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WATERSTONE’S BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2008
Company Number: 610095

DIRECTORS’ REPORT

The Directors submit their report and audited financial statements for the 52 weeks ended 26 Apri] 2008, which
were approved on behalf of the Board on 14 October 2008

Business review

During the period under review, the Company operated as a bookseller through a chain of general bookshops in the
United Kingdom and through the Waterstones com e-commerce website

The total UK book market has seen steady but modest growth over the past five years but this accelerated to 8% in
2007/08, of which approximately 2% was due to the publication of Harry Porter and the Deathly Hallows n July 2007
The market conunues to be highly competitive and promotional, particularly on bestselling new release utles, which
resulted 1n some market share dilution for the Company

New children’s departments and an enhanced gift stationery offer were successfully rolled out, allowing the Company
to maximise these growing produce categories Vaterstones com grew by 146% during the period, driven in part by
the success of Waterstone's multi-channel loyalty card, which launched in September 2007 and has artracted | 8m
registered members to date

On 26 April 2008 the Company acquired the trade and net assets relating to 134 bookstores from HMVY Overseas
Limited {formerly Ottakar’s Limited), a subsidiary undertaking, and the trade and net assets relating to 46 bookstores
from HMVY Music Limited, a fellow group company, for total considerauon of £847m This reorgamisauon of
businesses within the HMV Group serves to bring all of the UK bookstores together into one legal entity for the first
tme These financial statements therefore include the net assets of the combined businesses at 26 April 2008, but
the trading of only the 126 Waterstone's stores that were part of the Company throughout the period under review

Excepuional operating costs of £2 6m (2007 £8 2m) were incurred in the pericd, relaung to the closure of eight
stores as a result of the continuing review of the total store estate

The profit after deducting taxauon amounted to £0 Im (2007 £03m) No dividend (2007 £ml) was paid during the
period and the Directors recommend that the profit be transferred to reserves The Company continues to trade
successfully and will continue 1ts existing business for the foreseeable future

Principal risks and uncertainties

The Board of the ulumate parent undertaking, HMY Group plc, has a policy of continuous identfication and review of
key business risks and uncertanties It oversees the development of processes to ensure that these risks are managed
appropriately and operational management are delegated with the tasks of implementng these processes and
reporting to the Board on their outcomes The principal risks 1dentified by the Board relevant to the Company are
genera! sensitivity to changes in economic conditions, menitoring agreements with key supphers, maintaiming and
developing information technology systems and attracung, moutivaung and retaining key staff

Directors
The names of the Directors as at the date of this Report are shown on page |

None of the Directors had any interests in the shares of the Company

Employee policies

The Company 1s a decentrahsed organisation with the aim of employing and developing the best people, putting them
in the right positions with a sigmficant level of delegated authority and supporting them with the infrastructure and
technology required to perform at the highest levels and at the lowest costs with the quickest response tme

Responsibility for employment matters therefore rests primarily with each business operation under the general
guidance of central policy and procedural guidelines The Company 1s committed to the maintenance of a work
environment free of discrimination on the grounds of age, gender, nanonality, ethnic or racial origin, non-job related
disability, sexual orientation or marital status




WATERSTONE’S BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2008
Company Number: 610095

DIRECTORS’ REPORT (CONTINUED)
Employee policies {continued)

The Company gives full consideration to applications from disabled persons where a disabled persen can adequately
fulfil the requirements of the job  Where existing employees become disabled, it 1s the Company's policy, wherever
pracucable, to provide conunuing employment under normal terms and conditions and to provide training, career
development and promotion to disabled employees wherever appropriate

In order to promote employee involvement in the Company, regular meetngs are held between local management
and employees to allow a free flow of infermation and ideas

The Company encourages staff involvement in the performance of its immediate parent undertaking, HMY Group ple,
via a combination of employee bonus and share schemes HMVY Group plc has established a Share Incentive Plan in
which all the Company's employees are entitled to participate provided they meet certain service conditions

Policy an payment of creditors

The Company does not impose standard payment terms on its suppliers but agrees specfic terms with each and
ensures that each supplier 1s made aware of such terms It 1s the Company's policy to pay its supphers in accordance
with the terms that they have agreed Excluding the trade and net assets of businesses acquired at the end of the
period under review, the underlying number of days’ purchases outstanding at 26 April 2008 is calculated as 74 days
(2007 69 days)

Charitable donations

The Company made charitable donations of £5,000 in the period under review (2007 £8,000) It s Company pelicy
not to make donations to political parties and therefore no political donations were made during the period

Auditors

The Directors who were members of the Board at the ume of approving the Directors’ Report are histed on page |
Having made enquiries of fellow Directors and of the Company’s auditors, each of these Directors confirms that

¢ to the best of each Director’s knowledge and belief, there 1s no information relevant to the preparation of their
report of which the Company’s auditors are unaware, and

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

A statement of the Directars’ responsibility for the financial statements can be found on page 4, which I1s deemed to
be incorporated by reference in (and shall be deemed to form part of} this repert

Pursuant to Section 379A of the Companies Act 1985, elective resclutions have been passed dispensing with the
requirement to appoint auditars annually and to dispense with the requirement to hold annual general meetings
Therefore Ernst & Young LLP are deemed to continue as auditors of the Company

By order of the Board

Vo Jaronn

E Marriner

Secretary
2] October 2008
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Company Number: 610095

STATEMENT OF DIRECTORS’ RESPONSIBILITIES IN RESPECT OF THE
FINANCIAL STATEMENTS

The Directors are responsible for preparing the report and financial statements in accardance with apphcable United
Kingdom law and those International Financial Reporting Standards as adopted by the European Union

The Directors are requred to prepare financial statements for each financmal year that present farrly the financial
position of the Company and the financial performance and the cash flows of the Company for that period In
preparing those financial statements, the Directors are required to

(1 select suitable accounting policies and then apply them consistently,

(n) present information, including accounting policies, in a manner that provides relevant, reliable, comparable
and understandable informaton,

(u) provtde additional disclosures when compliance with the specfic requirements in IFRS 15 insufficient to
enable users to understand the impact of particular transactions, other events and conditions on the entty’s
financial posiion and financial performance,

(V) state that the Company has complied with IFRS, subject to any material departures disclosed and explained
in the financial statements

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any
tme, the financial position of the Company and enable them to ensure that the financial statements comply with the
Companies Act 1985 and 2006 and Artcle 4 of the IAS Regulaton They are also responsible for safeguarding the
assets of the Company and hence for taking reasonable steps for the prevenuon and detecuon of fraud and other
rregularities

For and on behalf of the Board

0 u .

