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We’re well positioned
Th e year being reported has proven 
to be challenging, and predicting the 
course of the market over the short to 
medium term is very diffi  cult. However, 
our business is fundamentally well 
positioned, and we will continue to use 
our strengths to be best placed to meet 
customer needs when they shop for 
home and general merchandise goods.

Our Argos and Homebase leading retail brands, the shared 

infrastructure and sourcing scale that supports them, and 

the dedication of our colleagues throughout the business all 

help to drive our competitive advantage. Economic factors 

mean that sales and profi ts will still be under pressure in the 

short to medium term. But our strengths will continue to 

provide opportunities for out-performance in these conditions.

Terry Duddy
Chief Executive
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53,000
Our colleagues are the 

foundation of our business 

success.

30,000
The product range available 

at Homebase.

 130 million
The number of Argos customer 

transactions last year.

 1,075 
The number of Argos and 

Homebase stores in the UK 

and Ireland.

Who we are and what we do
We are the UK’s leading home and 
general merchandise retailer.

Argos and Homebase are two of the UK’s leading retail 

brands, with large customer bases across the UK and Ireland. 

Between them, our retail brands have more than 60 years 

of market heritage and consumer awareness. Argos was 

founded in 1973 and Homebase in 1981. They have been 

shaping modern retailing ever since.

 Argos, the UK’s largest general merchandise retailer, has 

an unrivalled blend of choice, value and convenience to meet 

customer needs.

 Homebase is the UK’s second largest home improvement 

retailer, and offers a growing range of home enhancement 

products and services in a differentiated store environment.



Home Retail Group Annual Report 2009 3

REVIEW OF THE BUSINESS

GOVERNANCE

FINANCIAL STATEMENTS

MORE INFORMATION 

SALES MIX

19% Toys, jewellery, sports

 and leisure equipment

27% Home enhancement

54% Electrical goods

ARGOS

3% Electrical goods

22% Gardening/seasonals

35% Home enhancement

40% DIY/decorating

HOMEBASE

14% Toys, jewellery, sports

 and leisure equipment

40% Electrical goods

46% Home enhancement,

 DIY/decorating and

 gardening/seasonals

GROUP

GEOGRAPHICAL BREAKDOWN – ARGOS

28 Northern Ireland

38 Republic of Ireland

43 Wales

65 Scotland

556 England

GEOGRAPHICAL BREAKDOWN – HOMEBASE

9 Northern Ireland
11 Wales

14 Republic of Ireland
34 Scotland

277 England

STORE NUMBERS (YEAR-ON-YEAR CHANGE)

345 Homebase (+14)

730 Argos (+23)

MARKET POSITION
As the leader in UK home and general merchandise retailing, but with 

only a 10% share of the market, we still have signifi cant room for growth.

£60 bn
UK home and general merchandise market

10 %
Our share of this market

1,075stores

WIDE COVERAGE
We have 1,075 stores in the UK and Ireland across the Argos 

and Homebase formats.



4 Home Retail Group Annual Report 2009

Operating highlights

  Strength of the operating model and good cost control helped mitigate 

the impact of a diffi cult market environment

  Continued cash management focus throughout the Group led to another 

strong cash performance

  Group sourcing scale and supply chain initiatives continued to support 

competitive customer pricing

  Ongoing developments to the customer offer, adapting to their changing 

needs in challenging times

  The internet now generates more than a quarter of Argos’ sales, with continued 

transfer of skills to support the rapidly growing Homebase online offer

  A net 23 Argos stores opened in the year, with Homebase opening a net 

14 including the remaining nine stores previously acquired from Focus

Financial highlights

  Total sales down 1% to £5,897m (2008: £5,985m), with like-for-like sales 

down 4.8% at Argos and down 10.2% at Homebase

  Group gross margin down 81 basis points, with an approximate 100 basis point 

reduction at Argos and an approximate 25 basis point increase at Homebase

  Total operating costs and distribution costs total increase of 1%, with underlying 

infl ation of approximately 3% being largely offset by cost reduction actions

  Benchmark operating profi t1 down 25% to £300m (2008: £398m), with a 

decline of £73m or 19% at Argos and a decline of £30m or 67% at Homebase

 Benchmark profi t before tax2 down 24% to £328m (2008: £433m)

