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Sofa Brands International Limited

Directors’ report for the year ended 30 June 2010

The directors submit therr report together with the audited consolidated financial statements of the Sofa Brands
International Limited group for the year ended 30 June 2010

The company changed its year end to 30 June in 2009 and therefore these financial statements contain
comparatives for an 18 month penod

Principal activity

The principal activity of the company 1s to act as a holding company

The principal activity of the group 1s the manufacture, sale and distnbution of furniture and associated furmishings

Review of business and future developments

Gross sales for the whole Group in the year to 30 June 2010 were £66 4 milhon compared with £105 8 milhon in
the 18 months to 30 June 2009 During the previous year £14 8 million of the sales were attributable to Cameo
Sofa Company which ceased trading in the spring of 2009 The like for like comparisan s therefore £81 0 million
and on a pro-rata basis, therefore, gross sales within continuing businesses increased by almost 10%

Operating profit before exceptional items, goodwill impairment and amortisation, interest and taxation amounted
to £5 8 milhon n the year to 30 June 2010 compared with £4 4 milhon in the 18 moenths to 30 June 2008 The
ongoing businesses contnbuted £6 5 million in the previous 18 month period and on a pro-rata basis therefore
profits measured at this level in the ongoing business increased from £4 3 million to £5 8 millkon, being almost
35%

Exceptional costs in the year to 30 June 2010 were significantly lower than those incurred in the previous 18
month penod and relate almost entirely to costs associated with pension and debt restructuning activities which
have concluded since the year end

The charge of £1 7 million to the profit and loss account for the year in relation to goodwill censists solely of the
annual amortisation with no further imparrment considered necessary following a review in June 2009 when a
charge of £12 6 million was taken in addition to amortisation of £3 6 million for the 18 month penod

Whilst the profit and loss account for the year shows a charge of £2 2 million for net interest payable, compared
with £7 0 million in the previous 18 month period, this interest has remained unpaid with the agreement of the
company's lenders whilst new facilities were negotiated These negotiations have been concluded since the year
end

Net debt reduced from £59 0 million to £57 6 million due to operating cash flows outweighing financing costs
Debt has been fundamentally restructured since the year end

A pre-tax loss of £1 4 million for the year represents a significant reduction from the £29 4 million loss recorded
for the previous 18 month period

The directors beheve that, assisted by the significant post balance sheet events disclosed below, that the
company will return to profitability at pre tax level in the year ahead




Sofa Brands International Limited

Directors’ report for the year ended 30 June 2010 (continued)
Post balance sheet events

Since the end of the year the Company has concluded negotiations which have been running since early 2008
The parties to these negofiations in addition to the Company were the Company's lenders (a syndicate of banks},
the Trustees of the Chnstie Tyler Retirement Benefits Scheme and the Pension Protection Fund (the “PPF™)

The outcome of these negotiations has meant that two key events have had a significant impact on the
Consolidated Balance Sheet as illustrated in the pro forma balance sheet shown below This shows an increase
in total shareholders’ funds by £71 milion resulting in positive shareholders’ funds carried forward of £9 million
after allowing for interest and commissions accrued from 30 June 2010 te 17 September 2010

Audited Unaudited Unaudited Unaudited
Consclidated Pension Refinancing Pro forma
30 June 2010 Consolidated
30 June 2010
£000 £000 £'000 £'000
Fixed assets
Intangible assets 25,035 - - 25,035
Tangible assets 1,095 - - 1,095
26,130 - - 26,130
Current assets
Stocks 4,089 - - 4,089
Debtors amounts due within one year 6,036 - - 6,036
Debtors amounts due after one year 763 - - 763
Cash at bank and in hand 6,771 (224) (5086) 6,041
17,659 (224) (506) 16,929
Creditors amounts faling due within
one year (76,952) 140 60,103 (16,709)
Net current (habilities)/assets (59,293) (84) 59,597 220
Total assets less current iabilities (33,163) (64) 58,597 26,350
Creditors amounts falliing due after
more than one year - {1,055) (13,490) (14,545)
Provision for iabilities (2,597) - - (2,597}
Net (habihties)/assets excluding
pension hability (35,760) (1,139) 46,107 9,208
Pension habilty (26,064) 26,064 - -
Net (habilities)/assets including
pension hability (61,824) 24,925 46,107 9,208
Capital and reserves .
Called up share capital 25,000 35,080 46,224 106,304
Share premium - - 1,071 1,071
Profit and loss reserve (86,824} (10,155) {1,188) (98,167}
Total shareholders’ {deficit)/funds (61,824) 24925 46,107 9,208

+ On 1* September 2010 the defined benefit pension scheme entered a PPF assessment perod, thus
removing the pension hability {(which at 30 June 2010 was valued at £26 milhon) from the Balance Sheet
of the Company and from the Consohdated Balance Sheet in exchange for the PPF receiving cash, loan
notes and equity

The pension deficit of £26 milkon (£35 million gross of deferred tax) has effectively been compromised in
exchange for the PPF receiving cash, a loan note plus accrued interest and shares in Sofa Brands
International Limited




Sofa Brands International Limited

Directors’ report for the year ended 30 June 2010 (continued)
Post balance sheet events (continued)

e On 17" September the subscribers to Sofa Brands International Limited, compnsing a syndicate of
bankers providing faciities to the group, entered into a Restated Credit Agreement providing credit
facihties to the group for a two year penod

On the same date a Debt Restructunng Agreement became effective whereby the bank syndicate
agreed to convert £47 2 million of Term Debt and rolled up interest into share capital and share
premiwm At the same time, the shareholding of the banks in Sofa Brands International Limited was
thereby reduced from 100% to 67%

Restated Credit Agreement

Under the Restated Credit Agreement, dated 17" September 2010, facilities totaling £21 839 million have been
made available to Sofa Brands International Limited

These facilities comprise -
e A Term loan of £12 679 million,
¢ A mult-currency revelving loan facility of £4 175 million,
« A standby credit facility of £2 85 mulhon, and
«  Other optional ancillary facilities of £2 135 million

The revolving loan facility 1s available in pounds sterling or certain foreign currencies and as part of the revolving
facility, as well as by way of overdraft on normal banking terms

The standby credit facility is an additional revolving loan faciity available should the mulb-currency facility be
exhausted

Optional ancillary facihities comprise faciities for foreign exchange currency contracts, bank guarantees and
letters of credit and are available for appropriate use when required

Interest on all advances under the vanous facilittes 1s payable at the rate per annum equal to LIBOR, plus
applicable mandatory lquid asset costs plus 4% margin