N ) W Jewsbury M W Giffin
Director Director
21 October 2008 21 October 2008




WATERSTONE'S BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2008
Company Number: 610095

INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF WATERSTONE'S
BOOKSELLERS LIMITED

We have audited the financial statements of Waterstone's Booksellers Limited for the period ended 26 April 2008,
which comprise the Income Statement, the Balance Sheet, the Cash Flow Statement, the Statement of Recogmsed
Income and Expense and the related Notes | to 32 These financial statements have been prepared under the
accountng policies set out therein

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

Respective responsibilities of Directors and auditors

The Directors’ responsibilities for prepaning the financial statements in accordance with applicable United Kingdom
law and International Financial Reporting Standards {JFRSs) as adopted by the European Union are set out in the
Statement of Directors’ Responsibilities

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

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

In addition we report to you if, in our opimon, the Company has not kept proper accountung records, if we have not
received all the informauon and explanations we require for our audit, or if infformation specified by law regarding
Directors’ remuneration and other transactions i1s not disclosed

We read the Directors’ Report and consider the implications for our report iIf we become aware of any apparent
musstatements within it

Basis of audit opinion

We conducted our audit 1n accordance with Internauonal Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures i the financial statements It also includes an assessment of the significant esumates and judgments made
by the Directors in the preparauon of the financial statements, and of whether the accounting policies are
appropriate to the Company’s arcumstances, consistently applied and adequately disclosed

We planned and performed ocur audit so as to obtain all the informaton and explanations which we considered

necessary in 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 irregutanity or error In forming our opinion

we also evaluated the overall adequacy of the presentation of information in the financial statements

Opinion

In our opinion

* the financial statements give a true and fair view, in accordance with IFRSs as adopted by the European Umon, of
the stace of the Company's affairs as at 26 April 2008 and of its profit for the period then ended,

o the financial statements have been properly prepared in accordance with the Companies Act 1985, and

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

é-;nrr ?70—3 (P

Ernst & Young LLP
Registered auditor
Birmingham

22 cereber Pocs




WATERSTONE’'S BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2008
Company Number: 610095

INCOME STATEMENT
For the 52 weeks ended 26 April 2008 and 28 April 2007

Before Exceptional
exceptional items items Total
2008 2008 2008
Notes £000 £000 £000
Revenue 3,4 273,423 - 273,423
Cost of sales (249,349) (2,632) (251,981)
Gross profic 24,074 (2,632) 21,442
Administrative expenses (22,340) - (22,340)
Other operating income 2,580 - 2,580
Operating profit 35 4,314 (2,632) 1,682
Finance income 10 169 - 169
Finance costs 10 (28) - (28)
Profit before taxauon 4,455 (2,632) 1,823
Taxation Il {(2,376) 689 (1,687)
Profit for the period 2,079 (1,943) 136
Before Exceptional
exceptional items items Toral
2007 2007 2007
Notes £000 £000 £000
Revenue 34 268,370 - 268,370
Cost of sales {247,367) (3,277) {250,644)
Gross profit 21,003 (3.277) 17,726
Administrative expenses (16,028) (4.913) (20,941)
Other operaung income 3,705 - 3,705
Operaung profit 35 8,680 (8.190) 490
Finance income i0 1,177 - LI77
Finance costs 10 (1.192) - (1,192)
Profit before taxation 8,665 {8.190) 475
Taxation I (2,482) 2,257 (225)
Profit for the period 6,183 (5.933) 250
See Accounung Policies on pages 9 to 12 for the description of the 2008 and 2007 reporting periods
For details of the exceptional items included above, see note 7
All results relate to conunuing activities
STATEMENT OF RECOGNISED INCOME AND EXPENSE
For the 52 weeks ended 26 April 2008 and 28 April 2007
2008 2007
Notes £000 £000
Profit for the period 136 250
Foreign exchange translaucon differences 2 -
Tax on items recognised directly in equity 11 49 65
Total recogmised mmcome and expense for the period 187 315




WATERSTONE’S BOOKSELLERS LIMITED

Company Number: 610095

REPORT AND ACCOUNTS 2008

BALANCE SHEET

As at As at
26 Apnl 2008 28 April 2007
Notes £000 £000
Assets
Non-current assets
Property, plant and equipment 13 65,005 39,165
Intangible assets 14 69,347 -
Investments tn subsidiaries 15 90,261 90,261
Deferred income tax asset ! 6,219 4,628
230,832 134,054
Current assets
Inventories 17 77,962 36,670
Trade and other recevables 16 42,689 26,466
Cash and short-term deposits 18 24,543 6,372
145,194 69,508
Total assets 376,026 203,562
Liabilities
Non-current liabilities
Interest bearing loans and borrowings 20 519 -
19 -
Current liabilities
Trade and other payables 19 (297,463) (127,218)
Current income tax payable (1,847) (1.310)
Interest bearing loans and borrowings 20 (243) -
Provisions 21 (2,629) {2411)
(302,182) {(130,939)
Total liabihties (302,701) {130,939)
Net assets 73,325 72,623
Equity
Share capital 24 71,014 71,014
Retained earnings 26 2,311 1,609
Total equity 26 73,325 72,623

The financial statements were approved by the Board of Directors on 14 October 2008 and were signed on its behalf

by

")

N ] W Jewsbury
Director

M W Giffin
Director




WATERSTONE’S BOOKSELLERS LIMITED
Company Number: 610095

REPORT AND ACCOUNTS 2008

CASH FLOW STATEMENT
For the 52 weeks ended 26 April 2008 and 28 April 2007

2008 2007
Notes £000 £000
Cash flows from operating activities
Profit before tax 1,823 475
Net finance income {costs) (141) I5
Depreciation 13 8,707 9,0%7
Impairment charges 13 - 2,500
Profit on disposal of property, plant and equipment (44) (1.811)
Equity-settled share-based payment charge (credit) b 515 (59
10,860 10,217
Movement in inventories (329) (538)
Movement in trade and other receivables 2,751 (4,922)
Movement in trade and other payables 6,019 1,543
Mavement In provisions 2 837
Cash generated from operations 19,303 7117
Income tax pad (790) (3,926)
Net cash flows from operating activities 18,513 3,191
Cash flows from investing activities
Purchase of property, plant and equipment 13 (7,385) (9.301)
Proceeds from sale of property, plant and equipment 188 2,115
Movement In loans to parent and fellow subsidiaries - 65,000
Acquisition of subsidiary 15 - (70,261)
Inflow from Group businesses acquired 6,762 -
Interest received 121 1,404
Net cash flows from investing activities (314) (11,043)
Cash flows from financing activities
Interest paid (28) (1,115)
Net cash flows from financing activities (28) {1,115)
Net increase (decrease) in cash and cash equivalents 18,171 (8,967)
Opening cash and cash equivalents 18 6,372 15,339
Closing cash and cash equivalents 18 24,543 6,372




WATERSTONE’'S BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2008
Company Number: 610095

NOTES TO THE FINANCIAL STATEMENTS

I. Authorisation of financial statements and statement of compliance with IFRS

The financial statements of Waterstone’s Booksellers Limited for the period ended 26 April 2008 were authorised
for 1ssue by the Board on 14 QOctober 2008 and the Balance Sheet was signed on the Board's behalf by N | W
Jewsbury and M W Giffin  Waterstone's Booksellers Limited 1s incorporated and domiciled in England and Wales

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) as
adopted by the European Union and as applied in accordance with the provistons of the Companies Act 1985

2. Accounting policies
Basis of preparation

These financial statements are made up to the Saturday on or immedately preceding 30 April each year
Consequently, the financial statements for the current period cover the 52 weeks ended 26 April 2008, whilst the
comparative period covered the 52 weeks ended 28 April 2007 The financial statements are prepared in accordance
with applicable zaccounting standards and specifically in accordance with the accounung policies set out below

