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Directors’ report

The directors present their report and financial statements for the Rome Pikco Limited group (“the
group”) for the penied ended 31 May 2007

Principal activities

Rome Pikco Limuted 1s the holding company of Rome Bidco Limited, which, during the period purchased
Caffe Nero Group Limited Caffe Nero 1s the trading name of a group of high quality Italian style coffee
bars In addition to 1ts core range of high quality espresso-based coffees, Caffe Nero offers an array of
pastries, baked goods, freshly made panini, sandwiches, salads and pastas, as well as cakes and biscotti

Rome Pikco Limited was incorporated on 5 September 2006

Results and dividends

As a result of acquiring Caffe Nero Group Limited, the group generated revenues for the period of £37 6
million and EBITDA of £7 4 million Operatng profit of £3 1 mullion (8 3% of sales) was achieved
The group made a loss before taxation of £15 0 million

No dividend 1s propoesed

Expansion

At the year end Caffe Nero had 310 stores operating in 161 UK towns and cities, of which 15 were opened
post acquisition The directors believe that there 1s the potential 1n the UK market for at least 450 Caffe
Nero stores

Significant developments

On 1 February 2007 the entire share capital of Caffe Nero Group Limited was purchased by Rome Bidco
Limited, a subsidiary of Rome Pikco Linuted, for total constderation of £233,519,000

During the post balance sheet period, on 15 June 2007, an agreement came into effect for the
establishment of a Joint Venture company, Caffe Nero Gida Urunlen AS, to be incorporated in Turkey

Treasury and risk management

The group had gross debt at the year end of £256 Om, and net debt of £245 7m  Of these amounts,

£106 7m 1s a fixed interest loan from the group’s parent company It 1s the group’s policy to hedge
approximately 75% of the floating rate third party debt Further details of the group’s financial objectives
and risks are set cut 1n note 18, Financial Instruments

The group had net habilities at the year end of £7 1m due to the accounting treatment of the investment
from the parent undertaking

Key performance indicators

The Board has assessed that the following KPIs are the most effective measures of progress towards
achieving the group’s strategies and as such towards fulfilling the group’s objectives

Number of stores opening

A key part of the group’s strategy 1s to increase in scale The key measure of this 1s the number of stores
opened We expect to open approximately 45 stores next year

Like for like sales

The group seeks to ncrease profitability by increasing the sales of units open for more than one year The
group targets a range of 2-4% n like for hke sales Performance was in hne with target n the post-
acquisition period
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Store profit

The success of the group 1n its store opening programme and 1ts like for hke sales 1s shown in increasing
store profit both in absolute terms and as a percentage of sales Performance was n line with target n the
post-acquisition period

EBITDA

The ability of the group to fund 1ts future rollout without recourse to external finance 1s determined by
EBITDA Performance was in line with target in the post-acquisition period

Risk factors

The Directors continually identify, evaluate and manage material risks and uncertainties faced by the
Group which could adversely affect the Group’s business, operating results and financial condition  The
list below details what the directors constder to be the principal risks and uncertainties  This List 1s not
mtended to be exhaustive and other risks may emerge over time

¢ Damage to the brand 1mage due to farlures in environmental health in the stores or contamination of
products

Adverse effect of any reports showing coffee to have negative health impacts
Disruption to the business through failure of key suppliers

Increases in prices of key raw ingredients

Increases 1n other key costs such as wages and rents

The loss of key personnel or the failure to manage succession planning

Decreased customer demand for Caffe Nero’s products

Adverse economtc conditions i the UK retail / leisure markets

Failure to manage the growth so as to protect the brand and culture of the business
Breakdowns n internal controls through fraud or error

Changes 1n planning rules or findings at planning inquirtes which would make suitable sites harder
to obtain

The impact of terrorist attacks 1n key urban areas

® A possible health pandemic that may cause customers to stay away from stores or make stores hard
to staff sufficiently

¢  Increased competition in the markets in which Caffe Nero operates

Directors and their interests
The directors who served during the year were as follows

Hackwood Directors Ltd (resigned 28 November 2006)
G W Ford (appointed 28 November 2006)
B ] Price (appointed 28 November 2006)

There are no directors’ interests in the shares of the company disclosable under the Companies Act

During the year, the directors and their interests 1n the share capital of the Rome Holdco, the largest parent
company of the Group of which Rome Pikco Limited 1s a member, were as follows

At 31 May 2007 At 15 September 2006

(or earlier date {or subsequent date

of resignation) of appointment)

ordmary shares of ordinary shares of

0 5p each 0 5p each

G W Ford (1) 13,998 -
B ] Price (2) 266 -
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(1) G W Ford’s interest 1n ordinary shares 1s registered as follows

Saratoga Limited 13,570
Paladin Partners 1 428
(2) B Price’s interest 1n ordinary shares 1s registered as follows

Paladin Partners 1 266
There have been no changes to directors’ interests since the year end

Creditor payment policy and practice

It 1s the company’s policy that payments to suppliers are made in accordance with those terms and
conditions agreed between the company and its suppliers, provided that al} trading terms and conditions
have been complied with Creditor days average at the period end were 76 days

Employees

The group provides employees with information concerning trading, development and other appropriate
matters through formal and informal briefings Employees are consulted on a regular basis to ensure their
views are taken mnto account m making decisions likely to affect their interests

The group gives full and far consideration to the employment of disabled people, including the
continuation in employment of employees who have become disabled  All employees are given equal
opportunities for tramning and promotion, having regard to their particular aptitudes and abilities

Donations

No contributions were made for either chanitable or political purposes

Statement of disclosure of information to auditors

The directors who were members of the Board at the time of approving the directors’ report are histed on
page | Having made enquirtes of fellow directors and of the company’s auditors, each of these directors
confirms that

a) to the best of cach director’s knowledge and belief, there 1s no relevant audit information of
which the company’s auditors are unaware, and

b} each director has taken all the steps a director might reasonably be expected to have taken to be
aware of the relevant audit information and to establish that the Company’s auditors are aware of
that information

Auditors

A resolution to re-appoint Ernst & Young LLP as the company’s auditor will be put to the forthcoming
Annua! General Meeting

By order of the board

W

B J Price
Secretary

28 Sepleber 22077
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Statement of directors’ responsibilities

The directors are responsible for preparing the Annual Report and the financial statements in accordance
with applicable United Kingdom law and those International Reporting Standards as adopted by the
European Union

The directors are required to prepare group financial statements for each financial year which present
fairly the financial position of the group and of the company, the financial performance of the group and
cash flows of the group and of the company for that period In preparing those financial statements the
directors are required to

e  select surtable accounting policies in accordance with 1AS 8 Accounting Policies, Changes in
Accounting Estimates and Errors and then apply them consistently,

e present informatton, including accounting policies, 1n a manner that provides relevant, rehable,
comparable and understandable information,

e provide additional disclosures when compliance with the specific requirements in [FRSs 15
msufficient to enable users to understand the impact of particular transactions, other events and
conditions on the group and company’s financial position and financial performance, and

¢ state that the group and company have complied with IFRSs, subject to any material departures
disclosed and explained in the financial statements

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




Independent auditors’ report

to the members of Rome Pikce Limited

We have audited the group and parent company financial statements (the ‘financial statements’) of Rome
Pikco Limited for the period ended 31 May 2007 which compnise the Group Income Statement, the Group
and Company Balance Sheets, the Group and Company Cash Flow Statements, the Group and Company
Statements of Changes in Shareholders' Equity and the related notes 1 to 25 These financial statements
have been prepared under the accounting policies set out theremn

