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e plc is a leading

UK-based retailer of clothing
and homeware products, nursery
equipment and food services

Annual revenues of
more than £1.3 billio

485 stores in the UK
and 238 overseas

- Total trading area
is 6.5 million sq ft

More than 21,000
employees worldwide
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Chairman’s statement We are investing
' to drive forward our brands and improve
returns to shareholders

A clear strategy

The board's objective for the group is clear; to
eam a place as a leader in the retail sector based
on achieving consistent levels of profitable growth.
The investment phase of the group's development,
announced last year, is well underway and will
provide the platform for sustained levels of
growth from the Bhs and Mothercare brands.

Group financial performance
Turnover for the group increased by 6.8 per cent
to £1,335.0 million (1997 - £1,249.7 million),
helped by improved products, a combination of
new and better stores, additional space and the
first full year of Childrens World, (this business
was acquired in May 1996 and is now fully
integrated within the Mothercare business).

‘ ‘ Sales patterns during the year fluctuated,
Alan Smith discussing the preduct quality improvement particularly at Christmas, influenced by short

programme with Gemma Cockayne at the newly refurbished . ; \
Mothercare World store at Romford, Essex. term factors. Whilst the market for childrens

fashion clothing remained difficult, overall
consistent underlying advances were made in
A combination of improved quality and innovation many important markets such as menswear,

in our product together with more modem and womenswear, lingerie, homeware, babywear
attractive store environments has resulted in and baby equipment.
a sixth consecutive year of increased tumover For the group as a whole, gross margins were
and profits. fevel with the previous year. At Bhs gross margins
Fi nan Ci a'l h.i gh ] i g-'h tS Turnover excluding sales taxes Profit from retait operations
1938 1957 19938 1997
£ million < milion £ million £ million
Bhs 853.7 805.5 96.5 88.3
Mothercare 481.3 441.8 31.4 30.9
Continuing businesses 1,335.0 1,247.3 127.9 119.2
Profit before tax and exceptional items 125.1 118.3
Earnings per share before exceptional items 21.4p 19.4p
Full year dividend per share 9.0p 8.1p
Net assets per share 142p 129p
Net gearing B.6% 7.0%
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improved, whilst at Mothercare, the improvement
during the second half did not offset the first half
reduction. Largely as a result of a reduction in
discounting and markdown and, therefore,
trading significantly more merchandise at full-
price, the gross margin for the group as awhole
improved significantly during the second half of
the year.

Profit from retail operations for the group as
awhole increased by 7.5 per cent o £127.9
million (1997 - £119.0 million). This represents
a return on sales of 9.6 per cent, 0.1 per cent
ahead of last year. Profit before tax increased
by 5.7 per cent, before 1996/97 exceptional
items, to £125.1 million (1997 - £118.3 million),
which includes an interest charge of £2.8 million
(1997 - £0.7 million;).

Earnings per share increased by ten per cent,
before 1996/97 exceptional items, 1o 21.4p
(1997 - 19.4p). In fine with the increase in
earnings per share, the board is recommending a
final dividend of 5.4p per share (1897 - 4.8p per
share) - an increase of 12.5 per cent - making a
total of 9.0p (1997 - 8.1p) for the year. The level
of the dividend is, therefore, rebalanced slightly
to reflect that, in profit terms, the second half of
the year contributes more than the first.

Effective management of cash resutted in
an increase in cash flow from operations to
£163.4 million from £93.3 million for the previous
year. Capital investment for the year amounted
10 £124.1 million (1997 - £94.1 milion).

Store upgrades accounted for approximately
one third of the total while investment in new
stores and information technology amounted
10 £36.4 million and £33.7 million respectively.
Net debt at the year end was £51.7 million
(1997 - £38.2 million) with gearing at 8.6 per
cent (1997 - 7.0 per cent).

Recognising achievement

Inside the organisation, more than 21,000
people work very hard to defiver the improve ments
which are necessary for us to succeed. | would
like to say ‘thank you' on behalf of the board,
for the tireless dedication and commitment
everyone has shown during the year in helping
to move the group forward. Quiside the
organisation, there are other groups to whom
thanks are due; most notably our suppliers
with whom a parinership approach is proving
mutually beneficial.

Looking forward

There is no doubt that, in an increasingly
competitive trading environment, Bhs and
Mothercare are better equipped than ever
before to compete and to win on the strength
of product quality, fashion and price - all areas
where the group feels increasingly confident.

The group has a clear strategy with a focus
on the customer, product improvement, store
refurbishment and systems enhancement as

its comerstones. The board is confident that
the group's development is being managed in

a prudent manner and at an appropriate speed
to produce sustainable profit growth, yet there
remains a great deal still to do. Further progress
is expected this year although the upward
pressure on costs as a resuft of the invesiment
phase will begin to show through.

The capital projects in the current phase of
heavier spending are beginning to achieve their
planned targets and the returns will continue to
be monitored closely. The improving trend in like-
for-like sales and margins experienced in the
second half of last year is continuing in the first
seven weeks of the current year and meeting all
expectations.

s

Alan Smith Chairman
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Chief executive’s review The key to it
all is getting closer to our customers -
and staying close to them to build a
lasting relationship

4

Sterehouse plc

Ann-Marie Wiliams takes Keith Edelman through the new
season's ranges in Bhs’ store at Oxford Street, London,

Group development

Having rebuitt profitability by completing the
divestment of the remaining, poorly performing
businesses in the portfolic and strengthening the
two core brands, Bhs and Mothercare, the focus
is now firmly on the future.

As part of the rebuilding process, a major
strategic step was taken through the acquisition
of Childrens World. This significantly improved
the potential for the Mothercare brand and
accelerated the building of Storehouse's
share of spending on children’s products. The
acquisition brought together an already strong
high street presence through Mothercare's
network of 272 stores in the UK with 57 larger,
edge-of-town, ‘destination’ stores.

The first phase of the greup’s restructuring is,
therefore, complete. As a result of its improving

financial position, the group has been able

to embark on a substantial programme of
investment, This investment phase is currently
the focus of management attention throughout
the group as it involves further improvements to
product quality, store environments, and the root-
and-branch modernisation of information and
supply chain technology systems.

This phase requires prudent central financial
controls in judging where to direct capital
investment to maximum effect, and these are
in place. Long term generation of reai economic
profit is the ultimate financial objective. This
period of accelerated investment will result ina
retail infrastructure and brand support system
which compares well with the leaders in the
sector. It will provide a strong and sustainable
platform on which to base subsequent growth.

Bhs financial performance

Sales at Bhs increased by 6.0 per cent to
£853.7 million, (1997 - £806.5 million), further
evidence that the Bhs brand is moving steadily
forward as the company continues to play to its
strengths in the fashion, home and food services
business, Of this, sates in the UK increased by
5.9 per cent while sales to Bhs® 77 overseas
franchise stores moved ahead by 6.8 per cent
0 £56.0 mitlion (1997 - £562.4 million). In the
UK, like-for-like sales for the year as awhole
increased by 2.2 per cent with the remainder
arising from additional space. Like-for-like sales
during the second half of the year increased by
2.9 per cent,

Cost pressures were, once again, managed
effectively, increasing by only 5.7 per cent over
last year. Profit from retail operations was £96.5
million (1997 - £88.3 million), an increase of 9.2
per cent. Qverall, Bhs' gross margin improved by



0.3 percentage points despite the effect of
investing in improvements to product quality
whilst maintaining price competitiveness. This
increase was due, primarily, to a successful
move towards trading a higher proportion of
merchandise at full price. This “first price - right
price' philosophy is one which reflects increasing
confidence in the product for quality, fashion and
value: the core attributes of the Bhs brand.

Mothercare financial performance

The results for Mothercare include the first

full year of contribution from Childrens World -
comparisons with the previous financial year
include only 45 weeks of trading in Childrens
World due to the timing of the acquisition. The
Childrens World stores, 40 of which have been
renamed Mothercare World, have been fully
integrated with the Mothercare business both
operationally and financially.

Sales at Mothercare increased by 8.9 per cent
to £481.3 million (1997 - £441.8 million). UK
sales increased by 8.3 per cent, 1.8 per cent of
which was on a like-for-like basts and consistent
over both the first and the second halves of the
year. Sales from Mothercare's 161 overseas
stores increased by 14.5 percent.

Profit from Mothercare’s retail operations
increased by 1.8 per cent to £3 1.4 million

{1997 - £30.9 million}. Gross margins in

the UK during the second half of the year
improved by 0.6 percentage points, helped by a
reduction in the level of discounting and improved
intake margins. However, a reduction in UK gross
margins of 1.5 percentage points during the first
half, caused by the markdown of former
Childrens World merchandise, resulied in a
reduction of 0.4 percentage points in gross
margin for the year as a whole.

Product innovation

Improvements in product quality and increased
innovation are core aims at both Bhs and
Mothercare.

Research at Bhs shows that customers,
above all else, expect quality, fashion and value
for money from their Bhs store. During the past
wo years, Bhs has been working hard to put
more quality into its product while continuing
its price competitiveness. Certain key product
areas have been subject to a thorough review,
most notably lingerie where significant advances
have been made in product design and
manufacture. Similarly, areas where product
innovation has been particularly effective in
increasing market share include womenswear,
gifts and homeware, all of which have reported
improving sales trends.

In womenswear, the appointments of fashion
designers Paul Frith and Owen Gaster and hat
designer Graham Smith have proved highly
successful in translating catwalk couture trends
into fashionable, wearable and affordable clothes
for today's customer. These moves, widely
reported in the naticnal media and fashion press,
have highlighted the way in which the Bhs brand
is moving ahead.

One of Bhs' most successtul product areas is
homeware, Since the year end, Bhs has opened
astore dedicated exclusively to homeware - an
area where the brand has traditicnal strengths -
at Bath. The early signs are encouraging.

At Mothercare, emphasis has been increased
on providing the mother and the mother-to-be
with an improved range of product. Currently,
Mothercare holds 24 patents for products it has

developed and provides five main product groups:

maternity; baby; young children; nursery
equipment and toys.
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Chief executive’s review continued

6

Storehouse plc

Childrenswear
For both Bhs and Mothercare, childrenswear
remains an important part of the product mix.
Within that market, the group remains strongin
childrens' essentials, in schootwear, in babywear
and in bridesmaids’ dresses and formalwear
where there has been significant growth.
Fashion for older children remains the most
difficult market, though at Mothercare, for
example, it is a small proportion of the total
business. Key actions are being taken to develop
the group's strengths in the childrenswear market
and to anticipate and take advantage of any
movement towards altemative fashion trends.
During the first half of the current year, both Bhs
and Mathercare will introduce a number of sports
brands into its stores on a trial basis. These
moves, together with the increased development
of areas of proven brand strength such as
womenswear and homeware, should help to
reduce any further adverse effect on the group
from the difficult childrenswear market while both
businesses continue work on building their core
tfashion ranges.

Bhs stores

The group's aim in improving product, stores
and systems is to ensure a greater level of
consistency across each of the Bhs and
Mothercare brands. This is particularly important
in revitalising the visual appeal of its stores.

At Bhs, 57 stores are now operating in the full
upgrade format. Virtually all the remaining stores
have received some level of upgrade. This
programme of upgrading stores further will
continue during the current year in order to
ensure greater brand consistency and improve
the returns from these stores.

In addition, four new stores were opened at
Cameron Toll, Bury, Falkirk and St Helens which,
together with one store resited at Bath, added
109,000 sq ft o the Bhs fotal trading area of
four miflion sq ft. The combination of the new
stores and the conversions have helped to move
the Bhs brand forward significantly, providing a
more accessible, contemporary and inspiring
store environment for customers.

Since the year end, new Bhs stores have
been opened at Cribbs Causeway (Bristol),
and Burton-on-Trent. In line with Bhs' aim of
achieving national coverage in the UK, plans
are in place to open a further 12 new stores at
Durham, Trafford (Manchester), Oxford, Fosse
Park (Leicester), Banbury, Brachead (Glasgow),
Wrexham, Uxbridge, High Wycombe, Chesterfield,
Basingstoke and Oldham. This programme of new
stores will create an estimated 1,500 new jobs.

