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WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
(formerly Waterstone's Bocoksellers Limited)
Company Number: 00610095

DIRECTORS’ REPORT

The Directors submnt their report and audited financlal statements for the 52 waeks ended 28 April 2012, which
were approved on behalf of the Board on 26 October 20[2.

Business review

The Company operates as a bookseller through a chain of general bookshops in the United Kingdom and through the
Wiaterstones.com e-commerce website,

During the period, the entire issued share capial of the Company was sold by HMV Group pic for £53 5m on a debt
and cash free basis to AGNN Capital Fund Management Limited. The transaction completed o 28 june 2011. Asa
consequence, the first two months of the financial year were impacted by funding constraints as HMV Group
completed a financlal restructuring Induding the sale of Waterstones. This was followed by the disruption of a
change of ownership, induding significant management change. These factors impacted the financial performance of
the business, with total sales in the 52 weeks ended 28 April 202 decreasing by 14.0% from £477.4m to £410 4m,
including a like for like sales decline of -11.1%. The sales performance aiso reflecred a difficult high street book
market, with strong competition from oniine retallers. Consequently, the continuing development of 2 range of
complementary non-book merchandise is essential. These related products grew to 8.2% of sales in the period 201 1:
6.5%)

Following the acquisition, the new management team has been led by James Daunt, the founder in 1990 of Daum
Books, a successful independent bookshop business based in London. The first year of independence from HMV
Group plc has been transttional. A medium term strategic plan has been agreed, which includes substantial capital
investment to reinvigorate the shops, such that they are places where people who are interested in books can go to
browse, that encourage new readers to expand honzons and that are home to booksellers who are passionate about
the books that they sell. This investment will be combined with actve management of operating costs across the
business. The plans for the business recognise the continuing digiusation of the market, which is rapidly evolving
customers' ability to access all forms of entertainment and media, induding books. As a consequence, on 21 May
2012, Warterstones announced an agreement with Amazon to launch, in autumn 2012, a new e-reading service and to
offer Kindle digital devices in Waterstones' shops.

In the light of the disappointing sales performance, the operating loss before excepuonal tems was £25.4m, down
from an operating profit of £10.4m in the prior period. Operatng exceptional costs totalled £8.6m (201 I: £28.0m),
including £2.Im of store closure costs, £2.2m impairment of property, plant and equipment, £0.6m of head office
restructuring costs and stock provisions £3.7m.

During the period under review, one new store was opened, and six stores were closed, resuling In a total estate of
286 stores at 28 April 2012

The loss after taxation amounted to £42.9m (201 1: £22.1m). No dividend was paid during the period (201 I: £nil) and
the Directors recommend that no final dindend be declared (201 I: £nil} with the loss being transferred to reserves.

Principal risks and uncertainties

The principal risks relevant 1o the Company are Identified as; (1) the competitive nature of its markets; (i) the growth
of new methods of digital delivery; (in) the general sensitivity to changes in economic conditions, (iv) the seasonality
of the business; (v) agreements with key suppliers; (vi) damage to reputation or brands; (vil} the maintenance and
development of information technology systems; and (i) attracting, motivaung and retaining key staff,

Directors
The names of the Directors who served throughout the period under review and up to and including che date of this
Report and the changes of directorships since the year end date are shown on page |,




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
{formerly Waterstone's Booksellers Limuted)
Company Number: 40610095

DIRECTORS’ REPORT (CONTINUED)

Employee policies

Duning the period under review Waterstones successfully separated all employee processes from HMV Group and
put in place a new decentralised HR functon. This provides greater accountability to employees and alds the
development of flexible and entrepreneurial book teams that can thrive under the difficult competitive market
pressures that Waterstones trades in. Decentralised employee policies support a flexdible local service, improving
response times and maxmising the use of available resources, whilst minimising costs.

Waterstones is committed to mantaning and improving an equal and diversa workplace, free from discriminanon on
the grounds of age, gender, nationality, non-job related disabilicy, sexual orientation or martal status. It also aspires
to be an employer of cholce and alms to provide opportunities for individuals to develop and contribute through
employee forums and focus groups.

Policy on payment of creditors

During the period under review the Company did not Impose standard payment terms on its suppliers but agreed
specific terms with each and ensured that each supplier was made aware of such terms. It was the Company's policy
to pay its suppliers in accordance with the terms that they had agreed. The number of days’ purchases outstanding as
payable at 28 April 2012 was calculated as 64 (201 |; 45).

Charitable donations

The Company made charitable donations of £10,000 in the period under review (201 I: £11,000), During the period
under review it was Company policy not to make donations to political parties and, therefore, no political donatons
were made.

Auditors

The Directors who were members of the Board at the time of approving the Directors’ Report are listed on page I.
Having made enquiries of fellow Directors and of the Company’s auditors, each of these Directors confirms that:

l. o the best of each Director's knowledge and belief, there is no information relevant to the preparation of their
report of which the Company’s auditors are unaware; and

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

A statement of the Directors’ responsibility for the financial seatements can be found on page 4, which is deemed w
be incorporated by reference in (and shall be deemed to form part of) this report.

Elective resolutions to dispense with holdings annual general meetings and the laying of accounts before the Company
in general meetng are currendy in force. Emst & Young LLP are therefore deemed to continue as auditors of the
Company.

Going concern

The Directors report that, having reviewed current performance and forecasts, they have a reasonable expecation
that the Group has adequate resources and access to funding, through the continuing support of the parent, to
contlnue In operational exastence for the foreseeable future. On this basls, they continue to adopt the going concern
basis in preparing the financial statements,

By order of the Board

ML

M T Miles

Secretary
26 October 2012



WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
{formerly Waterstone’s Booksellers Limited)
Company Number: 60610095

STATEMENT OF DIRECTORS’ RESPONSIBILITY

The following statement, which should be read in conjunction with the Auditors’ statement of their responsibilities, is
made with a view to distinguishing for shareholders the respective responsibiliues of the Directors and the Auditors
in relation to the financial statements,

The Directors are responsible for preparing the financial statements in accordance with applicable English law and
those International Financizl Reporung Standards as adopted by the European Union (IFRS).

The Directors are required to prepare financial statements for each financial year that present a true and fair view of
the financial position of the Company and the financlal performance and the cash flows of the Company for that
period. In preparing those financlal statements, the Directors are required to:

0] select suitable accounting polides in accordance with IAS 8: Accounting Policies, Changes in Estimates and
then apply them consistently;

() present information, induding accounting polidies, in a manner that provides relevant, reliable, comparabla
and understandable information;

(i provide addidonal disclosures when compliance wath the specific requirements in IFRS s insufficient to
enable users to understand the impact of particular transactions, cther events and conditions on the entity’s
financal position and financial performance;

{v) state that the Company has complied with IFRS, subject 1o any matenal departures disclosed and explaned
in the financial statements; and

v) make judgements and estimates that are reasonable and prudent.

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any
time, the financial position of the Company and enable them to ensure that the financial statements comply with the
Companies Act 2006 as well as Artcle 4 of the IAS Regulation They are also responsible for safeguarding the assets
of the Company and hence for talong reasonable steps for the prevention and detection of fraud and other
irregularities.

We confirm that, to the best of our knowledge:

)] the financial statements, prepared in accordance with IFRS, present farly the assers, liabilmies, financial
position and profit of the Company; and

(i the Directors’ Report includes a fair review of the development and performance of the business and the
positon of the Company, together with a description of the principal risks and uncertainties that the
Company may face.

By order of the Board

A ] Daunt M T Miles

Director Director

26 Octwober 2012 26 Ocwober 2012



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF WATERSTONES
BOOKSELLERS LIMITED

We have audited the financial statements of Waterstones Booksellers Limited for the 52 weeks ended 28 April 2012,
which comprise the Income Statement, Statement of Comprehensive Income, Balance Sheet, Statement of Changes in
Equrty, Cash Flow Smrement and related notes | to 31, The financial reporting framework that has been applied in
their preparation is applicable law and International Financial Reporong Standards (IFRSs) as adopted by the European
Union.

This report is made solely to the Company’s members, as a body, In accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the Company's members those
matters we are required to state to them n an auditor’s report and for no other purpose. To the fullest extent
permitted by law, we do not accept or assume responsibulity to anyone other than the Company and the Company’s
members as a body, for our audit work, for this report, or for the apinions we have formed.