Financial risk management

The group’s operations expose it to a vanety of financial nsks that include the effects of changes in market prices,
credit nsk and liquidity nsk The group has in place a nsk management programme that seeks to lrmt any
adverse effects on the financial performance of the group by monitonng such areas closely The group does not
use denvative financial instruments to manage interest rate costs, and as such no hedge accounting 1s appled
Gwven the size of the group, the directors have not delegated the responsibility of monitoring financial nsk
management to a sub committee of management The policies and procedures, as set by the Board, are
implemented by the group's finance department

Market prices

The group 15 exposed to market prices for certain purchased matenals The group has appropriate faciities to
cover its exposure ansing from the purchase of raw matenals denominated in foreign currencies

Credit nisk

The group has implemented policies that require appropriate levels of credit check on potential customers before
sales are made in addition to having in place an insurance pelicy to cover losses ansing from the insolvency or
default of its customers

Liquidity risk

The group currently maintains short term debt finance that 1s designed to ensure the group has sufficient funds
availlable for operations As explained in the Directors’ Report and Note 32 the group has renegotiated its debt
financing structure to a mixture of long term and short term debt

Dividends

No dividends were paid or proposed In the year (2009 £Nil)

-3-




Sofa Brands International Limited

Directors’ report for the year ended 30 June 2010 (continued)
Directors and their interests

The directors who were in office dunng the year and up to the date of signing the financial statements were as
follows

L T R Higgins

D S Malvenan

B Sttfall

V McGinlay

None of the directors had any interest in the shares of the company or its subsidiaries at 1 July 2009 or 30 June
2010

Charitable donations

Donations made by the group for chantable purposes in the United Kingdomn amount to £1,313 (2009 £17,137)

Employees

It 1s the board’s policy to employ disabled persons whenever suitable vacancies anse, to continue employment of
employees who become disabled and to provide for such employees the appropriate level of training and career
progression within the group

The directors recognise the importance of communications with the group’s employees and therefore hold regular
meetings with the employees’ representatives and the directors make it their policy to be accessible to all
employees

Statement of disclosure of information to auditors

The directors who held office at the date of approval of this directors’ report confirm that, so far as they are each
aware, there 1s no relevant audit information of which the company's auditor 1s unaware, and each dwector has
taken all the steps that they ought to have taken as a director to make themselves aware of any relevant audit
information and to establish that the company’s auditor 1s aware of that information

Independent auditors

The auditors, PricewaterhouseCoopers LLP, have indicated ther willingness to continue in office and a resolution
concerning their reappointment will be proposed at the Annual General Meeting

By order of the hoard

ﬁ@m«w

E Jones Wilson House

Company Secretary Ashiree Court
Woodsy Close

20 September 2010 Cardff Gate Business Park
Cardiff
CF23 8RW

-




Sofa Brands International Limited

Statement of directors’ responsibilities

The directors are responsible for prepanng the Annual Report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have prepared the group and parent company financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice {United Kingdom Accounting Standards and applicable law) Under
company law the directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affairs of the group and the company and of the profit or loss of the group for that
period

In prepanng those financial statements, the directors are required to

* select sultable accounting policies and then apply them consistently,

» make Judgements and accounting estimates that are reascnable and prudent,

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

» prepare the financial statements on the going concern basis unless 1t is inappropnate to presume that
the company will continue In business

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company's transachions and disclose with reasonable accuracy at any time the financial position of the company
and the group and to enable them to ensure that the financial statements comply with the Companies Act 2006
They are also responsible for safeguarding the assets of the company and the group and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities

By order of the Board

Hou

E Jones Wilson House

Company Secretary Ashtree Court
Woodsy Close

20 September 2010 Cardiff Gate Business Park
Cardff
CF23 8RW




Sofa Brands International Limited

Independent auditors’ report to the members of Sofa Brands International Limited

We have audited the group and parent company financial statements (the “financial statements”} of Sofa Brands
International Limited for the year ended 30 June 2010 These comprse the consolidated profit and loss account,
the statement of group total recogmsed gains and losses, the consolidated and parent company balance sheets,
the consolidated cash flow statement and the related notes The financial reporting framework that has been
applied n therr preparation i1s applicable law and United Kingdom Accounting Standards (Uruted Kingdom
Generally Accepted Accounting Practice}

Respective responsibilities of directors and auditors

As explained more fully in the Statement of Drrectors’ Responsibilities set out on page 5 the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and far
view Our responsibility 1s to audit the financial statements in accordance with applicable law and International
Standards on Audiing (UK and Ireland) Those standards require us to comply with the Auditing Practices
Board’s Ethical Standards for Auditors

This report, including the opinions, has been prepared for and only for the company’s members as a body n
accordance with part 3 of chapter 16 of the Comparies Act 2006 and for no other purpose We do not, in giving
these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report
1s shown or into whose hands it may come save where expressly agreed by our prior consent 1n wnting

Scope of the audit of the financial statements
An audit involves cbtaining evidence about the amounts and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements are free from matenal misstatement, whether caused by
fraud or error This includes an assessment of

« whether the accounting policies are appropriate to the group’s and parent company’s circumstances and

have been consistently applied and adequately disclosed,
« the reasonableness of significant accounting estimates made by the directors, and
+ the overall presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements
« qive a true and fair view of the state of the group’s and the parent company's affairs as at 30 June 2010
and of the group’s loss and cash flows for the year then ended,
« have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and
« have been properly prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ report for the financial year for which the financial statements
are prepared i1s consistent with the financial statements

Matters on which we are required te report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report
to you If, in our opinion
s adequate accounting records have not been kept by the parent company, or relurns adequate for our
audit have not been received by branches not visited by us, or
« the parent company financial statements are not in agreement with the accounting records and returns,
or
certain disclosures of directors’ remuneration specified by law are not made, or
we have not received all the information and explanations we require for our audit

‘YLJ.\CQQ&S

Mark Elis (Statutory Auditor}

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

Cardiff

20 September 2010
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Sofa Brands International Limited

Notes to the consolidated financial statements for the year ended 30 June 2010

1

Principal accounting polictes

The group financial statements have been prepared under the provision of the Large and Medium-sized
Companies and Groups (accounts and reports) Regulations 2008 (SI 2008/410) and applicable accounting
standards A summary of the more important group accounting policies 1s set out below

Basis of accounting

The financial statements have been prepared on a going concern basis under the histonical cost convention and
in accordance with applicable accounting standards in the United Kingdom and with Companies Act 2006

Going concern

The going concern basis for prepanng the financial statements i1s considered appropnate whilst the group
continues to receive support from its lenders (see Note 32 and the Directors’ Report for further details of post
balance sheet events)