Mothercare stores

Since the acquisition of Childrens World in

May 1996 the priority has been establishing the
Mothercare World brand as a ‘destination’ store,
The thirty-nine 16,000 sq ft stores have been
rebranded Mothercare World and sales from
these stores have been strong.

In November 1997, Mothercare opened the
30,000 sq ft refurbished former Childrens World
store at Romford, Essex as its flagship
Mothercare World store. The refurbishment of
this store is the design blueprint for the remaining
30,000 sq ft edge-of-town Mothercare World
stores and offers a unique opportunity to increase
Mothercare’s prominence in its markets. Major
benefits include the extensive range of product,
improved customer service and an innovative
shopping environment.
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Chief executive’s review continued

Some of the projects supported
by Bhs and Mothercare include:
1 Raising more than £52,600 for
Barnardos through the sale of
Christmas cards and pin badges.

2 Promoting simple sun protection
guidelines, developed in association
with the Cancer Research Campaign,
‘Cover up.'

3 Sponsering Graduate Fashion Week
for the fourth consecutive year.

4 Raising funds 1o purchase a Variety
Club of Great Britain ‘Sunshine
Coach’ for the Hapa Adventure
Playground.

Work has already begun on introducing
elements of the new design into the core high
street stores, many of which are in need of
refurbishment. The initial phase of this
programme will include trials in four large high
street stores and four smaller stores. In addition,
the blueprint will be introduced 1o other large
out-of-town stores during the current year.

Overseas markets
Both the Bhs and the Mothercare brands
continue to travel well, Sales at the intemational
business increased by 10.4 per cent and gross
margins improved slightly. Bhs stores overseas
now total 77 compared to 72 at the end of the
previous financial year. Similarly, Mothercare,
which performed particularly well during the
second half, increased the number of its
overseas stores to 161, While certain markets
in the Far East and in southern Europe, suffered
due to an economic crisis and the strength of
stering, others, including the Middle East and
eastern Europe, showed strong growth.
Efforts to grow the international franchise
operations of both Bhs and Mothercare will
continue and areas of particular interest
include the eastern European countries.
Since the year end, the group's international
operations have been recognised by the Retail
Week 1998 Awards as ‘UK’s international
retailer of the year'.

People

The group has continued to invest in its people
by promeoting from within and by recruiting
talented retail managers from outside. Stephen
Tague was appointed managing director of Bhs
a little more than a year ago; Greg Tufnell joined
the group as managing director of Mothercare
in November 1997; and Andy Meehan became
managing director of the intemational business.
Subsequently, in line with the group's
commitment to brand development, the boards
of each business have been strengthened with
the appointment of new marketing directors.
The management teams at both group and
operating level are focused on driving a high
performance culture into the business through
consistency and excellence in brand
management.

Information and supply technology
The introduction of state-of-the-art technology
systems to support the organisation continued
as planned. These systems include range
planning, merchandising, financial control
and supply chain management. As part of its
continuing medernisation programme, Bhs is
introducing new technology at its points-of-sale
to ensure year 2000 compliance, which will
invalve an expenditure of some £25 million.

All systems being introduced will position the
group well as it moves into the next century.

Barnardos

==t ¥ Graduate
b ey

i

Week

8

Storehouse plc




This investment will result in improved efficiency,
faster and more effective range building,
improved customer setvice and even cioser
relationships with our supplier-partners. Further
major improvements were made during the year
to find new and better ways of working with
suppliers with the aim of improving flexibility in the
supply chain and consistency across the range.

One company

By phasing its development, the objective s to
develop Storehouse as a group which is known
for its ability to realise the full potential of leading
brands through skills in product development,
store design and the application of advanced
technology to the retail cycle. The group’s
financial position is now sound. Itis building its
brands through a combination of product quality,
store environment and support technology.

The management team will drive common
professionai standards down through both the
brands from the top to the bottom. This will,
over time, enhance Storehouse's reputation

for managing premier brands.

These common standards of corporate
behaviour - the Storehouse way of doing things
- are reflected in the policies which have been
established, and are monitored by, the board; for
example, the group ethical policy and the group
environmental policy. Specific environmental

initiatives include reducing the amount of
product and distribution packaging, recycling
{eg hangers) and energy efficiency. Targets are
set and progress is monitored. These policies,
together with other aspects of corporate
governance in the widest sense, particularly

in terms of remuneration, employee training
and development and intemal and external
communications are all part of changing the
culture of the group.

Storehouse recognises its responsibility to
the communities its businesses serve. Both Bhs
and Mothercare share a common duty to play
their part in community affairs at both national
and focal fevel. Both of the businesses continue
to support the important work of major charities
including the Variety Club of Great Britain,
Cancer Research, Tommy's campaign and
Barnardos. Thanks are due to the many group
employees who give freely so much time and
energy o raise amounts of money for these
important causes.

X2k, TRl |

Keith Edelman Group chief executive

The Mothercare World store at
Romford, Essex, is the design
blueprint for Mothercare stores.

The ‘hands’ image represents the
essence of the Mothercare brand's
values: frust, safely and care.

The Bhs store at Liverpool; a new,
modern format has transformed Bhs
stores throughout the UK, providing
an attractive and inspiring store
environment for customers,

Andy Meehan, managing director

of the group's overseas businesses,
received the Retail Week 1998
award for ‘UK's international

retailer of the year.'

Storehouse plc
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Bhs made significant progress during the
year in modernising its brand by tightening
the focus on its core customer base,
limproving the range and quality of its
products and services and refurbishing

its stores.

) Over the past four years, a major process
-of change has been undertaken at Bhs. The
aim has been to modernise the Bhs brand;
not bsi moving away from traditiona‘l strengths
of fashion, quality and outstanding value for

money, but to recognise them and make
them integral to the brand. This process has
involved understanding the customer more
fully and delivering products that are relevént

* to today’s lifestyle in an attractive and

inspiring store environment,

Responding to customers’ needs .
" Bhs serves a broad spectrum of customers

and in order to map any changes in customer

need ér_:d in shopping trends, regular research




is undertaken among target customers.
This research is valuable in helping Bhs
to improve the shopping expe_rience.

For example, as an extension to the
recent refurbishment programme, a new
signage scheme has been introduced -
which explains much more about product .
attributes and price. Research showed '
that customers needed more information
and Bhs was able to make a positive
response. Bhs strongly believes that

' étaying close to its customers and

developing further its relationship with
them is important in improving the brand’s
competitive position in the future. '
Other research has pointed out the
importance of store layout and the need
for ease in finding particular merchandise.
Bhs has addressed this issue very
effectively and is developing further its
‘pockets of brilliancé’ which are unique on

the high street. For example, customers

[y

can shop right through the calendar at
Bhs with gift shop at Christmas, holiday
shop during late Spring and Summer and
an all-year-round schooi shop. This is

in addit_ion to other, more seasonal -
promotions and other year-round offers
such as the hat shop, where Bhs is

- developing a fine reputation for

supericrity in quality and design;




i+8

2,447

3+4

Quality, fashion and outstanding
value for money are attribules
which characterise Bhs products
right through the store from
menswear to hats.

Lingerie, womenswear and
homeware; all areas where product
innovation has helped o achieve
improving sales trends.

Holiday Shop and Schoo! Shop
are just two examples of the way in
which Bhs 15 helping its customers
all year round.

Bhs restaurants are increasingly
popular and offer & wide range of
meals and snacks.

12 Storehouse plc

Products

Over the past four years, the product
development process has been dismantled and
rebuilt with an emphasis on design, innovation,
quality and improving supplier refationships.
The positive results of this product investment
process are beginning to show through. For
example, as a result of the intraduciion of textile
technologists and designers, the fingerie range
has been revolutionised in terms of garment
construction, design and supply base. Other
areas include homeware, a traditional sirength
for Bhs and one where the company believes
that there is significant development potential
as its distinctive product ‘handwriting' is
increasingly recognised.

Stores

The programme to modemise the Bhs brand has
involved improving the physical appearance of
the stares. A new concept was developed which
introduces several features including wooden
finishes on display areas, new store layouts,
increased use of photographic panels and better
displays, particutarly of fashion product. These
elements are designed to inspire customers and
to help them co-ordinate garments to create a
particular ‘look’. The result is a more modern and
compelling shopping experence.

Customer service

Several improvements to customer sefvice were
made during the year to improve the speed and
efficiency of service provided to customers.

Successful trials for new initiatives were also
made, including tests on new electronic point of
sale (EPOS) systems. These trials showed that
the new technology will improve transaction
times by up to 30 seconds each which, in peak
times, is significant in offering a speedier service
to customers. These EPOS systems will be fully
integrated with new technology which is being
developed to manage the planning, merchandising,
financial control and supply base more efficiently.
Alt these systems are capable of handling
multiple currencies and are year 2000 compliant.
Bhs was one of the first retailers in the UK
to introduce a loyalty card. This scheme, called
Choice, was extended during the year to include
acredit card option. The new service, Gold Card,
was launched in association with GE Capital and
aliows Bhs to communicate more effectively with
target customer groups.

People

The development of people at Bhs remains a
priority. The Spotlight on Success programme
recognises employees for their contribution
both as teams and individuals. Progressive
training and remuneration policies together
with flexible working arrangements provide &
modermn and atiractive working environment.
The skills and dedication of Bhs employees
are critical io the success of the company
and increasing emphasis is being placed

on their retention and training, particularly
through a new management programme,
‘Drriving High Performance’.
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mothercare

The brand

The Mothercare brand remains a unique

- concept in providing everything for the

mother-to-be, her baby and her you"ng family.

h is synénymous with expertise, trust, safety,
‘integrity and the closeness which can only
- exist bet\f«.'een parents and their children.

Strategy

Since its formation in 1961, Mothercare E]
de\ielébed an authoritative position on the high '
street in the UK through its chain of stores.

This position was further enhanced with the.

- acquisition, in May 1996, of Childrens World

which fulfitled Mothercare’s strategic aim of -
in-i@wq_and edge-of-town representation.
This combination of *local’ and ‘destination’
isimportantin developiné the brand further.
A continued strong presence on the high
street means that the brand is on hand and
convenient for every day purchases while a,
powefful edge-of—toWn destination shopping
experience offers unrivalled choice and
service in a friendly and exciting format.




In implementing its strategy, Mothercare

has adopted six key principles which guide-_

management actions: ‘
‘Winning people’ encourages the right

customer-focused attitude throughout the * -
bus_‘.iness as well as helping péop[e to develop
the right skills. The group’s investmentin . -
information technology presents significant

opportunities to re-skill and re-energise
people at all levels.

‘Great ideas’ aims to make innovation part of

the culture of the Mothercare brand and

management system. Everyone in the
business is encouraged to qontribute
their own thoughts and ideas.
‘Product obsessed’ involves redefining

the traditional design, buying and quality -
- processes, The desire to create ranges .

and products that deliver outstanding
performance and value is at the heart of

" the Mothercare brand proposition. °
“Fam_ous hrand’ status for Mothercare

means being a brand thatis close toits

" customers and understands their needs.

‘;Fabutous stores’ will play an important

role during the current year as Mothercare
begins to update its core high street chain
in addition to the further develobment of -
the large space, edge-of-town formats.
‘Remarkable service” within Mothercare
represents a significant point of combetitive'
adva'ntage with service and suppoyt

7 knowledge being provided by

in-store experts.
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At Mothercare chifdren really can
feel that the store is for them.

Mothercare provides a
comprehensive range of preducts
for the mother-to-be and her
young family.

Mothercare's store staff are always
at hand to offer specialist advice
on products ranging from feeding
to transport.

Caring for Mum as well as baby

is central to the Mothercare offer;
experienced staff can measure and
advise cn the correct suppont,
nursing and sleep bras for
expectant and new mothers.