Respective responsibilities of Directors and auditors

As explained more fully in the Directors’ Responsibililes Stavement set out on page 4, the Directors are responsible
for the preparation of the financial statements and for being satisfled that they give a true and fair view. Our
responslbility 1s to audit the financial statements in accordance with applicable law and Internadonal Standards on
Auditing (UK and lreland) Those standards require us to comply with the Auditing Practices Board's Ethical
Standards for Auditors,

Scope of the audit of the financial statements

An audit invoives obaining evidence about the amounts and disclosures in the financial statements sufficient 1o give
reasonable assurance that the financial statements are free from material misstatement, whether cauted by fraud or
error.  This includes an assessment of: whether the accounting policies are appropriate to the Company's
circumstances and have been consistently applied and adequately disclosed; the reasonableness of significant
accounting estimates made by the Directors; and the overzll presentation of the flnancial statements. In addition, we
read all the financial and non-financlal information in the Report and Accounts to identfy material inconsistencles
with the audited financial statements. If we become aware of any apparent material misstatements or inconsistencies
we consider the implications for cur report.

Opinion on financial statements

In our opimon the finandial statements:

o give a true and fair view of the state of the Company’s affairs as at 28 April 2012 and of s loss for the 52 weeks
then ended;

¢  have been properly prepared in accordance with IFRSs as adopted by the European Umon; and

e have been prepared in accordance with the requirements of the Compantes Act 2006.

Opinlon on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Repoert for the financial year for which the financial statements
are prepared 18 consistent with the financial smtements.

Matters on which we are required to report by exception
We have nothing to report In respect of the following matters where the Companies Act 2006 requires us to report
o you if, in our opinion:
s adequate accounting records have not been kept, or returns adequate for our audic have not been recerved from
branches not visited by us; or
the finanaizl starerments are not in agreement with the accounting records and returns, or
certain disclosures of Directors’ remuneration specified by law are not made; or
we have not received all the infformation and explanatons we require for our audic

mev&: lL llvw? LL{)

John Flaherty (Senior statutory au
for and an behalf of Emst & Young LLP, Statutory Auditor

Birmingham,
2,0 OCW6EE 20\1 .




WATERSTONES BOOKSELLERS LIMITED

(formerly Waterstone's Booksellers Limited)
Company Number: 00610095

REPORT AND ACCOUNTS 2012

INCOME STATEMENT

For the 52 weelks ended 28 April 2012 and 53 weeks ended 30 April 2011

Before Exceptiom)

exceptional lvems temns Total
2012 2012 2012
Notes —_ &0 €000 _
Revenue 3 410,354 - 410,354
Cost of sales {404,175) (8,009 (412,184
Gross profit (loss) 5,179 {8,009) (1,830)
Administrative expenses __{(31,581) (637) (32,218)
Operating loss 4 (25,402) (8,6468) (34,048)
Finance income 9 95 - 95
Finance costs 10 ,361) - 3,361
Loss before txation (‘2%«8) (8,64%) (:ﬁ_L,:u)
Taxation L (7,141) i,548 (5,593
Loss for the period - {35,809 (7,098) (4_2,907;
Before  Exceptiomal
exceptional items ftens Total
2011 2011 2011
~Notes 00 — 0 2000
Revenue 3 477424 - 477424
Cost of sales (446,427) (6,598 (453,025)
Gross profit 30,997 {65 24,399
Administrative expenses (20,581) (23,295) {43,876)
- Operating profit (loss) 4 10416 (29,693) (19.477)
Finance costs 10 (1.120) - {1,120)
Loss before taxation 5,296 (29593 (20.597)
Taatdon 1 {3.413) 1932 (1.481)
Loss for the period 5.883 {27,961) (22,

See Accounung Policies on pages || to 15 for the description of the 2012 and 201 | reporting periods.
For derails of the exceptional items included above, see note 6.

All results relate to continuing activities.




WATERSTONES BOOKSELLERS LIMITED
{formerly Waterstone's Booksellers Limited)
Company Number: 00610095

REPORT AND ACCOUNTS 2012

STATEMENT OF COMPREHENSIVE INCOME

For the 52 weeks ended 28 April 2012 and 53 weeks ended 30 April 20()

2012 LI
2000 £000

Loss for the period attributable to the shareholders of the

Company (42,907) (22,078)
Gain {loss) on forward foreign exchange contracts 92 92
Other comprehentive loss for the period 71 %92)

Toul comprehensive loss for the period atmnbutable to the
shareholders of che Company (42,815) (22,170)




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
{formerly Waterstone's Booksellers Limited)

Company Number: 00610095
BALANCE SHEET
As at Asat
28 April 2012 30 Aprfd 2011
Notes £000 £000
Assets
Non-current assets
Property, plant and equipment 12 51,584 60,042
Inangible assers 13 - -
Investments in subsidiames 14 27,261 27,261
Deferred income tax asset 1 _ - 7.547
78,845 94,850
Current assets
inventories 16 78,437 71,453
Trade and other recelvables 15 46,392 50,487
Cash and short-term deposns 17 19,819 15,347
144,648 138,287
“Total assets 221,493 233,137
Liabilities
Non-current liabilities
Deferred income tax hiabilicy H (324) (351)
Interest bearing loans and borrowings 19 (2,720) (3.389)
Provisions 20 ~ (2,252) (384)
(5,296) (4124)
Current liabilities
Trade and other payables 18 {206,402) (171,118)
Current income tax payable - {1,039}
Interest bearing loans and borrowings 19 ) 734)
Derivative financial instruments 21 - (92)
Provisions 20 (2,229) (4,354)
(209,333) (177.337)
“Total liabilities (Z14,629)  (181.461)
Net assots 8,864 51,676
Equity
Share capital 24 71,014 71014
Hedging reserve - (92)
Rerined eamnings (62,150)  (19.246)
Total equity 8,864 51,676

The financial statements were approved by the Board of Directors on 26 October 2012 and were signed on its behalf
by:

A B [ N [ W

A ] DAUNT M T Miles

Director Director




WATERSTONES BOOKSELLERS LIMITED

(formerly Waterstone's Booksellers Limited)
Company Number: 005610095

REPORT AND ACCOUNTS 2012

STATEMENT OF CHANGES IN EQUITY

— Share Hedging  Retahed
capital reserve sarnings Total
{01 ey e oo
At 24 April 2010 71,014 - 2,895 73,909
Loss for the period - {92) (22.078) 170)
Total comprehensive loss - {9) 22078) (23,170)
Charge for share-based payments - - 45 45
Deferred tax on share-based payments - - {108) {108)
At 30 April 2011 71,014 G (19,246) 51,676
_Gain (loss) for the peniod - 92 (42%07)  (42,815)
Total comprehensive gain (loss) - 92 (42.%7) {42,815)
Charge for share-based payments - - 3 3
Deferred tax on share-based payments - - - -
At 28 April 2012 71,014 - (62,150) 8,864




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012

{formerty Waterstone's Booksellers Limited)

Company Number: 00610095
CASH FLOW STATEMENT
For the 52 weeks ended 28 April 2012 and 53 weeks ended 30 April 2011
012 2011
Notes £000 £000
Cash flows from operating activities
Loss before tax (31,314) (20,597)
Net finance costs 3,266 1,120
Depreciadon 12 13,534 14,774
Impairment charges 4 2,191 70,234
Walver of loan payable to fellow subsidiary undertatang 6 - (46,593)
Loss on disposal of property, plant and equipment 517 27
Equity-settied share-based payment charge 8 3 45 w
(17,793) 19,010 \
Movement in inventories (5,984) 15,166 |
Movement in trade and other receivables 4,095 (2.427)
Movement in trade and other payables 33,108 (5.014)
Movement in provisions (257) 3,241
Cash generated from operations 13,269 29,976
Income tax pad - (88)
Net cash fiows from operating activities 13,269 29,888
Cash flows from investing activities
Purchase of property, plant and equipment (1,794) 7.617)
Net cash flows from investing activities (1,794) (7.617)
Cash flows from financing activities
Interest paid (302) (1.072)
Repayment of capital element of finance leases (701) {946)
Net cash fiows from financing activities (1,003) (2,018)
Net increase in cash and cash equivalents 4,472 20,253
_Opening cash and cash equivalents 17 15,347 (4.906)
Closing cash and cash equivalents 17 19,819 15,347




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
(formerly Waterstone's Booksellers Limited)
Company Number: 00610095

NOTES TO THE FINANCIAL STATEMENTS

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

The financial statements of Waterstones Booksellers Limited for the period ended 28 April 2012 were authorised for
issue by the Board on 26 October 2012 and the Balance Sheet was signed on the Board's behalf by A } Dauntand M
T Miles. Waterstones Booksellers Limited is incorporated and domiciled in England and Wales.

The financial statements have been prepared in accordance with IFRS as applied m accordance with the provisions of
the Companies Act 2006.

