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Next Retail Limited

Directors’ report and business review

The Dhrectors present their report and financial statements for the year ended 30 January 2010

Results and dividends
The profit for the year, after taxation, amounted to £253,452,000 (2009 £173,355,000) No dividend was
paid during the year (2009 £nil) The Directors do not propose payment of a final dividend

Principal activities and review of the business

The principal activities of the Company during the year comprised the supply of Next brand merchandise
including Womenswear, Menswear, Childrenswear, Lingerie, Shoes, Sportswear, Accessories, Fashion
Jewellery, Cosmetics and Home Furnishings, through a chain of retail shops in the UK, Eire, Scandinavia
and Germany (Next Retail), a home shopping catalogue and website (Next Directory) and a franchise
network with overseas partners

Business strategies and objectives

The Company’s principal objective 1s to provide exciting, beautifully designed, excellent quality clothing,
footwear, accessones and home products, presented 1 collections that reflect the aspirations and means of
Next customers The Directors aim to achieve this objective by implementing the following strategies

s Improving and developing Next product ranges, success in which 1s reflected in total sales and
like for like sales performance

»  Profitably increasing Next selling space New store appraisals must meet demanding financial
criteria before the investment 1s made and success 1s measured by monntoring achieved sales and
profit contribution against appraised targets

s Increasing the number of Next Directory customers and their average spend

e Managing gross and net margms by better sourcing, continuous cost control and efficient
management of stock levels and working capital

Review of the year

During the year we have made good progress i improving and developing our product ranges, expanding
our store portfolio, refitting our stores, developing our online business and controlling costs We believe
the Next brand has emerged from the recession in better shape than 1t entered, and 1s well placed to make
progress in what we anticipate will be another challenging year There are four reasons for the significant
improvement 1n our performance, one 1s external and three are internal

FExternal factor - economy

The recession did not impact consumer spending as much as most people expected Employment only
decreased by 1 8% (curca 500,000) despite unemployment rising by circa 900,000 The modest drop n
employment combined with increased state benefit payments and lower interest rates meant that overall
UK disposable income actually increased in 2009, with consumption remaining broadly flat

Internal factors
We believe there has been a marked improvement 1n our ranges, in particular we have been much faster to

adopt new trends

We were able to recover mare of the decline n the value of Sterhng from our supply base than expected
Therefore, bought in gross margins did not decrease nearly as much as anticipated We had underestimated
the extent to which new sources of supply would be able to improve cost prices and the extent to which our
existing manufacturers’ dollar cost base would decrease

We also exceeded our targets for cost savings across the Company
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NEXT RETAIL

Retail sales

Retail sales fimshed the full year 3 5% ahead of last year, however this includes a 53rd week of sales and
the 52 week comparison would have been a 2 0% increase As a result of effective stock control 16% less
stock went into the end of season Sales

Retail like for like sales

2010 2009
No stores LFL % No stores LFL %
Total 420 +0 1% 410 -7 9%
Underlying 401 +0 3% 348 -6 5%
Total sales (excl VAT) £2.274 2m £2,197 9m

Next defines ltke for like stores as those that have traded for at least one full year and have not benefited from
significant capttal expenditure Sales from those stores for the current year are then compared to the same period in
the previous year to calculate ltke for ftke sales figures Underlying ke for like sales apples the same calculation to
only those stores which were unaffected by new store openings

New space
We increased trading space by 257,000 square feet in the year, increasing our portfohio to 517 stores

2010 2009 Annual change
Store numbers 517 510 +1 4%
Square feet (000's) 5,763 5,506 +4 7%

Selling space 15 defined as the trading floor area of a store, excluding stockroom, admmstration and other non-
trading areas

The payback on net capital invested 1n new space 1s forecast to be 13 months and net store contribution 15
forecast to be 21% These forecasts are comfortably ahead of our financial hurdles of 24 months payback
and 15% contribution We opened 9 Home stand alone stores, taking our total out of town Home stores to
18 These stores are making a contribution of 19% and will pay back the capital invested 1n 14 months

We expect to open a total of 340,000 square feet in the year ahead Included in this number 15 150,000
square feet 1n 12 new Home stand alone stores