The financial statements are presented in Pounds Sterling and are rounded to the nearest thousand except where
otherwise indicated They are prepared on the historical cost basis, except for certain share-based payments that
have been measured at fair value

The Company 1s exempt from preparing group financial statements as 1t 15 itself a subsidiary undertakung under
Sectuion 228 of the Companies Act 1985 These financial statements present information about the Company as an
individual undertaking and not about its Group

The preparation of financial statements requires management to make esumates and assumptions that affect the
amounts reported for assets and labilites 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

Investments in subsidiaries

Investments in subsidiaries are recognised at cost less impairments bocked Income is recognised from these
investments only n relation to distributions received from post-acquisition profits  Distributions received in excess
of post-acquisiuon profits are deducted from the cost of the investment

Revenue

Revenue represents the value of goods supplied, less discounts given, and 1s recognised when goods are delivered and
ude has passed It also includes commussion earned on ticket sales and similar activities Revenue excludes value
added tax ("VAT") and similar sales-related taxes

Interest income s accrued on a time basis, by reference to the principal outstanding and the applicable effectve
interest rate  Dividend income 1s recognised when the right to receive payment 1s established Rental income from
sub-let properues 1s recogmsed on a straight line basis over the period of the sublease

Foreign currencies

Transactions denomunated in foreign currencies are recorded at the rates of exchange ruling at the date of the
transactions Menetary assets and liabiliies denominated in foreign currencies are retranslated into sterling at period
end rates The resulung foreign exchange differences are dealt with in the determination of profit {loss) for the
period

Exceptional items

The Group presents as exceptional items on the face of the iIncome statement those matenal items of income and
expense which, because of the nature or expected infrequency of the events giving nse to them, merit separate
presentation to allow shareholders to better understand the elements of financial performance in the year, so as to
faciitate comparison with prior periods and to better assess trends in financial performance Exceptional items
recognised 1n arriving at operatng profit include (but are not mited to) those costs associated with integrating a
newly acquired bustness, impairment losses and costs associated with restructuring the business
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
2. Accounting policies (continued)

Goodwill

Positive goodwill 1s capitalised, classified as an asset on the balance sheet and 1s not amorused Goodwill is calculated
as the excess of the cost of the business combinavon over the Company's interest in the net far value of the
identifiable assets, habilities and contingent habiliwes  All capitalised goodwill 15 reviewed for impairment annually or
more frequently If events or changes in circumstances indicate that the carrying value may be impaired

Property, plant and equipment

The capitalised cost of property, plant and equipment includes only those costs that are directly attributable to
bringing an asset to its working condition for its intended use

Depreciation of property, plant and equipment is calculated on cost, at rates estmated to write off the cost, less the
estimated residual value, of the relevant assets by equal annual amounts over their estimated useful lives

The annual rates used are
Plant, equipment and vehicles 10to 33 '/,%

The carrying values of property, plant and equipment are reviewed for material imparment in periods if events or
changes in circumstances indicate the carrying value may not be recoverable Useful lives and residual values are
reviewed annuaily and where adjustments are required these are made prospecuvely

Leased assets

In respect of property operaung leases, benefits received and receivable as an incentve to sign a lease, such as rent-
free periods, premiums payable and capital contributions, are spread on a straight line basis over the lease term  All
other operating lease payments are charged directly to the income statement on a straight line basis over the lease
term The Company has a number of lease agreements in which the rent payable 1s contingent on revenue, which 15
expenses In the period in which 1t 1s incurred

Assets held under finance leases, which transfer to the Company substanually all the risks and benefits of ownership
of the leased assets, are capitalized at the incepuon of the lease, with a corresponding liability being recognised for
the lower of the fair value of the leased asset and the present value of the minimum lease payments Lease payments
are apportioned between the reduction of the lease hability and finance charges in the income statement so as to
achieve a constant rate of interest on the remaining balance of the hability Assets held under finance leases are
depreciated over the shorter of the estmated useful life of the asset and the lease term

Impairment of assets

The Company assesses at each reporung date whether there are indicators that an asset may be impaired Assets
are grouped for impairment assessment purposes at the lowest level at which there are Wdentifiable cash inflows that
are largely independent of the cash inflows of other groups of assets {cash generaung units) If any indicator of
impairment exists, or when annual impairment testing 1s required, the Company makes an esumate of the asset's
recoverable amount, being the higher of its fair value less costs to sell and its value in use Value in use Is the present
value of the future cash inflows expected to be derved from the asset. Where the asset does not generate cash
inflows that are independent from other assets, the recoverable amount of the cash-generating unit to which the
asset belongs 1s esumated Where the carrying amount of an asset or cash-generating unit exceeds its recoverable
amount, an impairment loss 1s recognised (n the income statement.

If there 1s an indication at the reporting date that previously recognised impairment losses no longer exist or may
have decreased, the recoverable amount 15 again estimated To the extent that the recoverable amount has
increased, the previously recognised impairment loss 1s reversed An impairment loss tn respect of goodwill s not
reversed

Inventories

Inventories are stated at the lower of cost and net realisable value on a first-in, first-out basis Net realisable value s
based on esumated selling prices less further costs to be incurred to disposal
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

2. Accounting policies (continued)
Taxation

Current tax

Current tax assets and habilities for the current and prior periods are measured at the amount expected to be
recovered from, or paid to, the taxauon authorities, based on tax rates and laws that are enacted or substantively
enacted by the balance sheet date

Deferred tax
Deferred income tax 1s recogmsed on all temporary differences at the balance sheet date between the tax bases of
assets and hablities and their carrying amounts for financial reporung purposes

Deferred tax habiliues are generally recogmised for all temporary differences and deferred income tax assets are
recognised to the extent that it 15 probable that taxable profit will be available against which the deductible temporary
differences can be utilised The carrying amount of deferred income tax assets I1s reviewed at each balance sheet date
and reduced to the extent that it 1s no longer probable that sufficient taxable profit will be avalable to allow all or
part of the deferred iIncome tax asset to be utlised

Such assets and liabilities are not recogmised if the temporary difference arises from goodwill or from the iniuial
recogmitton (other than in a business combination) of other assets and habilittes 1n a transaction that affects nesther
the taxable profit nor the accounting profit.

Deferred income tax assets and liabites are measured at the tax rates that are expected to apply to the year when
the asset 1s realised or the hability settled, based on tax rates and laws that have been enacted or substantively
enacted at the balance sheet date, and 1s not discounted

Taxation 15 charged or credited directly to equity if 1t relates to items that are themselves charged or credited
directly to equity, otherwise it 1s recognised in the income statement.

