} (29)
Tax paid [before receipt of tax refund) (27) (23] (21) (8] (2]
Provisions (11 (1] (3 [2) (3
Free cash flow (before dvidends and investment activity) 82 89 63 81 68
Dividends (26) (23] {78) {(17) (15)
Pension funding (13) (1ol (10) {35) 12)
Premium on 1ssue of shares 1 - - - 4
Sale and leaseback and disposal of fixed asset proceeds - - 3 2 9
Net disposals proceeds of subsidiaries - - - (3) 8
Tax refund and associated interest received 7 6 15 14 -
Acquisitions - (24) - -
Net purchase of own shares for employse share schemes (5) 18] (9 {12 (10l
Repurchase of own shares 35) - (33) - -
Cash outflow relating to exceptional operating items - - - (6) (8
Bank fees and derivative cash movernents - - - (1) (1]
Net finance lease movements - - - (1 -
Intercompany settlement on demerger - - - - 57
Net funds movement 1" 54 (73] 22 100
Opening net funds / (debt] 45 (9] b4 42 (58]
Closing net funds / [debt) 56 45 (9] &4 42

' 2008 and 2007 figures exclude £1m of interest received on prior-peried tax overpayments
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INFORMATION FOR SHAREHOLDERS

COMPANY SECRETARY AND REGISTERED OFFICE
lan Houghton, WH Smith PLC Greenbridge Road Swindon Wiltshire SN3 3RX Telephone 01793 616161
WH Smith PLC is registered in England and Wales (Number 5202034

COMPANY WEBSITE

This Annual Report and Accounts together with other information including the price of the Campany s shares
Stock Exchange Anncuncements and frequently asked questions, can be found on the WH Smith PLC website at
www whsmithple co uk

ANNUAL GENERAL MEETING

The Annual General Meeting will be held at JPMorgan Cazenove, 20 Moorgate London ECZR 4DA on Wednesday

26 January 2011 at 11 30am The Notice of Annual General Meeting sets out the business to be transacted
Shareholders wha wish to attend the meeting should detach the Attendance Card from the Form of Proxy and present
it at the regisirars desk on arrival Shareholders who previously elected to receive communications electronically can
print an admission card at www eproxyappointment com You will be asked to enter the Control Number, Shareholder
Reference Number and PIN as detailed in your emall notification

FORM OF PROXY

Ordinary shareholders unable to attend the Annuai General Meeting should complete a Form of Proxy To be effective
it must be completed and lodged with the Corpany s registrars, Computershare Investor Services PLC by not later
than 11 30am on Manday 24 January 2011, or 48 hours before any adjourned meeting

ELECTRONIC PROXY VOTING

You may If you wish register the appointment of a proxy for the meeting electronically by logging on to the webs:te
www eproxyappointment com Full details of the procedure are given on the website You will be asked to enter the
Control Number, Shareholder Reference Number and PIN as printed on your Farm of Proxy or detailed in your email
notification and agree to certain terms and conditions  Electronic proxy voting instructions must be received no later
than 11 30am on Monday 24 January 2011, or 48 hours before any adjourned meeting

CREST ELECTRONIC PROXY VOTING

To appoint cne or more proxies or te give an Instruction to a proxy [whether previcusly appointed or otherwise] via the
CREST system, CREST messages must be received by the 1ssuer s agent (ID number 3RA50) not later than 48 hours
before the time appointed for holding the meeting or any adjourned meeting For this purpose the time of receipt will
be taken to be the time [as determined by the timestamp generated by the CREST system| from which the issuer s
agent 15 able to retrieve the message The Company may treat as invalid a proxy appointment sent by CREST in the
circumstances set out in Regulatien 35(51(al of the Uncertificated Securities Regulations 2001

REGISTRARS
All enquiries relating to shareholdings should be addressed to the registrar as follows