 Basic benchmark earnings per share3 down 24% to 25.9p (2008: 33.9p)

  Reported operating loss of £402m after exceptional charges of £694m, the 

majority being Homebase non-cash asset write-downs and onerous lease charges

 Reported loss before tax of £394m; reported basic loss per share of 47.7p

 Cash generation of £110m; closing fi nancing net cash position of £284m

 Benchmark pre-tax return on invested capital4 of 12.0%

 Final dividend of 10.0p recommended; full-year dividend held at 14.7p

NOTES: REFER TO PAGE 34 FOR FINANCIAL DEFINITIONS

Group performance
Profi ts have reduced from the excellent 
level achieved in the previous year. 
Cash generation, cost control and further 
strengthening of our operations are 
the fundamental successes achieved 
in this challenging market.
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Defi nition:
Operating profi t before amortisation of 
acquisition intangibles, store impairment and 
onerous lease charges, exceptional items and 
costs related to demerger incentive schemes.

Source:
Audited fi nancial statements.

BENCHMARK OPERATING PROFIT (£M) 
AND BENCHMARK OPERATING 
PROFIT MARGIN (%)
Group benchmark operating profi t 
decreased 25% to £300m. Argos profi t 
decreased by £73m and Homebase 
by £30m. Financial Services profi t was 
maintained at £6m. Costs of Central 
Activities decreased by £5m. Group 
benchmark operating margin reduced 
to 5.1% in the year.

Defi nition:
Benchmark operating profi t plus share 
of post-tax results of joint ventures and 
associates, divided by year-end net assets 
excluding retirement benefi t balances, 
tax balances and fi nancing net cash/debt.

Source:
Audited fi nancial statements.

BENCHMARK PRE-TAX RETURN 
ON INVESTED CAPITAL 
Benchmark operating profi t plus share 
of post-tax results of joint ventures 
and associates was £298.0m, down 
£101.6m or 25%, while year-end 
invested capital reduced by 21%. 
This results in a pre-tax ROIC of 12.0%. 

Defi nition:
Year-end balance sheet fi nancing 
net (debt)/cash.

Source:
Audited fi nancial statements.

FINANCING NET(DEBT)/CASH (£M)
The £484m improved fi nancing 
position from £200m pro forma net 
debt at 31 March 2006 to £284m 
net cash at 28 February 2009 is 
after £393m paid to shareholders 
in dividends.

5,985 5,897

5,510

5,851

5,313

0907 0805 06

Argos

Homebase

Financial Services

+7.2%

(1.5%)

(3.5%)

(0.9%)

398

300
332

359

422

0907 0805 06

6.7%6.1%6.0%
7.9%

5.1%

Central Activities

Argos

Homebase

Financial Services

Operating margin

(25%)

(67%)

(19%)

+16%

+11%

12.7%
12.0%

10.5%

12.0%

13.4%

0907 0805 06

284

60

174

(200)

08 0906 07

SALES (£M)
Group sales decreased by 1.5% to 
£5,897m. Argos accounts for 73% of 
Group sales, and declined by 0.9% or 
£39m in the year. Homebase accounts 
for 25% of Group sales, and declined 
by 3.5% or £55m in the year. Financial 
Services accounts for the remaining 2% 
of Group sales, and grew by 7% in the 
year. The combined purchasing scale 
of Argos and Homebase enables the 
continuation of ongoing supply chain 
benefi ts as well as the ability to gain 
central overhead cost effi ciencies.

Defi nition:
Income received for goods and services.

Source:
Audited fi nancial statements.