Deferred tax assets and deferred tax liabiliues are offset, if a legally enforceable nght exists to set off current tax
assets aganst current tax liabilties and the deferred taxes relate to the same taxable enuty and the same taxation
authority

Cash and cash equivalents

Cash and short-term deposits comprise cash at bank and in hand and short-term deposits with an original maturity of
three months or less For the purposes of the cash flow statement, cash and cash equivalents consist of cash and
short-term deposits less bank overdrafts that are payable on demand

Interest bearing loans and borrowings

Interest bearing loans and borrowings are iminally recognised at fair value less directly attributable transacuon costs
and are subsequently measured at amortised cost using the effective interest rate method

Provisions

A provision is recognised when the Company has a legal or constructive obligation as a result of a past event and 1t 15
probable that an outdlow of economic benefits will be required to settle the obhgation If che effect 1s material,
expected future cash flows are discounted using a current pre-tax rate that reflects the risks specific to the liability

Pension costs

The Company's employees participate in the HMY Group Pension Scheme (the “Scheme”) The Scheme has two
sections — the Pension Benefit Secuon and the Pension Saver Sectton

The Pension Benefit Secton of the Scheme provides benefits to a number of Group companies There 1s no
contractual agreement or stated policy for allocaung a share of the defined benefit obligauon to each participating
entity Consequently, in accordance with the Amendments to |AS 19 Employee Benefits, the Parent Company, HMY
Group plc, recognises the net pension obligation for the Scheme as the sponsoring entity of the defined benefit
scheme The Company, as a parucipating member of the Scheme, accounts for its relevant pension costs on a
defined contribuuion basis.

For the defined contribution scheme, contnbutons are charged in the income statement as they become payable in
accordance with the rules of the scheme.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

2. Accounting policies (continued)
Share-based payments

A number of share-based payment schemes are operated by the ulumate parent undertaking, HMV Group plc, In
which the Company’s employees participate The Company recognises the transfer of equity instruments to its
employees as share-based payment transacuons within the scope of IFRS 2 Share-based Payments

The cost of equity-settled transactions with employees granted on or after 7 November 2002, which had not vested
by | January 2005, 1s measured by reference to the fair value at the date at which they are granted and 1s recognised
as an expense over the vestng period, which ends on the date on which the relevant employees beceme fully enutled
to the award Fair value 1s determined by using an appropriate pricing model

At each balance sheet date before vesung, the cumulative expense 1s calculated, represenung the extent to which the
vesting period has expired and management’s best esumate of the achievement or otherwise of non-market
performance conditions, and hence the number of equity instruments that will ulumately vest The movement in
cumulative expense since the previous balance sheet date 1s recogmsed in the income statement, with a
corresponding entry in equuty  No expense is recognised for awards that do not ulumartely vest.

Customer loyalty schemes

The fair value of loyalty points awarded s deferred until the awards are redeemed, after adjustment for the number
of points expected never to be redeemed Fair value is determined by reference to che value for which the points can
be redeemed

New accounting standards

The Company has adopted the following new accounting standard, which 1s mandatory for the first ume for the
financial year ending 26 Apnil 2008

- IFRS 7 Financial Instruments Disclosures, effective for periods beginning on or after | January 2007 This new
accounting standard had no effect on reported income or net assets and habilves The additional required
disclosures are given in Notes |6 and 22 to the accounts

The following have been adopted but have no material impact on the Company

- |IAS | Amendment — Presentauon of Financial Statements Capital Disclosures (1 January 2007)
- IFRIC 8 Scope of IFRS 2 (| May 2006)

- IFRIC 9 Reassessment of Embedded Derivatives (I June 2006)

- IFRIC Il IFRS 2 — Group and Treasury Share Transacuons (I March 2007)

- IFRIC 13 Customer Loyalty Programmes (I July 2008)

The following are not yet effective and have not been adopted early

- Amendment to IFRS 2 Share-based payment vesting conditions and cancellations (| January 2009)

- IFRS 3 Business Combinations (revised 2008) (1 July 2009)

- |IFRS 8 Operating Segments (| January 2009)

- 1AS | Presentation of Financral Statements (revised 2007) (I January 2009)

- |AS 23 Borrowing Costs (| January 2009)

- 1AS 27 Consolidated and Separate Financial Statements (revised 2008) (I july 2009)

- IFRIC 12 Service Concession Arrangements (| January 2008)

- IFRIC 14 1AS 19 — The Limit on a Defined Benefit Asset Mimmum Funding Requirements and their interacuion (|
January 2008)

The Directors do not anucipate that the adopuon of the above will have a materal impact on the financial
statements

3. Segmental information

In the opinion of the Directers, the Company operates in only one business segment - retaling  All revenue and
operaung profit anses in the UK
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

4. Revenue

Revenue disclosed in the iIncome statement 1s analysed as follows

2008 2007
£000 £000
Sale of goods 273,423 268,370
Sublease rental income 588 425
Revenue 274,011 268,795
Finance income (see Note 10) 169 1177
Total 274,180 269,972
5. Operating profit

2008 2007
£000 £000

Operating profit i1s stated after charging (crediting)
Depreciauon of property, plant and equipment 8,707 9,097
Cost of inventories recogmsed as expense 155,972 152,155
Write down of inventories 628 257
Auditor remuneration 49 58

Operating lease rentals

Minimum rentals 29,915 31,708
Percentage rentals 706 228
Sublease rentals (588) (425}
30,033 31,511

The Company leases stores under non-cancellable operating lease agreements that are generally subject to periodic
rent review These agreements provide for either or both minimum rentals and percentage rentals based on sales
performance

6. Fees to auditors

2008 2007
£000 £000
Audit of the financial statements 22 48

The audit fee disclosed above represents the statutory audit fee for the Company However, the Company also bore
the cost of the audit of another Group company, resulung in the higher amount disclosed as auditor remuneration in
Note 5

Fees to auditors for other non-audit services have not been disclosed in accordance with the Companies (disclosure
of Auditor Remuneration) Regulations 2005 (Statutory Instrument 2005/2417)  This information 1s disclosed in the
consolidated accounts of the parent company, HMV Group plc
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7. Exceptional items

2008 2007
£000 £000

Recogrised in arriving at operaung profit
Impairment of property, plant and equipment - 2,500
Costs of Ottakar’s integration - 4913
Restructuring and store closure costs 2,632 777
2,632 8,190

During the year the Company incurred exceptional operaung costs of £2,632,000 relaung to the closure of eight
stores, which have been included within cost of sales A tax credit of £689,000 arose in respect of these costs

In the prior period the Company incurred exceptional operatng costs of £8,190,000. An impairment charge of
£2,500,000 relaung to property, plant and equipment were included within cost of sales (see Note 14) Costs of
integrating the Ottakar’'s acquisition of £4,%913,000 were included within administrative expenses, with related store
closure costs of £777,000 included within cost of sales A tax credit of £2,257,000 arose in respect of these costs

8. Directors’ emoluments

2008 2007

£000 £000

Emoluments 1,712 1,372
Pension contributions 33 -
Termination benefits 80 132
1,825 1,504

Mr Fox and Mr Myers were pad by other Group companies for their serwices to the Group as a whole

Retirement benefits are accruing to all of the Directors under defined benefit pension schemes (2007 seven) None
of the Directors exerased options over Ordinary Shares tn the parent company, HMY Group plc (2007 none} All
of the Directors are entitled to receive shares in HMV Group plc under a long-term incentive scheme

The amounts in respect of the highest paid Director were as follows

2008 2007
£000 £000
Aggregate emoluments 671 38l
Pension contributions 33 16
704 397
The pension enutlements of the highest paid Director were as follows
2008 2007
£000 £0600
Accumulated total accrued pension 10 3
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9. Employee costs