This report 1s made solely to the company's members, as a body, 1n accordance with Section 235 of the
Companies Act 1985 Our audit work has been undertaken so that we might state to the company's
members those matters we are required to state to them in an auditors' report and for no other purpose To
the fullest extent permutted by law, we do not accept or assume responsibility to anyone other than the
company and the company's members as a body, for our audit work, for this report, or for the opinions we
have formed

Respective responsibilities of directors and auditors

The directors’ responsibihities for preparing the financial statements 1n accordance with applicable United
Kingdom law and International Financial Reporting Standards (IFRSs) as adopted by the European Union
are set out in the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements 1n accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Companies Act 1985 We also report to you whether the
information given 1n the directors' report 1s consistent with the financial statements

In addition we report to you 1f, in our opmion, the group has not kept proper accounting records, 1f we
have not recerved all the information and explanations we require for our audit, or 1f information specified
by taw regarding directors’ remuneration and other transactions 1s not disclosed

We read the directors’ report and consider the implications for our report 1if we become aware of any
apparent misstatements within it

Basis of audit opinion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland) 1ssued
by the Auditing Practices Board An audit includes exam:nation, on a test basis, of evidence relevant to
the amounts and disclosures i1n the financial statements It also includes an assessment of the significant
estimates and judgments made by the directors in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the group’s circumstances, consistently applied and
adequately disclosed

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




Independent auditors’ report

to the members of Rome Pikco Limited
{continued}

Opinion
In our opinion

. the financial statements give a true and fair view, in accordance with IFRSs as adopted by the
European Unton, of the state of the group and parent company’s affairs as at 31 May 2007 and of
its loss for the period then ended,
the financial statements have been properly prepared n accordance with the Companzes Act

1985, and
the information given 1n the directors' report 1s consistent with the financial statements

gﬂ((’ & qk"'?j S

Ernst & Young LLP
Registered auditor

London ZQ .Qy]ﬁ%/ z‘“
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Group income statement
For the period ended 31 May 2007

Notes 2007
£000
Revenue 3 37,590
Cost of sales (27,384)
Gross profit 10,206
Admimistrative expenses excluding depreciation, amortisation,
smpairment and exceptional items (2,810)
[ EBITDA 7,396 |
Administrative expenses - depreciation, amortisation
and impairment (4,275)
Total administrative expenses (7,085)
Operating profit 4 3,121
Bank interest receivable 239
Finance expense 6 (18,330)
Loss before taxation (14,970}
Tax on profit on ordinary activiiies 7 5,849
Loss attnibutable to equity holders of the parent 20 9,121}
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Group balance sheet
As at 31 May 2007

2007
Notes £000
Non-current assets
Intangible assets 9 219,992
Deferred tax asset 7 5,549
Property, plant and equipment 10 48,697
Lease premiums 12 2,561
Other receivables i3 282
277,081
Current assets
Inventories 14 872
Lease premiums 12 363
Other recervables 13 1,794
Cash and cash equivalents 17 10,389
13,418
Total assets 290,499
Current liabilities
Trade and other payables 15 (23,178)
Financial habihities 16 (108,677)
Provisions 18 (105)
Dernivative financial instruments 17 (508)
(132,468)
Non-current habilities
Financial Liabilities 16 (147,365)
Deferred tax liability 7 (17,700)
Provisions 13 (63)
(165,128)
Total liabiltties (297,596)
Net habilities (7,097)
Equity
Called up share capital 19 -
Share premwm account 20 2,024
Retained earnings 20 (9,121)
Shareholders’ equity 20 (7,097)

The financsal statements were approved by the board of directors and signed on its behalf by

k_’,_,——-

G W Ford B J Price
Director Director

=& Sg/éméqr =22 ary
v 9
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Company balance sheet
at 31 May 2007

2007

Notes £000
Non-current assets
Envestments 11 100,474
Current assets
Amounts due from subsidiary undertakings 13 46,758
Prepayments 13 74
Total assets 147,306
Current habilities
Amounts due to subsidiary undertakings 15 (33D
Financial habilities 16 (106,654)
Non-current hiabilities
Financial liabilities 16 (40,960)
Total liabilities (147,945)
Net habilities (639)
Equity
Called up share capital 19 -
Share premum account 20 2,024
Retained earnings 20 (2,663)
Shareholders’ equity 20 (639)

The financial statements were approved by the board of directors and signed on its behalf by

G W Ford
Dhrector

B J Price
Director ’L/‘—\

28 Semlember o007

10




Rome Pikco Limited
M

Group statement of cash flows
for the penod ended 31 May 2007

2007

£000
Cash flows from operating activities
Loss before taxation (14,970)
Finance expense 18,330
Interest receivable (239)
Adjustments for
Depreciation and amortisation 4,163
Impairment write down 112
Loss on disposal of fixed assets 21

7417
Increase 1n inventories (50)
Increase n recervables (1,779)
Increase 1n payables 4,532
Decrease in provisions 30)
Net cash from operating activities 10,090
Cash flows from investing activities
Payments to acquire intangible non-current assets (54)
Payments to acquire property, plant and equipment (3,997
Acquisition of subsidiary, net of cash acquired (225,353)
Interest recerved 239
Net cash used in investing activities (229,165)
Cash flows from financing activities
Issue of ordmmary share capital 2,024
Issue of ordmary share capital in subsidiary 4,983
New long-term loans 146,143
Interest pard (2,957
L.oan advanced from parent 98,450
Payment of loan arrangement fees (3,150}
Movement in intercompany balance with Reme Holdco Sar | 1,671
Repayment of loan (17,700)
Net cash from financing activities 229,464
Net increase in cash and cash equivalents 10,389
Cash and cash equivalents at beginning of year -
Cash and cash equivalents at end of year 10,389

11
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Group statement of changes in shareholders’ equity
for the penod ended 31 May 2007

Share
Share  premium  Retamed
capital reserve  earmngs Total
£000 £000 £000 £000
At 15 September 2006 - - - .
Shares 1ssued -

2,024 - 2024

Loss for the period - 9,121)  (9,121)

At 31 May 2007 2,024 (9,121}  (7,097)

12
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Company statement of changes in shareholders’ equity
for the period ended 31 May 2007

Share
Share  premium  Retamned

capual reserve  earnings Total

£000 £000 £000 £000

At 15 September 2006 - - - -
Shares 1ssued - 2,024 - 2,024
Loss for the period - - (2,663) (2,663)
At 31 May 2007 - 2,024 (2,663) {639)

13
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Company statement of cash flows
for the period ended 31 May 2007

2007

£000
Cash flows from operating activities
Loss before taxanon (2,663)
Interest payable 10,566
Amortisation of loan issue costs 44
Interest receivable (8,204)
Increase n debtors {74)
Net cash flows from operating activities (331)
Cash flows from investing activities
Payment to acquire investment (2,024)
Loan advanced by parent 98,450
Loan advanced 1o subsidiary (137,004)
Loan advanced by subsidiary 331
Net cash used in investing activities (40,247)
Cash flows from financing activities
Issue of ordnary share capital 2,024
New fong-term loans 38,554
Net increase from financing activities 40,578

Net increase in cash and cash equivalents -

Cash and cash equivalents at beginning and end of period -

14
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Notes to the financial statements
at 31 May 2007