Basis of consolidation

The consohdated financial information includes the financial statements of Sofa Brands International Limited and
all of its subsidiary undertakings The financial statements of the holding company and each subsidiary company
within the group are prepared to the same year end Uniform accounting policies are adopted throughout the
group Intra-group transactions and balances have been eiiminated on consolidation

Goodwill and other intangible assefs

When the cost of an acquisition exceeds the farr values attributable to the group’s share of the net assets
acquired, the difference 1s treated as purchased goodwill which 1s capitaised and 1s currently amortised to the
profit and loss account over its estmated useful economic life {maximum 20 years)

Other intangible assets, including trademarks, are valued at cost or far value | part of the acquisition of a
business They are currently amortised over their estimated useful economic life (maximum 20 years)

Impairment reviews are undertaken to ensure that goodwill and intangible assets are not carried at above thew
recoverable amounts The reviews are based on a calculation of value in use over the remaning estimated
economic life Value in use 1s based on Board approved cash flow forecasts discounted at an appropriate cost of
capital for the group

Turnover and gross sales

Turnover represents gross sales, less rebates and discounts and excludes value added tax Gross sales
represents the invoiced value of goods supplhied by the company and 1s recogmised on delivery of the goods

Where discounts relate to the timing of settlement of invoices, they are recognised at the time of invoicing by a
reduction of gross sales Settlement of the invoice 1s net of the discount if the payment terms are met Where
rebates are volume related, an accrual 1s made for rebates as earned, which 1s also deducted from gross sales
Stocks

Stocks are valued on a first in first out (*FIFQ") basis at the lower of cost, being direct cost plus overheads
applicable to the stage of manufacture reached, and estimated net realisable value

Provision 1s made for redundant and discontinued stock lines in order to wnte down therr value to amounts

expected to be realised on sale Slow moving stock 1s provided for by reference to historical usage and forecast
sales The replacement cost of stock 1s not considered to be materally different from its book value

-41-




Sofa Brands International Limited

Notes to the consolidated financial statements for the year ended 30 June 2010 (continued)

1

Principal accounting policies (continued)

Exceptional items

Exceptional items are those that need to be disclosed by virtue of their size or incidence Such items are included
within operating profits unless they represent matenal profits or losses on the sale or termination of operations,
costs of a fundamental reorgamisation or restructunng having a matenal effect on the nature and focus of the
group, or profits or losses on the disposal of fixed assets In these cases separate disclosure 1s provided on the
face of the profit and loss account which does not form part of operating profits of the group

Tangible fixed assets

Tangible fixed assets are stated at hustoncal cost less accumulated depreciation

The cost of tangible fixed assets, which represents purchase cost together with any incidental cost of acquisition,
1s written off on a straight line basis over their estimated useful lives, as follows

Short leasehold land & builldings - over term of lease
Plant and machinery - 10% to 20% per annum
Fixtures and fittings - 10% to 20% per annum
Computer equipment - 33% % per annum

The Sofa Brands International Limited group selects its depreciation rates carefully and reviews them regularly to
take into account any changes in circumstances When setting useful economic lives, the principal factors the
group takes into account are the intensity at which the assets are expected to be used, the histoncal capital
renewal expenence of similar assets within the group and the rate of technology change that the asset may be
subject to

Website development costs are capitalised as tangible fixed assets and wnitten off on a straight line basis tn
accordance with the depreciation policy for computer equipment

Website planning costs and maintenance costs are charged to the profit and loss account as incurred
Foreign currency transiation

Assets and hiabilities of subsidiaries denominated in foreign currencies are translated into sterling at the rates of
exchange ruling at the end of the financial year except where rates of exchange are fixed under contractual
arrangements

Transactions denominated in foreign currency are translated at the rate ruling at the date of the transaction
Exchange differences that anse on the settlement of such transactions and on the re-translation of monetary
assets and lhiabihties at closing rates of exchange are dealt with in the profit and loss account

The results of overseas subsidianes are translated at the average rate of exchange during the period Differences
on exchange ansing from the re-translation of the opening net iInvestment in subsidiary undertakings, and from the
re-translation of the results of those companies at an average rate of exchange are taken to reserves

Leasing

Finance leases, which are leases that give substantally the same rights as ownership, relating to significant items
of plant, machinery and vehicles have been capitaised and depreciated in accordance with the group's
depreciation policy, subject to a maximum penod of the term of the lease The capital element of future lease
payments 1s included in other creditors The interest element of leasing payments represents a constant
proportion of the capital balance outstanding and 1s charged lo the profit and loss account over the period of the
lease

Payments under operating leases are charged to the profit and loss account on a straight-line basis over the
penod of the lease

Design and development

Expenditure on design and development is wntten off in the penod in which it1s incurred
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Sofa

Brands International Limited

Notes to the consclidated financial statements for the year ended 30 June 2010 (continued)

Principal accounting policies (continued}

Taxation
Provision 1s made for corporation tax at current rates on profits as adjusted for tax purposes
Deferred taxation

Deferred tax 1s recognised in respect of all imning differences that have oniginated but not reversed at the balance
sheet date, where transactions or events that result 1n an obligation to pay more tax in the future or a nght to pay
less tax in the future have occurred at the balance sheet date

A net deferred tax asset 1s recognised only when, on the basis of all available evidence, it can be regarded as
more likely than not that there will be suitable taxable prefits against which to recover carried forward tax losses
from which the future reversal of underlying timing differences can be deducted

Deferred tax 1s measured at the average tax rates that are expected to apply in the penods in which the tming
differences are expected to reverse, based on tax rales and laws that have been enacted or substantively enacted
by the balance sheet date Deferred tax 1s measured on a non-discounted basis

Pension costs

Pension costs for the year through to 30 June 2010 have been accounted for in accordance with FRS 17
‘Retirement benefits’

The Scheme operated by Sofa Brands International Limited 1s a defined beneft scheme As such the assets
within the Scheme are measured using mid market values Pension scheme lLabihties are measured using the
projected unit method and discounted at the current rate of return on a high quality corporate bond of equivalent
term and currency to the hability

The increase in the present value of the habilities of the defined benefit scheme expected to anse from employee
service in the penod 1s charged to the profit and loss account The expected return on the Scheme’s assets and
the increase during the penod in the present value of the Scheme's habilities, ansing from the passage of time,
are included In other finance income or expense Actuanal gains and losses are recognised in the statement of
total recognised gains and losses

The group also operates a defined contnibution scheme Any contnibutions payable are charged in the profit and
loss account

Cash and liquid resources

Short-term cash deposits, which can be called on demand or without notice without any materal penalty are
included within cash balances within the consolidated balance sheet and consolidated cash flow statements