16 Sterehouse plc

Product

Mothercare is well known for its strength in
product innovation. Currently, the company holds
94 patents for products it has developed and
provides five main product groups, each aimed
at the different yet unique stages of parenthood:

Maternity Mothercare remains the dominant
force in the maternity market providing a
comprehensive range of clothing as well as
specialist products and advice.

Baby The Mothercare baby ranges offer both
function and fashion. Ranges are especially
designed in consultation with midwives for early
babies to reinforce the authority and expertise
inherent in the brand. There are also exclusive
in-house fashion brands such as Mini Club.

Young children Clothing ranges for young
children start at two years and inciude age
groups up to eight in the high street stores and
up fo ten in the edge-of-town stores. Traditional
areas of strength such as 'essentials’ are now
being developed with increased fashion and
branded goods.

Nursery equipment Mothercare is a market
leader in areas of the nursery equipment market,
particularly in car safety, transport and bedding.
Consistent growth has been achieved in these
important markets through continued product
development and by working closely both with
manufacturers and suppliers.

Toys Following the acquisition of Childrens
World, toys represent both a significant challenge
and an opportunity. New ideas and new
management are fasked with defining the role

of the Mothercare brand in the marketplace and
establishing a clear strategy for the future.

Stores

During the year the priority for the business was
to re-brand the former Childrens World stores,
Mothercare World. Significant progress was
achieved and a flag-ship Mothercare World store
opened at Romford, Essex in November 1997.
It is the only type of its kind in the UK. Over time,
other 30,000 sq ft stores will be converted to
this new format and, during the current year,
elements of the new large store format will be
introduced into some high street stores.

The development of intemational franchisee
partners is an important aspect of Mothercare’s
growth strategy as the brand gains increasing
intemational appeal.

Overseas, Mothercare operates a total of 161
stores which are located primarily, in the Far East,
the Middle East and Europe.

Systems and supply chain
As a result of the investment by the group on
information and supply chain management
technology major new improvementis are being
made. The systems strategy is focused on
delivering the best range building, merchandising
and logistics to support the Mothercare brand.
These improved technologies also help
Mothercare to develop closer relationships
with its suppliers, all of whom deserve thanks
for their continued support. By working closely
with its suppliers, Mothercare can manage the
many challenges ahead which will include the
need for constant product innovation to satisfy
increasingly disceming customers.
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Financial review The investment programme
is being carefully targeted to achieve the
best return to shareholders

18  Storehouse plc

Basis of results

The results have been prepared on the same basis
as last year. The previous year’s results include the
Childrens World business which traded 45 of the 52
weeks and the Blazer business which traded 10 weeks.

Results for the year

Sales and operating profits from continuing operations
increased by 7.0 per centand 7.2 per cent respectively.
After an interest charge of £2.8 million, profit before
tax and exceptionals increased by 5.7 per centto
£125.1 million. Eamings per share increased from
19.4p to 21.4p, a growth of ten per cent.

The first half sales growth in Bhs of 5.7 per cent
improved to 6.3 per cent in the second half. The
Mothercare sales growth in the second half was 5.8
per cent which maintained the first half trend (after
adjusting for the growth from the extra weeks trading
of Childrens World stores).

The group gross margins were level for the
year despite a 0.5 percentage point reduction in
the first hatf due to stock clearance at Mothercare.
Both Bhs and Mothercare delivered margin gains
in the second half.

Costs in total increased by 8.5 per cent running
below the sales increase. The underlying cost
increase is 2.7 per cent after adjusting for the
increased costs from new space and the extra
weeks from Childrens World.

Within the overall increase in retail profit of
7.5 per cent, Bhs increased profits by 9.2 per
cent and Mothercare by 1.8 per cent.

Interest

The interest charge has grown in the year reflecting
the increase in average net debt due to the enlarged
capital expenditure programme.

Taxation

The tax charge for the year was £35.0 million. The
effective tax rate has been reduced from 31 per cent
1o 28 per cent. This reduction includes the two per cent
reduction in the corporation tax rate fo 31 per cent.

Capital expenditure

In the first year of this new investment phase, the
cashflow on capital expenditure amounted to £124.1
million. This spend has been targeted at new apenings,
the refurbishment of our stores and the development
of new systems as shown in the table below.

New stores include four openings in Bhs and four
in Mothercare. The upgrade of our stores includes
£26.8 million on the rofl out of the ‘millennium’ format
in Bhs and £10.2 million on the Mothercare World
conversions. The systems spend includes £28.6
million on the Genesis project as wark proceeds to
the first phase of implementation in 1998,

Expenditure in the coming year is expected
fo be some £130 million which will include new store
openings, the continued roll out of the ‘millennium’
store concept and the conversion of Mothercare
stores into the new format.

Capital expenditure
1998 1997
£ million £ millien
New stores 35.4 33.8

Store refurbishments
and extensions 46.6 30.4
Systems 33.7 14.7
Other 8.4 15.2
124.1 94.1

Cashflow

A tight focus on cash management ensured that the
group generated a significant operating cash inflow
during the year. Cashflow from operating activities
was £163.4 million compared to £93.3 million last
year. This improvement arises froma 11.4 per cent
increase in earnings before interest and depreciation
and an improved working capital to sales ratio
compared to last year, After net payments for capital
expenditure, taxation, interest, dividends and other
payments, the group had a cash outflow of £15.2
million. Taking into account financing, this results in
2£13.5 million increase in net debt.



Movement in net debt
1998 1997

£ milliot € million
Cashflow from operations 163.4 93.3
Capital expenditure (i24.1) (©4.1)
Sale of fixed assets 8.2 15.5
Acquisitions 0.2) (55.5)
Dividends, tax and
financing (60.8) (70.9)
Movement in net debt (13.5) (111.7)
Net debt 51.7 38.2
Gearing 86% 7.0%

Liquidity

The increase in net debt gave a small increase in
gearing from 7.0 per cent to 8.6 per cent to give
aclosing net debt of £51.7 million. The peak
borrowings are normally some £70 million above
year end borrowings and occur in advance of
Christmas trading. These requirements are well
within the group’s committed bank facilities which
have been increased to £205 million. In view of the
performance of the business the continued capital
expenditure can be funded within comfortable
gearing levels.

Shareholders’ funds

Profit for the year attributable to shareholders

was £90. 1 million. The board has proposed a final
dividend of 5.4p per share which will make a total
dividend for the year of 9.0p, anincrease of 11.1
per cent on last year. The dividend is covered 2.4
times before exceptional items which is consistent
with the previous year. After the cost of dividend,
the transfer to shareholders’ funds is £52.1 million.

Internal control

Our compliance with the recommendations of the
Cadbury report is shown in the directors’ reporton
pages 22 and 23. The group's treasury operations
are centrally controlled and clearly monitored in
accordance with approved board guidelines.

Pension costs

An actuarial valuation of the pension fund was
completed in the year. Taking into account the
change in the taxation of dividend income
announced in the Chancellor's budget in July
1997, the valuation shows the pension fund to
have a surplus. The amortisation of this surplus
gives a pension cost to the group of £0.1 million.

Year 2000 and preparing for the euro

The Genesis programme significantly enhances
the group’s business systems by implementing
integrated third party software packages. The
implementation of the packages and the re-
engineering of processes will address compliance
problems and issues refating to the introduction of
the euro. This programme is also addressing year
2000 issues in relation to all other areas of the
group. Itis therefore not possible to isolate the
costs relating to the year 2000 and euro issues
within the costs of the more general system
development programme. In 1967/98, a total

of £28.6 million was spent on these programmes
which is being depreciated on implementation in
accordance with normal accounting policy.
Including the upgrade of till fechnology in Bhs, a
further £48 million is expected to be invested over
the next two years.

Conclusion

The group’s financial position has improved with
the sixth year of retail profits growth. Profits have
moved ahead despite a difficutt childrenswear
market. Qur progress is supported by an
investment programme which is being carefully
targeted to achieve the best retum to shareholders.
The balance sheet is strong with a comfortable
gearing level.

Chis Mosh

Chris Martin Group finance director
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Group board

Group executive committee
The group executive committee of
Storehouse plc is responsible for the
day to day management of the
group's affairs.

in addition to the executive directors
of Storehouse, the cormmittee
comprises: Stephen Tague,
managing director, Bhs; Greg
Tufnell, managing director,
Mothercare; Andy Meehan,
managing director of Storehouse's
overseas operations; Guy Johnsen,
company secretary, Storehouse plg;
and Stephen Pain, director of
corporate affairs, Storehouse plc.

- Audit committee
+ Remuneration committee

s Nomination commitiee

20 Storehouse plc

1 Alan Smith Chairman e
Appointed chairman in July 1996, having joined
the board as a non-executive director and
chairman-elect in January 1996. Previously a
directer of Marks & Spencer plc for 15 years and
chief executive of Kingfisher plc 1993-1995.
Non-executive director of Booker Pic, Colefax
and Fowler plc and Whitehead Mann Group Plc.
Adviser to Andersen Consulting. Aged 57

2 Keith Edelman Group chief executive %

Joined Storehouse in August 1993 as group
chief executive. Former managing director of
Carlton Communications Plc and director of
Ladbroke Group PLC where he was also
chairman of Texas Homecare. Non-executive
director of Eurotunnet PLC; graduate in
management sciences of the University of
Manchester. Aged 47.

3 Steve Bedford Group development director

Joined the group in 1987 and appointed to the
board as group development director in July
1992, responsible for {T, supply chain and human
resources. Director of Bhs. Aged 42.

4 Brian Hardy Non-executive +e

Appointed in November 1994. He is a chartered
accountant and director, finance, of Burmah
Castrol Plc. Aged 56.

Angela Heylin OBE Non-executive +e
Appointed in March 1997. She is chairman
of Charles Barker and a director of Provident
Financial plc. Aged 54.

Chris Martin Group finance director
Appointed group finance director in January
1997. Joined Storehouse in April 1995 as
Mothercare finance director and appointed Bhs
finance director in October 1996, a role he
retains. Former finance director of Pizza Hut
{UK). Aged 37.

David Tagg Non-executive

Appointed in July 1991, He was group services
director of Grand Metropolitan PLC where his
responsibifities included human resources, and
is now group services director of Diageo ple.
Fellow of the Institute of Personnel and
Development; graduate of Pembroke College,
Oxford. Aged B8.
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Directors’ report

Business review

The main companies within the Storehouse group are Storehouse plc, the holding company, Bhs plc and Mothercare UK Limited.
A review of the development of the business of the Storehouse group during the year ended 28 March 1998, its position at the
year end and an indication of likely future developments are given in the chairman's staternent and in the chief executive's,
business and financial reviews on pages 210 19,

Dividend
The directors recommend a final dividend of 5.4p per share. With the interim dividend of 3.6p per share paid on 10 February,
this would bring the total dividend for 1998 to 9.0p per share (1997 - 8.1p), an increase of 11.1 per cent.

The finat dividend will be payable on 18 August to shareholders registered on 19 June. Shareholders may continue to ¢hoose
to receive shares in lisu of the cash dividend, although this year through a dividend re-investment ptan. The plan is similar to the
scrip scheme previously offered by the Company, although existing shares will be purchased using the cash dividend rather than
new shares being issued. A dealing fee (of 0.5 per cenf) and stamp duty (currently 50p for each £100 of part thereof of the
value of the shares acquired) will be charged, whereas under a scrip scheme such costs are not payable. However, shareholders
who are not liable to pay income tax will, unlike a scrip scheme, be entitled to claim a repayment of the tax credit applying to
the dividend. The shares will be acquired on the dividend payment day, avoiding the risk of market movements which affects
scrip dividends.

Full details of the dividend re-investment plan will be sent to shareholders on 28 June, The last day for election for the plan in
relation fo the final dividend is 27 July 1998.