Accounting policies
Authorisation of financial statements and statement of compliance with IFRSs

The Rome Pikco Limited group and company financial statements for the period ended 31 May 2007 were
authonised for 1ssue by the board of the directors on 28 September 2007 and the balance sheets were
signed on the board’s behalf by G Ford and B Price Rome Pikco Limited 1s a private himited company
incorporated and domiciled in England & Wales

The group and company financial statements have been prepared in accordance with International
Financial Reporting Standards as they apply to the financial statements for the period ended 31 May 2007
apphed 1n accordance with the provisions of the Companies Act 1985 The financial statements are also
consistent with International Financ¢ial Reporting Standards as 1ssued by the IASB

The financial statements have been prepared on a going concern basis as the group’s immediate parent
undertaking, Rome Pik Holdco Limited, has confirmed to the directors that it will not seek repayment of
amounts owed until such time as the group 1s able tc meet these habilities

An additional line item for EBITDA has been presented on the face of the income statement as the Board
believes 1ts presentation 1s refevant to the understanding of the Group’s financial performance

The company has taken advantage of the exemption provided under section 230 of the Companies
Act 1985 not to publish its individual income statement and related notes

Basis of preparation

The accounting policies which follow set out those policies which apply in preparing the financial
statements for the period ended 31 May 2007

The group and company financial statements are presented 1n Sterling and all values are rounded to the
nearest thousand pounds (£000) except as otherwise indicated

The company was incorporated on 15 September 2006 This 1s the group’s first set of financial statements
and covers the period from incorporation to 31 May 2007

Key sources of estimation uncertainty

The preparation of financial statements requires management to make estimates and assumptions that
affect the amounts reported for assets and liabilities as at the balance sheet date and the amounts reported
for revenues and expenses during the year The nature of estimation means that actual outcomes could
differ from those estimates

The key sources of esumation uncertainty that have a significant risk of causing matenal adjustment to the
carrying amount of assets and liabilities within the next financial year are the measurement and
impairment of goodwill The Group 1dentifies whether goodwtl] 1s impaired on an annual basis, and this
requires an estimation of the value in use of the cash generating units to which the goodwill 1s allocated
This involves estimation of future cash flows and choosing a suitable discount rate

The measurement of intangibles other than goodwill on a business combination involves the estimation of
future cashflows and the selection of a sutable discount rate

Basis of consohlidation

The group financial statements consolidate the financial statements of the parent company (Rome Pikco
Limited) and all its subsidiary undertakings drawn up to 31 May of each year, using consistent accounting
policies

Subsidiary undertakings have been included in the group financial statements using the purchase method
of accounting Accordingly the Group Income Statement and Group Statement of Cash Flows include the
results and cash flows of subsidiaries from the date of acquisition  The purchase consideration has been
allocated to the assets and habilities on the basis of fair value at the date of acquisition and any excess has
been capntalised as goodwill

15
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Notes to the financial statements
at 31 May 2007

1. Accounting policies {continued)

Subsidiaries are entities controlled by the company Subsidiaries are consolidated from the date of their
acquisition, being the date on which the Group obtains control, and continue to be consolidated until the
date such control ceases Control comprises the power to govern the financial and operating policies of the
investee so as to obtain benefit from its acuvities and 1s achieved through direct or indirect ownership of
voting rights, currently exercisable or convertible potential voting rights, or by way of contractual
agreement The financial statements of subsidiaries are prepared for the same reporting year as the parent
company, using consistent accounting polictes All mter-company balances and transactions, including
unrealised profits anising from them, are eliminated

Business combinations

The acquisition of subsidiaries 1s accounted for using the purchase method The cost of the acquisition 1s

measured at the aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred or

assumed, and equity instruments issued by the Group tn exchange for control of the acquiree, plus any \
costs directly attributable to the business combination The acquiree’s identifiable assets, habilities and

contingent habihities that meet the conditions for recogmition under IFRS 3 are recogmised at their fair |
value at the acquisition date

Goodwill

Goodwill acquired in a business combination 1s initially measured at cost bemng the excess of the cost of

the business combination over the Group’s interest n the net fair value of the acquiree’s dentifiable

assets, habihities and contingent hiabilities at the date of acquisition  If after reassessment, the Group’s

interest 1n the net fair value of the acquiree’s identifiable assets, habilities and contingent habilities |
exceeds the cost of the business combination, the excess 1s recognised immediately in the income

statement Following initial recognition, goodwill 1s measured at cost less any accumulated impairment

losses Goodwill 1s not amortised but reviewed for impairment annually er more frequently 1f events or

changes wn circumstances ndicate the carrying value may be impaired

For the purpose of umpairment testing goodwill acquired 1n a business combination 1s, from the
acquisition date, allocated to cash generating units  The Group considers each of its stores to be a cash
generating unit

Intangibles

Inangible assets are carried at cost less accumulated amortisation and accumulated impairment losses

Intangible assets acquired separately from a business are carried imtially at cost An intangible asset

acquired as part of a business combination 1s recognised outside goodwill 1f the asset 15 separable or arises

from contractual or other legal rnights and its fair value can be measured rehably Expenditure on internally

developed intangsible assets 1s taken to the income statement 1n the year in which it 1s incurred Following ‘
imtial recognition, the historic cost model s applied, with intangible assets bemg carried at cost less
accumulated amortisation and accumulated impairment osses Intangible assets with a fimite hife are
amortised on a straight line basis over their expected useful lives, as follows

Lease premiums - over the duration of the legal agreement
Software - 3 years

Brand - 20 years

Trademark - 20 years

The carrying value of intangible assets 15 reviewed for impairment whenever events or changes in
circumstances indicate the carrying value may not be recoverable

18
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Notes to the financial statements
at 31 May 2007

1. Accounting policies (continued)

Property, plant and equipment

Property, plant and equipment 1s stated at cost less accumulated depreciation and any impairment m value
Cost comprises the aggregate amount paid and the fair value of any other consideration given to acquire
the asset and includes costs directly atiributable to making the asset capable of operating as intended

Depreciation

Depreciation 1s provided on all property, plant and equipment at rates calculated to write off the cost, less
estimated residual value based on prices prevailing at the balance sheet date, of each asset evenly over its
expected usefitl life, as follows

Leasehold improvements - over the lease term
Furniture, fittings and equipment - over 3 to 5 years

The carrying values of property, plant and equipment are reviewed for impairment if events or changes in
circumstances indicate the carrying value may not be recoverable, and are written down immedaately to
their recoverable amount

The asset’s residual values, useful lives and depreciation methods are reviewed, and adjusted 1f
appropriate, at each financial year end

An item of property, plant and equipment 1s derecognised upon disposal or when no future economic
benefits are expected to arise from the continued use of the asset Any gain or loss anising on the
derecogmtion of the asset 1s included 1n the income statement in the period of derecognition

Impairment

The Group assesses at each reporting date whether there 1s an indication that an asset may be impawed  If
any such mdication exists, or when annual impairment testing for an asset 15 required, the Group makes an
estimate of the asset’s recoverable amount  An asset's recoverable amount 15 the higher of an asset's or
cash-generating unit's fair value less costs to sell and 1ts value 1n use and 1s determined for an individual
asset, unless the asset does not generate cash inflows that are largely independent of those from other
assets or groups of assets Where the carrying amount of an asset exceeds 1ts recoverable amount, the asset
15 considered impaired and 1s written down to 1ts recoverable amount [In assessing value in use, the
estimated future cash flows are discounted to thewr present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset Impairment
losses of continuing operations are recognised 1n the income statement in those expense categories
consistent with the function of the impaired asset