2. Accounting policies

Basis of preparation

These financial statements are made up to the Saturday on or immediately preceding 30 April each year.
Consequently, the financial statements for the current period cover the 52 weeks ended 28 April 2012, whilst the
comparative period covered the 53 weeks ended 30 April 201 1. The financial statements are prepared in accordance
with applicable accounting standards and spectfically in accordance with the accounting polites set out betow.

The financial staements are presented in Pounds Steriing 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 s exempt from preparing group financial statements as it is itself a subsidiary undertaking under
Section 400 of the Companies Ace 2006. These financial sratements present information zbout the Company as an
individual undertaking and not about its Group.

The preparauon of financial statements requires management w make estimates and assumptions thart affect the
amounts reported for assets and liabilities as at the balance sheet date and the amounts reported for reveriues and
expenses during the year. The nature of esumation means that actual outcomes could differ from those estimates.

The Directors report that, having reviewed current performance and forecasts, they have a reasonable expectation
that the Group has adequate resources and access to funding, through the condnuing support of the parent,
continue 1n operational existence for the foreseeable future, On this basis, they continue to adopt the going concern
basis in preparing the financral statements,

Judgements and key sources of estimation uncertainty

The judgements and key sources of estmation uncertainty that have a significant risk of causing maverfal adjustment
to the carrying amounts of assets and liabilities within the next financial year are as follows.

[mpairment of goodwill and other assets -~ Goodwill is tested for impairment on at least an annual basis. As part of
this testing, the value in use of the cash-generating units to which the goodwill 1s allocated is assessed, which requires
the estimation of future cash flows and choosing a suitable discount rate. Property, plant and equipment are reviewed
for impairment f events or changes in circumstances indicate that the carrying value may not be recoverable. When
a review for impairment is conducted, the recoverable amount of an asset or a cash generating unit is determined
based on value-in-use calculations prepared In the basis of management’s assumptions and estimates.

Inventory valuation — Inventories are valued at the lower of cost and net realisable value, which includes, where
necessary, provisions for slow moving and obsolete inventory. Calculation of provisions requires judgements to be
made regarding future customer demand, the competitive environment and inventory loss trends.

Taxation — calculanion of the Company’s total tax charge requires a degree of estimation and judgement in respect of
certaln transactions whose ultimate tax treatment is uncertain. VWhere the final outcome of these tax matters differs
from the amounts that were inially recorded, the tax charge and deferred tax provisions will be impacted.

Provisions — Provisions for store closure, onerous [eases and restructuring costs are estimates and the actual costs
and dming of future cash flows are dependent on future events, Expectations are revised in each period, with any
difference accounted in the pertod in which the revision Is made.

investments in subsidiaries

Investments in subsidiaries are recognised at cost less impairments booked. Income is recognised from these
investments when the right to recerve the distmbution is established.



WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
(formerly Waterstone's Booksellers Limited)
Company Number: 00610095

NOTES TO THE FINANCIAL STATEMENTS

2. Accounting policies (continued)
Revenue

Revenue represents the value of goods supplied, less discounts given, and is recognised when goods are delvered and
tide has passed. It also Indudes commission earned on ticket sales and similar acuvites. Revenue exdudes value
added tax (“VAT") and similar sales-related taxes.

Interest income is accrued on a ume basis, by reference to the principal outstanding and the applicable effective
interest rate. Dividend income s recognised when the right to receive payment is established. Rental ncome from
sub~let properties Is recognised on a straight line basis over the penod of the sublease.

Exceptional items

Tha Company presents as exceptional items on the face of the income statement those material ivems of income and
expense which, because of the nature or expecred Infrequency of the events giving rise to them, merit separate
presentation to allow shareholders to better understand the elements of financial performance in the year, so as to
facilitate comparison with prior periods and to better assess trends in financial performance. Exceptional items
recognised in arriving at operating profit include (but are not limited to) those costs associated with integrating a
newly acquired business, impairment losses, reversal of impairments and costs associated with restructuring the
business.

Goodwill

Positive goodwill is capnalised, classified as an asset on the balance sheet and Is not 2mortsed. Goodwill is calculated
as the excess of the cost of the business combination over the Company’s interest in the net falr value of the
identifiable assets, liabilities and contingent liabilices. All capitalised goodwill is reviewed for impairment annually or
more frequently if events or changes in circumstanoes indicate that the carrying value may be impaired.

Property, plant and equipment

The capitalised cost of property, plant and eguipment includes only these costs that are directly attributable to
bringing an asset to Its working conditien for its intended use.

Depreciation of property, plant 2nd equipment s calculated on cost, at rates esumated to write off the cost, less the
estimated residual value, of the relevant assets by equal annual amounts over their estimared useful lives.

The annual rates used are:
Ptant, equipment and vehicles 1010 33 '/, %

The carrying vzlues of property, plant and equipment are reviewed for material impairment in pentods if events or
changes in circumstances indicate the carrying value may not be recoverable. Useful lives and residual values are
reviewed annually and where adjustments are required these are made prospectvely.

Leased assets

In respect of property operaung leases, benefits received and receivable as an incentive to sign a lease, such as rem-
free periods, premums payable and capltal contributions, are spread on a straight line basis over the lease term. All
other operating lease payments are charged directly 1o 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 is contingent on revenue, which is
expensed in the period in which it [s incurred.

Assets held under finance leases, which transfer to the Company substantially all the risks and benefits of ownership
of the leased assets, are capitalised at the inception of the lease, with a corresponding liabllity 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 lability and finance charges in the income statement so as to
achieve a constant rate of interest on the remaining balance of the Iabllity. Assets held under finance leases zre
depreaated over the shorter of the estimated usefu! life of the asset and the lease term,

12




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
(formerly Waterstone’s Booksellers Limrted)
Company Number: 00610095

NOTES TO THE FINANCIAL STATEMENTS

2. Accounting policies {continued)
Impairment of assets

The Company assesses at each reporting date whether there are indicators that an asset may be impaired. Assets
are grouped for impalrment assessment purposes at the lowest level at which there are dentifiable cash inflows that
are largely independent of the cash inflows of other groups of assets (cash generating units). If any indicator of
impairment exists, or when annual impairment testing is required, the Company makes an estimate of the asset’s
recoverable amount, being the higher of its far value less costs 1o sell and its value in use. Value in use is the present
value of the future cash inflows expected to be derived from the asset. Where the asset does not generate cash
inflows that are independent from other asserts, the recoverable amount of the cash-generating unit o which the
asset belongs 15 esdmated. Where the carrying amount of an assetr or cash-generating unit exceeds its recoverable
amount, an impairment loss is recognised in the Income statement.

If there 13 an indication ar the reporting date that previously recognised impalrment losses no longer exist or may
have decreased, the recoverable amount is again estimated. To the extent that the recoverable amount has
Increased, the previously recognised impairment loss is reversed. An impairment loss in respect of goodwill is 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 Is
based on estimated selling prices less further costs to be incurred to disposal.

Taxation

Current tax

Current tax assets and liabilides for the current and prior pericds are measured at the amount expected to be
recovered from, or paid to, the tiation authoritles, based on tax rates and laws that are enacted or substantively
enacted by the balance sheet date.

Deferred tax
Deferred income tax is recognised on all temporary differences at the balance sheet date between the tax bases of
assers and liabiinies and their carrying amounts for financial reporung purposes.

Deferred wx labilides are generally recognised for all temporary differences and deferred income tax assets are
recognised to the extent that it Is probable that taxable profit will be available against which the deducuble termporary
differences can be uulised. The carrying amount of deferred income tax assets is reviewed at each balance sheet date
and reduced to the extent that it is no longer probable that sufficient taxable profit will be available 1o allow all or
part of the deferred income tax asset to be utlised.

Such assets and liabilities are not recognised If the temporary difference arises from goodwill or from the insmial
recognition (other than in a business combination) of other assets and liabilities in a transaction thar affects neither
the mable profit nor the accounting profit.

Deferred Income tax assets and liabilities are measured at the tax rates that are expected to apply to the year when
the asset Is realised or the lability settled, based on tax rates and kaiws that have been enacted or substantively
enacted at the balance sheet date, and is not discounted.

Taxation Is charged or credited to other comprehensive Income If it relates to itemns that are themselves charged or
credited to other comprehensive income, otherwise it is recognised in the income statement.

Deferred tax assets and deferred tax liabiliues are offser, if a legally enforceable right exsts to set off current tax
assets agatnst current tax liabilides and the deferred taxes relate to the same taxable entity and the same xaton
authority.

Cash and cash equivalents

Cash and short-term deposits comprise cash at bank and in hand and short-term deposits with an original matrity 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 overdrafis that are payable on demand.