Substantial shareholdings
At 11 May 1998 the Company had been advised by the following companies of notifiable interests in the ordinary share capital:

Holder Number of shares Percentage of issued capital
Frankfin Resources, Inc 50.8m 12.0
The Prudential Corporation group of companies 44.3m 10.5
The Capital Group Companies, Inc 34.7m 8.2
Scudder Kemper Invesiments, Inc 25.3m 6.0
Legal & General 13.3m 3.1
Directors

Details of the directors of the Company are shown on page 20. With the excepticn of Martin Sorrell, who retired from the board
on 10 July 1997, all the directors held office throughout the year. Keith Edelman and David Tagg, who were ast re-elected

by shareholders in 1996, retire by rotation and stand for re-election at the AGM. Blographical details, indicating their relevant
qualifications and experience, are given on page 20. Details of Keith Edelman’s service contract are given on page 42.

David Tagg does not have a service contract with the Company,

Corporate governance
Storehouse complied throughout the financial year with the Code of Best Practice published in December 1992 by the committee
on the financial aspects of corporate governance.

Storehouse conducts its operations so as fo allow appropriate emphasis to be placed on the application of the principles of
good corporate governance. This can be seen in the way in which the board and its committees are organised, its handling of
directors' remuneration, shareholder communications and reporting, and its control systems.

Board organisation In addition to certain specific matters which are reserved to it for decision, the board decides the strategy
and objectives of the group and reviews performance. 1t meets on a regular basis with timely access to all appropriate information.
The board of Storehouse comprises four independent non-executive directors (including the chairman) and three executive
directors. All the non-executive directors are free from any business or ather relationship which could materially interfere with the
exercise of their judgement. They do not participate in any bonus, share option or pension scheme of the company.

The board is assisted by committees which it has established with written terms of reference. Further detaits are given below
of the rofes of the remuneration and audii commiitees, both of which comprise the four non-executive directors. The nomination
committee, which consists of Alan Smith, Keith Edelman and David Tagg, makes recommendations to the board on the
appointment of directors. The group's operations are managed and the strategy is implemented by the executive committee (which
is made up of the executive directors of Storehouse, the managing directors of Bhs, Mothercare and Storehouse Intemational, the
director of corporate affairs and the company secretary) and by the boards of the operating companies.
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Directors’ report

Remuneration committee The remuneration committee, which is chaired by David Tagg, the senior non-executive director,
establishes the remuneration policy and arrangements for executive directors. it aims to set competitive remuneration packages
(taking into account intemal and extemal factors) in order to attract and retain executives of the appropriate calibre, to link
remuneration to performance and shareholders’ interests, and to provide full disclosure to shareholders. The report on
remuneration is set out on pages 40 to 43.
Communications Detailed presentations are made to analysts, individual major shareholders and financial media on the interim
and full year results, and regutar dialogue is maintained throughout the year with them through the company’s investor relations
programme. In addition to the interim and full year announcements, press releases covering the first and third quarter’s trading are
made in July and January respectively.
Reporting and internal control  The board is responsible for the group's system of intemal control and has reviewed its
effectiveness. They consider that it provides reasonable but not absolute assurance, in view of the inherent limitations in any such
system, that assets are safeguarded and transactions are properly authorised and recarded. In addition fo the external audit, the
control system is based on the following elements:
* A culture of integrity and control, with a defined organisational structure and appropriate delegation of authority within limits.
* A professional approach to controf and financial reporting, with regular menitoring and reconciliation processes and a
financial review cycle which encompasses the corporate plan, budget and a post event appraisal of all major investments.
* A review of key performance indicators and identification of key business risks through the budgeting, forecast review and
other monitoring processes and a consequent establishment of pricrities for the aflocation of resources.
» The provision of relevant, accurate, timely information based on the management information systems which are being
updated and improved through the Genesis 2000 programme.
The Company has established within Genesis 2000 an internal millennium compliance programme. In addition a project has been
initiated to review external issues relating to Year 2000 compliance which could materially impact on the group.
The group has taken into account the proposed introduction of the euro in the upgrading of its existing systems.
Audit committee The audit committee, which is chaired by Brian Hardy, reviews the scope and issues arising from the audit
and matters relating to financial control. It also assists the board in its presentation of the company's financial results and position
through its review of the inferim and full year accounts before approval by the board, focusing in particular on compliance with
accounting principles, any changes in accounting practice, and major areas of judgement.

Employees

The group achieves an awareness among and consults with ail its employees on corporate objectives, performance, economic and
other factors which affect the business through regular team meetings, training courses and bulletins disseminated through various
media including video and e-mail. The systems changes within the group have prompted a review of the development programmes
for employees, which have been codified based on the separaie capabilities or criticat skills required within the various roles. In
addition to management development, these programmes include Spotlight on Success for store employees and a development
programme in buying and merchandising.

The group’s reward philosophy is performance orientated. In addition to its incentive plans, the group operates various share
schemes including Option 2000, an all employee share option scheme, under which a further grant was made during the financial
year. Note 18 on page 43 gives details of the schemes.

Storehouse is an equal opportunities employer and ensures that recruitment and promotion decisions are made sclely on the
basis of suitability for the job. Disabled persons are given due consideration for employment opportunities, and if employees
become disabled, every effort is made to retain them, providing requisite employment aids.

Payment of suppliers
Payments to merchandise suppliers are made in accordance with the general conditions of purchase, which are communicated
to suppliers at the beginning of the trading relationship. It is the group's policy to make payments to non-merchandise suppliers,
unless otherwise agreed, within the period set out in the supplier's invoice or within 50 days from the date of invoice.

The amount owed to trade creditors at the end of the financial year represented six days of average daily purchases during
the year for the Company and 23 days for the group.

Fixed assets
In the opinion of the directors, there is a small surplus in the market value over the book value of the group’s interest in land and
buildings excluding rack rented properties.
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Charitable donations

The group’s direct charitable donations in the year were £126,000 {1997 - £130,000). The major charitable contributions arise
however through money raised in its stores on the sales of certain products and through various employee fund raising ventures.
The group made ne political donations during the year.

Environmental policy
The Storehouse environmental policy was published in late 1996 and there are a number of specific initiatives behind that policy, of
which some further details are given on page 9. Steve Bedford, the group development director, has overalt responsibility for the policy.

Going concern

After making appropriate enquiries, the directors have a reasonable expectation that the Company and the group have adequate
resources to continue in operational existence for the forseeable future. The financial statements are therefore prepared on a
going concern basis.

Annual General Meeting
The AGM will be held on Friday, 10 July 1998 at 12.00 noon at the Merchant Taylors' Hall, 30 Threadneedle Street, London EC2.
The notice of the meeting and a pre-paid for for use, if you are unable to come to the AGM but wish to put any questions to
your board, are enclosed with this annual report. The chairman will respond in writing to questions received.

The chairman's opening statement and a summary of the chief executive's business presentation at the AGM, together with a
resumé of questions and answers given at the meeting and voting figures (including the proxy count), will be prepared following
the AGM. This will be available to shareholders on request to the company secretary at the Company’s head office.

Auditors A resolution fo re-appoint Arthur Andersen as auditors will be proposed at the AGM.

Disapplication of pre-emption rights  The Companies Act 1985 provides that, unless shareholders otherwise consent, all
new equity securities to be allotted for cash must first be offered to shareholders in proporion to their existing holdings. The effect
of resolution 6, set out in the notice of the AGM, is to autharise the directors to issue equity securities for cash up fo a limited
aggregate amount of 21,148,000 ordinary shares. This is five per.cent of the Company's issued ordinary share capital, within the
guidelines of the Institutional Investment Committees and the London Stock Exchange. The resolution will also authorise the
directors to allot shares otherwise than strictly pro rata in connection with an issue by way of rights where practical considerations,
such as fareign securities laws or fractional entitlements, make this desirable. The authority will temminate on 9 July 2001, at the
same time as the general authority to aliot shares.

Purchase of own shares The Company was authorised at the 1997 AGM to purchase up to 10 per cent of its shares in

the market. This authority has not been used and expires at the conclusion of this year's AGM. Resolution 7 seeks to renew the
authority for a further year. Shares purchased will be cancelled. The directors have no present intention of using this authority,

but wish to be in a position to act quickly in the interests of the Company and shareholders generally if circumstances so warrant.
Purchases of the Company’s shares would only be made if this would result in an increase in earnings per share and be in the
best interests of the Company at the time.

By order of the board
G A Johnson, company secretary

21 May 1008 7 : —_—

Directors’ responsibilities for the accounts

The following statement has been prepared, in accordance with the Cadbury Code of Best Practice, in order to explain the
directors' responsibilities for preparing the accounts. It should be read in conjunction with the Auditors' report set out below.

The directors are required to prepare accounts which give a true and fair view of the state of affairs of the Company and the
group as at the end of its financial year, and of the profit of the group for the financial year. The directors are also required to
ensure that adequate accounting records are maintained.

ln preparing the accounts, the directors consider that appropriate accounting policies consistently applied and supported by
reasonable and prudent judgements have been used. Applicable accounting standards have been followed. The accounts have
been prepared on a going concern basis,

The directors are also responsible for taking reasonable steps to safeguard the assets of the Company and the group and to
prevent and detect fraud and other irregularities.
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Auditors’ réport

To the shareholders of Storehouse ple:

We have audited the accounts on pages 26 to 39 and note 18 on pages 43 and 44 which have been prepared under the
historic cost convention and the accounting policies set out on page 30. We have also examined the amounts disclosed relating
{0 the emoluments, share options and long term bonus scheme interests of the directors which form part of the remuneration
commitiee report on pages 40 to 43. '

Respective responsibilities of directors and auditors
. As described on page 24 the Company's directors are responsible for the preparation of the accounts. It is our responsibility to
P form an independent opinion, based on our audit, on those accounts and to report our opinion to you.

! Basis of opinion

We conducted our audit in accordance with auditing standards issued by the Auditing Practices Board, An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures in the accounts. 1t also includes an
assessment of the significant estimates and judgments made by the directors in the preparation of the accounts and of whether
the accounting policies are appropriate to the circumstances of the Company and of the group, consistently applied and
adequately disclosed.

We planned and performed our audit so as 1o obtain all the information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the accounts are free from material misstatement,
whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the
presentation of information in the accounts.

Opinion

In our opinion the accounts give a true and fair view of the state of affairs of the Company and of the group at 28 March 1998
and of the group’s profit and cash flows for the fifty-two weeks then ended and have been properly prepared in accordance
with the Companies Act 1685.

Corporate Governance

In addition to our audit of the accounts, we have reviewed the directors’ statements on pages 22 to 24 concerning the
Company's compliance with the paragraphs of the Cadbury Code of Best Practice specified for our review by the London Stock
Exchange and their adoption of the going concern basis in preparing the accounts. The objective of our review is to draw
attention to non-compliance with Listing Rules 12.43(f) and 12.43(v).

We carried out our review in accordance with guidance issued by the Auditing Practices Board. That guidance does not
require us fo perform the additional work necessary to, and we do not, express any opinion on the effectiveness of either the
Company’s system of internal financial control or its corporate governance procedures nor on the ability of the Company and
group to continue in operational existence.

Opinion

With respect to the directors’ statements on internal financial control and going concem on pages 23 and 24, in our opinion the
directors have provided the disclosures required by the Listing Rules referred to above and such statements are not inconsistent
with the information of which we are aware from aur audit work on the accounts.

Based on enquiry of certain directors and officers of the Company, ard examination of relevant decuments, in our opinicn
the directors’ statement on pages 22 to 24 appropriately refiects the Company's compliance with the other aspects of the
Code specified for our review by Listing Rule 12.43(j}.