An assessment 15 made at each reporting date as to whether there 1s any indication that previously
recognised impairment losses may no longer exist or may have decreased If such indication exists, the
recoverable amount 1s esimated A previously recogmised impairment Joss 1s reversed only If there has
been a change 1n the estimates used to determine the asset's recoverable amount since the last impairment
loss was recognised If that 1s the case the carrying amount of the asset 1s increased to 1ts recoverable
amount That increased amount cannot exceed the carrying amount that would have been determmed, net
of depreciation, had no impawrment loss been recognised for the asset in prior years Such reversal 1s
recogrused 1n profit or loss After such a reversal the depreciation charge 1s adjusted 1n future periods to
allocate the asset’s revised carrying amount, less any residual value, on a systematic basis over 1ts
remamning useful life

Any impairment recognised in relation to goodwill balances cannot be reversed

Investments

Non-current asset investments are stated at cost less provision for impairment The carrying value of
fixed asset investments 1s reviewed for impairment 1f events or changes 1n circumstances mdicate the
carrying value may not be recoverable

17
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Notes to the financial statements
at 31 May 2007

1. Accounting policies (continued)

Cash and cash equivalents

Cash and short-term deposits 1n the balance sheet comprise cash at banks and 1n hand and short-term
deposits with an original maturity of three months or less For the purpose of the consolidated cash flow
statement, cash and cash equivalents consist of cash and cash equivalents as defined above, net of
outstanding bank overdrafts

Interest bearing loans and overdrafts

All loans and borrowings are inttially recognised at the fair value of the consideration received less
directly attributable transaction costs, when the Group becomes party to the related contracts After imtial
recognition, mterest-bearing toans and borrowings are subsequently measured at amortised cost using the
effective interest method Gains and losses anising on the repurchase, settlement or otherwise cancellation
of habilities are recognised respectively in finance income and finance expense

Store opemng costs

Operating costs mcurred by stores prior to opening are written off to the income statement in the period in
which they are mcurred

inventories

Inventories are stated at the lower of cost and net realisable value Inventories comprise food and
packaging goods for resale The group applies a first in first out basis of inventory valuation

Provisions

Provisions are recognised when the group has a present obligation (legal or constructive) as a result of a
past event, 1t 1s probable that an outflow of resources embodying economic benefits will be required to
settle the obligation and a rehable estimate can be made of the amount of the obligation

Financial assets

Financial assets are recognised when the group becomes party to the contracts that give rnise to them and
are classified as financial assets at fair value through profit or loss, loans and receivables, held to matunity
investments, or as available for sale financial assets, as appropnate The Group determines the
classification of 1ts financial assets at initial recognition and re-evaluates this designation at each financial
year end When financial assets are recogmsed 1mitially, they are measured at fair value, being the
transaction price, plus in the case of financial assets not a fair value through the profit or loss, directly
attributable transaction costs

All regular way purchases and sales of financial assets are recognised on the trade date, being the date that
the Group commuts to purchase or sell the asset Regular way transactions require delivery of assets within
the timeframe generally established by regulation or convention in the market place The subsequent
measurement of financial assets depends on their classification, as follows

Loan and recervables

Loans and receivables are non —derivative financial assets that are designated as such or are not classified
n any of the three preceding categories After nitial recognition, available for sale financial assets are
measured at fair value with gains or losses being recogmised as a separate component of equity until the
investment 1s derecognised or untif the investment 1s determined to be impaired at which tume the
cumulative gain or loss previously reported in equity 1s inctuded in the income statement

18
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Notes to the financial statements
at 31 May 2007

Accounting policies (continued)

Financial assets at fair value through prafit or loss

Financial assets classified as held for trading and other assets designated as such on nception are included
in this category Financial assets are classified as held for trading 1f they are acquired for sale in the short
term Assets are carried 1n the balance sheet at fair value with gains or losses recogmsed 1n the income
statement

Impairment of financial assets

The Group assesses at each balance sheet date whether a financial asset or group of financial assets is
impaired

Assets carried at cost

If there 15 objective evidence that no impairment loss on an unquoted equity instrument that 1s not carried
at fair value because its fair value cannot be reliably measured, or on a derivative asset that 1s linked to
and must be settled by delivery of such an unquoted equity istrument, has been mcurred, the amount of
the loss 1s measured as the difference between the asset’s carrying amount and the present value of
estimated future cash flows discounted at the current market rate of return for a simular financial asset

Available for sale financial assets

If an available for sale financial asset is impaired, an amount comprising the difference between 1ts cost
and 1ts fair vatue 1s transferred from equity to the income statement Reversals of impairment losses on
debt nstruments are reversed through the income statement, 1f the increase 1n fair value of the instrument
can be objectively related to an event occurring after the impairment loss was recogrused 1n profit or loss
Reversals in respect of equity instruments classified as available- for- sale are not recognised in the
(ncome statement

Leases

Leases taken by the Group are assessed individually as to whether they are finance leases or operating
leases

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are
classified as operating leases Operating lease rental payments, other than contingent rentals, are
recognised as an expense tn the income statement on a straight-line basis over the lease term  The benefit
of lease incentives 1s spread over the term of the lease

Contingent rentals, which are determined by revenue of individual stores, are charged when incurred
Where a minimum guarantee exists, a charge 15 made to the income statement, based on planned
performance, to the extent that the individual store 1s expected to exceed minimum guarantee levels, or at
the mmimum guarantee level 1f there 1s a projected shortfall in performance

Where lease premiums are paid, these are depreciated over the lease terms, which range between 6 and
20 years

Current tax

Current tax 15 the amount of mcome tax payable on the taxable profit for the period Current tax assets
and Liabilities for the current and prior periods are measured at the amounts expected to be recovered from
or paid to the tax authorities The tax rates and tax laws used to compute the amount are those that are
enacted or substanfively enacted by the balance sheet date
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1. Accounting policies (continued)
Deferred tax

Deferred tax 1s provided on all temporary differences at the balance sheet date between the tax bases of
assets and liabihities and therr carrying amounts with the exception of

e The mmtial recognition of goodwill or of an asset or hiability 1n a transaction that 1s not a business
combination and, at the time of the transaction, affects neither the accounting profit nor taxable
profit or loss, and

*  Taxable temporary differences associated with investments 1n substdiaries, associates and interest in
Joint ventures, where the timing of the reversal of the temporary difference can be controlled and it 1s
probable that the temporary difference will not reverse in the foreseeable future

s Deferred imcome tax assets are recogmised only to the extent that it 1s probable that taxable profit will
be available against which the deductible temporary differences, carried forward tax creduts or tax
losses can be utilised

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to the
extent that 1t 1s no longer probable that sufficient taxable profit will be available to allow all or part of the
deferred mcome tax asset to be utilised

Deferred tax assets and labilities are measured at the tax rates that are expected to apply to the period
when the asset 15 realised or the liability 1s settled, based on tax rates (and tax laws) that have been enacted
or substantively enacted at the balance sheet date

Deferred tax balances are not discounted

Income tax 1s charged or credited directly to equity 1f it relates to items that are credited or charged to
equity Otherwise income tax 1s recogmsed in the income statement