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
(formerly Waterstone's Booksellers Limited)
Company Number: 00610095

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

2. Accounting policies (continued)
Interest bearing loans and borrowings

Interest bearing loans and borrowings are inmtially recognised at fair value less directly attributable transaction costs
and are subsequently measured at amorused 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 ic is
protable that an outflow of economic benefis will be required to sende the obligation. If the effect is material,
expected future cish flows are discounted using a current pre-tax rate that reflects the risks specific to the liability.

Pention costs

The Company’s employees now participate in a new defined contribution Pension Saver scheme. This scheme was
set up following the separation of Waterstones from the HMV Group on 28 June 201). Prior to this date, the
Company's empioyees participated in the HMV Group Pension Scheme {the *HMV Scheme™). The HMV Scheme had
two sections — the Pension Benefic Section and the Pension Saver Section. As a condition of the sale of Waterstones
by HMV Group plc, all liabilites of the Pension Benefit Section in respect of Waterstones current and past employees
remained with HMV Group ple in accordance with a scheme apportionment arrangement entered imo on 6 june
20) | (See Note 26).

The Pension Benefit Section of the HMY Scheme provided benefits to a number of Group companies, There was no
contractual agreement or stated policy for allocating a share of the defined benefit obligation to each participating
entity, Consequently, in accordance with the Amendments to LAS |9 Employee Benefits, the Parent Company, HMV
Group plc, recognised the net pension obligation for the Scheme as the sponsoring entity of the defined benefit
scheme. The Company, a3 a participating member of the HMY Scheme, accounted for its relevant pension costs on a
defined contribution basiz. On 31 March 201! the defined benefit scheme was closed to future accrual and members
were instead offered membership of the defined contribution scheme. Further details are given in Note 26,

For the defined contribution schemes, contributions are charged in the income statement as they become payable in
accordance with the rules of the scheme.

Share-based payments

A number of share-based payment schemes were operated by the former ultimate parent undertaking, HMV Group
ple, in which the Company’s employees participated. On 28 June 201 [, when HMY Group plc sold its Investment in

the Company, employee participation in share schemes operated by HMVY Group plc ended.

The Company recognises the transfer of equity instruments to its employees as share-based payment transactions
within the scope of [FRS 2 Share-based Payments.

The cost of equity-settied transactions with employees granted on or after 7 November 2002, which had not vested
by | January 2005, is measured by reference to the fair value at the date at which they are granted and Is recognised
as an expense over the vestng pertod, which ends on the date on which the relevant employees become fully entitied
to the award. Fair value is determined by using an appropriate pricing model.

In valuing equity settled transactions, no account is taken of any service and performance (vesting condiuons), other
than performance condidons linked to the price of the shares of the parent company {market conditions). Any other
conditions which are required to be met in order for an employee to become fully entitled to an award are
consldered to be non-vesting conditions. Like market performance conditions, non-vesting conditions are taken into
account in determining the grant falr value. No expense is recognised for awards that do not ultimately vest, except
for awards where vesting is conditional upon a market vesting condrtion or a non-vesting condition, which are
treated as vesting irrespective of whether or not the market vesting condition or non-vestng condiuon is satisfied,
provided that al! other non-market vesting conditions are sansfied,
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

2. Accounting policies (continued)
Derivative financial instruments

The Company may from time to time use derivative financial instruments for hedging purposes, including forward
foreign exchange contracts. The Company does not enter into derivative financial instruments for speculative
purposes. Derivative financial instruments are stated at their fair value, The fair value of forward foreign exchange
contracts is their quoted markez value at the balance sheet date, being the present value of the quoted forward price.

Hedge accounting

Changes in the fair value of derivative finandal instruments that are designated and effective as hedges of future cash
flows are recognised i other comprehensive income and any ineffective portion is recognised immediately in the
income statement. Amounts taken to other comprehensive income are transferred to the income statement when
hedged transactions affect profit or loss, such as when a forecast sale or purchase occurs.

Hedge accounting is discontinued when the hedging instrument expires or is sold, termmnated or exercised, or no
lenger qualifies for hedge accounting. At that time any cumulauve galn or loss on the hedging instrument previously
recognised in ather comprehensive income is retained in equity untl the hedged transaction occurs. If the hedged
transaction s no longer expected to occur, the net cumulative gain or loss recognised in other comprehensive
income [s then transferred to the income statement. Changes in the falr value of derivative finandal instruments that
do not qualify for hedge accounting are recognised in the income statement as they arise.

Customer loyalty schemes

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

New accounting standards

The Company has adopted the following new accounting standards, amendments vo accounting standards and
interpretations, which are ether mandatory for the first time for the financial period ending 28 April 2012 or have
been adopted early as appropriate. They have no material impact on the Company.

~ |AS 24 Related Party Disclosures {(Amendment) {1 January 201 1)

— IFRIC 14 Prepayments of a minimum funding requirements (Amendment) (| January 2011)
= IFRIC |9 Extinguishing Financial Liabilities with Equity [nstruments (I July 2010)

— Annual improvements to [FRS (issued in May 2010)

The Company has not adopted early the requirements of the following accounting standards and Interprerations,
which have an effective date after the start date of these financial statements:

IFRS 9 Finandal Insruments: Classification and Measurement () January 2013)
IFRS 10 Consolidated Financial Statements (I January 2013)

IFRS 11 Joint Arrangements (I January 2013)

IFRS 12 Disclosure of Interests in Other Enttes {1 January 2013)

The Directors do not anticipate that the adoption of these standards and interpretanons will have a matenal impact
on the Company’s financial statements.

The effective dates stated are those given in the original IASS/IFRIC swndards and interpretations. As the Company
prepares Its financial statements in accordance with IFRS as adopted by the European Union, the application of new
standards and interpretations will be subject to their having been endorsed for use in the EU via the EU endorsement
mechanism.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
3. Revenue

Revenue disclosed in the income statement is analysed as follows:

2012 2011
£000 €00
Sale of goods 410,354 477.424
4. Operating profit (loss)
3003 2011
T 100 £000
Operating profit (loss) is stated after charging (crediting):
Depreciation of property, plant and equipment 13,534 14,774
Impalrment charges 2,191 70,234
Loss on disposal of property, plant and equipment 527 27
Cost of inventories recognised as expense 224,032 262,242
Write down of inventories 5,320 905
Auditor remuneration 78 69
Operating lease rentals
Mimmum rentals 55,013 56,491
Percentage rentals 99 223
Sublease rentals (965) @97
54,147 55,743

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

5. Fees to auditors

2012 3001
€000 —£000
Audit of the financial statements 78 32

The audit fee disciosed above represents the statutory audit fee for the Company. 1n 2011 the higher amount
disclosed as auditor remuneration in Note 4 reflected the impact of the allocation of audit fees by HMV group plc.

Fees to auditors for non-audit services in the financial year were £3,000. In 2011, fees w auditors for other non-
audit services have not been disclosed in accordance with the Companies (Disclosure of Auditor Remunerztion and
Liability Limitation Agreements) Regulations 2008 (Statutory Instrument 2008/419). This information is required and
disclosed in the 201 | consolidaved accounts of the parent company, HMV Group plc.




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
(formerly Waterstone's Booksellers Limited)
Company Number: 00610095

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

6. Exceptional items (before taxation)

— Wiz 2011
£000 £000
{Charged) credited in arriving at operating profit:
Impairment of property, pfant and equipment (2,1%1) {887
Restructuring and redundancy costs {637) (541)
Store closure costs (2113) (5.711)
Stock provisions (3,705) -
Walver of loan payable to fellow subsidiary undertaking - 46,593
Impairment of goodwil - (69.347)
(8,645) (29.893)
Included within cost of sales:-

Exceptional store closure costs of £2,113,000 (2011: £5,711,000) including fixed asset write-cffs, redundancy costs
incurred, strip-out costs, stock obsolescence and provisions for future property costs,

Impairment charges for property, plant and equipment of £2,191,000 (201): £887,000) following a review of the
carrying value based on prevailing market conditions.

Stock provisions of £3,705,000 (20t [: £nil), arising from an assessment of valuation following the acquisition of the
Company and reflecting underlying trading conditions.

Included within Administrative expenses:-

Exceptional costs of £637,000 (2011: £541,000) rekting to resucturing and related redundancy costs. In 2011,
administrative expenses also included an impairment charge of £69,347,000 following a review of the carrying value of
goodwill (see note [3) and a credit of £46,593,000 for the walver of a oan payable to a fellow subsidiary undertaking.

A tax credr of £1,548,000 (201 1: £1,932,000) arose in respect of these costs.