During the year we opened 5 trial Sports Departments i existing Next stores These departments
incorporate non-Next branded sportswear such as Adidas and Puma alongside our own NX Sport brand
This tnal has been successful and we plan to open a further 17 Sports Departments in the first half of this
year, with more to come 1n the second half

We continue to invest in improving our stores During the year we spent £26m refitting and £7m extending
our stores, this year we ntend to spend a further £18m on cosmetic refits, £6m on new sports and shoe
departments and £17m on extensions Three years ago we started a programme to reinvigorate the look
and feel of our stores, the vast majonty of which was now 1n keeping with our brand We expect that a
capital investment of £20m per annum with be required to maintain the image of our stores
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Retail profit
Net operating margin i Next Retail increased from 13 1% to 14 2% The mncrease in margin 1s detailed 1n
the table below, the figures show the change as a percentage of sales for each of our major heads of cost

2010 2009
Net operating margin last year 13 1% 14 2%
Increase 1n achieved gross margin +1 0% +1 4%
Decrease/increase 1n occupancy costs +0 3% -21%
Change in store payroll costs 00% +0 1%
Increase in other costs -02% -0 5%
Net operating margin this year 14.2% 13 1%

Gross margin 15 the difference between the cost of stock and the imitial selling price  Net operating margin 15 the
residual profit after deducting markdowns and all direct and indirect trading costs  Both are expressed as a
percentage of the achieved VAT exclusive selling price

The weakness of Sterling was an enormous challenge to our margins However, we were able to contain
the drop in bought 1n gross margin to just 0 4% Lower cost prices were acheved by moving to new
sources of supply and negotiating better terms with exssting suppliers, many of whom were able to pass on
the benefits of lower dollar mput costs Lower VAT, significant freight savings and reduced fabric
wastage also mitigated currency weakness to contan the drop 1n bought 1n gross margin to 0 4%

The improved achieved gross margin was primarily a result of reducing the markdown charge by 1 4%
We marked down 16% less stock 1n our mainlhne stores (at original retail selling value) and impraved the
sell through 1n our clearance stores This reduction was partly as a result of improved stock control but also
as a result of us sigmficantly beating our imitial sales budgets We do not anticipate that there will be the
same opportunity to save further markdown n the year ahead

Occupancy costs decreased as a percentage of sales and improved margin by 0 3%, this was largely as a
result of lower energy costs In those stores that had a review, rent increased on a compound annual basis
by 3 8% This increase was partially offset as a result of disputed rents being settled at lower levels than
origially reserved

Store wages were flat as a percentage of sales, despite a 1% annual pay award, increased premiums for
working on Boxing Day and higher staff bonus payments This was achieved as a result of improvements
to the way we schedule the hours worked in our stores In the year ahead we again expect savings In
worked hours to offset wage increases

Warehousing and distribution savings improved margin by 0 5% due to lower charges for processing Sale
stock and other efficiency projects This was offset by other overheads eroding margin by 0 7%, mamly
due to increased staff incentives and charges for sponsoring the 2012 Olympic Games
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NEXT DIRECTORY

Directory sales

Drirectory sales fimished the year up 7 0% (5% on a 52 week basis) Growth was driven through a 3 6%
increase 1n the average number of active customers and a small (0 2%) mcrease 1n pages The mternet
continues 1o be very important to the development of the Directory and now accounts for over 70% of our
orders

2010 2009  Annual change
Total sales (excl VAT) £873 2m £816 4m +70%
Average active customers 2,282,000 2,202,000 +3 6%
Average sales per customer £382 £371 +3 0%
Number of pages 3,968 3,960 +0 2%

Active customers are defined as those who have placed an order in the last 20 weeks or who are paying off a current
balance The average for the year 15 calculated as a weighted average of each week's figure Average sales per
customer are calculated as statutory sales divided by the average number of customers

Directory profit
Next Directory operating margin was up 1 7% on last year The margin movement 1s detailed below