Group key performance indicators

HOME RETAIL GROUP SHARE PRICE PERFORMANCE

500p

400p

300p

200p

11 Oct 06 11 Dec 06 11 Feb 07 11 Apr 07 11 Jun 07 11 Aug 07 11 Oct 07 11 Dec 07 11 Feb 08 11 Apr 08 11 Jun 08 11 Aug 08 11 Oct 08 11 Dec 08 

Home Retail Group FTSE 350 General Retail FTSE 100

28 Feb 09

FOR ALL CHARTS, 06 AND 07 ARE ON A 52-WEEK PRO FORMA BASIS
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Our strong fi nancial position 

makes us well placed for the 

longer term.

REVIEW OF THE BUSINESS
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Making the most of our strengths
Retail markets have already become tough, 
and the likelihood is that they will remain 
so for some time to come. Th e Group’s 
profi ts have not been immune to these 
diffi  cult market conditions, but Home Retail 
remains well placed for continued longer-term 
success. Our aim is to deliver out-performance 
relative to our retail markets. We have done 
so in the past, and expect to continue to do 
so in the future.

Argos and Homebase have distinctive brand appeal and 

clear customer propositions. They both gain signifi cant 

leverage from a shared infrastructure, delivering cost 

effi ciency and multiple channels to market. Our market-

leading scale gives us tremendous sourcing and supply 

chain advantages, allowing us to offer our customers 

value for money across a broad range of products. 

 We continue investing to expand our customer reach 

and to develop new product ranges and services that meet 

changing customer requirements. And in these particularly 

challenging economic times, our strong fi nancing position 

makes us particularly well placed to come through the cycle 

for signifi cant longer-term benefi t.

1st
Home Retail Group is the 

UK’s leading home and general 

merchandise retailer.
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While profi t performance in the short term 

cannot be immune from the economic back-

drop, the Group’s underlying strengths will 

secure our continued longer-term success. 

Delivering another year of net cash genera-

tion has been an excellent result and ensures 

we are well placed for the future. 

After two years of double-digit earnings growth, 

this year has seen benchmark profi t before tax 

reduce by 24% to £328m. This has been a direct 

result of the signifi cant worsening in the eco-

nomic environment. Household discretionary 

expenditure came under pressure from rising 

bills and food prices, while the global fi nancial 

crisis turning into recession, coupled with a 

falling housing market, has clearly compounded 

deteriorating consumer confi dence and their 

willingness or ability to spend.

 While underlying demand in our product 

markets has clearly weakened, the strength of 

Home Retail Group’s position has not.

Advancing and adapting the customer offer

The overall customer offer continues to improve. 

We’ve further expanded the Argos catalogue, and 

the development of internet-only ranges is the 

next stage of offering even more choice. Leader-

ship in multi-channel has seen more customer 

enhancements to our Check & Reserve and home 

delivery services. Meanwhile, Homebase has seen 

its installation offer and its in-store service and 

presentation drive forward its market share in 

areas such as kitchens.

 The customer offer has also adapted to 

changing customer needs in challenging times. 

The ‘Argos Value’ range and its ‘WOW’ deals 

have been substantially increased. As well as 

Homebase strengthening its own value position, 

it has also led market development in areas such 

as energy-effi cient products, and in other 

customer cost-saving trends such as ‘grow your 

own’ produce.

Cost action and cash focus

Our businesses have responded with necessary 

cost action, given the weakening demand envi-

ronment. Operating and distribution cost growth 

was contained to a 1% or £14m increase in total, 

with the approximate 3% or £60m of underlying 

cost infl ation therefore being largely offset by 

excellent cost management in all other areas.

 The Group’s fi nancial position has been 

strengthened by maintaining a clear focus on 

cash. From £200m of pro forma net debt ahead of 

demerger in 2006, we ended this fi nancial year 

with a net cash position of £284m after generat-

ing a further £110m.