7. Directors’ emoluments

012 2011

—i00 £000

Emoluments 339 694
Pension contributions 16 25
Termination benefits 563 384
918 1,103

Mr Fox and Mr West (2011- Mr Fox) were paid by anocther HMV Group company for services to the Group as a
whole. In addition, two directors were paid termination benefits by HMV Group, which were not recharged w the
Company. The amount concerned, £428,000, is induded in the termination benefits shown above.

In 201}, redrement benefits acarued to four of the Directors under a defined benefic pension scheme, untl the
closure of the scheme tw future service accrual with effect from 31 March 2011. None of the Directors exercised
options over Ordinary Shares in the former parent company, HMV Group plc (201 |: none). Four of the Directors
were entitled to receive shares In HMV Group plc under a long-term Incentive scheme (201 |; four), unti employees
were no longer able to participate In these schemes following HMV Group's disposal of Waterstones Booksellers
Limited on 2B June 2011.




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
(formerly Waterstone's Booksellers Limited)
Company Number: 00610095

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
7. Directors’ Emoluments (continued)
The amounts in respect of the highest paid Director were as follows.

02 2011
000 £000
Aggregate emoluments 120 297
Pension contributions - 25
120 322
8. Employee costs
w012 2001
—_ 00 £000_
Employee costs, including Directors’ emoluments:
Wages and salaries 58,920 63,212
Social security costs 4,882 5,662
Orther pension costs (see Note 27) 1,010 902
64817 69,776

Included In wages and salaries is a total charge for equity-settled share-based payments of £3,000 (201 ): £45,000).
The average number of pecple employed by the Company in retaifing during the period was 4,443 (201 1: 4,719),

9. Finance Income

2012 2011
— 000 000
Bank [nterest receivable 83 -
Other interest receivable 12 -
Total finance income 95 -
10. Finance costs
. 1F] 2001
£000 £000
BExternal loans and overdrafts 50 &9
To parent and fellow subsidiary undertakings 3,311 1,051

Total finance costs 3,361 1,120
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Il. Taxation
012 20H
_£000 £000
Taxanon recognised in the income staternent:
United Kingdom, current year:
Corporation tax - 1,921
Over provision in prior periods (1,927) (799)
[{K7Y) 1,122
Qverseas tax, current year - [}
“Total current tax (1,927) 1,128
Deferred tx
United Kingdom 7,520 353
Towal deferred tax 7,520 353
Total taxation charge in the income statement 5,593 1481

The tax charge in the current year includes a ¢credit of £1,548,000 (201 1: £1,932,000) in relation to the exceptional
operating costs of £8.646,000 (201 I- £7,139,000), detalls of which can be found in Note 6.

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

2012 011
2000 000
Loss before taxation {37,314) (20,597)
Corporation tax at UK average statutory rate of 25.9% (2011 27.84%) (9,664) {5.734)
Effects of;
Permanent disallowables 859 488
Permanent disaliowables on exceptional items 692 6,391
Current tax prior period over provision {1.27) 799
Derecognition of deferred tax asset 7,547 -
Unrecognised temporary differences in current pericd 3,549 584
Unrecognised unytifised tax losses 4,564 -
Deferred tax rate change {27) 551
Tow! tax charge 5,593 1,48}
Tax relating ©o items charged or credited directly to equity is as follows:
— 3012 2011
£000 £000

Deferred taxation relating to share-based payments - 108

9
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

I [. Taxation {continued)
Deferred Tax
The deferred income tax recognised in the balance sheet Is as follows:
012 2011
W0 X0
Deferred tax liability
Holdover of capital gains {324) (3s1)
S (324) (351)
Deferred tax asset
Accelerated depreciation for tax purposes - 7.531
Orther temporary differences - 16
- 7.547

The standard rate of UK corporation tax reduced wo 24% from | April 202 Deferred tax recognised has therefore
been calculated using the standard rate of UK corporaton tax of 24% (201 I* 26%). The restatement of the deferred
tax balances at 24% has resulted in a £27,000 credic (201 |: £551,000 charge) to profit and loss account.

Further reductions to the standard rate are proposed to reduce the rate by a further |% annually untl it reaches 22%

with effect from | Aprit 2014. As this legislation was not substantively enacted by the balance sheet date it has not
been reflected in these financial statements

The deferred income tax not recognised in the balance sheet is as follows:

2012 — 2011
£000 €000
Accelerated capital allowances 10,193 -
Other temporary differences 15 .
Tax losses 4,229 -
14,437 -

The deferred wx assers have not been recognised since there is no persuasive evidence that there will be suitable
taxable profits against which the timing differences will reverse. It is likely that the assets will be recoverable once
suitable taxable profits are generated. Of the total unrecognised deferred tax assets of £14,437,000 at 28 April 2012,
£7,547,000 relates to the prior year.

The derecogniton of the deferred tax asset in relauon to accelerated capital allowances and other temporary
differences has been mken to the income statement (£7,547,000).

The standard rate of UK corporation tax reduced to 24% from | April 201 2. Deferred tax not recognised has
therefore been calculated ysing the standard rate of UK corporation tax of 24% (201 1: 26%).

Further reductons to the standard rate 2re proposed to reduce the rate by a further 1% annually unul it reaches 22%
with effect from | April 2014. As this legislation was not substantively enacted by the balance sheet date it has not
been reflected in these financial statements

A reduction to the standard rate of UK corporation tax from 24% o 22% would reduce the deferred tax asset not
recognised by £1,203,000,

There are no unprovided deferred tax liabilities.

20
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11, Taxation (continued)
Deferred Tax (continued)
The deferred tax included in the income statement is as follows:
2012 2011
£000 — 2000
Accelerated depreciation for tax purposes 7,531 349
Deferred tax rate change @n .
Holdover of capital gains - (165)
QOther temporary differences 1] -
Share-based payments _ - 169
7,520 353
12. Property, plant and equipment
~Piant, equipment
and veohicles
£000
Cost at 24 April 2010 191,984
Disposals 7.319)
Additions 7617
Cost at 30 April 2011 192,282
Disposals (2.828)
_Additions 7.794
Cost at 28 April 2012 197,248
Depreciation at 24 April 2010 123,151
Charge for period 14,774
Impairment loss 887
Disposals (6.572)
Depreciation at 30 April 2011 132,240
Charge for period 13,534
Impairment loss 2,191
Dis| H (2,301)
Depreuaaﬁon at 28 April 2012 145,664
Net book value at 28 April 2012 51,584
Net book vaiue at 30 April 2011 60,042
Net book value at 24 April 2010 68,833

Property, plant and equipment has been written down by £2,191,000 (2011: £887.000), following an impairment
review of the carrying value of certain retail assets based on prevaiing market trading condions. The recoverable
amounts of assets were determined from value in use calculations that incorporated three-year cash flow estimates
discounted at an appropriate pre-tax discount rate of 10% (201 1-11.8%). The cash flows reflected management’s best
estimates of revenue, margin and operating costs over the forecast period and no reasonably possible change in
assumptions would result in further impairment.

The carrying value of plant and equipment held under finance leases at 28 Apn! 2012 was £5,150,000 (2011:

£5,943,000), of which £nil (2011: £nil) is included within additions during the year. Leased assets are pledged as
security for the related finance leases

21
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

13. Intangible assets

Goodwill
£000
“Cost at 24 Apnl 2010 69,347
Cost at 30 April 2011 69,347
Cost at 28 Apnl 2012 69,347
“Provision at 24 April 2010 .
_Impalrment charge at April 201 | (69.347)
Provision at 30 April 20 [ { and 28 April 2012 (69,347)
Net book value at 30 April 2011 and 28 April 2012 -

Goodwlt of £69,347,000 which arose on the acquisiion of the trade and assets of the subsidiary undertalang
Waterstones Overseas Limited on 26 April 2008 was capitalised. This goodwill was subject to an annual impairment
review so as to ensure that the carrying amount was not grearer than the recoverable amount. On the basis of such
a review, provision was made at 30 Apri} 201 | against the full value of the goodwill. This reflected the valuation of
the Company Inherent in the sale of the business by HMV Group plc on 28 June 2011 for £53.5m on a cash-free,
debr-free basis.

I4. Investments: subsidiaries

Cost Prowision Net book value
1000 000 2000
At 24 April 2010 17,261 - 27,261
At 30 April 2011 27,261 - 27,261
At 28 April 2012 27,261 - 27,281
The Company's principal subsidiary undertakings, which are 100% directdy owned, are as follows:
Name of undertaking Country of incorporation Activity
Waterstones Overseas Limited England & Wales Non-trading
Hatchards UK Limited England & Wales Non-trading

Warterstones Overseas Limited was formerly Waterstone's Overseas Limited and prior to that, HMV Overseas
Limited
Hatchards UK Limited was formerly Fine Recordings Club Limited.