2008 2007
£000 £000

Employee costs, including Directors’ emoluments
Wages and salanes 38,476 35,002
Social secunity costs 3,078 2616
Other pension costs (see Note 28) 924 909
42,478 38,527

Included in wages and salaries 1s a total charge for equity-settled share-based payments of £515,000 (2007 credit of
£59,000) A credit arose in the prior perniod as performance conditions for awards vesting had not been met and
management revised their estimate of the achievability of performance conditions relaung to awards vesung in future
periods

The average number of people employed by the Company during the period in retal was 2,373 (2007 2,387)

10. Net finance costs

2008 2007
£000 £000
Total finance income
From parent and fellow subsidiary undertakings 169 L1177
Total finance costs
Bank loans and overdrafts (28) (36)
To parent and fellow subsidiary undertakings - (1,156)
Total net finance income (costs) 141 (15)
il. Taxation
2008 2007
£000 £000
Taxation recogmised in the income statement.
United Kingdom, current year
Corporation tax 1,328 537
Deferred tax
United Kingdom 359 (312)
Total taxation expense in the income statement 1,687 225

The tax expense in the current year includes a credit of £68%9,000 (2007 £2,257,000) in relation to the exceptional
operating costs of £2,632,000 (2007 £8,190,000), details of which can be found in Note 7 The effective tax rate on
ordinary acomvities 1s 53 3% (2007 28 6%)
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11. Taxation (continued)

The tax charge ts reconaled with the standard rate of UK corporation tax as follows

2008 2007
£000 £000
Profit before taxation 1,823 475
Corporation tax at UK average statutory rate of 29 83% (2007 30%) 544 143
Effects of
Permanent disallowables 223 (258)
Permanent disallowables on exceptional items 96 200
Temporary differences relating to prior year pertods 516 140
Deferred tax rate change 308 -
Total tax charge 1,687 225
Tax relating to items charged or credited directly to equity 1s as follows
2008 2007
£000 £000
Deferred taxation relating to share-based payments {49) (65)
Tax credit in the statement of recognised income and expense (49) (65)
Deferred Tax
The deferred income tax asset included in the balance sheet is as follows
2008 2007
£000 £000
Accelerated depreciaton for tax purposes 6,297 4,504
Other temporary differences (78) 124
6,219 4,628

Unrecogmised tax losses

The Company has capital losses of £Nil (2007 £644,000) that are avadable indefintely for offset againse future
chargeable gains Deferred tax assets have not been recognised in respect of these losses as 1s not expected that
chargeable gains will arise against which these losses can be offset for some ume

Deferred tax in the income statement
The deferred tax included in the income statement 15 as follows

2008 2007

£000 £000

Accelerated depreciation for tax purposes 53 (416)
Other 306 104
359 (312)
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12, Acquisition of businesses

On 26 April 2008 the Company acquired the trade and assets relaung to 134 bookstores of HMV Overseas Limited
(formerly Otrakar's Limited), a subsidiary undertaking, and the trade and assets refating to 46 bookstores from HMV
Music Limited, a fellow group company The far value of the net assets acquired equated to the book values, which

are as follows

From HMVY

Overseas From HMY
Limited Music Limited Total
£000 £000 £000
Property, plant and equipment 20,274 8,001 28,275
Trade and other receivables 11,625 7.349 18,974
Deferred income tax 517 £,385 1,902
Inventories 25,226 15,737 40,963
Cash and short-term deposits 6,762 - 6,762
Trade and other payables (55.702) (22,775) (78,477)
Interest bearing loans and borrowings (762) - (762)
Provisions (1,125) (60) (1.185)
Intercompany balances (1,068) - (1.068)
5.747 9,637 15,384
Goodwill ansing on acquisinon 69,347 - 69,347
Consideration 75,094 9,637 84,731

13. Property, plant and equipment

Plant, equipment
and vehicles

£000
Cost at 29 April 2006 122,762
Disposals (2.476)
Addiuons 9,301
Cost at 28 April 2007 129,587
Disposals (5,037}
Acquisibon of businesses (see Note §2) 28,275
Additions 7,385
Cost at 26 April 2008 160,210
Depreciation at 29 Apnl 2006 80,997
Charge for pericd 9,097
Impairment loss 2,500
Disposals {2472)
Depreciation at 28 April 2007 90,422
Charge for period 8,707
Disposals (3,924)
Depreciation at 26 April 2008 95,205
Net book value at 26 April 2008 65,005
Net book value at 28 April 2007 39,165
Net book value at 29 April 2006 41,765

The carrying value of plant and equipment held under finance leases at 26 April 2008 was £762,000 (2007 £nil)

Leased assets are pledged as secunity for the related finance lease
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3. Property, plant and equipment {continued)

In the prior period the Company's property, plant and equipment were wrnitten down by £2,500,000 following an
impairment review of the carrying value of certain retail assets based on current market trading condinons The
recoverable amounts of assets were determined from value in use calculatuons that incorporated five-year cash flow
esumates discounted at an appropriate pre-tax discount rate of 10% (2006 [0%) The cash flows reflected
management’s best estimates of revenue, margin and operatng costs over the forecast peried

14. Intangible assets

Goodwill

£000

Cost and net book value at 29 April 2006 and 28 Apnil 2007 -
Additions 69,347
Cost and net book value as at 26 April 2008 69,347

On 26 April 2008 the Company acquired the trade and assets of its subsidiary undertaking, Ottakar’s Limiced Cash
consideration of £75,094,000 was paid for net assets of £5,747,000 giving rise to goodwill of £69,347,000 (see Note
12) The 134 stores transferred have been trading under the Waterstone’s brand name and 1t 15 expected that they
will continue to do so for the foreseeable future

The carrying value of the goodwill is subject to an annual iImpairment review so as to ensure that the carrying amount
is not greater than the recoverable amount The recoverable amount 1s determined from a value in use calculavon
with regard to the portfolio of stores acquired The value 1n use incorporates cash flow projections based on
budgets approved by sentor management over a five year period The calculauon of value in use I1s sensiove o
assumptions made with respect to sales forecasts, gross margin and discount rates Cash flows beyond the five years
have been extrapolated using a 1% growth rate This rate does not exceed the average long term growth rate of the
relevant market The pre-tax discount race appled to cash flow projecuons 1s 10% On the basis of the impairment
review undertaken, no impairment of the capitalised goodwill was required

15. Investments: subsidiaries

Cost Provision Net book value
£000 £000 £000
At 29 April 2006 20,000 - 20,000
Additions 70,261 - 70,261
At 26 April 2008 and 28 April 2007 90,261 - 90,261

The Company's principal subsidiary undertakings, which are 100% directly owned, are as follows

Name of undertaking Country of incorporaticn Activity

HMY Overseas Limited England Retailing of books
{formerty Ottakar’s Limited)'

Fine Recordings Club Limited England Non-trading

' On 3 July 2006 the Company acquired for cash the enure share capital of Ottakar's Limited  On 26 April 2008 the
Company acquired the trade and net assets relating to 134 bookstores of Octakar's Limited (see Notel2) On 19
Auguse 2008, Orrakar’s Limited changed 1ts name to HMVY Overseas Limited
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16. Trade and other receivables