Debt issuance costs

All borrowings are initially stated at the fair value of the consideration received after deduction of 1ssue costs
Issue costs together with finance costs are charged to the profit and loss account over the terms of the borrowings
and represent a constant proportion of the capital repayments outstanding Accrued finance costs attnbutable to
borrowings where the matunty at the date of 1ssue 1s less than twelve months are included in accrued charges
within current habilittes  For all other borrowings, accrued finance charges and issue costs are added to the
carrying value of those borrowings

Provisions

Provisions are recognised when the company has a present obligation as a result of a past event, it 1s probable
that a transfer of economic benefits will be required to settle the obhgation and a rellable estimate can be made of
the amount of the obligation
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Sofa Brands International Limited

Notes to the consolidated financial statements for the year ended 30 June 2010 (continued)

2 Ultimate controlling party

The group 15 owned by a syndicate of banks of which no one bank holds a controlling share therefore, n the
directors’ opinion, there 1s no ulimate controlling party

3 Summary segmental analysis

The analysis of gross sales by geographical area is

Year to 18 month

30 June 2010 period to

30 June 2009

£'000 £000

United Kingdom 62,323 98,573
Rest of Europe 2,894 5,686
Other 1,194 1,570
Total gross sales 66,411 105,829
Less rebates & discounts (2,995) {4,291)
Turnover 63,416 401,538

External turnover attaching to operations outside of the United Kingdom are immaterial to the group and, as such,
further segmental analysis has not been produced

All turnover and losses anse from one class of business being the manufacture and sale of furniture

4 Group operating profit/{loss)

Year to 18 month
This 1s stated after charging 30 June 2010 period to
30 June 2009
£'000 £000
Depreciation of owned assets 541 1,139
Amortisation and impairment of goodwill 1,569 16,172
Amortisation of trademarks 100 150
Loss on disposal of tangible fixed assets 136 83
Hire of plant and machinery 621 968
Other operating lease rentals 1,334 1,807
Design and development costs 1,579 2,651

5 Services provided by the company’s auditor and its associates

During the year the group (including its overseas subsidianies) obtained the following services from the company’s
auditor and 1ts associates

Year to 18 month

30 June 2010 penod to

30 June 2009

£'000 £'000

Fees payable to company auditor for the audit of parent company and 24,650 27,750

consolidated accounts

Fees payable to the company’s auditor for other services

- The audit of company's subsidiaries pursuant to legislation 71,000 105,719

- Other services pursuant to legisiation 8,040 18,043

- Taxservices 13,500 19,000

117,190 170,512
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Sofa Brands International Limited
Notes to the consolidated financial statements for the year ended 30 June 2010 {continued)

6 Exceptional items
Year to 18 month
30 June 2010 penod to
30 June 2009
£000 £000
Administrative expenses 1,662 6,095
Loss on termination of operations - 1,860
Provision for loss on termination of operations - 2,095
Total loss on termination of operations - 3,955

Administrative expenses

During the year professional fees of £1,740,000 related to the company’s negotiations with its lenders and the
PPF These were offsel by the release of exceptional costs of £180,000 which were provided for in 2009 and
refated to the transfer of manufactunng to Lithuama (as detalled below) The remaining exceptional expenditure
related to redundancy costs

During the 18 month perniod to 3¢ June 2008, £6,095,000 of exceptional costs were included within adrministrative
expenses Of this amount £4,438,000 related te the transfer of manufacturing at Cameo Sofa Company in the UK
to the Group's subsidiary in Lithuania, UAB Sofa Brands Addmtionally professional fees of £1,618,000 were
incurred n relation to the financial and pension restructunng of the Group

Loss on termination of operations

During the penod to 30 June 2009 a further loss of £1,860,000 arose on the final termunation of all operations at
Cameo Sofa Company which included £1,256,000 in respect of the write off of the remaining goodwill

The provision for further costs ansing on the termination of all operations at Cameo Sofa Company related to
property and other contracts through to their natural expiry

7 Employee information

Employee remuneration and related costs (including directers’ emeluments) were as follows

Year to 18 month peneod to
30 June 2010 30 June 2009
Group Company Group Company
£'000 £'000 £'000 £'000
Wages and salanes 16,820 1,147 27,801 868
Social secunty costs 1,860 84 3,100 99
Other pension costs current service cost
(Note 28) - 400 66
Defined contribution pension cost 178 5 170 7
18,858 1,236 31,471 1,040

The average number of employees, including directors, dunng the year was as follows

Year to 18 month penod to
30 June 2010 30 June 2009
Group Company Group Company
Number Number Number Number
Management 23 5 25 6
Administration 148 2 173 2
Production, distnbution and other 677 - 812
848 7 1,010 8
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Sofa Brands International Limited

Notes to the consolidated financial statements for the year ended 30 June 2010 (continued)

10

11

Remuneration of directors

Year to 18 month

30 June 2010 penod to

30 June 2009

£°000 £'000

Aggregate directors’ emcluments 857 628

There are no retirement benefits accruing to any of the directors at 30 June under the group’s defined benefit
pension scheme

Highest paid director Year to 18 month
30 June 2010 perod to

30 June 2009

£°000 £'000

Total amount of emoluments 424 339

Defined benefit pension scherme
Accrued pension at year end 9 S

Interest payable and similar charges

Year to 18 month

30 June 2010 penod to

30 June 2009

£'000 £'000

Interest payable on bank loans and overdrafts {2,212) (6,877)
Amortisation of capitalised debt issuance costs - (160)
Total interest and similar charges payable (2,212) (7.037)

Parent company (loss)/profit for the year

As permitted by section 408 of the Compantes Act 2008, the parent company’s profit and loss account has not
been included in these financial statements

The parent company's loss for the year 15 £2,351,177 (18 month penod ended 30 June 2009 — loss of
£18,729,551)

Taxation on loss on ordinary activities

(a) Analysis of tax credit in the year Year to 18 month
30 June 2010 perniod to
30 June 2009
£°000 £'000
Current tax

UK corporation tax on loss for the year 378 -
Total current tax (Note 11(b}) 378 -

Deferred tax
Ongnation and reversal of trmng differences (246) (189)
Pension cost relef in excess of pension costs charge (280) -
Tax credit on loss on ordinary activities (148) (189)
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Sofa Brands International Limited

Notes to the consolidated financial statements for the year ended 3¢ June 2010 (continued)

11 Taxation on loss on ordinary activities (continued)

Tax on recognised gains and losses not included in the profit and loss account (Note 21)