Dividend maintained

Our cash generation and our overall prudent 

fi nancial position have led to the Board’s recom-

mendation of a 10.0p fi nal dividend, which is to 

be paid to shareholders on 22 July 2009. This rep-

resents shareholder dividend income maintained 

at the level of the prior year. The total dividend of 

14.7p for the year is covered 1.76 times by basic 

benchmark earnings per share.

Responsible retailing

There has also been further progress in corporate 

responsibility – something that remains in our 

focus irrespective of the diffi cult trading environ-

ment. Waste sent to landfi ll has reduced by 46% 

this year, with the Group now recycling over 70% 

of the total waste it produces. We’ve met our 

stretching targets on supplier audits, with 856 

factories audited over the last two years. And our 

colleagues and customers raised £1.8m for our 

charity partners, which together with the value of 

the Group’s own charitable giving takes our 

contribution to £2.7m for the year.

Commitment and support

The actions and commitment of our colleagues 

in stores, distribution and customer contact 

centres, sourcing operations and head offi ce 

functions have all contributed to the strengthen-

ing of Home Retail Group’s position. The Group’s 

success is very much a team effort and I would 

like to thank the Board, the management team 

and all our colleagues in every part of our busi-

ness. Equally important are all our other 

stakeholders and I also thank them for their 

continued support.

Oliver Stocken

Chairman
 

Chairman’s statement

Th is has been a challenging 
year for the UK retail industry. 

Oliver Stocken

Chairman
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Terry Duddy

Chief Executive

Chief Executive’s statement

In a particularly diffi  cult trading 
environment, we have managed 
our costs and cash very eff ectively 
to limit the impact on profi ts. 

Benefi t of broad product offerings

Argos and Homebase are strong retail brands and 

household names that draw demand from having 

a wide customer appeal. Average transaction 

values are low at £20–30, while purchase 

frequency is relatively high at around fi ve visits 

per customer each year. The Argos operating 

model typically allows it to offer the product 

range depth of a specialist retailer in each of the 

many categories in which it operates. Homebase 

is well positioned across the broad home 

enhancement market. The product ranges are 

also adjusted to the changing needs of customers 

over time.

 The product offering will continue to be 

strengthened to maximise opportunities during 

the consumer slowdown, and to target further 

share gains in large product markets such as 

consumer electronics at Argos and kitchens at 

Homebase.

Leadership in multi-channel convenience

Leadership in multi-channel convenience remains 

key to differentiating the shopping experience for 

customers, enabling them to shop how they want 

to today and in the future. Some 40% of Argos’ 

sales are now multi-channel, i.e. internet and 

phone orders, or store orders for home delivery. 

The fastest growing channel continues to be 

online reservations for immediate store collec-

tion, a unique service across the entire product 

range and available in every store. The internet in 

total generated £1.1bn or 26% of Argos’ sales.

 Argos and Homebase will continue to develop 

their internet offerings as a further important 

growth opportunity; the potential of the internet 

is signifi cantly supported by the presence of an 

expanding store network for additional customer 

convenience. It is also supported by the scale 

effi ciencies of the shared home delivery infra-

structure that delivered 12 million items in the 

year. The shared Financial Services platform, 

which provides promotional credit offers across 

all customer channels, adds further competitive 

advantage. ››

This focus has put us in an even better posi-

tion to trade through another tough year 

while further improving our competitive 

position. We will continue to develop our 

broad product range, benefi t further from our 

advantaged sourcing operations and invest 

in our multi-channel operations in order to 

strengthen our position as the UK’s leading 

home and general merchandise retailer.

Outlook for our markets

Total consumer spending in the £60 billion home 

and general merchandise market declined mar-

ginally in calendar year 2008. Within individual 

product categories we have typically held or 

gained some share; however, our greater relative 

exposure towards some of the weaker markets 

such as furniture, homewares and DIY resulted 

in our overall 10% share of the total market 

remaining unchanged.