2008 2007
£000 £000

Current.
Trade recervables 3,314 2,369
Amounts owed by parent and fellow subsidiary undertakings 2,990 750
Other receivables 6,804 6,792
Prepayments and accrued income 29,581 16,555
42,689 26,466

The carrying value of trade and other receivables approximates to fair value

Trade receivables are stated net of a provision for impairment of £464,000 (2007 £517,000) Credit risk 1s hmited
due to the nature of the Company’s retailing business See Note 22 for further details of credit risk

17. Inventories

Inventories primarily comprise finished goods and goods for resale The replacement cost of inventories 1s considered
to be not materially different from the balance sheet value

18. Cash and short-term deposits

For the purposes of the cash flow statement, cash and cash equivalents comprise the following

2008 2007
£000 £000
Cash at bank and in hand 24,543 6,372
24,543 6,372
Cash at bank earns interest at floating rates based on daily bank deposit rates
19. Trade and other payables
2008 2007
£000 £000
Current.
Trade payables 64,169 28416
Amounts owed to parent and fellow subsidiary undertzkings 173,160 67,110
Other payables 30,986 13,574
Accruals and deferred income 29,148 18,118
297,463 127,218
The carrying value of trade and other payables approximates to fair value
20, Interest bearing loans and borrowings
2008 2007
£000 £000
Oblhgations under finance leases (see Note 30)
Non-current 519 -
Current 243 -
762 -

The carrying value of interest bearing loans and other borrowings approximates to far value

i9
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21. Provisions

Total

£000
At 28 April 2007 2411
Prowvisions utilised (3,599)
Acquired from group undertakings 1,185
Charged during the year 2,632
At 26 April 2008 2,629

Provisions almost entrely consist of amounts in respect of store closures and restructuning The utlisation of
provisions in the year largely reflects store closures and the integration of Ottakar's The provision created in the
year was In respect of further store closures. All provisions are expected to be utilised in the forthcoming year

22, Financial risk factors

The Company’s business exposes it to certain imited financial risks, such as hquidity risk, interest rate risk, credit rnisk
and foreign exchange risk. The risks are managed by the HMV Group (“the Group”} Treasury department, which
applies policies approved by the Group Board of Directors to the Company

Ligurdity risk

The Group has sufficient funds and facilities available to satisfy 1ts current requirements The Company 15 a Guarantor
to the Group’s £260m revolving credit facility (see Note 27). The Company has access to intra-group funding if and
when required However, the Company had a positive cash balance at 26 April 2008 (see Note |8)

Under the Group's banking arrangements, overdraft and cash balances of the Company and certain other Group
companies are pooled or offset and cross-guaranteed

Interest rate risk
The Company 1s exposed to interest rate rnisk from its borrowings and cash deposits However, the strong seasonality
to the Company’s trading pattern provides a natural hedge against interest rate risk The net exposure is monitored
on a regular basis

Credit nisk
The Company’s credit risk arises from its cash and outstanding receivables

The Company deposits cash balances with counter parties that have a strong credit ratng, with an agreed imit for
each counter party, so as to limit the risk of loss arising from a failure

Due to the nature of the Company’s retailing business credit risk from trade receivables is hmited Allowances are
made for doubtful debts based on the age of the debt and the customer’s financial circumstances

Foregn exchange risk
Forward foreign exchange contracts are used to hedge the foreign exchange risk of imports where volumes are

significant. No speculative positions are entered into  No foreign currency contracts were outstanding at 26 April
2008 (2007 £nil)
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23. Additional cash flow information

Movements in the Company’s net debt position are as follows

At Transfer in from At
28 Apnl other Group 26 April
2007 companes Cash flow 2008
£00¢ £000 £000 £000
Cash and cash equivalents 6,372 6,762 11,409 24,543
Finance leases - (762) - (7162)
6,372 6,000 11,409 23,781
Ac At
29 April 28 Apnil
2006 Cash flow 2007
£000 £000 £000
Cash and cash equivalents 15,339 (8,967) 6,372
24. Share capital
2008 2007 2008 2007
Number ‘000 Number '000 £000 £000
Authorised
Ordinary Shares of £1 each 121,014 121,014 121,014 121,014
Allotted, called up and fully paid
Ordinary Shares of £1 each 71,014 71,014 71,014 71,014

25. Share-based payments

Equity-settled share option plan

Certain of the Company’s employees participate n an equity-settled share option plan of the ulumate parent
undertaking, HMV Group ple, the HMV Group plc 2002 Executive Share Option Scheme (the '2002 Scheme’) This
scheme was used for grants of options from 2002 until the financial year ended 28 April 2007, when 1t was replaced
with the HMV Perfermance Share Plan (PSP)

Opuions to acquire shares were granted on an annual basis thus ensuring reward was spread over a number of years
and was allied to the long-term growth in shareholder value Opuons were granted at the five day average of the
market value of the HMV Group plc's shares on the date of grant. The options can normally only be exerased after
three years and then subject to the achievement of earnings per share targets imposed at the date of grant. These
allow that 40% of the option shall be exercisable if the HMVY Group plc's adjusted basic earnings per share exceeds
the growth m the Retall Prices Index by at least 3% per annum  100% of the option shall be exercisable if the HMV
Group plc's adjusted basic earmings per share growth exceeds the growth in the Retal Prices Index by at least 7% per
annum  For all options granted to date, earmings per share performance will be assessed on an adjusted UK GAAP
basis Vesting will occur on a straight-line basis between these two pamnts  If the opuons remam unexercised after a
period of 10 years from the date of grant, the opuons expire  Opuons are forfeited if the employee leaves the
Group before the option vests

There was no charge for share options in the year ended 26 April 2008 (2007 credit of £156,000) A credit arose in
the prior year as performance conditons for awards vesting had not been met and management revised thewr
estmate of the achievability of performance conditions relaung to awards vestng in future periods

2|
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25. Share-based payments {(continued)

The movements in the number of share opuons during the year are detalled in the table below The opuons
outstanding at 26 April 2008 had a weighted average exeraise price of 224p (2007 230p) and a weighted average
remaining contractual ife of 6 5 years (2007 75 years) The weighted average share price at the date of exercise for
share options exerased during the prior year was 17 1p

2008 2008 2007 2007

Weighted Woeghted

average exercise average exercise

Options price Options price

Number Pence Number Pence

Qutstanding at beginning of period 1,388,390 230 2,929,786 201
Exercised during the period - - (4,640) 156
Lapsed durtng the period {(761,003) 235 (1,198,630} 171
Transferred from (to) other Group companies 77,526 220 (338,126} 184
Qurtstanding at end of the period’' 704,913 224 1,388,390 230
Exercisable at end of the period 169,649 167 181,937 167

I Included within this balance are options over 169,649 (2007 181,937) shares that have not been recognised in accordance wath IFRS 2 as the
options were granted on or before 7 November 2002 These options have not been subsequently modified and therefore do not need to be
accounted for in accordance with IFRS 2

2008 2008 2007 2007
Weighted Wesghted
average average
Options remaining Opuons remamning
outstanding contractual life outstanding contractual hfe
Number Years Number Years