Capital instruments

Ordinary shares are classified as equity instruments  Other instruments are classified as habilities 1f they
contain an obligation to transfer economic benefits and 1f not they are included in equity

Derecognition of financial assets and liabilties

A financial asset or liability 1s generally derecognised when the contract that gives rise to it 1s settled, sold

or cancelled or expires

Where an existing financial liability 1s replaced by another from the same lender on substantially different
terms, or the terms of an existing habihity are substantially modified, such an exchange or medification 1s
treated as a derecognition of the original hiability and the recogmition of a new liabihity, such that the
difference 1n the respective carrying amounts together with any costs or fees incurred are recognised n
profit or loss

Revenue recognition

Revenue 1s recognised to the extent that it 1s probable that the economic benefits will flow to the Group
and the revenue can be reliably measured The following specific recognition critena must also be met
before revenue 1s recognised

Sale of goods

Revenue 1s recognised when the goods have passed to the buyer

Interest income

Revenue 15 recognised as interest accrues applying the effective interest method
Rental mcome

Revenue 1s recogmsed 1n accordance with the Group’s right to receive payment under the terms of the
lease agreement
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1. Accounting policies {(continued)

Dernivatives

The Group uses derivative financial instruments such as interest rate swaps to hedge 1ts risks associated
with interest rate fluctuations Such derivative financial struments are mitially recogmised at fair value
on the date on which a derivative contract 1S entered into and are subsequently remeasured at fair value
Derivatives are carried as assets when the fair value 1s positive and as lhabilities when the fair value 1s
negative

Any gains or losses arising from changes in fair values on derivatives that do not quabfy for hedge
accounting are taken directly to the income statement The fair value of interest rate swap contracts 15
determined by reference to market values for simular mstruments

New standards and interpretations not appiied

The JASB and IFRIC have 1ssued the following standards and nterpretations with an effective date after
the date of these financial statements

International Accounting Standards (IAS/IFRSs) Effective Date
Accounting pertods

beginming on or after

IFRS 7 Financial Instruments Disclosures 1 January 2007
IFRS 8 Operating segments 1 January 2009
IAS 1 Amendment — Presentation of Financial Statements Capital Disclosure 1 January 2007

International Financial Reporting Interpretations Commuttee (IFRIC)

IFRIC 10  Intenim Financial Reporting and Impairment 1 November 2006
IFRIC {1 IFRS 2 — Group and Treasury Share Transactions 1 March 2007
[FRIC 12 Service Concession Arrangements 1 January 2008
IFRIC 13 Customer Loyalty Programmes 1 July 2008

IFRIC 14 The Lim on a Defined Benefit Asset, Minimum Funding Requirements 1 January 2008
and their Interaction

The directors do not believe that application of the above standards will have a materal impact on the
company’s financial statements i the period of initial application

Upon adoption of IFRS 7, the company will have to disclose additional information about its financial
nstruments, their sigmificance and the nature and extent of risks that they give nise to More specifically
the company will need to disclose the fair value of its financial instruments and 1ts nsk exposure in greater
detail
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2. Business combinations
During the year, the Group made the following acquisition

Name of business Principal Date of Proportion of Cost of
acquired activity acquisition shares acquired acquisition (£000s)
Caffe Nero Group Ltd  Operator of 1 February 2007 100% 233,519
a group of
Italian-style
coffee bars

The transaction has been accounted for by the purchase method of accounting Based on the assessment
of the 1dentifiable assets, habilities and contingent habiiities at their fair values at acquisition date,
goodwill has been calculated at £160,821,000 as summarised below Due to the proximity of the
acquisition 1o the year end, the fair values stated below are provisional

Acquired Caffe Nero balance sheet Book value
in acquired  Faiwr value
company adjustments  Fair value

£000 £o00 £000
Non-current assets
Goodwill 832 (832) -
Intangible assets 122 60,000 60,122
Property, plant and equipment 46,722 - 46,722
Lease premiums 2,563 - 2,563
Other recervables 282 - 282
Current assets
Inventories 822 - 822
Lease premiums 336 - 336
Trade and other receivables 5,013 - 5013
Cash and cash equivalents 8,166 - 8,166
Current habihties
Trade and other payables (15,430) - (15,430)
Non-current l1abilities
Interest-bearing loans and borrowings (17,700) - (17,700)
Provisions (198) - (198)
Deferred tax habihity - (18,000) (18,000)
Total value of net assets 31,530 41,168 72,698
Cost of acquisition
Consideration n cash 231,458
Stamp duty payable 553
Directly attributable fees 1,508

233,519

Goodwill 160,821
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2. Business combinations (continued)

Directly attributable costs included in the cost of acquisition are the direct legal and accounting costs
incurred n developing the acquisition contracts and performing due diligence activities

The goodwill comprises value attnibuted to future results of the acquired Caffe Nero stores from ongoing
trading at existing store locations

From the date of acquisition, Caffe Nero Group Limited has contributed a profit of £4 5m to the Group If
this acquisition had taken effect on 15 September 2006, the consolidated revenues and net loss of the
Group would have been £79 7m and (£7 2m) respectively

3. Revenue

Revenue, which 1s stated net of value added tax, represents amounts received from the sale of goods from
the group’s principal continuing activity, being the operation of high quality Italian style coffee bars  All
of the revenue is derived 1n the United Kingdom

4. Operating profit
This 15 stated after charging/(crediting)

2007

£000

Auditors’ remuneration - audit services * 85

- non-audit services tax 15

Costs relating directly to opening new sites 277

Depreciation of property, plant and equipment 3,113

Impairment of property, plant and equipment 112

Amortisation 1,005

Depreciation of lease premiums 45

Loss on disposal of fixed assets 21

Operating lease rentals - land and buildings 5,570
Other operating income - rental income (82)
Other operating income - marketing income (155)

*£5,000 of this relates to the company

Operating lease rentals are split between minimum lease payments of £5 6m and contingent rents of
£0 Im
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5. Staff costs

Wages and salaries
Social security costs
Other penston costs

2007
£000

8,479
1,893
4

10,376

The average monthly number of employees during the period was as follows

Operational
Administration

Directors’ emoluments

G W Ford
B I Price

Total

Basic
salary
£

77,000
49,000

2007
No

1,654
315

1,969

Fees and Total
baonuses Benefits 2007
£ £ £

15,000 9,001 101,001
10,833 3,727 63,560

126,000

25,833 12,728 164,561

Benefits represent car allowance, non-cash healthcare benefits

6. Finance expense

Senior debt interest

Mezzanine debt interest

Pik Notes nterest

Amortisation of loan 1ssue costs

Loan 1ssue costs written off 1n the year
Loss on fair value of interest rate swap
Interest on loan from parent

2007
£000

1,951
1,880
2,362

275
3,150

508
8,204

18,330
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7. Taxation
a) Analysis of tax n the period

2007
£000
Current tax -
Deferred tax 5,849
Income tax credit reported on the income statement 5,849
b) Reconcihiation of total tax charge
The tax assessed for the year differs from the standard rate of corporation tax n the UK of 30%
{2006 - 30%) The differences are explained below
2007
£000
Loss on ordinary activities before tax (14,970
Profit on ordinary activities multiplied by standard rate of corporation
tax in the UK of 30% (4,491)
Effect of
Expenses not deductible for tax purposes 550
Movement in deferred tax asset not recognised (1,908)
Income tax expense reported on consolidated income statement (5,849)
c) Deferred tax
Deferred tax recognised in the financial statements and the amounts not recogmised are as follows
2007
Not
Recognised  recogmised
£000 £000
Decelerated/{accelerated) capital allowances - 1,087
Other tming diftferences (17,700) 299
Tax losses (5,549) 7
Deferred tax asset / (liabihty) (12,151) 1,393
Movements in the recognised deferred tax asset / (liability) are as follows
£000
At 15 September 2006 -
On acquisition (18,000)
Profit and loss account movement during the period 5,849
At 31 May 2007 (12,151)