2010 2009
Net operating margin last year 19.3% 20 6%
Increase/decrease 1n achieved gross margin +0.5% -12%
Decrease 1n bad debt +0.7% 0 0%
Decrease/increase n service charge income -0 3% +0 2%
Decrease/increase in other costs +0.8% -03%
Net operating margin this year 21.0% 19 3%

The bought in gross margin decreased by 0 4%, in line with Retail and for the same reasons Directory
generated 13% less margin stock which increased gross margin by 0 9% Achieved gross margin increased
by 0 5%

Bad debt improved against a very difficult period last year Service charge ncome did not grow as fast as
sales and as a result margin was eroded by 0 3%

Warehousing and distribution costs improved margin by 1 0% Delivery charge revenue was up by £3 5m
as customers placed smaller orders more often The balance of the improvement came from numerous
small cost saving mtiatives We achieved efficiencies 1n book distribution and customer recruitment
which gave a margin improvement of 0 7% An increase in other overheads eroded margin by 0 9%,
mainly due to increased staff incentives and Olympic sponsorship

Outlook

In the current environment, the outlook for the year ahead 1s hard to predict The biggest challenge this
year will be to absorb the increase in VAT without raising prices to customers For the Spring Summer
season we have succeeded in sourcing lower prices, which broadly offset the effect of increased VAT, so
our prices will not be affected We have yet to source a significant quantity of stock for the Autumn, but
increased commodity prices (particularly cotton) may lead to modest inflation m our Autumn Winter cost
prices There are no significant threats to other costs in the year ahead, which are generally very well
controlled
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NEXT INTERNATIONAL

Many of the overseas markets in which we trade have been affected by the world wide recession
International sales have been difficult with sales in our franchise stores being down 7% on a like for like
basis

We are now serving customers m 35 overseas countries through our international website NextDirect com
Stock 15 held, picked and packed in our UK warehouses We are using a number of different third parties
to deliver from our warehouses to overseas customers We charge €5 to deliver to mainland Europe within
seven working days We are now able to deliver to the USA n two business days and charge US$10 per
order

To date our focus has been on establhishing rehable overseas operations and we have not as yet spent
significant time or money on marketing In the year ahead we will test and develop marketing methods
overseas, with trials having just started 1n the USA We anticipate that over the next twelve months our
International website turnover will be circa £7m, generating a profit of £1 4m

RISKS AND UNCERTAINTIES

The Board has a policy of continuous identification and review of key business risks and oversees the
development of processes to ensure that these risks are managed appropniately Executive directors and
operational management are delegated with the task of implementing these processes and reporting to the
Board on their outcomes The key risks identified by the Board are summarised below

Business strategy development and implementation

If the Board adopts the wrong business strategy or does not implement 1ts strategies effectively, the
business may suffer The Board needs to understand and properly manage strategic risk m order to deliver
long term growth for the benefit of Next’s stakeholders The Board reviews business strategy on a regular
basis to determine how sales and profit budgets can be achieved or bettered and business operations made
more efficient This process nvolves the setting of annual budgets and longer term financial models to
identify ways in which the Company can increase shareholder value Critical to these processes are the
consideration of wider economic and industry specific trends that affect the Company’s businesses, the
competitive position of its product offer and the financial structure of the Company

Credit risk and hiquidity

In the current economic climate, the Company remains exposed to a greater degree of credit nisk than 1n
previous years, albeit at a lower level than twelve months ago  Rigorous procedures are in place with
regard to the Company's credit customers and these procedures are regularly reviewed and updated as
required Key supphers whose services are essential to the successful running of the business also face
credit risk These include the supply and printing of the Directory, provision of core [T systems and certain
systems and suppliers 1n the Company's delivery and distnibution network The Company's risk assessment
procedures for key suppliers enables it to 1dentify alternatives and develop contingency plans n the event
any of these suppliers fail

Management team

The success of Next depends 1n part on the continued service of its senior management and technical
personnel and on its ability to continue to attract, motivate and retain highly qualified employees The
retail sector 1s very competitive and Next staff are frequently targeted by other companies for recruitment
The Remuneration Commuittee 1dentifies senior personnel, reviews their packages at least annually and
formulates packages that are structured to retain and motivate these employees In addition, the Board
considers the development of senior managers to ensure that there are adequate career development
opportunities for key personnel and an orderly succession and promotion to all important management
positions within the business The Company 1s nevertheless exposed to short supply of highly qualified
candidates 1n the labour market to fill all key management positions and there can be no assurance that the
Company will continue to be successful in attracting, retaining or motivating necessary personnel
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Product design and selection