Year to 18 month
30 June 2010 penod to
30 June 2009
£'000 £'000

UK corporation tax at 28%
Other deferred tax movement relating to pension scheme (1,512) (2,660)
(1,512) (2.660)

The tax assessed for the year 1s different from the standard rate of corporation tax in the UK (28%) for the year
The differences are explained below

(b) Factors affecting tax charge for the year Year to 18 month
30 June 2010 pericd to
30 June 2009
£°000 £'000
Loss on ordinary activities before taxation (1,380) (29,424)
Loss multiphed by standard rate of corporation tax in the UK of 28%
(2009 28 33%) (386) (8,337)
Effects of
Accelerated capital allowances (65) (123)
Permanent differences 507 4,398
Other timing differences 124 2,023
Utilisation of losses (78} -
Tax on marginal rates (4) -
Losses on cessation - 1,961
Movement in respect of assets becoming non-qualifying - 78
Pension cost relief in excess of pension costs charge 280 -
Total current tax charge for the year (Note 11(a)) 378 -
12 Intangible assets
Group Goodwill Trademarks Total
£'000 £'000 £000
Cost
At 1 July 2009 and 30 June 2010 79,743 2,000 81,743
Accumulated amortisation
At 1 July 2009 54,639 400 55,039
Charge for the year 1,569 100 1,669
At 30 June 2010 56,208 500 56,708
Net carrying amount at 30 June 2010 23,535 1,500 25,035
Net carrying amount 30 June 2009 25,104 1,600 26,704

The goodwll above arose on the acquisiion of share capital of certain subsidianes together with other trade and
assets on 1 July 2005

A review of the carrying value of the goodwill was undertaken at 30 June 2009 as a result of group restructunng

A calculation of the carrying value based on value in use and using a cost of capital of 17 5% led to the decision
by the directors to imparr the value of goodwill by £13 78m
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Sofa Brands International Limited

Notes to the consolidated financial statements for the year ended 30 June 2010 (continued)

12

13

14

intangible assets (continued)
Company

The company has trademarks with a net carrying amount of £276,639 at 30 June 2010 {2009 £295082)
Amortisation in the period was £18,443

Tangible assets

Group Short leasehold Plant & Fixtures, Total

land & machinery fittings, office

buildings & computer

equipment
£'000 £°000 £'000 £'000

Cost

At 1 July 2009 1,518 2,105 626 4,249
Additions 68 118 159 345
Disposals (900) (233) (34) (1,167)
Exchange adjustments {17) {28) (5) (50)
At 30 June 2010 669 1,962 746 3,377

Accumulated depreciation

At 1 July 2009 1,084 1,271 448 2,803
Charge for year 207 240 94 541
Disposals (824) (175) (26) {1,025)
Exchange adjustments {15) (18) (4) (37)
At 30 June 2010 452 1,318 512 2,282

Net book value
At 30 June 2010 217 644 234 1,095

At 30 June 2009 434 834 178 1,446

There are no assets held under finance lease at 30 June 2010 or 36 June 2009
Company

The company has fixtures, fitings & office equipment with a net book value of £nil at 30 June 2010 (2009 £ni)

Investments

Group Company Group Company
30 June 2010 30 June 2010 30 June 2009 30 June 2009
£°000 £000 £'000 £'000

Shares in group undertakings
At 1 July 2009 - 42,376 - 52,376
Prowvision for imparment - - - {10,000}
At 30 June 2009 - 42,376 - 42,376

Investments by the parent in group undertakings are stated at cost less provisions for imparrment See note 29
for a list of the principal undertakings In 2009 the directors decided to fully wnte down the investment in Cameo
Sofa Company Limited following its closure
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Sofa Brands International Limited

Notes to the consolidated financial statements for the year ended 30 June 2010 (continued)

15

16

17

Stocks
Group Company Group Company
30 June 2010 30 June 2010 30 June 2008 30 June 2009
£'000 £000 £000 £'000
Raw matenals 2,594 - 2,731 -
Work in progress 911 - 924 -
Finished goods and goods held for resale 584 - 564 -
4,089 - 4,219 -

The replacement cost of the stocks in the directors’ opinion does not differ significantly from the amounts shown

above

Debtors Amounts due within one year

Group Company Group Company
30 June 2010 30 June 2010 30 June 2009 30 June 2009
£'000 £'000 £'000 £'000
Trade debtors 5,013 - 5,304 -
Other debtors 119 20 157 30
Prepayments 904 20 722 2
Corporation tax — group relief receivable - 773 - 133
Amounts owed by group underiakings - 2,812 - 526
6,036 3,625 6,183 691
Amounts owed by group companies are unsecured, interest-free and have no fixed date of repayment
Debtors Amounts due after one year
Group Company Group Company
30 June 2010 30 June 2010 30 June 2009 30 June 2009
£000 £'000 £'000 £°000
Other debtors - - 76 -
Deferred tax (see below) 763 - 517 -
763 - 593 -
The deferred taxation batance can be analysed as follows
Group Group
30 June 2010 30 June 2009
£'000 £'000
Accelerated capital allowances 263 121
Short term timing differences 187 131
Losses 310 263
Pension provision 3 2
Deferred tax asset 763 517
Deferred tax asset on net pension hability 10,136 8,344
10,899 8,861

The deferred tax asset on net pension liabihity of £10,136,000 (2009 £8,344,000) has been deducted in arriving at

the net pension deficit on the balance sheet (see Nofe 28)
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Notes to the consolidated financial statements for the year ended 30 June 2010 {continued)

17 Debtors Amounts due after one year {continued)
The movement in deferred tax can be analysed as follows
Group Group
30 June 2010 30 June 2009
£'000 £000
At start of year 8,861 6,012
Charged to the profit and loss (Note 11{a)) 526 189
Amount credited to statement of total recognised gains and losses 1,512 2,660
Provision at end of year including deferred tax on pension hability 10,899 8861
The group has a deferred tax asset of £5,728,125 (2009 £5,591,531) which has not been recognised on
consolidation due to the uncertainty surrounding its recoverability
Company
The company has a deferred tax asset of £15,091,371 (2009 £13,162,766) which has not been recognised due
to the uncertainty surrounding its recoverability The amount includes £10,136,000(2009 £8,344,000) relating to
the net pension hability which has been recognised on a group basis
18 Creditors Amounts due within one year
Group Company Group Company
30 June 2010 30 June 2010 30 June 2009 30 June 2009
£'000 £'000 £'000 £:000
Senior credit facility 64,378 64,378 61,951 61,951
Bank overdraft - 7,169 - 6,096
64,378 71,547 61,951 68,047
Trade creditors 5,194 279 5,770 170
Other taxation and social security 1,827 225 1,765 59
Corporatien tax 378 - - -
Amounts owed to group undertakings - 509 - 552
Accruals and deferred income 5,175 2,378 4,580 1,500
76,952 74,938 74,066 70,328