Computershare Invester Services PLC
The Pavilions

Bridgwater Road

Bristal

BS99 6722

Shareholder Helpline 0871 495 0100*

A textphone facility for shareholders with hearing difficulties 1s available by telephoning 0870 702 0005 In addition,
Cornputershare provide a range of shareholder information online at www nvestorcentre co uk

INVESTOR CENTRE

Investar Centre 1s a free secure share management website provided by Computershare This service allows you

to view your share portfolio and see the latest market price of your shares, check your dividend payment and tax
infermation change your address update payment instructions and recesve your shareholder communications online
To take advantage of this service, please login at www investorcentre co uk and enter your Shareholder Reference
Number and Company Code WHS This infermation can be found on your Form of Proxy or email notification

*Calls 1o this number are charged at 8p per minute from a BT landline Other telephony provider costs may vary
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DIVIDEND MANDATES

If you wish dividends to be paid directly into your bank account through the BACSTEL-IP [Bankers Automated
Clearing Services) systemn, you should contact Computershare for a Dividend Mandate Form or apply online at
www Investorcentre co uk

FINANCIAL CALENDAR
The following dates are given for information purposes only Please check the WH Smith PLC website at
www whsmithplc co uk nearer the relevant time for full details, and to ensure that no changes have been made

Financial year end 31 August 2010 Half-year end 28 February 2011
Results announced 14 October 2010 Interim results announced Aprit 2011
Annual Report posted Navember 2010 Interim dividend ex-dividend date May 2011
Interim Management Statement November 2010 Interim dividend record date May 2011

Final dividend ex-dvidend date 5 January 2011 Interim dividend payment date June 2011

Final dividend record date 7 January 2011 Interim Management Statement July 2011
Christmas trading statement January 2011 Financial year end 31 August 2011
AGM 246 January 2011 Results announced October 2011
Final dividend payment date 3 February 2011

The dividend dates shown above are in respect of the Company s ordinary shares of 22¢/,.0

SHAREDEALING SERVICES

The Company 1s offering internet and telephone share dealing services for shareholders [in certain junisdictions]
in canjunction with Computershare For internet dealing, log on to www computershare com/dealing/uk and for
telephone dealing call 0870 703 0084 You will need to have your Shareholder Reference Number to hand when
making this call This can be found on your Form of Proxy or email notification

JPMorgan Cazenove prowides a postal share dealing service for private investors who wish to buy or sell the
Company s shares Further details are available from JPMorgan Cazenove, telephone 020 7155 5155

SHAREGIFT

If you only have a small number of shares which are uneconomic to sell you may wish to consider donating them
to charity under ShareGIFT, a charity share donation scheme admimstered by the Orr Mackintosh Foundation

A ShareGIFT transfer form may be obtained from our registrar Further information about the scheme can be found
on the ShareGIFT website at www sharegift org

WARNING TO SHAREHOLDERS - BOILER ROOM SCAMS

In recent years many companies have become aware that their shareholders have received unsolicited phone calls
or correspondence concernming investment matters These are typically irom overseas-based brokers who target UK
shareholders, offering to sell them what often turn out to be worthless or high risk shares in US or UK investments
These operations are commaonly known as bailer rooms These brokers can be very persistent and extremely
persuasive, and a 2006 survey by the Financial Services Authonty [FSA) has reported that the average amount lost

by investars s around £20 000

It 15 not just the novice investor that has been duped in this way, many of the victims had been successfully investing
far several years Shareholders are advised to be very wary of any unsolicited advice, offers to buy shares at a
discount or offers of free company reports |If you receive any unsoclicited investment advice

* Make sure you get the correct name of the person and organisation

» Check that they are properly authorised by the FSA before getting involved by visiting www fsa govuk/register
= Report the matter to the FSA either by calling 0845 606 1234 or visiting www moneymadeclearfsa gov uk

* |f the calls persist, hang up

If you deal with an unauthorised firm, you will not be eligible to receive payment under the Financial Services
Compensation Scheme The FSA can be contacted by completing an online form at www fsa gov uk/pages/doing/
regulated/law/alerts/overseas shiml