Arthur Andersen a C
Chartered accountanis and registered auditors Q(\'\o\/( -
¢ CoAu b~

1, Svrrey Street, L.ondon
21 May 1998
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Group profit statement

For the fifty-two weeks ended 28 March 1998 (Note 1)

1998 1987
£ milliony £ million
Turnover
Continuing businesses 1,335.0 1,247.3
Discontinued operations - 0.4
Total (Note 2) 1,335.0 1,249.7
Cost of sales (Note 9 (1,178.9) (1,102.5)
Gross profit 156.1 147.2
Administrative expenses (Note 2) (28.2) (28.2)
Profit from retail operations: (Note 2)
Continuing businesses 127.9 119.2
Discontinued operations - 0.2)
1279 119.0
Exceptional items: (Mote 3)
Restructuring of Childrens World - (16.4)
Disposal of Blazer - (4.1)
Interest and other items (Note 4) (2.8) (0.7)
Profit on ordinary activities before taxation 125.1 7.8
Tax on profit on ordinary activities (Note 5) (35.0) (34.0}
Profit for the financial year 20.1 63.8
Dividends (Note 6) (38.0) (34.0)
Retained profit for the financial year (Note 15} 52,1 29.8
Earnings per share (Note 7) 21.4p 15.2p
Earnings per share excluding exceptional items (Note 7) 21.4p 19.4p
Statement of total recognised gains and losses
For the fifty-two weeks ended 28 March 1998 (Note 1)
1998 1997
£ millien 2 million
Comparny 1.1 6.0
Subsidiary undertakings 89.0 57.8
Profit for the financial year being total recognised gains and losses relating to the year 90.1 63.8

A statement of the movement in reserves is shown in Note 15.
The accounting policies on page 30 and the notes on pages 31 to 44 fom an integral part of these Statements.
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Group and Company balance sheets

As at 28 March 1998 {Note 1)

Group Company
1998 1697 1998 1997
£ million € millign £ million € million
Fixed Assets
Tangible assets (Note 8) 611.8 b44.1 - 0.2
investments (Note 9 2.0 2.4 290.7 o026
613.8 546.5 290.7 092.8
Current Assetls
Stocks 188.6 175.2 - -
| Debtors (Note 10) 100.3 ’ 941 100.8 148.6
Cash at bank and in hand and time deposits 41.6 41.9 - -
330.5 311.2 100.8 148.6
Creditors (amounts falling due within one year - Note 1) (296.8} (267.9) (135.4) (81.6)
Net Current Assets 33.7 53.3 {34.6) 67.0
Total Assets Less Current Liabilities 647.5 598.8 256.1 289.8
Creditors (amounts falling due after one year - Note 11) (32.6) (43.9) - -
Provisions for Liabilities and Charges (Note 13) (16.4) (12.7) - -
598.5 543.2 256.1 289.8
Capital and Reserves attributable to equity interests
Called-up share capital (Note 14) 42.3 42.1 42.3 42.1
Share premium account (Note 15) 29.7 28.2 29.7 28.2
Acquisition and merger reserves (Note 15} 73.5 735 - -
Profit and loss account {Note 15) 453.0 399.4 184.1 219.5
598.5 543.2 256.1 289.8

Approved by the board gg 21 Ma 1998
KG Edelman

C N Martin

Directors

Reconciliation of ments in shareholders’ funds for the fifty-two weeks ended 28 March 1998:

1998 1997

£ milion € million

Profit for the financial year 90.1 63.8
Dividends (38.0) (34.0)
52.1 20.8
Goodwill on acquisition of Childrens World - 27.1)
Goodwill on disposal of Blazer - 5.1
Scrip dividend 1.5 0.8
New share capital subscribed 1.7 2.6
Net increase in shareholders’ funds 55.3 11.2
QOpening shareholders’ funds 543.2 532.0
Closing shareholders’ funds 598.5 543.2

The accounting policies on page 30 and the notes on pages 31 to 44 fom an infegral part of these Statements,
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Group cash flow statement

For the fifty-two weeks ended 28 March 1998 (Note 1)

1996 1998 997 1997
£ million £ million £ million £ million
Reconciliation of net cash inflow from operating activities
Profit from retail operations 127.9 119.0
Depreciation 55.2 45.3
Increase in stocks (13.6) (38.3)
Increase in debtors (11.3) (22.0)
Increase {decrease) in creditors 7.6 (1.9)
Net cash flow in respect of exceptional costs (2.4) (8.8)
Net cash inflow from operating activities 163.4 83.3
Group cash flow statement
Net cash flow from operating activities 163.4 93.3
Returns on investments and servicing of finance:
Interest received 2.9 2.4
Interest paid Note (d) 5.7 3.3
2.8} {0.9)
Taxation:
Corporation tax including ACT {25.6) (41.8)
Qverseas tax (0.3} 0.3)
(25.9) (42.1)
Capital expenditure:
Purchase of tangible fixed assets (124.1) 94.1)
Sale of tangible fixed assels 8.2 165
(115.9) (78.6)
18.8 (28.3)
Acquisitions and disposals:
Acquisition of subsidiaries and shares Note (6) and Note ¢ (0.2} (65.0)
Net cash acquired with subsidiary undertaking Note () - 2.5
Disposal of subsidiaries Note {c) - 7.0
0.2) (55.5)
Equity dividends paid (33.8) (30.5)
(15.2) (114.3)
Management of liquid resources Ncte (s) {1.8) 1.3)
Financing:
Issue of share capital 1.7 2.6
Increase in debt Note (a) 35.2 428
36.9 45.4
Increase (decrease) in cash in the period 19.9 (70.2)
Reconciliation of net cash flow to movement in net debt
Increase {decrease) in cash for the year 19.9 (70.2)
Cash flow from liquid resources 1.8 1.3
Cash flow from debt (35.2) (42.8)
Movement in net debt in the period Nete (a) (13.5) (1D
Net (debt) funds at beginning of year (38.2) 73.6
Net debt at end of year (617 (38.9)
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Notes to the group cash flow statement

For the fifty-two weeks ended 28 March 1998 [Note 1)

1996 Cash Fiow 1997 Cash Flow 1956
£ miliony £ million £ million £ mitlion £ million
{a) Analysis of net funds (debt)
Cash® 44.8 (32.9 11.9 2.1) 98
Overdrafts (ate 11) ’ - (37.3) (37.3) 22.0 (15.3)
Net cash 44.8 (70.2) (25.9) 19.9 {5.5)
Cash fiow from management of liquid resources
Time deposits’ 28.7 1.3 30.0 1.8 31.8
Increase in debt
Bills of exchange and bank loans (wte 11 - (10.0) (10.0) {43.0) (53.0)
Obligations under property leases: Due within one year e 10 — 6.2) (6.2) 0.2) (6.4)
Due after one year (Note 11) - (26.6) (26.6) 8.0 (18.6)
Increase in debt - (42.8) (42.8) (35.2) (78.0)
Net funds (debt) 73.5 (111.7) (38.2) (13.9 (51.7)

“Cash and time deposits on the balance sheet represents the total of cash of £9.8 million (1997 - £11.9 million) and time deposits

of £31.8 million {1997 — £30.0 milion).

{b) Acquisition of subsidiaries and shares

1998 1997
Net assets on acquisition of Childrens World: £ million £ million
Tangible fixed assets 26.7
Stocks 15.0
Debtors including £0.3 million taxation recoverable 2.5
Cash at bank and in hand 2.5
Creditors (10.0)
Net assets on acquisition 36.7
Goodwill 27.1
Cash paid including costs of £1.3 million - 63.8
Acquisition of shares by Long Term Incentive Plan (Note 9) 0.2 1.2
0.2 65.0
1997
(c) Sale of Blazer £ million
Net assets disposed of:
Fixed assets 2.3
Stocks 2.2
Other net liakilities 0.7
Net assets 38
Cash consideration after costs of £0.1 million 7.0
Gain on disposal before goodwill written-off 3.2
Provision for termination costs 2.2)
Net gain on disposal 1.0
Goodwill written off at time of acquisition G.1)
Net loss on disposat (Nete 33 (4.1)

(d) Obligations under property leases

Proceeds from finance leases in 1997 amounted to £37.1 million. The capital element of lease payments made in the year

was £7.8 million (1997 - £4.3 milion). Inderest paid includes £2.2 million (1997 — £1.9 million) in relation to ebligations under

properly leases.
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Accounting policies

Accounting convention
The accounts have been prepared under the historic cost convention and in accordance with applicable accounting standards..

Basis of consolidation
The group accounts include the accounts of the Company and all its subsidiary undertakings drawn up to the close of business on
28 March 1998,

Intercompany transactions have been eliminated on consolidation. The restits of companies acquired or disposed of in the year
are included to the date of disposal or from the effective date of acquiring control. Goodwill arising on the acquisition of subsidiary
undertakings and representing the difference between the consideration given and the fair value of the net assets acquired is
written off to reserves but included in the calculation of the loss/gain on subsequent disposal. As provided by the Companies Act
1985, the Company does not disclose its own separate profit and loss account.

Stocks
Stocks consist substantially of goods for resale and are stated at the lower of cost and net realisable value. Cost includes an
appropriate element of overhead expenditure.

Leased assefs

Assets held under finance leases, which confer rights and obligations similar to those attached to owned assets, are capitalised as
tangible fixed assets and are depreciated over the shorter of the lease terms and their useful lives. The capital elements of future
lease obligations are recorded as liabilifies, while the interest elements are charged to the profit and loss account over the period
of the leases to produce a constant rate of charge on the balance of capital repayments outstanding. Operating leases are charged
jo profit and loss as incurred.

Deferred taxation
Deferred taxation is provided on the excess of capital allowances over book depreciation and in respect of short-term timing
differences to the extent that the directors are of the opinion that such tax will become payable in the foreseeable future.

Tangible fixed assets

Tangible fixed assets are included at cost, less accumulated depreciation. Depreciation is not provided on freehold stores as it is the
group’s practice to maintain these assets in a continual state of sound repair. Accordingly the directors consider that the lives of
these assets and the estimated residual values based on prices prevailing at time of acquisition are such that any depreciation charge
would be insignificant. Depreciation is charged on a straight-line basis over the following periods. Freehold land is not depreciated.
Freeheld buildings other than stores - 50 years

Fixed equipment in freehold buildings — 20 years

Leasehold improvements — the period of the lease

Fixtures, fittings and equipment - 3 to 20 years

Pension costs

The cost of providing pensions is calcufated using actuarial valuation methods which reflect the fong-term costs. The amount
charged to the profit and loss account is calculated so as to produce a substantially level percentage of the current and future
pensionable payroli. Variations from the regutar cost so calculated are allocated to the profit and foss account over the average
remaining service lives of employees.

Foreign currency

Transactions in foreign currencies are translated into focal currency at the rates of exchange ruling at the date of the transaction.
Monetary assets and liabilities denominated in a foreign currency are translated into local currency at the rates ruling at each balance
sheet date. Resulting exchange gains or losses are included in trading profit. For the purposes of consolidation, the results of
overseas subsidiary undertakings are translated at average rates of exchange during the year. Translation differences on the opening
net assets and results for the year of overseas subsidiary undertakings, net of gains or losses on related foreign currency borrowing,
are dealt with through reserves.

Investments
The Company’s investment in subsidiary undertakings is stated at cost less amounts written off. Dividends receivable are credited to
the Company’s profit and loss account.

Turmover
Group tumover comprises the value of sales (excluding sales faxes and net of discounts) of goods in the nomal course of business.
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Notes to the accounts

‘l Basis of presentation

The Company’s accounting period covers the 52 weeks ended 28 March 1998, The comparative period covered the
52 weeks ended 29 March 1997,

2 Supplementary profit and loss information

All tumover and retail profit is desived from continuing businesses in the UK,
Turnover by destination can be analysed as follows:

1998 1597

£ millien € million

United Kingdom including Channel Islands 1,227 1 1,151.9
Rest of Europe 42.4 343
Rest of World 65.5 63.5
1,335.0 1,249.7

Discontinued operations represented £2.3m of cost of sales and £0.2m of administrative expenses in 1997,

Profit from retail operations, all from continuing businesses, has been determined after charging the following items:

1998 1997
£ million % million
Depreciation of tangible assets 55.2 453
Net rent of properties 98.5 90.9
Auditors’ remuneration — audit 0.2 0.2
— non-audit (taxation and in 1997 advice on acquisition of Childrens World } 0.2 0.4

Staff costs:
Wages and salaries (including bonuses) 128.4 124.8
Social security costs 7.1 6.7
Other pensien costs 0.1 0.1

An analysis of the average number of full and part-time employees throughout the group, &l of whom are employed in the
UK, including executive directors, is as follows:

1998 1997
Number of employees 20,994 20,841
Full-time equivalents 10,795 10,866

3 Exceptional items

Restructuring of Childrens World
The restructuring charge of £16.4 million arose on the acquisition of Childrens World in May 1996.