Amounts due to group companies are unsecured, interest-free and have no fixed date of repayment

Credit Agreement
The subscnbers to Sofa Brands International Limited comprise the syndicate of bankers providing facilities to the

group

Under the Senior Credit Agreement dated 1 July 2005, loan faciities totalling £65 million have been made
available to Sofa Brands International Limited

The faciities onginally comprised (1) a sterling Term A loan facility of £48 5 million (1) a sterhng Term B loan
faciity of £4 milhion (1) a mult currency revolving loan and guarantee facility of £7 5 milon and (iv) a standby
faciity of £5 mllion

The entire Term B facility was repaid in 2005 and 2006 £0 5 milion of the Term Loans was repaid on 30 June
2007
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Notes to the consolidated financial statements for the year ended 30 June 2010 (continued)

18

19

Creditors Amounts due within one year (continued)
Credit Agreement (continued)

The Group's faciities were extended such that they were avaitlable unt! 17 September 2010 As part of this
agreement interest accruing on the stering Term A loan was rolled up and capitalised on the balance sheet

The revolving loan faciity was availlable n pounds sterling or certain foreign currencies and as part of the
revolving faciity Optional ancillary faciliies may be utilised by way of overdrafts on usual banking terms, the
issuance of bank guarantees and any other banking facihttes agreed between the group and the ancillary facility
bank The revolving loan facility ceased to be avalable on 17 September 2010 The interest accruing on the
sterling Revolving loan was rolled up and capitalised on the balance sheet

The standby facility 1s an additional revolving loan facility of £5 million imtially available until 31 March 2006 This
was subsequently reduced to £2 85 million in January 2007 to reflect the group’s requirements and expired on 17
September 2010 Interest on this facility was rolled up and capitalised on the balance sheet and a proportion
repaid on 17 September 2010

Interest on all advances under the vanous faciliies (other than the standby facility) 1s payable at the rate per
annum equal to LIBOR, plus applicable mandatory iquid asset costs plus 3% margin Interest on advances under
the standby faciity has a 4% margin

As stated in Note 32 and the Directors’ Report on page 2, new facilittes were provided o the company and its
subsidianes on 17 September 2010

Security and Guarantees
The obligations of Sofa Brands Internationa! Limited under the Credit Agreement are guaranteed by each of its
matenal operating subsidiaries In addiion, each charging subsidiary has granted secunty over substantially all of

its assets, including English law fixed charges over maternial properties, bank accounts, insurances, debts and
shares and a floating charge over all of its other undertakings and assets

Creditors Amounts due after more than one year

Group Company Group Company

30 June 2010 30 June 2010 30 June 2009 30 June 2009

£'000 £'000 £'000 £'000

Due to subsidiary undertakings - 8,614 - 8,614
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Notes to the consolidated financial statements for the year ended 30 June 2010 (continued)

20

21

Provisions for liabilities

Group Closure Other Fair value Total
provisions

£000 £000 £'000 £°000

Al 1 July 2009 1,806 1,141 239 3,186

(Credited)/charged to the profit and loss (159) 207 ) 48
account

Utiised during the year {549) (88) - (637)

At 30 June 2010 1,098 1,260 239 2,597

Company Fair value

provisions

£000

At 1 July 2009 and 30 June 2010 239

Closure provision

The closure provision represents the expected future costs of Cameo Sofa Company Limited following its closure
in 2008 The amount 1s pnmarily due to onerous contracts The utilisation of the provision 1s expected over the
next two years

Other provisions

Other provisions pnncipally relate to the directors’ best estmate of habilties ansing from contractual
arrangements and provisions for property repairs across the group The utihsation of the provisions 1s dependent
upon the hming of the discontinuance of these arrangements, which 1s uncertain

Fair value provisions

In accordance with Financial Reporting Standard 7, ‘Fair Values in Acquisition Accounting', provisions were
recognised as at 1 July 2005 with regard to the acquisttions made by the group at that date  Fair value provisions

were made on a provisional basis as at 31 December 2005 and were reassessed during the “hindsight” penod
which ended on 31 December 2006 There 1s still uncertainty as to when these prowvisions are likely to be utilised

No provisicns have been discounted

Called up share capital & reserves

30 June 2010 30 June 2009

£ £
Authorised
27,778,000 ordinary shares of £1 each 27,778,000 27,778,000
Allotted and fully pard
25,000,000 ordinary shares of £1 each 25,000,000 25,000,000
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22

23

Called up share capital & reserves (continued)
Reserves
The movement in reserves during the year 1s as follows

Group

At 1 July 2009

Movements in year

Loss for the financial year

Movement in deferred tax relating tc pension deficit
Actuanal loss

Exchange rate reserve movements

At 30 June 2010

Company

Profit and loss
Reserve
£000

(81,660)
{1,232)
1,512
(5,400)
(44)
(86,824)

Profit and loss

Reserve
£'000
At 1 July 2009 (20,194)
Loss for the financial year (see Note 10} (2,351)
Actuanal loss {5,400)
At 30 June 2010 (97,945)
Reccncihation of movements in total shareholders’ deficit
Group Company Group Company
30 June 201Q 30 June 2010 30 June 2009 30 June 2009
£'000 £000 £'000 £'000
Loss for the financial year (1,232} (2,351} (29,235) (18,729)
Exchange adjustment on re-translation of (44) i} 210 )
subsidiary
Actuanal loss on pension scheme (5,400} (5,400} (9,500} {9,500)
Movement on deferred tax relating to 1,512 } 2.660 }
pension deficit
Net change in shareholders’ deficit (5,164) (7,751) (35,865) {28,229)
Opening total shareholders’ deficit {56,660) (65,194) (20,795) {36,965)
Closing total shareholders’ deficit (61,824) {72,945) (56,660) (65,194)

Reconcihation of exchange differences recognised through the Statement of Total Recognised Gains and

Losses

Opening balance of cumulative exchange differences

Exchange adjustments on overseas subsidianes

Closing balance of cumulative exchange differences
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25