15. Trade and other receivables

2012 P
5] £000
Current

Trade receivables 4,412 3,324
Amounts owed by parent and fellow subsidiary undertakings &1z 204
Orher recelvables 10,192 {3,480
Prepayments and accrued income 30,9510 33479
46,392 50,487

The carrying value of trade and cther receivables approximates to fair value. Trade recelvables are stated net of a
provision for impawrment of £47,000 (2011: £100,000). Credit risk is Imited as the Company has minimal levels of
trade receivables due w the nature of its retailing business. See Note 22 for a discussion of credit risk. Trade and
other receivables are non-interest bearing and are generally on 30 day terms. See Note 30 for the terms and
conditons relating to related party receivables,
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16. lnventories

Inventories pnmarily compnise finished goods and goods for resale. The replacement cost of inventories is considered
to be not materially different from the balance sheet value.

17. Cash and short-term deposits

2012 2001
00— i
Cash at bank and in hand 19,819 15,347
Cash at bank earns interest at floating rates based on daily bank deposit rates.
18. Trade and other payables
2012 200
— €000 000
Current
Trade payables 40,400 29,78
Amounts owed to UK parent, ultimate Eurcpean parent and
fellow subsidiary undertakings 100,418 82,597
Other payables 39,272 34,719
Accruals and deferred income 26,312 24,021
206,402 171,118

The carryng value of trade and other payables approximates to fair value. Trade payables are not interest-bearing
and are generally settled on 30-60 day terms. Other payables and accruals are not interestbearing. Of the amounts
owed to UK parent, uldmate European parent and fellow subsidiary undertakings, £69,109,000 (201 I: £49,407,000) is
repayable on demand, (£63,674,000 of which 1s repayable within 30 days of demand and £5.435,000 Immediately) and
on which interest 1s charged at 7% per annum or the base rate of Barclays Bank plc at date of advance plus 4%,
whichever is higher. (201 I: inverest charged at the Bank of England base rate prevailing at the date of inception).

During the period ending 30 April 201 |, a loan payable to a fellow subsidiary undertakung of £46,593,000 was waived,
resulung in an exceptional ¢redit (see Note 6).

The remaining amounts owed to parent and fellow subsidiary undertakings relate to intercompany trading and are
serded monthly wrth no interest charged. See Note 30 for the terms and conditions relating to related party
payables.

19. Interest bearing loans and borrowings

1L 2011
£000 £000_
Non-current:
Obligations under finance leases (see Note 28) 2,720 3,389
2,720 3389
“Current
Obligations under finance leases (see Note 28) 702 734
702 734

The carrying value of interest bearing loans and other borrowings approximates to fair value.
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20. Provisions
Total
“£000
At 30 April 2011 4,738
Charged during the year 514
Provisions utilised {(771)
At 28 April 2012 4,481
Analysed as:
Current 2,229
Non-current 2,152
4,481

Provisions almost entirely consist of amounts in respect of store closures and restructuring.  The utilisation of
provisions in the year largely reflects store closures. The £514,000 provision created in the year refated to further
store closures and head office restructuring costs. All provisions are expected o be utliised in the next five years.

2]1. Derivative financial Instruments

Currency derivatives

The Company can use derivative instruments as part of a policy of managing foreign currency exchange nsk arising on
expected future purchases of internationally sourced products. The implementation of these derivative instruments
is negotiated to match expected purchases and they therefore qualify for hedge accounting. The fair value of cash
flow hedges in place at 28 April 2012 is £nil (201 [: £92,000). The £92,000 recognised in the hedging reserve in 2011
has been derecognised in the current year.

The total notonal amount of outstanding foreign currency contracts to which the Company was committed ar 28
April 2012 was £nil (201 |: £2.0m), all of which related to US dollar commercial activities,

Fair volues
The fair values of the Company’s financial instruments, trade recelvables, other receivables, trade payables and cther
payables equates to their carrying values in the Company’s balance sheet.

22. Financial risk factors

The Company’s business exposes it w certain [imited financial risks, such as fiquidicy risk, interest rate risk, credit risk
and foreign exchange risk.

Liquidity risk
During the year under review the Group had sufficient funds and facilities available to satisfy its current requirements.

The Company has access to UK parent and European parent funding fadlities under loan agreements that were put in
place on and since acquisiion by Waterstones Holdings Limived. These funding facilities consist of a revolving credit
fadility of £65m and a term loan of £33m. Since the year end, the UK Parent company agreed a US$57m bank loan
facility, to which the Company is a guarantor (see Note 31 Post Balance Sheet events)

At 30 April 2011 the Company was a guarantor t the HMV Group's £240m revolving credit facility (see Note 26).
Under the HMV Group's banking arrangements, overdraft and cash balances of the Company and certain other Group
companies were pooled or offset and cross-guaranteed. The Company ceased to participate in and be a guarantor to
HMVY Group's banking facility on 28 June 2011,
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22. Financial risk factors (continued)
Analysis of the maturity profile of the Company’s financial liabilides at 28 April 2012 is shown befow:

Less dhan 3w 2 More than
On demand 3 months months I w5 S years Total
200 7000 g0 g 5% 7500

Finance lease - 185 569 2,360 562 3,676

Trade and ather payables 69,109 137,201 - - - 206,310

At 28 April 2012 49,109 137,388 569 2,360 562 209,988

Finance lease - 172 582 2,549 1,127 4,430

Trade and other payables 49.407 121,803 - - - 171,210

At 30 April 2011 49,407 121,975 582 2,549 1,127 175,640

Interest rate sk

The Company Is exposed to interest rate nsk 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 nsk
The Company's credit risk arises from izs cash and outstanding receivables. The Company manages cash balances by
repaying drawings under the revolving credit facility,

Due 1o the nature of the Company’s retating business credit risk from tade receivables is limited. Allowances are
made for doubtful debts based on the age of the debt and the customer's financrl circumstances.

Forergn exchange sk

Forward foreign exchange contracts are used to hedge the forelgn exchange risk of imports where volumes are
significant. No speculative positions are entered into. Detalls of foreign currency contracts outstanding at the balance
sheet date are given in Note 21.

Sensitivity analysis
The following sensitivity analysis illustrates the sensitvity to changes in market variable of the Company’s finandial
instruments and show the Impact on profit and shareholders’ funds.

Interest rate sensivity
Based on the Company’s net debe position at the year end, a |00 basis points mavement in interest rages would affect

the Company’s profit before tax and shareholders’ equity by approximately £0.5m (201 |: £0.4m).

Foreign exchange rate senstivity
The Company imports products from overseas. A 10% change In the value of Euro and US Dollar against Sterling
would affect the Company’s profit before tax and the shareholders’ equity by approximately £0.2m (20! I: £0.4m).

Caprtol management

During the year under review, the core objective of the Company was to ensure that it would be able to contnue to
operate as 4 going concern, as well as having sufficient funds available to grow the business for the benefit of its parent
company and other stakeholders. The capital structure of the Company compnises leans and borrowings through its
intra-group faclines (see Note 22), cash and cash equivalents (see Note |7} and equity artributable to the parent
company (see Note 24). During the year under review the Company was a guarantor to the former parent company
banking faality (see Note 22). After the year end, the Company became guarantor to a parent company loan facility
(see Note 31}




WATERSTONES BOOKSELLERS LIMITED
(formerly Waterstone's Booksellers Limited)
Company Number: 00610095

REPORT AND ACCOUNTS 2012

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

13. Additional cash fiow information

Movements in the Company’s net debt positon are as follows:

Ar 30 gﬂl ash Other non-cash At 28 April
1 flow changes 2012
£000 £000 £000 — €000
Cash at bank and in hand 15,347 4,472 - 19,819
Cash and cash equivalents 15,347 4,472 - 19,819
Loans and borrowings — non-current (3.389) - 669 (2,720)
Loans and borrowings — current {734 701 (669) (702)
“Total loans and borrowings (4.|23)) 701 - (3,422)
Net debt 11,224 5,173 - 16,397
A 24 April Other non-cash At 30 Aprl
2010 Cash flow 2011
7500 - -]
Cash at bank and in hand 5517 9,830 - 15,347
Bank overdrafts {10,423) 10423 . -
Cash and cash equivalents (4,906) 20,253 - 15,347
Loans and borrowings = non-current (4.0%1) - 702 (3.389)
Loans and borrowings — current (978) 946 (702) (734)
Total loans and borrowings (5.069) 946 - (4,123)
Net debt (9.975) 21,199 - 1,224
Other non-cash changes represent movements in finance lease funding.
24. Share capital
2012 2011 2012 2011
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
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

25. Share-based payments

Prior to the separation of Waterstones from the HMV Group on 28 June 201 1, certain of the Company's employees
parucipated in share-based payment schemes of the HMY Group plc. All such participation ended on this date.