2002 Executive Share Option Scheme
Exercise price 167p 169,649 4.1 181,937 51
Exercise price 237p - - 482,693 72
Exercise price 242p 535,264 1.2 723,760 83
704,213 6.5 1,388,390 75

The 2002 Executive Share opuons with an exercise price of 242p were exercisable from 8 July 2008 subject to
vesung conditions based on the Group's financial performance for the three years to 26 April 2008 As the minimum
performance conditions were not met, these options will lapse in the 2008/09 financial year

The far value of equity-settled share options granted 1s estimated as at the date of grant using the Black Scholes
model No opuons were granted in the financial year under review or in the previous financial year

Equity-settied deferred annual bonus

Certain of the Company's Directors and senior management are eligible for a deferred annual bonus that 1s equity-
settled in the shares of the ultmate parent undertaking, HMV Group ple. This 1s the BMV Group plc Incentive Plan
for Senior Executives (HIPS) Under this arrangement, a deferred annual bonus is awarded in shares, with the
number of shares determined by reference to the market value of shares at the time the award 1s made, not when it
is paid No adjustment to value 15 made for expected dividend income during the vesung period The deferred
award normally vests following the third anniversary of the end of the financial year in which the award 1s made,
subject to the achievement of certain profit related targets and the performance of the individual over the vesung
period

22




WATERSTONE’S BOOKSELLERS LIMITED

Company Number: 610095

REPORT AND ACCOUNTS 2008

NOTES TO THE FINANCIAL STATEMENTS (continued)
25. Share-based payments (continued)

The charge m respect of deferred awards during the period ended 26 April 2008 was £3,000 (2007 £nl} The
number and weighted average grant prices of, and movements n, deferred share awards during the year are as

follows
2008 2008 2007 2007
Weighted Weighted
average average
Share awards grant price Share awards grant price
Number Pence Number Pence
Qutstanding at beginning of period 34,251 139 88,729 228
Vested during the period {4,618) 237 (2.448) 143
Lapsed during the perod (13,853) 237 {7,345) 143
Transferred to other Group companies - - (44,685) 239
Qutstanding at end of the period 15,780 242 34,251 239

Of the outstanding balance, the assessment of performance conditons at April 2008 will resule in 11,835 share
awards lapsing after the period end, whilst a further 3,945 share awards will vest.

Equity-settled Performance Share Plan

The HMY Performance Share Plan (PSP} was introduced during the previous financial year and replaced the 2002
Executive Share Opuon Scheme Under the PSP certain employees are granted an award of shares, which vest after
three years provided that preset performance criteria are met The number of shares awarded 15 determined by
reference to the market value of shares The charge in respect of the PSP during the year ended 26 April 2008, which
1s adjusted for expected dividend income during the vesting period was £512,000 (2007 £97,000)

The number and weighted average grant prices of, and movements in, PSP awards during the year are as follows

2008 1008 2007 2007

Weighted Weighted

average average

Share awards grant price Share awards grant pnce

Number Pence Number Pence

Qutstanding at beginning of penod 807,455 162 - -
Granted during the period 1,642,203 115 860,566 162
Exercised during the period (437 162 (324) 162
Transfers from other Group companies 227,509 162 - -
Lapsed during the period {260,699) 132 (52.787) 162
Qutstanding at end of the period 2,416,031 133 807,455 162

26. Reconciliation of movements in equity
Share Retained

capital earmings Total

£000 £000 £000

At 29 April 2006 71,014 1,353 72,367
Total recognised income and expense for the period - 315 315
Credit for share-based payments - (59) (59)
At 28 Apnl 2007 71,014 1,609 72,623
Total recognised income and expense for the perod - 187 187
Charge for share-based payments - 515 515
At 26 April 2008 71,014 1,311 73,325
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26. Reconciliation of movements in equity (continued)

The capital of Waterstone's Booksellers Limited 1s che total equity on the Company’s balance sheet The objecuve of
the Company’s capital management 1s to grow its retailing business and deliver improving returns for its parent
company, HMV Group plc The management of the Company’s capital 1s performed by the Board of Directors There
are no externally imposed capital requirements

27. Contingent liabilities

The management of Waterstone's Booksellers Limited 1s not aware of any legal or arbitration proceedings pending or
threatened against the Company which may result in any habiliues significantly in excess of provisions in the financial
statements

HMV Group plc has a syndicated bank Faciity Agreement, which at 26 Apnl 2008 consisted of a £260m revolving
credit facity The borrowings under the Faclity Agreement are secured by the Guarantors, which include
Waterstone's Bookselters Limited  Security comprising first ranking fixed and floating charges in favour of the lenders
under the Facility Agreement has been granted over all assets and undertakings of the Guarantors

After the end of the pericd under review, HMY Group plc entered into a new syndicated bank Facility Agreement,
replacing that noted above, which consists of a2 £220m revolving credit facility effective from 10 October 2008 The
Guarantors, which include Waterstone's Booksellers Limited, continue to secure the borrowings under the
Agreement as noted above

28. Pension arrangements

Waterstone’s Booksellers Limited's employees participate in the HMV Group Pension Scheme (the “Scheme”) The
Scheme has two sections — the Pension Saver Section and the Pension Benefit Section In respect of the Pension
Benefit Section, there 1s no contractual agreement or stated policy for charging the net defined benefit cost measured
in accordance with IAS 19 to individual group entities  As a consequence, the Company recognises a pension cost
equivalent to the contribution payable during the financial period Information in respect of the Pension Benefit
Section as a whole 1s given below

Pension Saver Section

The Pension Saver Section 15 of the defined contnibution type and is open to all permanent and temporary staff of the
Group aged between 18 and 64 years Members can choose to pay from 2% to 5% of pensionable pay The Group
matches the amount paid by the member up to a maximum of 5% of pensionable pay Members have a choice of
ways to invest their and the Group's contributions in an individual fund to buy pension benefits of their choice The
Company’s actual employer contributions to the Pension Saver Section for the year ended 26 April 2008 were £0 3m
(2007 £03m)

Pension Benefit Section

The Pension Benefit Section 1s of the defined benefit type and 1s an Inland Revenue exempt approved scheme for the
purpose of the Income and Corporation Taxes Act 1988 It s contracted out of SERPS The benefits it provides are
based on final pensionable pay and are guaranteed to increase in payment by 5% per annum or by the increase in the
cost of living, if less Members contribute at the rate of 5% of pensionable pay

A valuation 1s undertaken on at least a triennial basis by a qualfied actuary The most recently completed actuanal
valuation was as at 30 June 2004 The valuation was based on an assumed investment return of 6 5% a year, salary
increases of 425% a year, and annual pension increases of 2 75%, and used the projected unit method The result of
the valuation was a level of asset cover of 79%, representing a funding deficit of £11 Sm  The market value of the
assets of the Pension Benefit Scheme at 30 June 2004 was about £43 9m

In order to eliminate the past service deficit, the Group decided to make three specal contributions of £4 4m each
on 31 March 2005, 31 May 2005 and 31 May 2006 In addition, the funding rate was set at 19 9% of pensionable pay
(including an allowance for administrative expenses) Therefore from | July 2005, the Group has been contributing at
a rate of 14 9% of pensionable pay, with the members contribuung at 5% of pensionable pay The actuarial valuation
as at 30 June 2007 1s now close to completion Following this, the next actuarial review will take place no later than
30 June 2010.
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18, Pension arrangements (continued)