Commitments under operating leases

At 30 June 2010 the group and company had annual commitments in respect of the year ending 30 June 2011

under non-cancellable operating leases as below

Group Company Group Company
30 June 2010 30 June 2010 30 June 2009 30 June 2009
£'000 £'000 £'000 £'000
Land and builldings
Within 1 year - - 142 -
Within 2-5 years 771 26 690 -
After 5 years 633 - 394 -
1,404 26 1,226 -
Other
Within 1 year 54 5 65 4
With 2-5 years 465 - 513 13
After 5 years - - - -
519 5 578 17
Total operating lease commitments 1,923 31 1,804 17
Cash flow from operating activities
30 June 2010 30 June 2009
Continuing operations £'000 £'000
Reconciliation of operating profit/(loss) to operating cash flows
Operating profitf{loss) 2,427 (13,755)
Depreciation 541 1,103
Loss/(profit) on disposal of assets 136 (6)
Amortisation and imparrment of goodwill and trademarks 1,669 16,191
Other non cash changes (31) 88
Decrease in stocks 130 805
(Increase)/decrease 1n debtors {941) 1,458
Increase/{decrease) in creditors and provisions 1,199 (1,369)
Difference between pension charge and contnbutions {600) (400)
Net cash inflow from continuing operations 4,530 4,115
30 June 2010 30 June 2009
Discontinued operations £'000 £'000
Reconciliation of operating loss to operating cash flows
Operating loss - (4,282)
Exceptional items relating to operational activities - {3,955)
Depreciation - 36
Loss on disposal of assets - 89
Amortisation and impairment of goodwill and trademarks - 1,387
Decrease In stocks - 687
Decrease in debtors 1,164 1,326
(Decrease)fincrease in creditors and provisions {1,290) 208
Net cash outflow from discontinued operations (126) (4,414)
Total net cash inflow/{outflow) from operating activities 4,404 (299)

Operating cash flows in 2009 included an outflow of £6 86 million relating to the exceptional iterns detailed in Note 6
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28

27

Cash flow from operating activities {continued)

30 June 2010 30 June 2009
£'000 £'000
Analysis of cash flows for headings in the cash flow statement
Return on investments and servicing of finance
Interest recerved 5 5
Interest paid (2,629) (7,308)
Return on investments and servicing of finance {2,624) (7.303)
Capital expenditure and financial investment
Purchase of tangible fixed assets (345} (297}
Sale of tangible fixed assets 6 18
Capital expenditure and financial investment {339) (279)
Financing
Increase in borrowings 2,427 7.663
Reconciliation of movement in net debt
At 1 July Cash flow Other non At 30 June
2009 cash changes 2010
£'000 £000 £'000 £000
Cash balances and deposits 2,903 3,868 - 6,771
Net cash 2,903 3,868 - 6,771
Debt due within one year (61,951) (2,427) - {64,378)
(61,951) (2,427) - (64,378)
Net debt (59,048) 1,441 - (57,607)

Capital commitments

The group and company had no capital commitments at 30 June 2010 and 30 June 2009
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Pensions

The group operates a funded defined beneiit Scheme named the Chnstie Tyler plc Retirement Benefits Scheme

(the “Scheme”)
International Limited

In June 2008 the Scheme was closed to new members and future accrual

The Scheme funds are administered by trustees and are independent of Sofa Brands

As stated in Note 32 and the Directors’ Report on page 2, the Scheme entered a PPF {Pension Protection Fund)

assessment penod on 1 September 2010

On 1 July 2008 the Sofa Brands International Group Personal Pension Plan was created

contribution scheme

FRS 17 Retirement Benefits

it 1s a defined

The FRS 17 calculations have been carried out by an independent qualified actuary and relate to the Chnste

Tyler plc Retirement Benefit Scheme

This disclosure relates to a 12 month penod of 1 July 2009 to 30 June 2010 The comparative figures from the
previous disclosure for the penod ending 30 June 2009 relate to an 18 month period

The amounts recognised in the balance sheet are as follows

Group Company Group Company

30 June 2010 30 June 2010 30 June 2009 30 June 2009

£000 £'000 £'000 £'000

Fair value of scheme assets 40,200 40,200 38,000 38,000

Present value of funded obligations {76,400) (76,400) (67,800) {67,800)

Deficit (36,200} (36,200) (29.800) (29,800)

Related deferred tax asset 10,136 - 8,344 -

Net liability (26,064) {36,200) (21,456) (29,800)
The amounts recognised in the profit and loss account are as follows

30 June 2010 30 June 2009

£'000 £'000

Current service cost* - 400

Expected return on scheme assets {2,600) (6,000)

Interest cost 4,200 6,400

Total 1,600 800

Actual return on scheme assets 5,000 10,400

“Pensions accrual ceased with effect from 30 June 2008, at that time all active members became deferred
The current service cost i1s Included within administrative expenses
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28 Pensions (continued)

Reconciliation of present value of scheme habilities

30 June 2010 30 June 2009

£'000 £000
Opening defined benefit obligation 67,800 75,400
Current service cost - 400
Interest cost 4,200 6,400
Contributions by scheme participants - 200
Actuarial gains 7,800 (6,900)
Benefits paid (3,400) {7,700)
Closing defined benefit cbhgation 76,400 67,800

Had the same mortalty assumption been adopted, but incoerporating a 1% underpin to future iImprovements, then
the habiity figure would have been £78,055,000 This would have resulted in a deficit as at 30 June 2010 of
£37,903,000

Reconciliation of fair value of scheme assets

30 June 2010 30 June 2009

£'000 £000
Opening farr value of scheme assets 38,000 55,100
Expected return 2,600 6,000
Actuanal losses 2,400 (16,400)
Contnbutions by scheme participants - 200
Benefits paid (3,400) {7,700)
Contributions by employer 600 800
Closing fair value of scheme assets 40,200 38,000

The Group 1s currently contributing £41,667 per month to reparr the Scheme defioit

The major categories of scheme assets as a percentage of total scheme assets are as follows

30 June 2010 30 June 2009
Target Return Fund 97% 97%
Cash 3% 3%
The principal actuanal assumptions at the balance sheet date

30 June 2010 30 June 2009

Discount rate 55%pa 64%pa
Expected return on scheme assets 7 0% p.a. 72%pa
Future salary increases n/a nfa
Future pension increases 28%pa 32%pa
Inflatton assumption 30%pa 32%pa
Mortality
Life expectancy of male aged 65 now 833 835
Life expectancy of male aged 65 1n 20 years 847 835
Life expectancy of female aged 65 now 87 1 86 4
Life expectancy of female aged 65 in 20 years 882 86 4
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Amounts for current and previous four periods are as follows