Equity-settied share option plan

During the period under review certain of the Company’s employees partucipated in an equity-settled share option
plan of the (former) ultimate parent undertaking, HMV Group plc, known as the HMV Group plc 2002 Executve
Share Option Scheme (the 2002 Scheme'). This scheme was used for grants of options from 2002 until the financal
year ended 28 Apnl 2007, when it was replaced with the HMV Performance Share Plan (PSP)

Pursuant o the rules of the 2002 Scheme, options were granted at the five-day average of the market value of HMV
Group pic’s shares on the date of grant. The optons can normally only be exercised after three years and then
subject to the achlevement of earnings per share targets imposed at the date of grant. If options remain unexercised
after a period of 10 years from the date of grant, the options expire and aptions are forfeited if the employee leaves
the Group before the option vests or before vested optons are exercsed. Howaver, the employee’s rights to
exercise the outstanding options are unchanged by the change of ownership of the Company.

There was no charge for share options in respect of employee services during the period ended 30 Aprit 2012 (2011;
£nil). There were no grants of share options during the period under review or the prior period.

The movements in the number of share options during the year are detmiled in the table below The options

outstanding at 30 April 2011 had a weighted average exercise price of 167p and a weighted average remaining
contractual [ife of |.| years

2612 2014 011 3011
Welghted Weighted
average average
Options exercise price Optons exercise price
Number Pence Number Pence
Qutstanding at beginning of period 156,142 167 160,849 167
Lapsed during the period {156,142) 167 (4.707) 167
Outstanding at end of the period’ - - 156,142 167
Exerclsable ar end of the perlod - - 156,142 167

The ountanding batance of nil share options (2011 154,142) have not been recognised in zccordance with IFRS 2as the options were granted on
or before 7 November 2002, Thesa options have not been subsequenty modified and, therefore, do nat need w be acoounted for in accordance
with IFRS 2.

1012 D12 LN 201
Welghted Weighted
average average
Options remaining Optons remaining
outstanding  contractual life ouurnding  contracual life
Number Years Number Years
2002 Executive Share Option Scheme
Exercise price 167p = - 156,142 1.1
L.l

- - 156,142
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25. Share-based payments (continued)
Equity-setiled deferred annual bonus

During the pericd under review certzin of the Company’s senior management were eligble for a deferred annual
bonus that is equity-setded i the shares of the ulumate parent undertaling, HMV Group plc.  This {s the HMY
Group pic Incentive Plan for Senior Executives (HIPS). Under this arrangement, these awards are made in shares and
the number of shares awarded, together with the fair value of the award, is determined by reference to the market
value of shares at the time the award 1s made, not when it is pawd. No adjustment to value is 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 is made, subject to the performance of the individual.

The charge in respect of deferred awards duning the period ended 28 April 2012 was £3,000 (201 |: £30,000).

The number and weighted average fair values of, and movements in, deferred share awards during the year are as
follows:

2017 —___3012 2011 p L]

Welghted Weighted
average averige
Share awards falr value Share awards falr value

Number Pence Number Pence

Outstanding at beginning of period 120,160 76 42,797 108
Granted during the period - - 77,363 58
Vested during the period (120,160) 76 - -
Outstanding at end of the period . - 120,160 76

Of the outstanding balance at 201 |, the assessment of performance conditicns at 30 April 2011 and the change in
Company ownership resulted in {20,160 share awards vesting.

Equity-settled Performance Share Plan (PSP)

Under the PSP certain employees are granted an award of shares of the ultimate parent undertaking. HMV Group pic,
which vest after three years provided that preset performance criteria, set by the Remuneration Commuttee of HMV
Group plc, are met.  For awards up to and including grants made during the year ended 25 April 2009, vesung
conditions were non-market related, primanly being Group earnings per share targets, For the award granted during
the year ended 30 April 201(, the vesting conditions alsc include a market related element, being relatve total
shareholder return. The charge in respect of the PSP during the year ended 28 April 2012 was £nil 201 I: £15,000).

The number and weighted average fair values of, and movements in, PSP awards during the year are as follows:

2012 2012 2011 2011

Weighted Weghed

average averige

Share awards fair value Share awards fair value

Number Pence Number Pence

Outstanding at beginning of period 796,809 8y 1,443,561 13
Granted during the period - - 303,555 58
Lapsed during the period (796,809) 89 _(950,307) 119
Outstanding at end of the period - - 796,809 8%
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NOTES TO THE FINANCIAL STATEMENTS (continued)

25. Share-based payments (continued)

Equity-settied Performance Share Plan (PSP) (continued)
The fair value of the PSP grant during the 201 | financial year was based on the following assumptions:

Number of ~ Fair Price at Expected Expected
term dividend

shares value  grant date Expected Risk free Vesting
Award date granted Pence Pence Years yield X  wvolatllity % rate % condition
7 July 2010 15{,778 44 58 3 nfa nfa nfa Non-market'
7 July 2010 151,777 30 58 3 4.1 422 1.55 Market”
! Earnings per share,
? Total shareholder return

All awards outstanding under the PSP lapsed on 28 June 201 | on the change of ownership of the Company,
26. Contingent liabilities

The management of VWaterstones Booksellers Limited is not aware of any legal or arbitration proceedings pending or
threatened against the Company which may result in any lrabilnies significantly in excess of provisions in the financial
statements,

Since the year end Company has become guarantor to the UK Parent company US$57m bank loan facility. Part of the
security for this loan facility is a debenture on the assets of the Company, including the Waterstones brand.

At 30 April 201 | Warerstones Bocksellers Limited was a guarantor to HMV Group’s £240m syndicated bank facility.
The borrowings under the faclity were secured, with secunty comprising first ranking fixed and floating charges in
favour of the lenders under the Fadilicy Agreement over all assets and undertakings of the guarantors, On 28 June
2011, HMV Group ple sold its investrnent in the Company and the Company ceased to be a guarantor of the facility.

27. Pension arrangements

Following the separation of Waterstones from the HMV Group on 28 June 201 |, the Waterstones Group Personal
Pension Plan (WGPPP) was introduced to mirror the arrangements that were in place for eligible seaff under HMV.
The WGPPP is established under a Trust administered by Company Trustees. The scheme provides members with
Individual pension saving accounts In thelr own name, with a range of investment options avallable. Members can
choose to pay from 2% to 6.5% of pensionable salary, with the members’ contributions matched by Waterstones to a
maximum of 6.5%.

Prior to 28 June 2011, the Company’s employees participated in the HMV Group Pension Scheme (the “HMV
Scheme”). The Scheme had two sections — the Pension Saver Section and the Pension Benefit Section. In respect of
the Pension Benefit Section, the scheme closed to future benefit accrual with effect from 31 March 2011, Prior to
this, there was no contractual agreement or stated policy for charging the net defined benefit cost measured in
accordance with [AS 19 to indmidual group entuties. As a consequence, the Company recognised a pension cost
equivalent to the contribution payable during the financial period. Information in respect of the Pension Benefit
Section as a whole Is given below.

As a condidon of the sale of Waterstones by HMV Group ple, all fiabilities of the Pension Benefit Section in respect
of Waterstones current and past employees remained with HMV Group plc in accordance with a scheme
apporticnment arrangement entered into on 6 June 201 [, This provided that on Waterstones ceasing to parncipate
in the Scheme, their share of the Scheme's defiat (instead of becoming immediately payable) was transferred to HMY

Group pic. In return for so agreeing, the Trustees and HMY Group plc agreed certain payments to, and additonal
protection for, the Scheme.
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27. Pension arrangements (continued)
Pension Saver Sectron (HMV)

The Pension Saver Section was of the defined contribution type and was open to all permanent and temporary staff
of the Group aged between [8 and &4 years. Members could choose to pay from 2% to 5% of pensionable pay
increasing to a maxdmum of 6.5% from | Apnl 201 |. The Group matched the amount paid by the member up 0 a
maximum of 5% of pensionable pay, which ncreased wo a maximum of 6.5% from | April 2001. Members had a
choice of ways to invest therr 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 28 April 2012
were £0.2m (201 |: £0.4m).

Pension Benefit Sectzon (HMY)

The Pension Benefit Section was of the defined benefit type and was an Inland Revenue exempt approved scheme for
the purpose of the Income and Corporation Taxes Act 1988. It was contracted out of SERPS.