Disposal of Blazer
The loss on disposal of Blazer in June 1996 amounted to £4.1 million including the goodwill of £5.1 million which had
been written off on acquisition.

The tax relief on the exceptional costs in 1997 was £2.8 million.
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: 4_ Interest and other items

1998 1997
£ million £ million
Interest payable:
Bank loans and overdrafis (repayable within five years, not by instalments) (3.5) (1.2)
Obligations under property leases (repayable within five years by instalments) 2.2 (1.9
Interest receivable 2.9 2.4
(2.8) 0.7
5 Taxation
The charge for tax on profit on ordinary activities comprises:
1998 1997
£ wiltion £ millicn
UK corporation tax at 31% (1997 - 33%) 29.3 27.0
QOverseas taxation 0.4 0.3
Deferred taxation 6.8 4.4
36.5 31.7
Adjustment for prior years {1.5) 2.3
Taxation arising on income of the group 35.0 34.0
Deferred taxation included in the balance sheet comprises:
Group
1998 1997
£ million € million
Excess of capital allowances over book depreciation 17.9 12.1
Other timing differences 2.5 1.5
ACT recoverable {5.6) 5.0)
14.8 8.6
The movement on deferred taxation in the year was as follows:
£ million
Balance at beginning of year 8.6
ACT recoverable (0.6)
Charged to profit and loss 6.8
Balance at end of year 14.8

The amount of deferred taxation cumulatively not provided, principally arising on capital allowances in the group balance
sheet, was £17.0 million (1897 - £19.8 million).

6 Dividends on equity shares

998 1997

£ million £ million

Interim of 3.6p per share paid (1997 -- 3.3p) 15.2 13.8
Final of 5.4p per share proposed (1997 - 4.8p) 22.8 20.2
38.0 34.0
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7 Earnings per share

1998 1897
Average number of ordinary shares in issue 421.9m 420.2m
Profit for the financial year £90.1m £63.8m
Earnings per share 21.4p 16.2p
Profit for the financial year excluding exceptional items (Note 3) £90.1m £81.5m
Easnings per share excluding exceptional items 21.4p 16.4p

Profit for the 1996/7 financial year excluding exceptional items is shown in order to give the underlying trading
performance of the group. Fully diluted earnings per share are not materially different from the amounts shown above.

8 Tangible assets

The net book value of tangible fixed assets shown in the group balance sheet comprises:

Properties, including

fixed equipment Fixtures, Assets in
fittings, course of
Frechold Leasehold equipment construction Total
£ million £ million £ million £ rillion £ million
Cost:
Balance at beginning of year 69.8 413.9 362.8 - 846.5
Additions 3.0 30.1 64.2 33.6 130.9
Disposals and write-offs (2.8) (7.0) {23.1) - (32.7)
Balance at end of year 70.2 437.0 403.9 33.6 944.7
Accumulated depreciation:
Balance at beginning of year 4.8 96.9 200.7 - 302.4
Charge for the year 0.3 13.9 41.0 - 55.2
Disposals and write-offs - (1.8) (22.9) - (24.7)
Balance at end of year 5.1 109.0 2188 - 3329
Net book value:
Balance at beginning of year 65.0 317.0 162.1 - 5441
Balance at end of year 65.1 328.0 185.1 33.6 611.8

The net book value of leasehold properties includes £164.4 million (1997 — £153.0 million) in respect of short
leasehold properties. The net book value of leasehold properties includes £63.5 million {1997 - £58.9 million) held
under finance leases.
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Tangible assets continued

The net book value of tangible fixed assets shown in the Company balance sheet comprises.

Fixtures,
fitings,
equipment Total
£ million £ million
Cost:
Balance at beginning of year 0.3 0.3
Disposals (0.3) {0.3)
Balance at end of year - -
Accumulated depreciation:
Balance at beginning of year 0.1 0.1
Charge for the year 0.1 0.1
Disposals 0.2) {0.2)
Balance at end of year - -
Net book value:
Balance at beginning of year 0.2 0.2

Balance at end of year - -

9 Investments

lnvestments in the group balance sheet consist of the group’s interests in its own shares through an ESOP (Employee
Share Ownership Plan) and the LTIP (Long Term Iricentive Plan) which have been accounted for in accordance with
UITF Abstracts 13 and 17. The cost of shares to be allocated is spread over the pericd of the LTIF. The movement
reflects the allocation of 243,525 shares to directors in May 1997 and the acquisition of 120,000 shares by the
Storehouse Employee Trust as set out in Note 17,

Investments in the Company’s balance sheet consist of its investments in its subsidiary undertakings.

The trading subsidiary undertakings at 28 March 1998 (all wholly owned and all of which are consolidated in the
accounts) and their respective countries of incorporation or registration which in the opinion of the directors principally
affected the profits or net assets of the group are:

Country of

Business Registration

Bhs ple(i) Retailing England
Bhs (Jersey) Limited Retailing Jersey
Mothercare UK Limited Retailing England
Chitdrens World Limited Retaiting England
Storehouse Finance plc* Finance Company Engtand
Storehouse Properties Limited® Investment Property England
Davenbush Limited" (i} Investment Property England

“Direct subsidiary of Storehouse plc

Issued share capital represents only ordinary shares or their equivalent except for companies marked (i) where there are
also preference shares.

The principal country of operation for the subsidiary underiakings is the United Kingdom except for Bhs (Jersey) Limited
which operates in Jersey. Details of investments which are not significant have been omitted to avoid a statement of
excessive length.

The Company's investment in its subsidiary undertakings is as follows:

1938 1997

£ million € million:

Cost of investments less amounts writien off £63.2 million (1987 — £63.2 million) 153.5 153.6
Loans to subsidiary undertakings 137.2 69.1
290.7 222.6
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‘I O Debtors
- Group Company

1998 1997 1998 1997
£ milion £ miltion £ million £ million
Trade debtors ‘ 50.9 41.0 - -
Amounts due from subsidiary undertakings - - 91.5 140.3
Prepayments and accrued income 39.4 438 - -
Asset held for re-sale - 0.4 - -
Other debtors 10.0 89 9.3 8.3
100.3 941 100.8 148.6

Included within group debtors is £7.2 million (1997 — £7.1 million) which is due in over one year; included within the
Company is £6.7 rrilion (1997 - £6.1 million) which is due in over one year.

‘I ‘] Creditors {amounts falling due within one year and after one year)

Group Company
1998 1997 1998 1897
Amounts falling due within one year £ million £ million £ willion < million
Bank overdrafts 15.3 37.3 57.4 85
Bills of exchange and bank loans 53.0 i0.0 - -
Obligations under property leases 6.4 6.2 - -
Trade creditors 78.3 63.4 0.1 0.1
Proposed dividend 22.8 20.2 22.8 20.2
Current taxation 37.0 353 - -
ACT payable 9.3 8.2 9.3 8.2
Amounts due to subsidiary undertakings - - 45.0 43.1
Payroll and other taxes, including sccial security 5.2 7.6 0.1 0.1
Accruals and deferred income 59.6 59.9 0.7 1.4
Landlords' contributions 8.7 8.2 - -
Other creditors 1.2 1.6 - -
296.8 257.9 135.4 81.6
Group
1938 1997
Amounts falling due after one year £ million £ million
Obligations under property leases 18.6 6.6
Landlords' contributions 13.6 17.0
Corporation taxation 0.4 0.3
32,6 43.9
Obligations under property leases are analysed as follows:
1998 1597
£ million ' % million
Amounts payable
— within one year 8.0 8.4
— within two to five years 20.7 30.3
28.7 38.7
Finence charges allocated to future periods 3.7) (5.9)
250 32.8
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1

Group borrowings

The group uses financial instrumenis to raise finance for its operations and to manage risk arising from those aperaticns.
All transactions in derivatives (principally forward foreign exchange contracts) are taken to manage the risks oullined below.
No transactions of a speculative nature are undertaken, and no options are used.

The major financial risks faced by the group are interest risk and exchange rate risk. The board reviews and agrees the
policies for managing each of these risks as summarised below. There has been no change since the year end to the major
financial risks faced by the group or to the group's approach to the management of these risks.

Finance and interest rate risk

The group's policy is to finance operating companies by a mixture of retained profits and bank borrowings. The group
borrows in sterling at both fixed and floating rates of interest. At the year end 29 per cent of the group's borrowings were at
fixed interest rates.

The interest charge for the year, excluding interest receivable, of £56.7m was 7.4 per cent when measured against
average gross borrowings of £78 million (1997 - 7.3 per cent on borrowings of £49 million) excluding time deposits.
Interest overall is covered 46 times by profit before interest and tax (1997 — 142 times).

At the end of the year 21 per cent of the group’s gross borrowings matured in over one year. Short term flexibility is
achieved by overdraft facilities to meet the peak borrowing requirements of the group before Christmas,

Foreign currency risk

About eight per cent of the sales of the group’s UK businesses are to franchisees overseas which are all billed in sterling.
The group therefore has no currency exposure on these sales. Less than two per cent of the group's purchases are made
in a foreign currency and the exchange risk is hedged by using forward contracts. The group's policy is to cover 100 per
cent of all material exposures on such creditors that arise from time to time. All other purchases sourced from overseas are
invoiced in sterling and therefore the group manages the currency exposure by eliminating any adverse movements in
sterling against the underlying currencies whilst losing the benefit of any upwards movements.

Analysis of borrowings by interest rate and currency
The gross borrowings of the group, all of which are in sterling, by interest rate exposure at 28 March 1998 were:

Fleating Fixed
Total barrowings borrowings
£ milion £ million £ million
Bank overdrafts 15.3 15.3 -
Bills of exchange and bank loans 53.0 53.0 -
Obligations under property leases exciuding finance charges allocated
to future pericds 28.7 - 287
Gross borrowings 97.0 68.3 28.7

The floating rate borrowings comprise sterling denominated bank borrowings that bear interest rates based on LIBOR.
The weighted average interest rate is 7.75% and the weighted average time for which the rate is fixed is 3.3 years.

Maturity of gross borrowings
The maturity of the group’s gross borrowings is as follows:

£ million
Within one year 76.3
Between one and two years 8.0
Between two and five years 12.7
Total 97.0
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‘l 2 Group borrowings continued

Borrowing facilities

The group had £72.0 million undrawn committed borrowing faciities available to it at 28 March 1998, all of which expired
beyond one year. These facilities were extended and increased in May 1998. As a result of this exercise, the group now

has committed facilities of £205 million of which £140 million is for a period of five years from May 1998.

Currency analysis of net assets
The group's borrowings and net assets (excluding gross borrowings) by currency at 28 March 1998 were:

Net assels excluding
gross borrowings by Gross
currency of operation borrowings
Currency £ million £ millicn
Sterling 695.0 97.0
US dollar 0.5 -
Total 695.5 97.0

The amaunts shown in the previous table are after taking into account forward foreign currency contracts,

Fair values of financial instruments
Set out below is a year-end comparison of cusrent book values of all the group’s financial instruments by category.

Where market prices are not available for a particular instrument, fair values have been calculated by discounting cash

flows at prevailing interest and exchange rates.