The Scheme was generally closed to new members with effect from | January 2002, with the exception of 543
members who transferred into the Scheme on 31 May 2003 from the EMI Group Pension Fund as a result of the
Group’s flotation on the London Stock Exchange Total Group employer contributions to the Pension Benefit
Section for the year ended 26 April 2008 were £2 Sm (2007 £7 2m inclusive of a £4 4m special contribution) Of this
the Company contributed £0 6m (2007 £0 7m) The total Group contributons to the defined benefic plans for the
financial year commencing on 27 April 2008 are expected to be £3 Im  Of this the Company 1s expected to
contribute £0 ém

Amounts reflected in the financial statements in respect of the defined benefit pension scheme are determined with
the advice of independent qualified actuaries, Watson VWVyatt LLP, on the basis of annual valuations using the
projected unit funding method Scheme assets are stated at their market value at the respective balance sheet dates
The major assumptions used in the calculations are as follows

As at Asat
26 April 2008 28 Apnl 2007
% per annum % per annum
Rate of price inflation 3.5 31
Rate of salary increase 5.0 46
Rate of increase for pensions in payment 33 31
Rate used to discount scheme habilities 6.2 54
Expected rate of return on equities 8.1 78
Expected rate of return on bonds 6.2 54
Expected rate of return on index-linked bonds 4.6 44

Expected rate of return on Scheme assets are based on consistent assumptions with the previous year, adjusted to
reflect changes in market conditions since that date

The post-retirement mortality assumptions used as at 26 April 2008 are in line with the proposed basis of the draft
actuarial funding valuation as at 30 June 2007 They reflect the penstoner mortality 00 series tables rated up one year
and based on year of use with allowance for medium cohort improvements applying from 2000 subject to a mimmum
of 1% per annum The post-retirement mortahty assumptions used as at 28 April 2007 were the standard PM/FA92
series tables with allowance for future improvements in mortality These bases imply the following life expectancies

Life expectancy 2008 2008 2007 2007
At age 65 for At age 65 for At age 60 for At age 60 for
(years} someone someone someone currently someone currently
currently age 65 currently age 50 age 60 age 40
Male 21.3 23.1 239 259
Female 23.6 25.5 272 290

Other nen-financial assumptions are consistent with those used in the last complete actuarial valuation of the Scheme
as at 30 June 2004

The assets and habilities of the Scheme at the end of the period were

As at As at
26 Apnil 2008 28 April 2007
£m £m
Equities 42.4 445
Bonds 20.3 191
Index-linked bonds 20.3 19 |
Other 0.2 1 4
Total market value of assets 83.2 84.1
Actuarial value of scheme lhabilivies {99.1) (106 1)
Deficit in the Scheme (15.9) (220)
Deferred tax 4.5 66
Net pension liability (1.4 (154)

The pension plans have not invested in any of the Group’s own financial instruments nor n properties or other
assets used by the Group
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28. Pension arrangements (continued)

Changes in the fair value of the assets are analysed as follows

2008 2007

£m fm

Total market value of assets at the beginning of the period 84.1 730
Employer contribunons 2.5 72
Employee contributions 0.8 10
Benefits paid (4.6) (10}
Expected return of plan assets 5.6 52
Actuanal loss {5.2) {1 3)
Total market value of assets at the end of the pericd 83.2 84 1

Changes in the present value of the Scheme liabilities are analysed as follows

2008 20607

£m £m
Defined benefit pension obligations at the beginning of the period (106.1) (97 8)
Current service cost 3.8) {4 6)
Interest on pension scheme abilities (5.7 (50)
Employee contributions {0.8) (10)
Benefits pad 4.6 10
Actuanal gain 12,7 3
Defined benefit pension obligations at the end of the period {99.1) {106.1)

29. Capital commitments

2008 2007

£000 £000

Capital expenditure contracted but not provided 2,520 1,799

30. Obligations under leases
Obligations under operating leases
The Company operates enurely from properues in respect of which commercial operaung leases have been entered

inte  These leases have an average remaining duration of 10 years Ac the end of the period, future mimmum rencals
payable under non-cancellable operaung leases were as follows

2008 2007

£000 £000

Not later than one year 58,163 32,274
Between two and five years inclusive 194,344 113,157
After five years 264,647 139,129
517,154 284,560

The Company has also sublet space in certain properties The future mimimum sublease payments expected to be
received under non-cancellable sublease agreements as at 26 April 2008 1s £7,227,000 (2007 £3,938,000)
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30. Obligations under leases
Obligations under finance leases
On the acquisiuon of 134 bookstores from HMV Overseas Limited (see Note 12) the Company acquired certain

plant and equipment with related finance lease habthues These leases have no terms of renewal, purchase options or
escalation clauses At the end of the period, future mimimum payments under finance leases were as follows

2008 2007

L000 £000

Not later than one year 269 -

Between two and five years inclusive 563 -

832 -

Less finance charges allocated to future periods {70) -

Present value of minimum lease payments 762 -
Present value of minimum lease payments

Not later than one year 243 -

Between two and five years inclusive 519 -

762 -

31. Related party transactions

During the period the Company entered into transacuons in the ordinary course of business with related parues
Transactions entered into and balances outstanding at the end of the period are as follows

Services received Services rendered Amounts owed Amounts owed

from related party vo related party by related party to related party

£000 £000 £000 £000

2008 - with ultimate parent company 885 - - 20,184
2008 - with fellow subsidiaries - 3,421 2,990 152,976
2007 — with ulumate parent company 250 - - 233
2007 — with fellow subsidiaries - 2,382 750 66,877

Included within amounts owed to related parties 15 £20 Om (2007 nil) of intercompany loans, repayable on demand,
on which interest 1s charged at the Bank of England base rate prevailing at the date of inception and £84 7m (2007
nil) relating to the acquisiuon of various trade and assets from other Group companies (see note 12) The remaining
amounts owed by and to related parues related to intercompany trading balances which are settled regularly with no
interest charge

The Company's employees participate in the HMV Group Pension Scheme, which has two sections — the Pension
Saver Section and the Pension Benefit Section  In respect of the Pension Benefit Secuon, there 15 no contractual
agreement or stated policy for charging the net defined benefit cost measured in accordance with IAS 19 to indwidual
Group enuues  As a consequence, the Company recognises a penston cost equivalent to the contributons payable
during the financial period Further details are given in Note 28

A number of share-based payment schemes are operated by the ulumate parent undertaking, HMVY Group plc, in
which the Company’s employees partucipate  The Company recognises the transfer of equity instruments to 1ts
employees as share-based payment transactions within the scope of IFRS 2 Share-based Payments Further detalls are
given in Note 25

Remuneration of key management personnel

The remuneration of the Directors of the Company 1s set out in Note 8
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32. Ultimate parent undertaking
The immediate and ulumate parent undertaking of the Company for which Group financial statements are drawn up

and of which the Company 15 a member s HMV Group plc  Copies of these financial statements can be obtained
from the Company Secretary, HMV Group plc, Shelley House, 2-4 York Road, Maidenhead, Berkshire, SL6 ISR
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