Details of any share dealing facilities that the company endorses will be included in company mailings

More detailed information on this or stmitar activity can be found on the CFEB website www moneymadeclearfsa gov uk
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INFORMATION FOR SHAREHOLDERS

CONTINUED

UK CAPITAL GAINS TAX

Demerger 31 August 2006

Following the demerger of the Company on 31 August 2006, in order to calculate any chargeable gains or losses
arising on the disposal of shares after 31 August 2006 the oniginal tax base cost of your ordinary shares of 2%,,p
ladjusted if you held your shares on 24 September 2004 and 22 May 1998 to take into account the capital reorganisations
of 27 September 2004 and 24 May 1998 respectively [see below]] will have to be apportioned between the sharehaldings
of erdinary shares of 20p in the Company and ordinary shares of 5p in Smiths News

The cost of your shareholding of ordinary shares of 20p in the Company 1s calculated by multiplying the original base
cost of your ordinary shares of 2"/, p [adjusted where necessary to take into account the capital recrganisations of
24 September 2004 and 26 May 1998 [see below)] by 0 69585

The cost of your shareholding of ordinary shares of 5p 1s calculated by multiplying the original base cost of your
ordinary shares of 2%/, p ladjusted where necessary o take into account the capital reorganisations of 24 September
2004 and 26 May 1998 [see below)] by 0 30415

As a result of the share consolidation on 22 February 2008 the nominal value of the Company s ordinary shares
increased from 20p per ordinary share to 22¢/,p per ordinary share

Capital reorganmisation 27 September 2004

If you acquired your sharehalding on or before 24 September 2004 1n order to calculate any chargeable gains or
losses anising on the disposal of shares after 24 September, the ariginai tax base cost of your ordinary shares of 55%/,p
[adjusted if you held your shares on 22 May 1998 to take 1nto account the capital reorgarisation of 26 May 1998 [see
below]] will have to be appertioned hetween the sharehotdings of ordinary shares of 2%, p and C shares resulting
from the capital reorganisation

The cost of your shareholding of ordinary shares of 2'%/,,p 15 calculated by muttiplying the original base cost of your
ordinary shares of 55% p (adjusted where necessary o take nto account the capital reorganisation of 26 May 1998
(see below]) by 0 73979

Capital reorganisation 26 May 1998

If you acquired your sharehotding on or before 22 May 1998, i order to calculate any chargeable gains or losses
arising on the disposal of shares after 22 May 1998, the original tax base cost of your ordinary shares of 50p witl have
to be apportioned between the shareholdings of ordinary shares of 55%,p and redeemable B shares resulting from
the capital rearganisation

The cost of your shareholding of ordinary shares of 55%p 1s calculated by multiplying the original cost of your ordinary
shares of 50p by 0 90714

MARCH 1982 VALUES

If you acquired your shareholding on or before 31 March 1982 in order to calculate any chargeable gains or losses
ansing on disposal of shares the tax base cost of your ordinary shares used the 31 March 1982 base values per share
as follows

Ansing from an onginal shareholding of

A erdinary B ordinary

shares shares

Ordinary shares of 20p 41 62p 50 92p
Smuths News PLC ordinary shares of Sp 26 93p 22 25p

It you have a complicated tax position or are otherwise in doubt about your tax circumstances or if you are subject
to tax in a jurisdiction other than the United Kingdom, you should censult your professional adviser

Company means WH Smith PLC a public lmited company incorporated in England and Wales with registerad
number 5202034, and Group means the Company and its subsidiaries and subsidiary undertakings
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The following definitions apply throughout this repart unless the context
requizes otherwise

Campany means WH Smith PLC 2 public lumited company incorporated
in England and Wales with registered number 5202036 and Group means
the Company and its subsidiaries and subsidiary underzakings
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