The success of Next depends on providing exciting, beautifully designed, excellent quality clothing and
homeware Success also depends upon s ability to anticipate and respond to changing consumer
preferences and trends Many of Next’s products represent discretionary purchases and demand for these
products can decline in a recession or other period m which consumer confidence 1s negatively affected
Executive directors and sentor management continually review the design and selection of Next's product
ranges This ensures, so far as possible, that there 15 a well-balanced product mix on offer, that 1s good
value for money and n sufficient quantities at the nght time to meet customer demand

Key suppliers and supply chain management

Next 1s dependent on 1ts supplier base to deliver products on time and to the quahity standards it specifies
It continually seeks ways 1n which to develop and extend its supplier base so as to reduce any over-rehance
on particular suppliers of product and services and to improve on the competitiveness of its product offer
This 15 achieved by development of existing and new sources of supply through its own sourcing operation,
NSL, as well as through external agents and direct from suppliers

Non-comphance by suppliers with the Next Code of Practice may increase reputational nisk Therefore,
Next carries out regular inspections of its suppliers’ operations to ensure compliance with the standards set
out mn this code, coverng production methods, employee working conditions, quality contrel and
mspection processes Next also monitors and reviews the financial, political and geographical attributes of
its suppher base to identify any factors that may affect the continuity or quality of supply of its products

Development of retail store network and Directory customer base

Growth of Next’s retail business 1s dependent upon increasing the floor space within its store network and
customers spending more Next will continue to Invest in new stores where 1ts financial critena are met
and refurbish 1ts existing portfolio when appropriate Whilst the anticipated effect of sales deflection 1s
factored into new store appraisals, there can be no assurance that the impact of new openings will not result
in a greater deflection of sales from existing stores

Successful development of new stores 1s dependent upon a number of factors including the identification of
suitable properties, obtaning planning permussions and the negotiation of acceptable purchase or lease
terms Although there have been a number of retail casualties over the last year, prime sites are still in
great demand While rents have eased, increased competition (particularly out of town) will possibly result
m higher rents going forwards

Growth of the Next Directory business depends upon the recruitment and retention of its customer base
and ncreasing the average spend per customer Next will continue to recruit new customers where they
satisfy 1ts credit score requirements However, there can be no assurance that new customers will result in
higher sales per customer or lower incidence of bad debts, compared with the existing customer base

Warehousing and distribution

Next regularly reviews its warehouses and the related logistics operations that support its businesses
Risks include business interruption due to physical property damage, access restrictions, breakdowns n
warehouse systems, capacity shortages, inefficient processes and delivery service failures  Planning
processes are in place to ensure there 1s sufficient warehouse handling capacity for expected future
business volumes over the short and longer terms In addition, service levels, warehouse handling and
delivery costs are momitored continuously to ensure goods are delivered to Retail stores and Directory
customers in a ttmely and cost-efficient manner

IT systems and business continuity

Next 1s dependent upon the continued availability and integrity of its computer systems The business
must record and process a substantial volume of data and conduct inventory management accurately and
quickly The Company expects that its systems will require continuous enhancements and ongoing
Investment to prevent obsolescence and mamtain responsiveness to business needs Back up faciities and
business continusty plans are in place and are tested regularly to ensure that busmess interruptions are
minimised and data 1s protected from corruption or unauthorised access or use
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Call centre capacity and service levels

Next 1s dependent on the efficient operation of its call centres to receive and respond to customer orders
and enquiries in 1ts home shopping and customer service management businesses Insufficient manpower
and nterruption n the availability of telephony systems to meet customer service requirements are the
principal rnsks The Company continuously monttors call centre operations that support the Next Directory
business to ensure that there 1s sufficient capacity to handle call volumes and satisfy clients' customer
service level requirements Capacity forecasting 1s used to manage peak demands and growth m business
volumes and customer and client satisfactton is measured on a regular basis Business continuity plans
ensure the risk of business mterruption 1s mmumised