Deferred tax assets are recognised once it Is considered more likely than not that they will be recoverable
against future taxable trading profits arising n the group  During March 2007, the UK Government
announced budget tax changes which, 1f enacted i the proposed manner, witl have a significant effect on
the Group’s future tax position It 15 proposed that the rate of UK Corporation tax will reduce form 30%
to 28% from 1 Apnl 2008 This rate change will affect both the amount of future cash payments to be
made by the Group and will also reduce the size of the Group’s deferred tax hab:hty As at 31 May 2007
these changes to the UK tax system are not regarded as ‘substantively enacted’ as they are still subject to
parhamentary agreement and so their effect 1s not reflected in the Group’s 31 May 2007 balance sheet
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8. Loss attributable to members of parent company
The loss attributable to the parent company for the pertod was £2,663,000

9. Intangible assets
Group Software Brand Trademark Goodwill Total
£ £ £ £ £
Cost

At 15 September 2006 — - - - —
Goodwill arising on acquisution of subsidiary  — - 160,821 160,821

Acquired with subsidiary 122 60,000 - - 60,122
Additions 8 - 46 - 54
At 31 May 2007 130 60,000 46 160,821 220,997

Amortisation
At 15 September 2006 - - -
Amortisation charge 5 1,000 - - 1,005

At 31 May 2007 5 1,000 - - 1,005

Net book value
At 31 May 2007 125 59,000 46 160,821 219,992

At 13 September 2006 - - - - -

Goodwill arisig on acquisition relates to the acquisition of Caffe Nero Group Limited on 1 February
2007 (see note 2)

The brand 15 amortised over its expected useful economic life of 20 years
Impairment testing of goodwill

The group tests annually for impairment or more frequently if there are indications that goodwill may be
impaired

The goodwill of £160,821,000 relates to the future results of the acquired Caffe Nero stores  Goodwill ts
allocated to cash generating units based on their annualised cash contributton at the time of acquisition
The Group considers each of 1ts stores to be a cash generating unit

The recoverable amounts of the stores are calculated from value in use calculations based on cash flow
projections approved by senior management The discount rate applied to cash flow projections 1s 10%
The growth rate applied 15 store specific and dependent upon the age of the store

The company balance sheet contains no intangible assets
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Property, plant and equipment

Group Furmiture,
Leasehold  fittings and
improvements  equipment Total
£000 £000 £000

Cost
At 15 September 2006 - - -
Acquired with subsidiary 35,906 10,816 46,722
Additions 3,766 1,487 5,253
Disposals Q21 - (121
At 31 May 2007 39,551 12,303 51,854

Depreciation
At 15 September 2006 - - -
Provided during the period 2,165 948 3,113

Impairment 67 45 112
Disposals (68) - (68)
At 31 May 2007 2,164 993 3,157

Net book value
At 31 May 2007 37,387 11,310 48,697

At 15 September 2006 - - -

The company balance sheet contains no property, plant and equipment

The impairment charge relates to the unrecoverable elements of assets relating to cash generating units
One store has been imparred during the year and wnitten down to a net book value of nil since the
durectors do not consider that this stere will be profitable

The recoverable amounts of the stores are calculated from value 1n use calculations based on cash flow
projections approved by senitor management The discount rate applied to cash flow projections 1s 10%
The growth rate applied 1s store specific and dependent upon the age of the store
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Non current asset investments

Subsidiary
undertakings
£000

Company

Cost

At 15 September 2006 -
Shares n subsidiary company 2,024
Loans to subsidiary company 98,450
As at 31 May 2007 100,474

In the opinion of the directors, the aggregate value of the investment n subsidiary undertakings 1s not less
than the amount at which 1t 1s stated in the balance sheet

The company holds all the equity share capital of Rome Bidco Limited which 1s the parent company of
Caffe Nero Group Limited, which operates Itahan style coffee bars Caffe Nero Group Limited holds all
the equity share capital of Nero Holdings Limited and Aroma Limited which also operate coffee bars The
results of these companies have been consolidated in these financial statements  All these companies are
registered 1n England and Wales

On 1 March 2007, Rome Bidco Limited acquired the entire share capital of Caffe Nero Investments
Limited for £100 Caffe Nero Investments Limited 1s the holding company of Caffe Nero Ventures
Limited which 1s the management company of the group’s overseas investments, joint venture partners
and franchises

Lease premiums

Lease premiums
£000

Cost
At 15 September 2006 -
Acquired with subsidsary 2,899
Additions 70
At 31 May 2007 2,969
Depreciation
At 15 September 2006 -
Depreciation charge 45
At 31 May 2007 45
Net book value
At 31 May 2007 2,924
At 15 September 2006 -
The net book value at 31 May 2007 1s split as follows
Non-current assets 2,561
Current assets 363

Lease premiums are depreciated over the lease terms, which range between 6 and 20 years
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Other receivables

Group  Company

2007 2007

£000 £000

Other debtors 420 -
Amount due from subsidiary undertaking - 46,758
Prepayments 1,656 74
2,076 46,832

Included in non-current assets (other receivables} 1s an amount of £282,000 due after more than one year

(relating to lease deposits paid)

Inventories
Group  Company
2007 2007
£000 £000
Goods for resale 872 -
Cost of sales in the income statement includes £7,353,000 1n respect of the cost of goods sold
Current habilities
Group  Company
2007 2007
£000 £0600
Trade payables 9,374 -
Amount due to subsidrary undertaking - 331
Amount due to parent undertaking 1,671 -
Other creditors, including taxation and
soctal security 3,099 -
Accruals and deferred income 9,034 -
23,178 331
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Financial habilities

Group

Interest bearing loans and borrowings
Term loans

Bo$S term loan — Senior A - £20,000,000
BoS term loan — Senior B - £25,000,000
BoS term loan — Senior C - £25,000,000
BoS term loan — Capex facility

BoS term loan — Revolving credit facility
Mezzanine term loan - £40,000,000
Rolled up nterest — Mezzanne term loan

Pik notes

Pik notes - £40,000,000

Rolled up nterest on Pik Notes

Loan from parent undertaking

Rolled up interest due to parent undertaking

Total

Company

Interest bearing loans and borrowings

Pik notes - £40,000,000

Rolled up interest on Pik Notes

Loan from parent undertaking

Rolled up mnterest due to parent undertaking

Total

Non- Total

Current current 2007
£000¢ £000 £000
1,835 17,066 18,901

- 23,618 23,618

- 23,612 23,612

188 1,812 2,000

- 1,500 1,500

- 38,188 38,188

- 609 609

- 38,598 38,598

- 2,362 2,362
98.450 - 98,450
8,204 - 8,204
108,677 147,365 256,042
Non- Total

Current current 2007
£000 £000 £000

- 38,598 38,598

- 2,362 2,362
98,450 - 98,450
8,204 - 8,204
106,654 40,960 147,614

The loans from the company’s parent undertaking are repayable on demand No interest 1s payable on
the first loan of £38 6m On the second loan of £98 4m, interest 15 payable at 25% per annum n the first
year, 23% per annum in the second year, 20% per annum n the third year and 19% per annum thereafier
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Loan repayment dates
Amount to be repaid
at each repayment date