1998 book values 1998 fair values

£ million £ million
Other short term financial assets 0.5 0.5
Forward currency contracts 0.4 0.4

Market price risk

The group monitors interest rate risk by determining the effect on profit before tax of a range of possible changes in
interest rates. Assuming no changes to the borowings described above, it is estimated that a rise of one percentage
point in interest rates would reduce 1997/88 profit before tax by approximately 0.6 per cent.
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‘l 3 Provisions for liabilities and charges

Group
1998 1997
£ millien £ million
Deferred taxation Mote 5) 14.8 8.6
Other provisions 1.6 4.1
16.4 12.7
The movement on other provisions can be analysed as follows:
Acquisition Disposal
Provisions Provisions Total
Balance at beginning of year 25 1.6 4.1
Utilised in year 2.2) (0.3) (2.5)
Balance at end of year 0.3 1.3 1.6
1 4 Called-up share capital
The authorised share capital is represented by 549,500,000 (1997 - 549,500,000} ordinary shares of 10p each.
The called-up share capital, all fully paid, is as follows:
Number of
shares £ million
Balance at beginning of year 421,351,360 42.1
Issued under the Storehouse Sharesave Scheme 36,404 -
Issued under the Storehouse Executive Share Opticn Scheme 773,000 0.1
Issued under the Scrip Dividend Scheme 802,014 0.1
Balance at end of year 422,962,778 42.3
‘I 5 Reserves
The movement on reserves is as follows:
Company Group
Profit and Share Share Profit and Acquisition
Lass premium premium Loss and merger
account account account account reserves
£ million £ million £ million £ million £ million
Balance at beginning of year 219.5 28,2 28.2 399.4 73.5
Profit for the financial year 1.1 - - 90.1 -
Dividends paid and proposed (38.0) - - (38.0) -
Scrip dividend adjustment 1.5 - - 1.5 -
Share issue - 1.5 1.5 - -
Balance at end of year 184.1 29.7 29.7 453.0 73.5

The Company’s realised gains and losses are the same as the profit for the financial year and the historic cost profit and loss.
The cumulative amount of goodwill resulting from acquisitions, net of amounts written back on subsequent disposals,
arising since the formation of Storehouse, which has been written off is £30.1 million (1997 - £30.1 million).
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‘l Commitments

The capitat commitments are as follows:

Group
1938 1997
£ million £ million
Contracts for capital expenditure 7.8 10.6

Current annuat rental commitments of the group under operating leases are as follows:
Buildings QOther
1998 1997 1998 1997
£ million < million £ million £ miltion

Leases which expire

— within 1 year 0.5 0.7 1.3 29
- between 2 and 5 years 29 0.7 3.3 3.1
— over 5 years 102.1 96.1 - 0.5
105.5 a7.5 4.6 6.5

The Company has committed to support certain of its subsidiary undertakings and has banking cross guarantees with

certain of its principal subsidiary undertakings.

Pensions
The group has operated two defined benefif pension schemes for its employees during the year.

The majority of the assets of each scheme are held in a separate trustee common investment fund, the Storehouse

Pension Investment Fund. The pension costs relating to the schemes were assessed in accordance with the advice of

qualified actuaries using primarily the projected unit and current unit methods. A new valuation was carried out effective at

1 April 1997 and the figures below reflect the results of that valuation.

The assumptions which have the most significant effect on the results of the valuation are set out below, with the

assumptions used at the previous actuarial vatuation (April 1994) shown in brackets. The major change was to the rate of
return on investrenis, which was reduced from 9.0 per cent to 8.75 per cent fo reflect the taxation of dividend income

anncunced in the July 1997 budget.

Rate of return on investments 8.75% (9.0%)
Rate of increase in salaries 7.0-8.0% (7.0 - 8.0%)
Rate of increase in pensions 45% (4.5%)

The aggregate market value of the investments at 1 Apsil 1997 was £369 million and the actuarial values were sufficient
to cover between 127 per cent and 156 per cent (average 134 per cent) of the benefits that had accrued to members aiter

allowing for expected future increases in eamings.

The total pension cost for the group is £0.1 million (1997 - £0.1 million) and includes a credit of £11.9 million

(1997 - £10.3 mifion) in respect of amortisation of pension surpluses arising in earlier years which are now being allocated

over the remaining estimated service lives of members of between six and 15 years. Most of the increase in the credit
reflects the increase in the cost of the future sevice benefit which also results from the change in the taxation of fund

dividend income. However, the effect of this has been minimised by the good investment refurns achieved by the fund over
the last three years, such that amortisation of the surplus is sl sufficient to cover the increased company contributions.

For the protection of members’ interest, the group has appointed three trusiees, two of whom are independent of the
Company. To maintain this independence, the trustees and not the group are respansible for appointing their own successars.
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1

Report by the remuneration committee on behalf of the board

Remuneration policy

It is the Company’s policy to set competitive remuneration levels, with an emphasis on performance related rewards,

in order to attract and retain directors and.employees of the quality required. In setting the remuneration arrangements
comparison is particularly made with other major quoted general retail companies. The long term elements of executive
directors’ remuneration are aligned to shareholders' interests in that the share option scheme and 50 per cent of the lang
term incentive plan are based on share price perfomance, with earnings measures also incorporated into both schemes.
The remuneration committee has given full consideration, in framing its policy on directors’ remuneration, fo the best
practice provisions annexed as Section B to the Listing Rules of the London Stock Exchange.

Remuneration committee
The remuneration committee is chaired by David Tagg and also comprises the other non-executive directors. It determines
the remuneration arrangements for each of the executive directors and oversees the operation of the long term incentive
plan and the executive share option scheme, The Company has adopted the provisions of the Code of Best Practice of the
Study Group on Directors’ Remuneration, and complies with Section A of the Best Praciice Provisions annexed to the
Listing Rules of the London Stock Exchange.

Executive directors’ remuneration comprises the fixed elements of salary and pension, and the variable incentive based
elements of annual bonus, long term incentive plan and executive share option scheme.

Salary
Consideration is given to remuneration arrangements throughout the group when reviewing executive pay levels. Base salary
only is pensionable, with no account taken in calculating pension entitlement of any payments under the bonus schemes.

Annual bonus

An annual bonus may be paid i targets set by the remuneration committee, based on growth in profit before tax and
exceptional items, are achieved. The maximum annual bonus is 50 per cent of salary. No bonus was paid in respect of the
year io 28 March 1998,

Long term incentive plan
A further provisional award of shares was made during the year to 20 executives, including the executive directors of the
Cormpany, under the long term incentive plan.
Awards are made each year (beginning in 1996 when the scheme was approved by shareholders) to a value of up to
50 per cent of salary at the time. The shares may be transferred to participants, usually afier three years, depending on the
achievernent over that period of two separate measures: share price performance compared with the largest 150 companies
listed on the London Stock Exchange; and eamings per share before exceptional items (eps) compared to the same group
of companies, although the remuneration committee has the discretion to cancel any awards under this measure if it
considers that the eps performance is unacceptable. No shares have yet been transferred to any participant under the plan.
The maximum provisional awards granted to date to the executive directors of the Company under the plan are:

August 1996 June 1997
Keith Edelman 59,726 84,541
Steve Bedford 35,836 50,724
Chiis Martin 16,211 42,970

Twenty per cent of the provisional award of shares will be transferred for median performance, increasing on & straight
line basis to 100 per cent for upper quartite performance. No shares will be transferred for performance below the median.

Executive share option scheme

Options are granted each year to some 130 executives within the group, including the execulive directors of the Company, at
a muttiple normally of one fimes salary for directors except on appointment to the board. The options, which are granted at
market value, are usually exercisable between three and ten years after date of grant. The scheme was approved by
shareholders in 1995. The exercise of options is normally subject to the performance condition that growth in earnings per
share before exceptional items, as determined under the scheme, must exceed the growth in the Retail Price Index over a
three year period by at least two per cent per annum. The scheme also encourages the directors to hold shares as further
options are granted only if shares representing at least 20 per cent of the after tax profit on opticns which have been
exercised are retained. The directors have also received options, granted in 1995 and earlier, under the executive share
option scheme which was reptaced in 1995. No options were exercised by the directors during the year.
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‘] Remuneration Report continued

Directors’ Share Options
Directors’ share options under all schemes are shown in the following table:

293 March Granted Grant Exercise 28 March

1997 during year date price 1998

Keith Edelman 522,388 - Nov 83 201p 522,388
168,269 - May 94 208p 168,269

“10,329 - June 94 167p 10,329

132,575 - May 95 264p 132,575

110,410 - June 96 317p 110,410

- 173,267 June 97 202p 173,267

Total 943,971 173,267 1,117,238
Steve Bedford 114,783 - Nov 92 184p 114,783
75,376 - May 93 195p 75,376

4,312 - June 93 160p 4,312

200,000 - Nov 93 201p 200,000

79,545 - May 85 264p 79,545

4,882 - June 95 212p *4,882

66,246 - June 96 317p 66,246

- 103,960 June 97 202p 103,960

Total 545,144 103,960 649,104
Chiis Martin 34,090 - May 95 264p 34,090
29,968 - June 96 317p 29,968

*3,750 - June 96 260p *3,750

- 173,267 June 97 202p 173,267

Total 67,808 173,267 241,075

Mote: * Options granted under the five year SAYE scheme {three years for Chris Martin).

The market price of Storehouse shares on 27 March 1998 was 254p, with a range during the year of 185.5p 1o 270.5p

Pension

Following a comparative review of pension arrangements in other companies, the contributions by the Company for Keith
Edelman to make his own pension arangements have been increased to 20 per cent of salary.

Steve Bedford and Chris Martin are members of the Storehouse senior management scheme. Pension accrues at the
rate of one forty-fifth of salary for each year of pensionable service. The norma! retirement age is 60. Employee
contributions are up to five per cent of pensionable salary (the Company currently makes no contributions to the scheme).

in addition to his membership of the senior management scheme, pension benefits on eamings in excess of one and a
half times the Infand Revenue eamings cap are provided to Chris Martin through a funded unapproved retirement benefits
scheme. The Company made contributions of 10 per cent of such earnings to that scheme.

The contributions rates for the Company in relation to Keith Edelman and Chris Martin (in his instance in relation to his
salary in excess of one and a half times the eamings cap) are ten per cent of salary under age 40, rising in increments of
five per cent every five years to 30 per cent at age 55 - €0.

The table below shows, in relation to the two directors who are members of the senior management scheme, the annual
pension earned or accrued at the beginning and end of the year, the increase in the earned pension during the year, and

the capital value of that increase: Annugl
Annual pension pension eamed  Capital value of the Annual pension
accrued by (in excess of inflation)  increase in pension accrued by Company
28 March 1997 during the year {in excess of inflation) 28 March 1558 contributions
2000s £000s 8000 £000s £000s
Steve Bedford 42 7 69 51 -
Chris Martin 5 3 22 8 5

The capital value of the increase in pension represents a liability of the Company but not a sum paid or due to the individual.
it cannct meaningfully be added to annual remuneration.
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‘I Remuneration Report continued

Service contracts

The executive directors have service contracts which can be terminated on 12 months’ notice. The contracts provide for
liquidated damages on termination by the Company of one year's basic salary, benefits and pension credits, the average
of the previous three years’ annual bonus, and that exercisable share options may be retained. Alan Smith has a service
contract which can be terminated by the Company on one year's notice. The other non-executive directors do not have
service contracts with the Company.

External appointments
An executive director may take one external appointment as a non-executive director, for which he may retain the fees.

Non-executive directors
The fees of the non-executive directors are determined by the board with the individuals concerned abstaining from

discussions on their own arrangements. They do not participate in any bonus, share option or pension scheme of the Company.