EMPLOYEES

People are key to achieving the Company's business objectives Next has established policies for
recruitment, training and development of personnel and 1s commtted to achieving excellence 1n the areas
of health, safety, welfare and protection of employees and their working environment

Equal opportunities

Next 1s an equal opportunities employer and will continue to ensure 1t offers career opportunities withcut
discrtimination  Full consideration 1s given to applhication for employment from disabled persons, having
regard to their particular aptitudes and abihties The Company has continued the employment wherever
possible of any person who becomes disabled during their employment Opperturuties for training, career
development and promotion do not operate to the detriment of disabled employees

Training and development

Next aims to realise the potential of its employees by supporting their career progression and promotion
wherever possible [t makes significant investment 1n the trainimg and development of staff and 1n training
and education programmes which contribute to the internal promotion prospects of employees

Employee communication

Next has a policy of providing employees with financial and other information about the business and
ensures that the suggestions and views of employees are taken 1nto account Next has an employee forum
made up of a network of elected representatives from throughout the business who attend meetings at least
twice a year with dwrectors and senior managers This forum enables and encourages open discussion on
key business 1ssues, policies and the working environment

Employees of the Company participate in management and sharesave option schemes offered by Next plc
The Next Group Pension Plan, operated by Next plc, provides a valuable pension benefit to the Company's
employees, details of which are set out 1n the Next plc annual report and accounts

SOCIAL AND ENVIRONMENTAL MATTERS

Next 1s committed to the principles of responsible business For Next this means delivering value to
customers and stakeholders, recruiting and retaining the best people to work for the Company, developing
positive relationships with suppliers and developing healthy links with the communities in which 1t
operates

Next has a Corporate Responsibility (“CR™) forum of 15 senior managers and directors representing key
areas of the business, co-ordinated by a CR Manager, to develop and implement its strategy The forum
identifies potential 1ssues and opportunities and evaluates the success of Next’s response The CR
Manager holds regular updates with the executive director responsible for CR matters

Suppliers

Next 1s a member of the Ethical Trading Initiative and operates a Code of Practice (“COP”™), an established
set of ethical trading standards which forms an integral part of the Company’s operations The Next COP
has ten key principles that stipulate the mimmimum standards with which suppliers are required to comply 1n
relation to workers nights and condittons of work including working hours, minimum age of employment,
health, safety, welfare and environmental 1ssues Through 1ts COP Next seeks to ensure all products
bearing the Next brand are produced m a clean and safe environment and 1n accordance with all relevant
laws
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Next 1s commutted to 1its internal supplier audit and management programme and has a COP audit team of
40 staff (2009 37) The COP team works directly with suppliers to identify and address causes of non-
comphance Each audited factory 1s measured against the COP and 1s graded against 1ts six tier rating
system The suppher 1s made aware of its rating and what 1s required to improve that rating via a corrective
action plan This direct approach also allows Next to build knowledge and understanding 1n the local
communities, as well as monitoring suppliers through 1ts auditing process

Suppher payment policy

Next’s policy for the payment of supphers 1s either to agree terms of payment at the start of business or to
ensure that the supplier 1s aware of the Company's payment terms Payment 15 made 1n accordance with
contractual and other legal obligations

At 30 January 2010, the Company had an average of 24 days (2009 27 days) based on the ratio of the
trade creditors at the end of the year to the amounts paid during the year to trade creditors

Customers

Next 1s commutted to offering styhish, exceilent quality products to 1ts customers and aims to ensure they
are safe and fit for purpose and are sourced in a responsible manner Its team of technologists works
closely with buyers, designers and suppliers to ensure Next products comply with all relevant legislation
The expertise of independent safety specialists for clothing, footwear, accessories, beauty and home
products 1s used where required

Next endeavours to provide inclusive, high quality service to all customers, whether they are shopping
through 1ts stores, catalogues or website The different methods of shopping must be easily accessible for
all customers and be responsive to therr particular needs