Group Company

£000 £000
Semor A (Interest charged at LIBOR* + 2.25% margin)
31 August & 30 November 2007 and 28 February & 31 May 2008 500 -
31 August & 30 November 2008 and 28 February & 31 May 2009 625 -
31 August & 30 November 2009 and 28 February & 31 May 2010 750 -
31 August & 30 November 2010 and 28 February & 31 May 2011 750 -
31 August & 30 November 2011 and 28 February & 31 May 2012 750 -
31 August & 30 November 2012 and 28 February & 31 May 2013 750 -
31 August & 30 November 2013 1,167 -
31 January 2014 1,167 -
Semior B (Interest charged at LIBOR* +2 75% margin)
31 January 2015 25,000 -
Senior C (Interest charged at LIBOR* + 3.25% margin)
31 January 2016 25,000 -
Capex facihty (Interest charged at LIBOR* + 2.25% margm)
28 February 2008 63 -
31 May 2008 125 -
31 August & 30 November 2008 and 28 February & 31 May 2009 125 -
31 August & 30 November 2009 and 28 February & 31 May 2010 125 -
31 August & 30 November 2010 and 28 February & 31 May 2011 125 -
31 August & 30 November 2011 125 -
28 February 2012 62 -
Revolving credit facility (Interest charged at LIBOR* + 2,25% margin)
31 January 2014 1,500 -

Mezzamne (Interest charged at LIBOR* + 5 00% cash margm + 5 00% PIK margin**)
31 January 2017 40,000 -

PIK Notes (Interest charged at 18.75%)
31 January 2018 40,000 40,000

* where LIBOR means the British Bankers Association Interest Settlement Rate for Sterling

*5% of the interest payable 1s settled by cash, 5% is rolled up into the carrying value of the loan

The term loans were principally taken out to finance the acquisition made 1n the year All the term loans
are charged interest at variable rates as set out in the table above In order to hedge the interest rate risk
the Group has entered into an interest rate swap, the effect of which 1s to fix 75% of the term loans over a
penod of three years

Interest rate swaps to the value of £82 5 million have been used to part hedge the Senior A, B and C and
the Mezzanine term loans Further details of the interest rate swap are given n note 17

The Mezzanine and Pik notes are listed on the Channel Islands Stock Exchange

The loans are secured by a floating charge on the assets of the group All loan repayments are to be made
in the same currency 1n which the loan principal 1s denominated
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17. Financial instruments

The group and company’s principal financial instruments comprise bank loans and cash Cash and cash
equivalents are considered to be cash at bank, cash on short term money market deposits and cash at hand
The main purpose of the bank loans 1s to raise finance for the group’s operations and acquisitions The
group has various other financial instruments, such as trade payables, that arise directly from us
cperations The disclosures below exclude short term assets and liabilities, as their fair value 15 not
considered to differ materially from their carrying value It s, and has been throughout the period under
review, the group and company’s policy that no trading 1n financial instruments shall be undertaken

The main risks arising from group and company’s financial instruments are interest rate risk and hquidity
nisk, there is no currency risk as all financial instruments ar¢ held 1n sterling  The Board reviews and
agrees policies for managing each of these risks and these policies are summarised below

Interest rate risk
The group borrows 1n sterhng at floating rates of interest Excess cash 1s placed on short term deposit for
up to a week with Bank of Scotland at variable money market rates

The Group’s pelicy 15 to keep approximately 75% of its borrowings at fixed interest rates  This s
achieved by entering into interest rate swaps which are designated to hedge underlying debt obhigations
The Group classifies interest rate swaps as derivative financial instruments and states them at fair value
These do not qualfy for hedge accounting

Liquidity risk

The group objective 15 to mamntain a balance between continuity of funding and flexibality through the use
of bank loans and facilities

Interest rate nsk profile of financial assets and liabilities

The interest rate profile of the financial assets and habilities of the group and company at the period end
denominated 1n sterling were as follows

Group

Within 1-2 2-3 3-4 4-5 More than Total

I year years years years years 5 vears

£000 £000 £000 £000 £000 £000 £000

Fuxed rate
Pik Notes - - - - - (40,000) (40,000)
Loans under interest
rate swap (1,500) (1,875 (2,250) (2,250) (2,250) (72,375) (82,500)
Loans from parent (98,450) - - - - - (98,450)
Rolled up interest on loan
from parent (8,204) - - - - - (8,204)
Total (108,i54) (1,875) (2,250) (2,250) (2,250} (112,375) (229,154)
Floating rate
Cash and short term deposits 10,389 - - - - - 10,389
Loans (688) (1,125) (1,250) (1,250) (1,062) (25,625) (31,000)
Rolled up interest on
Mezzanine loan - - - - - (609) (609)
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Company

Within 1-2 2-3 34 4-5 More than Total

I year years years years years J years

£000 £000 £000 £000 £000 £000 £000

Fixed rate
Pik Notes - - - - - (40,000) (40,000)
Rolled up tnterest on Pik Notes - - - - - (2,362)  (2,362)
Loan from parent (98,450) - - - - - (98,450)
Rolled up nterest on loan
from parent (8,204) - - - - - (8,209)
Total (106,654} - - - - (42,362) (149,016)

The floating rate financial habilities bear interest at rates based on the percentages above LIBOR as set
out I1n note 16

Floating rate cash and deposits earn interest at rates hinked to LIBOR

The bank loans are subject to performance criteria which 1f breached would cause amounts to be
repayable on demand Performance 1s measured with reference to gearing, interest cover and cash flow
The group regularly monitors actual and forecast compliance with these covenants and makes regular
reports to the banks

Borrowing facihties

The group has various borrowing facilities available to it The undrawn commutted facilities available at
cach relevant period or year end were as follows

2007
£000

Expiring in more than five years 14,500

Fair values of financial assets and liabilities

The beok values of financial assets and liabilities of the group are set out below The directors consider
that there were no material differences between the book values and fair values of all the group financial
assets and habilities at each year end

2007

£000
Cash at bank and n hand 10,389
Loans from parent undertaking (106,654)
Current portion of third party long term borrowings (2,003)
Long term third party borrowings (147,365)
Onerous contract (168)
Interest rate swap (508)
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Interest rate swap

During the period, the group has entered 1nto an interest rate swap to fix the interest rate for 75% of its
long term debt  The interest rate swap has a duration of three years and 1s a cash flow hedge for the
underlying long term debt Payments of nterest under the hedge arrangement are due on the same dates
as those on which the interest payments on the underlying borrowings fall due for payment Payments
and receipts under these interest rate swaps are recognised in the income statement when they become

due

The table below summarises the details of the interest rate swap

Principal
amount
£000
82,500
Provisions
Group

At 15 September 2006
Acquired with subsidiary
Utihsed

At 31 May 2007

Provisions are split as follows

Non-current habilities

Current habilities

Termination Interest rate
date %

26 February 2010 5775%

Onerous
confract
£000

1 95
(30)

168

2007
£000

63

105

The onerous contract provision represents the lease tncentives given to sublet a property, which are
expected to be utilised over the next 2 financial years The lease on the unit expires in 2020

The company has no provisions
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Share capital