30 June 30 June 31 Dec 31 Dec 31 Dec
2010 2009 2007 2006 2005
£'000 £'000 £000 £'000 £000
Defined benefit obligation {76,400) (67,800) (75,400) (76,600) {69,100}
Scheme assets 40,200 38,000 55,100 57,600 56,000
Deficit {36,200) (29,800) (20,300) (19,000) (13,100}
Cxparience adustments on scheme 2,400  (16.400) (6.100) 1,600 2,200
Experience adjustments on scheme . _ )
rabtlities* (600) (2,500)
Total amount recognised in the
statement of total recognised gains (5,400) ($,500) {2,600) (6,600) (300)

and losses

* Where positive numbers represent the increase to the habihities
** Where positive numbers represent increases to the assets
*** The 2005 asset and obligation amounts include the 2005 market value of AVCs

The Scheme had 1,643 members at the last formal valuation dated 30 June 2006
Actuartal gains and losses

The cumulative amount of actuanal losses recognised in the statement of recognised gains and losses 1s
£24 4 million

Defined contnbution scheme

The contributions made to the scheme dunng the year were £178,445 (2009 £170,119) At the end of the year,
contributions of £13,659 (2009 £19,583), representing the unpaid contributions for June 2010, were outstanding

29 Principal undertakings

The following represent the prnncipal undertakings of Sofa Brands International Limited Percentages indicate
ownership of the undertakings’ ordinary share capital by Sofa Brands International Limited, directly or indirectly
Details of the country of incorporation and principal operations and the main activity of each undertaking are also
given All undertakings shown are included in the Consolidated Financial Statements

Subsidiary Undertakings Country of Business %
Incorporation or Owned
Registration

Camec Sofa Company Limited England & Wales Non trading 100
Derwent Upholstery Limited England & Wales Upholstery manufacturer 100
Duresta Upholstery Limited England & Wales Upholstery manufacturer 100
G Plan Upholstery Limited England & Wales Upholstery manufacturer 100
UAB Sofa Brands Lithuama Upholstery manufacturer 100
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Related party transactions

Advantage has been taken of the exemption in FRS 8 not to disclose transactions that are part of the Sofa Brands
International Limted group

The subscnbers to Sofa Brands International Limited comprise a syndicate of bankers who also provide the
facilities to the group as set out in Note 18

Dunng the year the group were charged interest and other charges by the syndicate of £2,212,108 (2009
£6,878,304) and received Interest of £4,755 (2009 £4,740)

At the year end there was an interest accrual of £344,195 (2009 £761,450)

Derivative financial instruments
At 30 June 2010 the company had entered inio twe foreign currency contracts as follows -

« A window forward plus contract for €1 milion The fair value of this instrument which 1s not recogrised in
the financial statements was a lability of £41,421

e A forward contract for €1 millon The fair value of this instrument which 1s not recegnised m the financial
statements was a hability of £32,231

There were no dervative financial instruments at 30 June 2009

Post balance sheet events

Since the end of the year the Company has concluded negotiations which have been running since early 2008
The parties to these negotiations in addition to the Company were the Company's lenders (a syndicate of banks),
the Trustees of the Chnstie Tyler Retirement Benefits Scheme and the Pension Protection Fund (the “PPF")

The outcome of these negotiations has meant that two key events have had a significant impact on the
Consolidated Balance Sheet as illustrated in the pro forma balance sheet shown overleaf This shows an increase

in total shareholders' funds by £71 million resulting in positive shareholders’ funds carned forward of £9 million
after allowing for interest and commussions accrued from 30 June 2010 to 17 September 2010
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32 Post balance sheet events (continued)
Audited Pension Refinancing Unaudited
Consolidated Pro forma
30 June 2010 Consohdated
30 June 2010
£000 £000 £'000 £°000
Fixed assets
Intangible assets 25,035 - - 25,035
Tangible assets 1,095 - - 1,095
26,130 - - 26,130
Current assets
Stocks 4,089 - - 4,089
Debtors amounts due within one year 6,036 - - 6,036
Debtors amounts due after one year 763 - - 763
Cash at bank and in hand 6,771 {224) (5086) 6,041
17,659 {224) (506) 16,929
Creditors: amounts faling due
within one year (76,952) 140 60,103 (16,709)
Net current (Llabihties)/assets (59,293} (84) 59,597 220
Total assets less current habihties (33,163) (84) 59,597 26,350
Creditors. amounts falling due after
more than one year - (1,055) (13,490) (14,545)
Provision for habilities (2,597} - - (2,597)
Net (habihties)/assets excluding
pension hability (35.760) (1,139) 46,107 9,208
Pension hability (26.064) 26,064 - -
Net (liabilities)/assets including
pension habihty (61,824) 24,925 46,107 9,208
Capital and reserves
Called up share capital 25,000 35,080 46,224 106,304
Share premium - - 1,071 1,071
Profit and loss reserve (86,824) (10,155} (1.188) (98,167)
Total shareholders' (deficit)/funds (61,824) 24,925 46,107 9,208

¢ On 1% September 2010 the defined benefit pension scheme entered a PPF assessment period, thus removing the
pension lability (which at 30 June 2010 was valued at £26 milhon) from the Balance Sheet of the Company and
fram the Consolidated Balance Sheet in exchange for the PPF receiving cash, loan notes and equity

The pension deficit of £26 mulion (£35 milkon gross of deferred tax) has effectively been compromised in
exchange for the PPF receiving cash, a loan note plus accrued interest and shares in Sofa Brands International
Limited

« Oni?™ Seplember the subscribers to Sofa Brands Internattonal Limited, comprising a syndicate of bankers
providing facilities to the group, entered into a Restated Credit Agreement providing credit facilities to the group
for a two year period

On the same date a Debt Restructuring Agreement became effective whereby the bank syndicate agreed to

convert £47 2 milhon of Term Debt and rolled up interest into share capial and share premium At the same time,
the shareholding of the banks in Sofa Brands International Limited was thereby reduced from 100% to 67%
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Post balance sheet events (continued)
Restated Credit Agreement

Under the Restated Credit Agreement, dated 17" September 2010, facilities totalling £21 839 milion have been
made avallable to Sofa Brands International Limited

These facilities comprise -

. A Term loan of £12 679 million,

. A multi-currency revolving loan facility of £4 175 millon,
. A standby credit facility of £2 85 million, and

. Other optional ancillary facilittes of £2 135 million

The revolving loan facility 1s available in pounds sterling or certain foreign currencies and as part of the revolving
facility, as well as by way of overdraft on normal banking terms

The standby credit facility 1s an additional revolving loan facility available should the multi-currency facility be
exhausted

Optional ancillary facibties compnse faciities for foreign exchange currency contracts, bank guarantees and letters
of credit and are available for appropriate use when required

Interest on all advances under the vanous facilities is payable at the rate per annum equal to LIBOR, plus
applicable mandatory liquid asset costs plus 4% margin
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