Next Customer Services interacts with Retail and Directory customers to resolve enquiries and issues
Findings are documented and the information 1s used by other areas of the business to review how a
product or service can be improved

Health and safety

Next recognises the importance of health and safety at work and 1ts management 15 designed to contribute
to improving business performance Policies and procedures are reviewed and audited regularly to make
safety management more robust and fully up to date

The Company's objective 1s to manage all aspects of 1ts business in a safe manner and take practical
measures to ensure that its activities and products do not harm customers, employees, contractors, sites or
equipment Procedures are m place to enable effective two way communication and consultation about
health, safety and welfare 1ssues in order to achieve a high level of safety awareness

Environment
Next recogmises that it has a responsibility to manage the impact of 1ts busmess on the environment both
now and n the future Key areas of focus continue to be

. energy use and emissions from stores, warehouses, distribution centres and offices,
. fuel emissions from the transportation of products to either stores or customers’ homes, and
. waste created n stores, warehouses, distribution centres and offices

Next 15 commutted to reducing 1its carbon footprint by reducing energy consumption throughout its
operations, mimimising and recycling waste, cutting transport emissions and reducing the packaging n our
products
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During the year all areas of the business have implemented energy saving muiatives and undertaken
employee training to reduce energy consumption Examples include replacing existing lighting schemes
with more efficient bulbs, nstallation of occupancy sensors to dim or turn off lights when areas are
unoccupied and interrogation of store energy consumption to identify, investigate and correct unusual
consumption patterns

During 2008 Next began the construction of 1ts own recycling centre to process cardboard and polythene
waste created in the business, which became fully operational in 2009 To achieve the long term aim of no
operational waste being sent to landfill, further streams of dry waste materials have been 1dentified that can
be segregated and collected for recycling, such as tissue, paper, plastic bottles, imber and metats

Next complies with the Waste Electrical and Electronic Equipment (WEEE) Regulations through
participation i a UK wide WEEE collection system to enable 1ts customers to recycle electrical products
free of charge at UK recycling sites

Community

Next is working with a number of charities both in the UK and overseas to raise funds through the sale of
specific products where a donation from the sale of each product i1s passed to the chanity We have
continued to support Soul of Africa, an imagmative self-help mitiative which resources groups of
unemployed workers in Africa with materals and skills to make hand stitch shoes and t-shirts In addition
we have continued to support a number of health charities through the sale of Next Christmas cards and
clothing products

No donations were made for political purposes (2009 i)

DIRECTORS

The Directors who served the Company during the period were as follows

D W Keens
S A Wolfson
Al Varley

No Director had any interest n the share capital of the Company or of any subsidiary company of Next plc
The Directors are also directors of Next plc, and therr own and their families’ interests in the ordinary
shares of Next plc are shown in that accounts of that company

Going concern

The Company's business activities, together with the factors lhikely to affect 1ts future development,
performance and position, are set out above The Company participates in the Next group's centralised
treasury arrangements and so shares banking arrangements with 1its parent and fellow subsidiary
companies

The directors, having assessed the responses of the directors of the Company's parent, Next plc, to thewr
enquiries have no reason to believe that a materal uncertamty exists that may cast doubt about the abthity
of the Next group to continue as a going concern or 1ts ability to continue with the current banking
arrangements  On the basis of these enquiries, and their assessment of the Company's financial position
the directors have a reasonable expectation that the Company has adequate resources to continue 1ts
operations for the foreseeabie future For this reason, they have continued to adopt the going concern basis
in preparing the financial statements
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AUDITORS

A resolution to reappoint Ernst & Young LLP as auditors will be put to the members at the Annual General
Meeting

Disclosure of information to auditors
In accordance with the provisions of section 418 of the Compamies Act 2006, each of the persons who 1s a
Director at the date of approval of this report confirms that,
» o far as the Director 1s aware, there 15 no relevant audit information of which the Company’s
auditors are unaware, and
e each Director has taken all the steps that he ought to have taken as a Director to make himself
aware of any relevant audit information to establish that the Company’s auditors are aware of that
information