A qualfied acuary undertakes a valuaton on at least a triennial basis, The most recently completed zctuarial
valuation was as at 30 June 2007 and was based on an assumed investment return of 5.0% to 6.75% a year, salary
increases of 3.0% a year, and annual pension increases of 2.5% to 3.0%, and used the projected unit method, The
result of the valuation was 2 level of asset cover of 94%, representing a funding deficit of £5.1m, which has been
funded by three special contributions of £2.17m, the last of which was pad on [ May 2010. Discussions in respect of
the actuarmal review as at 30 June 2010 were incorporated into the agreement of a scheme apporticnment
arrangement, as discussed above, following which Waterstones ceased to be 2 participating employer in the Scheme.

Duning the 20| financial year a consultation process with employees and the Trustees wok place, following which
the UK Scheme closed to future benefit accrual with effect from 31 March 2011, As a result, the 399 active members
of the Scheme stopped building up a final salary pension and of these, 308 transferred to the Pension Saver Section of
the Scheme, details of which are given below. The curtailment of the Scheme due to the closure to future accrual and
changes to linked benefits such as rights on early retirement resulted In a £2.8m credit which was recognised as an
exceptional item in the income statement of HMV Group ple for the year ended 30 April 201 1.

Total Group employer contribunicns to the Pension Benefit Secoon for the year ended 30 Apnl 2011 were £1.7m
excluding the special contnibution noted above of £2.17m. Of this, the Company contnbuted £0.5m.

Amounts reflected in the financial statements in respect of the defined benefit pension scheme were determined with
the advice of independent qualified actuaries, Towers Watson, on the basis of annual vahuations using the projected
unit funding method. Scheme assets were stated at their market value at the respective balance sheet dates.

The major assumptions used In the calculations are as foliows:

As at

30 April 2011

- % per annum
Rate of pnice inflation 3.6
Rate of salary increase na
Rate of Increase for pensions In payment 3.5
Rate used to discount scheme llabilities 5.3
Expected rate of renurn on equittes & growth funds 7.7
Expected rate of return on bonds nfa

Expected rate of return on index-linked bonds 4.2
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27. Pension arrangements (continued)

The expected rate of return on Scheme assets was based on externa! historical and forecast market information.

The post-retirement moruaality assumptions used at 30 April 201 | were in line with the actuarial funding valuation as
at 30 june 2010. They reflected the SAPS S| pensioner mortality series table with a long term trend of improvement
of 1.5% per annum from 2002, based on members’ year of birth. These bases imply the following life expectancies:

1L 2011

At age &5 for At age 65 for

someone someone

currently age 65 currently age 50
Male 225 242
Female 246 26.4

Other non-financial assumptions were consistent with those used in the last complete actuarial valuation of the
Scheme as at 30 June 2007.

The assets and habiities of the Scheme at the end of the period were:

2011

£m

Equrties 44.6

Diversified growth & absolute return funds i3s

Bonds -

Index-linked bonds 4.4

Other 0.4

Tol market value of assets P29
Actuarial value of scheme liabilities (145.1)
Deficit in the Scheme (32.2)

Deferred tax 5.5
Net pension liabilicy {26.7)

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

T

£m

Total market value of assets at the beginning of the period 100.6

Employer contributions 3.9

Employee contributions 0.8
Benefits pad (1.2)

Expected return of plan assets 6.6

Actuarial gain 3.2

Total market value of assets at the end of the period 112.9
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17. Pension arrangements (continued)

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

2001

£m
Defined benefit pension obligations at the beginning of the period (139.6)
Current service cost (1.8)
Curtailment credit 28
Interest on pension scheme fiabilities (1-6)
Employee contributions (0.8)
Benefits pad 22
_Actuarial gain 0.7
Defined benefit pension obliganons at the end of the perlod (145.1)
The sensitivities regarding the principal assumptions used to measure the Scheme liabilities are set out below:
Assumption Change In assumption Impact on defined benefit obligation
Discount rate Increase by 0.25% Decrease by 7%
Price inflanon Increase by 0.25% Increase by 7%
Post-retirement moruality Life expectancy increase by one year  Increase by 3%

28. Obligations under leases
Obligations under operating leases

The Company operates entirely from properties In respect of which commerclal operating leases have been entered
into. These leases have an average remaining duration of five years. At the end of the period, future minimum
rentals payable under non-cancellable operating leases were as follows:

Land and buildings Other
2012 2001 2012 2011
£000 £000 £000 £000
Not later than one year 49,505 56,184 175 294
Between two and five years inclusive 156,324 178,815 138 675
After five years 119,315 143,244 . -
316,144 378,243 313 969

The Company has also sublet space in certain properties. The future minimum sublease payments expected to be
received under non-cancellable sublease agreements as at 28 April 2012 Is £3,975,000 (201 : £6,408,000).

32




WATERSTONES BOOKSELLERS LIMITED REPORT AND ACCOUNTS 2012
(formerly Waterstone's Booksellers Limited)
Company Number: 00610095

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

28. Obligations under leases (continued)
Obligations under finance leases
The Company has acquired certain plant and equipment using finance lease liabilities. These leases have no terms of

renewal, purchase options or escalation clauses. At the end of the pericd, future minimum payments under finance
leases were as follows:

2012 2011

2000 _ 00
Noz later than one year 754 754
Between two and five years inclusive 2,360 2,549
After five years 562 1,127

3,676 4,430

_Less: finance charges allocated o future periods (254) (307)

Present value of minimum lease payments 3,422 4,13
The present value of minimum lease payments is analysed as follows:

2012 2011

1000 £000

Not later than one year 702 734

Between two and five years inclusive 2,192 2,492

After five years 528 897

3,422 4,123

29. Ultimate parent undertaking

The immediate parent undertaking and ulumate UK parent undertaking of the Company for which Group financial
statements are drawn up and of which the Company was a member during the financial year and at 28 Apnl 2012 13
Waterstones Holdings Limited, a subsidiary of ARKNN Capltal Fund Management Limited. Coples of these financial
statements can be obtaned from the Company Secretary, Capiwal Court, Capital Interchange Way, Brentford,
Middiesex, TWB 0EX.

In the previous financial period, the immediate and uitimate parent undertaking of the Company for which Group
financial statements are drawn up and of which the Company was a member during the financial year and at 30 April
201 | was HMV Group plc. Capies of these finandlal statements can be obtained from the Company Secretary, HMV
Group ple, Windsor House, Spittal Street, Marlow, Buckinghamshire, SL7 3H|.

On 28 June 20} |, HMV Group plc sold s investment in the Company wo Waterstones Holdings Limived, a subsidiary
of AGNN Capital Fund Management Limited.
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30. Related party transactions

During the period the Company entered into transactions In the ordinary course of business with related pardes.
Transacuons entered into and balances outstanding at the end of the period are as follows:

Sarvices received  Services rendered Amounts owed Anounts owed
from relazed party to related party by relatad party to related party

£000 £000 £000 £000
With European parent company
2012 5,434
2011 - - - -
With uhimate UK parent company
2012 - - - 63,675
2011 574 - - 50,822
With fellow subsidiaries
2092 - 283 817 31,309
2011 - 579 204 31,867

Included within amounts owed to related parties 13 £69.Im (2011: £49.4m) of intercompany loans, repayable on
demand, on which interest is charged at the higher of 7% per annum or the base rate of Barclys plc at date of
advance plus 4X. (201 |: interest charged at the Bank of England base rate prevailing at the date of inception.) The
remalning amounts owed by and to related parties referred to intercompany trading balances that are setded
regularly with no Interest charge.

The Company’s employees, untll 28 June 2011, participated in the HMV Group Pension Scheme, which had two
sectons — the Pension Saver Section and the Pension Benefit Section. In respect of the Pension Benefit Section, there
was no contractual agreement or stated policy for charging the net defined benefit cost measured in accordance with
IAS 19 to individual Group emtities. As a consequence, the Company recogmised a pension cost equivalent to the
contributions payable during the financial period. Further details are given in Note 27.

A number of share-based payment schemes were operated during the prior year by the uhimate parent underaking,

HMV Group ple, in which the Company’s employees participated. The Company recognised the transfer of equity
Instruments to its employees as share-based payment transactions within the scope of (FRS 2 Share-based Payments.
Further details are given in Note 25,

Remuneration of key management personnel
The remuneration of the Directors of the Company Is set out in Note 7.
31. Post balance sheet event

On 30 Apil 2012, the Company became guarantor to a US$57m loan facility granted to the UK Parent Company,
Waterstones Holdings Limited.