Directors’ emoluments

Total emoluments (including pension contributions) in 1998 were £1,135,000 (1997 - £1 ,727,000). The following table

shows the breakdown of emoluments:

Total
Long Term Remuner-
Payment for Bonus @ ation
Safary : Loss of Annual £2.165 ex, Pensign Pensicn
Fees Benefits Options Bonus ashare Contibuticns  Contrbutions
S000s £000s £000s £000s £000s £000s £000s
Executive Directors
Keith Edelman 1998 369 15 - - - 384 74
1897 360 14 52 62 250 728 35
Steve Bedford 1998 218 24 - - - 242 -
19087 210 23 - 37 99 362 -
Chris Martin 1998 175 12 - - - 187 5
1997 35 2 - 6 - 43 1
Dick Steele 1997 168 7 - 30 73 278 17
Non-Executive Directors
Alan Smith 1998 150 14 - - - 164 -
1997 150 14 - - - 164 -
fan Hay Davison 1997 28 - - - - 28 -
Margaret Downes 1997 5 - - - - 5 -
Brian Hardy 1998 25 - - - - 25 -
1997 22 - - - - 22 -
Angela Heylin 1998 23 - - - - 23 -
1997 1 - - - - 1 -
Martin Sorrell 1998 6 - - - - 6 -
1997 21 - - - - 21 -
David Tagg 1998 25 - - - - 25 -
1897 22 - - - - 2 ' -
Share interests
The beneficial interests of the directors in the share capital of the Company (excluding options which are set out on
page 41) are as follows:
1998 1007
Steve Bedford 125,105 125,106
Keith Edelman 243,260 127,235
Brian Hardy 2,666 2,566
Angela Heylin 6,137 2,000
Chris Martin 1,000 1,000
Alan Smith 20,881 20,393
David Tagg 10,000 10,000
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Remuneration Report continued

Atan Smith and David Tagg are the shareholders and directors of Storehouse Employees Share Trustee Limited, which held
930,047 (1997 - 473,5792) Storehouse shares in trust on 28 March 1998. A separate rust, the Storehouse Employee
Trust, held 531,759 shares on 28 March 1988 (1897 - 411 ,759), having purchased a further 120,000 Storehcuse shares
on 17 June 1997 at £2.03 per share. The market value of shares held under these trusts at 28 March 1998 was
£1.9 milkon.

The executive directors of the Company are technically deemed to be interested in all the shares held by Storehouse
Employees Share Trustee Limited and by the Storehouse Employee Trust as potential beneficiaries.

Steve Bedford is a trustee of Bhs Ltd Employees' Trust Fund and therefore has a non-beneficial interest in its holding of
200,000 (1997 - 200,000) Storehouse shares.

There have been no movements in directors' interests, whether beneficial or non-beneficial, between 928 March 1998
and 20 May 1998,

Employees’ and executive share schemes

The Storechouse Executive Share Option Scheme

Under this scheme full-time executives are granted options to acquire shares in the Company. Further details of the
schemes are given in the report of the remuneration committee. Options are usually granted each year afer the
announcement of the Company’s full year results, but an allocation to a small number of participants is alse made after the
interim resulis are announced.

The Storehouse Sharesave Scheme (SAYE)

This scheme enables all employees with at least one year's service to acquire options over ordinary shares of the Company
at 80 per cent of market price in conjunction with a save-as-you-eam contract. The options are exercisable either three,
five or seven years after the date of commencement (usually two months after the date of grant) of the SAYE contract,

Option 2000

This scheme was introduced in 1996, when all employees (excluding directors and other employees eligible for the
executive share option scheme) with one year’s service at 1 July 1996 were granted options to purchase shares for
£2.93p between June and November 2000. A further grant of options was made in July 1897 at the same option price
exercisable between June and November 2001, for employees at July 1996 who had not then completed one year's
sewvice (i.e. those who joined between 1 July 1995 and 30 June 1996). In both 1996 and 1997 full time employees
received options over 1,000 shares, with smalter option grants for past-time employees.

Long Term Incentive Plan

Under this plan selected directors and full-time executives may, subject to the achievement of pre-defined performance
criteria over a three year pericd, receive shares in the Company. Furiher details of the plan are given in the report of the
remuneration committee,

Storehouse Employee Trust

The Storehouse Employee Trust is a discretionary trust for the benefit of employees and former employees (and their
dependants) of the Company and its subsidiaries. The Trust may buy shares in the market or subscribe for new shares
in the Company; for example it may buy shares for awards under any of the share schemes. The Trust has waived the
payment of any dividends.
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1 8 Employees’ and executive share schemes continued

Qutstanding options at 28 March 1998 under the group's share option schemes were as Tollows:

Ordinary Qrdinary
shares shares Opticn
1998 1597 Date of grant price
Storehouse executive share option scheme - 33,952 June &7 290p
63,276 63,276 June 58 254p
16,921 20,680 June 89 181p
11,474 11,474 June 80 127p
15,974 18,324 May 91 99p
63,860 82,581 May 92 142p
114,783 114,783 Nov G2 184p
367,550 619,078 May 93 199p
786,937 786,937 Nov 63 201p
1,242,082 1,927,508 May 94 208p
40,008 40,008 Nov 94 4p
1,065,439 1,251,686 May 95 264p
Storehouse 1995 executive share option scheme 144,467 169,467 Dec 85 33%p
1,414,853 1,695,149 June 96 317p
146,299 157,647 Nov 96 269p
2,709,698 - June 97 202p
307,374 - Nov 97 244p
Storehouse sharesave scheme {7 year) - 02,582 Dec 89 S0p
(5 year) - 7,119 June 91 79p
(7 year) 232,033 238,867 June 91 79
(G year) 567,879 628,613 June 93 160p
(7 yean) 111,276 125,166 June 93 160p
{5 year) 484,984 596,746 June 94 167p
(7 year) 85,645 92,182 June 94 167p
(5 year) 586,505 791,709 June 85 212p
(7 year) 57,980 69,927 June 95 212p
Storehouse 1995 sharesave scheme (3 year) 282,080 514,365 June 96 260p
{5 year) 278,239 473,146 June 96 260p
{7 year) 57,960 101,160 June 96 260p
(3 year) 1,001,920 - June 97 178p
(5 year) 874,877 - June 97 178p
(7 year) 176,558 - June 97 178p
Sterehouse Option 2000 scheme 6,755,250 7,574,760 July 96 293p
Storehouse Option 2001 scheme 1,378,250 = July 97 293p

21,442,441 18,108,892
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Five year record

Summary of turnover and profit

1955 1997 1998 1995 1904

£ million % million £ million £ million & mwilfon
Turnover 1,335.0 1,249.7 1,083.6 1,079.1 1,045.5
Profit from retail operations 127.9 119.0 102.0 87.2 65.2
Exceptional items - (20.5) 1.2 - 5.4)
Interest and other items (2.8) ©.7) 6.7 36 2.4
Profit before taxation 125.1 97.8 109.9 90.8 61.2
Taxation (35.0) (34.0) (35.3) (29.2) (22.3)
Profit for the financial year 90.1 638 74.6 61.6 38.9
Eamings per share 21.4p 15.2p 17.8p 14.8p 9.4p
Dividend per share 9.0p 8.1p 7.2p 6.3p 5.5p
Summary of balance sheets
Fixed assets 613.8 546.5 491.7 499.2 380.8
MNet current assets 33.7 53.3 61.0 76.4 80.6
Creditors falling due after one year (32.6) (43.9) (13.3) (11.9) (4.6)
Provisions for liabilities and charges (16.4) (12.7) (7.4) (9.5) {18.5}
Total net assets 598.5 543.2 532.0 484.2 4473
Other key statistics
Share price (p) at year end 254.0 236.5 341.0 230.0 296.0
Net cash (debf)/equity (%) (8.6) (7.0 13.8 5.4 8.5
Capital expenditure 124.1 94.1 128.0 79.0 46.2
Depreciation 55.1 45.3 39.4 33.6 30.6
Rents 98.5 90.9 76.4 67.9 86.0
Number of stores 485 481 435 433 431
Net selling space {000's sq ff) 6,520 6,349 5,268 5,005 4,815
Average number of employees 20,994 20,841 19,088 19,086 18,095
Average number of full-ime equivalents 10,795 10,865 9,946 10,046 10,136

The results for 1994 and 1995 have been restated in accordance with UITF Abstract 13 Employee Share QOwnership Flans.

‘Restated see page 46 for details

Storehouse plc
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Storehlouse profile

People
Full-time
Totat employees equivalents
at 28 March 1998 1988 1597 1996 1997
Bhs 14,469 13,769 7,235 7,051
Mothercare including Childrens World 6,557 6,048 3,218 3,203
Other 25 B0 24 48
21,051 20,397 10,477 10,302

Stores
Total selling area Number of
©00'ssq f) stores
United Kingdom at 28 March 1998 1998 1997 1980 1907
Bhs 4,191 4,087 144 141
Mothercare 2,329 2,282 341 340
Total 6,520 6,349 485 481

Of the 8 new stores opened during the year, four were Bhs stores and four were Mothercare of which one opened as a Mothercare
World. In addition four stores were closed, one Bhs and three Mothercares. As part of the refurbishment programme a major
remeasurement exercise of all stores took place during the year. As a result of this exercise the 1997 selling areas have been

restated.

International at 28 March 1998 Europe Middle East Far East Other Total
Bhs 42 33 2 - 77
Mothercare 56 55 49 1 161
Total 98 88 51 1 238

Bhs currently has 77 franchised outlets, having opened 11 and closed six during the year. Mothercare has 161 franchised outlets,

opening 37 and closing 14 during the year.

Products
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Shareholder information

Financial calendar

1958
Annual general meeting ' 10 July
Payment of final dividend 18 August
Announcement of interim results 19 November
1999
Payment of interim dividend February
Preliminary announcement of resuits for 52 weeks to 27 March 1999 End-May
lssue of report and accounts Mid-June
Annual general meeting Mid-July
Payment of final dividend Mid-August
Shareholder analysis
A summiary of holdings as at 14 May 1998 is as follows:
Storehouse

Ordinary shares

Number Number

millien of holders

Banks 0.1 10
Insurance companies and pension funds it.4 23
Nominee companies 381.0 2,023
Other corporate holders 5.7 343
Individuals 23.9 34,279
Employees 0.9 671
423.0 37,349

As can be seen from the above analysis, many shares are registered in the name of a nominee company as the legal owner.
The underlying holder of shares through a nominee account is the beneficial owner of these shares, being entitied to the capital
value and the income arising from them. An analysis of these nominee holdings shows that the largest underlying holders are
pension funds, with unit trusts and insurance companies the other major fypes of shareholder.

Individual shareholders owning 500 or more Storehouse shares are entitied to a 10 per cent discount in defined denominations
on up to £500 of merchandise in our stores. If an individual shareholding of 500 or more shares is not on the share register but
is held through a nominee or trustee, the book of vouchers can nevertheless be obtained by contacting the company secretary
at Storehouse.

Share price data

1958 1897
Share price at 27 March 1998 (28 March 1997} 254p 236.5p
Market capitalisation £1,074.3m £996.5m
Share price movement during the year: high 270.5p 361p
low 185.5p 23b.5p

All share prices are quoted at the mid-market closing price- The market value of the ordinary shares, as calculated for the
purpose of capital gains tax, on 31 March 1982 was as follows: Bhs 155p, Habitat Mothercare 133p.

Storehouse plc
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Storehouse plc

Marylebone House

129 -137 Marylebone Road
London Nw1 5QD
Telephone 0171 262 3456
Facsimile 0171 262 4740

Company registered
number 1950509

Advisers

Principal Bankers
Midland Bank plc

Financial Advisers
Merrill Lynch International
J Henry Schroder & Co Limited

Brokers
SBC Warburg
Cazenove & Co

Solicitors
Gouldens

Registrars and Transfer Office
Lloyds Bank Registrars,

The Causeway, Worthing,
West Sussex BN29 6DA

Auditors
Arthur Andersen
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Bhs cover shot

From this year's new specimen

collection designer range - an

Owen Gaster one button jacket
~ with matching boot leg trousers

“mothercare

Mothercare cover shot

From Mothercare’s range of
stylish maternity fashion - a loose
fitting ribbed cream blouse worn
over black, classic fit jeans
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