By order of the board

AU A

A J R McKinlay
Secretary

28 June 2010

10




Next Retall Limited

Statement of directors’ responsibilities in respect of
the financial statements

The Directors are responsible for preparing the financial statements in accordance with applicable United
Kingdom law and those International Financial Reporting Standards (“IFRS”) as adopted by the European
Unton

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

e select suitable accounting pohicies and then apply them consistently,

e present mformation, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information,

+ provide additional disclosures when comphance with the specific requirements of IFRS 1s
insufficient to enable users to understand the impact of particular transactions, other events and
condittons on the Company’s financial position and performance,

s state that the Company has complied with IFRS, subject to any matenal departures disclosed and
explained in the financial statements, and

e prepare the financial statements on the gomg concern basis unless 1t 15 mappropriate to presume
that the Company will continue 1t 1ts business

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 They are also responsible for safeguarding the assets of
the Company and hence for taking reasonable steps for the prevention and detection of fraud and other
rregularities

11




Independent auditors’ report

to the members of Next Retail Limited

We have audited the Company’s financial statements for the vear ended 30 January 2010 which comprise
the Income staterment, Statement of comprehensive income, Balance sheet, the Statement of changes in
equity, Cash flow statement and the related Notes 1 to 29 The financial reporting framework that has been
applted 1n their preparation is applicable law and International Financial Reporting Standards ("IFRS") as
adopted by the European Union

This report 1s made solely to the Company’s members, as a body, 1n accordance with Chapter 3 of Part 16
of the Compantes 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 1n an auditors’ report and for no other purpose To
the fullest extent permutted by law, we do not accept or assume responsibility to anyone other than the
Company and the Company’s members as a body, for our audit work, for this report, or for the opinions we
have formed

Respective responsibilities of directors and auditors

As explained more fully in the Statement of directors’ responsibilities, the directors are responsible for the
preparation of the financial statements and for bemng satisfied that they give a true and fair view Our
responsibility 1s to audit the financial statements in accordance with apphcable law and International
Standards on Auditing (UK and Ireland) 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 involves obtaming evidence about the amounts and disclosures i the financial statements
sufficient to give reasonable assurance that the financial statements are free from material misstatement,
whether caused 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 overall presentation
of the financial statements

Opinion on financial statements
In our opmion the financial statements

» give a true and fair view of the state of the Company's affairs as at 30 January 2010 and of 1ts
profit for the year then ended,

*  have been properly prepared in accordance with IFRS as adopted by the European Union, and

= have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006
In our opinton the information given in the Directors' Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements

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 to you if, 1n our opinion

» adequate accounting records have not been kept, or returns adequate for our audit have not been
received from branches not visited by us, or

* the financial statements are not in agreement with the accounting records and returns, or
»  certain disclosures of directors' remuneration specified by law are not made, or

*  we have not received all the information and explanations we require for our audit

G

Christopher Voogd (Senior statutory auditor)
for and on behalf of Ernst & Young LLP, Statutory Auditor
Birmingham

29 June 2010
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Income statement
for the year ended 30 January 2010

Revenue
Cost of sales

Gross profit
Net operating expenses

Operating profit
Finance income
Finance costs

Profit before taxation
Taxation

Profit for the year

Statement of comprehensive income

for the year ended 30 January 2010

Profit for the year
Other comprehensive income and expenses
(Losses)/gains on cash flow hedges

Tax relating to components of other comprehensive income

Reclasstificafion adjustments

Transferred to mcome statement on cash flow hedges
Transferred to the carrying amount of hedged 1tems on cash flow hedges

Other comprehensive(expense)/ income for the year

Total comprehensive income for the year

Registered 1n England, no 4521150

Notes

Lo o ]

Notes

2010 2009
£000 £000
3,204,066 3,075,643
(2,326,409) (2,278,776)
877,657 796,867
(440,913)  (401,404)
436,744 395,463
56 42
(77,005)  (147,515)
359,795 247,990
(106,343)  (74,635)
253,452 173,355
2010 2009
£000 £000
253,452 173,355
(34,723) 155,208
23,737 (21,768)
(10,986) 133,440
(55,706) (14,058)
5,657 (63,408)
(61,035) 55,974
192,417 229,329
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