£1 ordinary
shares
number £
Authorised 50 50
Allotted, called up and fully paid
At 15 September 2006 - -
Issued during the year 50 50
At 31 May 2007 50 50
The company has one class of shares with equal voting rights
The company has one class of shares with equal voting rights Consideration received on the 1ssue of
shares was £2,024,000 spht £50 as share capital and £2,023,950 as share premium
Reserves and reconciliation of movement in equity
Group
Share
Share  premium  Retained
capital reserve  earnings Total
£000 £000 £000 £000
At 15 September 2006 - - - -
Shares issued - 2,024 - 2,024
Loss for the year - - 9,121y (9,121)
At 31 May 2007 - 2,024 (9,121}  (7,097)
Company
Share
Share  premmm  Retamned
capital reserve  earnings Total
£000 £000 £000 £0600
At 15 September 2006 - - - -
Shares 1ssued - 2,024 - 2,024
Loss for the year - - (2,663) (2,663)
At 31 May 2007 - 2,024 (2,663) (639)

Under the terms of the Group’s banking facilittes, companies within the Group cannot pay dividends

without the consent of the lenders
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Contingent liability

There 15 an unhmited cross guarantee in favour of the group’s bankers covering the term loans of Rome
Pikco Limited and certain of 1ts subsidiaries

Capital commitments

At 31 May 2007, capital commitments contracted but not provided for in the group and company financial
statements were £116,679

Other financial commitments

The group has a number of lease agreements that, pursuant to thewr economic substance, quahify as non-
cancellable operaung lease agreements These primartly relate to rents payable on land and buildings The
terms of the leases vary significantly but can broadly be summansed as follows

Lease terms

Shop leases are typically between 10 and 15 years with rent reviews every 5 years

Determination of rent payments

Rent payments are bascd on the amount specified 1n the agreement

Terms of renewal

The agreements are not terminated automatically after expiry of the lease term and 1n the majority of
cases, there will be an opportunity to negotiate lease extensions with the lessor

Restrictions

There are no restrictions imposed upon the group concerning dividends, additional debt or further leasing
under any of the existing lease arrangements

Future minimum rentals payable under non-cancellable operating leases are as follows

Group Land and butidings
2007
£000

Due

In less than one year 16,324

After one year but not more than five years 61,287

After five years 89,323

166,934

Subleases

The group does sublease areas of leased properties and recerves sublease payments from third parties
Group companies other than the parent have sublet space in certain properties These typically are flats on
short term tenancies, other commercial lettings on periods of less than § years and shops on leases of up to
10 years The future mimimum sublease payments expected to be recerved under non-cancellable sublease
agreements as at 31 May 2007 1s £1 4m
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24. Related party transactions

Transactions with key management are disclosed in note 5 The following transactions, tock place
between Rome Bidco Limited and related parties during the period

On 12 March 2007, Rome Bidco Limited purchased 2,082,262 shares in Caffe Nero Group
Limuted from Gerry Ford at £2 70 per share, and 2,609,411 shares 1n Caffe Nero Group
Limited from Ben Price at £2 70 per share

On 31 January 2007, the company lent Rome Bidco Limited £38 6m to assist 1n financing the
acquisition of Caffe Nero Group This loan incurs no interest and 1s repayable on demand

On 31 January 2007, Rome Pik Holdco Limited, the immedsate parent undertaking of the
company lent the company £98 4m This 1s repayable on demand and interest 1s payable at
25% per annum n the first year, 23% per annum in the second year, 20% per annum 1n the
third year and 19% per annum thereafter £8 2m of interest has accrued since the loan was
made

On 31 January 2007, the company lent Rome Bidco Limited £98 4m to assist in financing the
acquisition of Caffe Nero Group The terms of the loan and interest applied are as set out
above Issue costs of £3 15m mcurred in relation to the loan have been written off in the
period These were paid on behalf of Rome Bidco Limited by Caffe Nero Group Limited

Caffe Nero Group Limited has provided the mechanics through which a number of debt and
equity ssue fees, and other acquisition fees could be paid on behalf of both the company and
Rome Bidco Limited These wete then recharged through the intercompany accounts These
amounted to £0 3m on behalf of the company and £4 7m on behalf of Rome Bidco Limited

Caffe Nero Group Limited has paid interest on the third party foans of Rome Bidco Limited
During the period, this amounted to £3 0m and was recharged through the intercompany
account

Rome Bidco Limited has provided funding cash to Caffe Nero Group Limited to repay its debt
existing at the time of the acquisiiion and to pay the various fees referred to above It has also
provided its capex and revolver loans to Caffe Nero Group Limited The total funding passed
to Caffe Nero Group Limited 1s £14 9m

The amounts outstanding between the company and other group companies as at 31 May 2007 are as

follows

Amounts Amounis Amounts

owed o owed (o owed to

Rome Pikco  Rome Bidco Caffe Nero

Limited Limited  Group Limuted

£000 fo00 £000

Amounts owed by Rome Pikco Limited - (145,208) 331
Amounts owed by Rome Bideo Limited 145,208 - (7,310)
Amounts owed by Caffe Nero Group Limited (331) 7,310 -
Amounts owed to Rome Pik Holdeo Limited (106,654) - -
Amounts owed to Rome Holdco Sarl - - (1,671
38,223 (137,898) (8,650)
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The following transactions have taken place between the Rome Pikco Limited Group entities and its
ultimate shareholders during the period

(D

2

- Ofthe acquisition fees referred to above, £1 5m was paid to Cheyson Partners Limited, which
1s the General Partner of Paladin Partners 1, which owns 33 0% of Rome Holdco Sarl, the
ultimate parent undertaking of the company

- Of the acquisition fees referred to above, £1 65m was paid to Saratoga Limited, which owns
67 0% of Rome Holdco Sarl, the ultimate parent undertaking of the company These were
incurred as a result of arranging the funding necessary to acquire Saratoga and Paladin
Partners 1 shares 1n Caffe Nero Group Limited

- Caffe Nero Group Limited has accrued monitoring fees payable to Saratoga Limited and
Cheyson Partners Limited  As at 31 May 2007, the amounts owed and outstanding were
£23,333 and £25,000 respectively

- Saratoga and Paladin Partners | have rolled their cash receivable on the sale of their shares in
Caffe Nero Group Limited into Rome Holdco Sarl 1n the form of equity and preferred equity
certificates In additen to their equity share ownership disclosed above, as at 31 May 2007,
Saratoga and Paladin Partners 1 held £32 7m and £65 7m of preferred equity certificates
respectively Gerry Ford and Ben Price hold interest in the preferred equity certificates, as

follows
G W Ford (1) £36 Om
B J Price (2) £2 1m

G W Ford’s mterest in ordinary shares 1s registered as follows

Saratoga Limited £33 7m
Paladin Partners 1 £3 3m
B ] Price’s interest in ordinary shares 1s registered as follows

Paladin Partners 1 £2 1m

Ultimate parent undertaking

At the year end, the company’s ulumate parent undertaking was Saratoga Limited, a company
incorporated in the Isle of Man The company’s immediate parent undertaking was Rome Pik Holdco Ltd

Rome Holdco Sarl 1s the parent undertaking of the smallest and largest group of which the company s a
member and for which group financial statements are prepated Copies of the group financial statements
for Rome Holdco Sarl will be available from Rome Holdco Sarl at 46A Avenue JF Kennedy, L-1855
Luxembourg
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