 Looking ahead, we continue to expect a diffi -

cult trading environment for the product markets 

in which we operate. We remain in a position of 

planning cautiously in respect of the outlook for 

consumer confi dence in general and for the level 

of discretionary household spending.

 In addition to reduced consumer demand, there 

are also further retail industry-specifi c pressures. 

Given the weakness of sterling, the cost of goods 

for the majority of home and general merchan-

dise products will increase for virtually all UK 

retailers. A further area of pressure will be the 

likely continued cost infl ation that retailers face.

 Against this diffi cult economic backdrop, 

Home Retail Group, as the UK’s leading home 

and general merchandise retailer, will continue to 

pursue a strategy to further its competitive 

advantage.
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Gross margin management

The Group remains committed to delivering 

customer value while trading through the con-

sumer slowdown. Our product markets will 

however see signifi cant impact from the weak-

ness of sterling, which is likely to more than offset 

any underlying easing in supplier manufacturing 

and shipping costs. Prices to consumers are there-

fore likely to rise in some of our product markets, 

but the Group will remain price competitive and 

the prices of thousands of lines will still be held 

fl at or lowered. 

 As a market leader, the Group’s scale advan-

tage will continue to see it well positioned to stay 

price competitive relative to most other retailers 

operating in the same product markets and 

facing the same overall product cost pressures.

Advantaged sourcing operations

As well as purchasing scale, the Group’s skills and 

infrastructure in all areas of sourcing create a 

highly advantaged supply base that will enable it 

to continue to provide excellent customer value. 

Buying directly from overseas has grown to 33% 

of Group sales, with our overseas buying offi ces 

now directly sourcing around 8,300 product lines 

across the majority of the Group’s product cate-

gories. These shared sourcing operations will 

continue to be the major driver of Group synergy 

benefi ts. 

 There is expected to be further progress on 

growing the proportion of products directly 

sourced from overseas manufacturers, as well as 

additional benefi ts from value chain projects, 

supplier base management, and synergies in pur-

chasing goods or services that are not for resale.

Managing the cost base for further effi ciencies

In a likely environment of declining sales, coupled 

with further infl ationary pressures on the operat-

ing cost base, there will be an ongoing need to 

deliver further cost effi ciencies across all parts of 

the Group. To offset each 1% of underlying infl a-

tion across the operating and distribution cost 

base would require around £20m of cost savings 

to be found, whilst declining sales volumes would 

require even further cost reductions to be made.

 Given the inherent benefi ts in its operating 

cost model, Argos has a strong track record 

of achieving cost effi ciencies and positive cost 

productivity. While ongoing action on costs will 

still be required at Argos, there remains a more 

signifi cant challenge at Homebase given it is 

a more highly operationally geared business. 

A number of organisational changes across the 

Group are already being made in order to deliver 

annualised cost savings of approximately £50m, 

of which around £35m will be achieved in the new 

fi nancial year. 

Focus on cash generation

The Group will maintain its focus on cash, build-

ing upon the success of the past three years over 

which time approximately £500m of net cash has 

been generated. Capital expenditure will be 

restricted to where it generates the highest levels 

of return and to that required to keep our infra-

structure well maintained; excluding brand 

acquisitions, net capital expenditure reduced by 

around a third to £132m in the year being 

reported, and is expected to fall further in 

the new fi nancial year. Working capital will also 

continue to be tightly managed; stock levels were 

reduced by around 7% year-on-year and the 

overall movement in working capital was broadly 

neutral.

 The Group will still invest capital selectively 

in order that its businesses will emerge from 

the consumer downturn strongly positioned. 

This will include around 20 new stores at Argos 

and approximately fi ve at Homebase in the new 

fi nancial year.

Overall position of strength

Home Retail Group faces the challenging back-

drop from a position of operational and fi nancial 

strength. The Group’s broad product offerings, 

low average transaction values and frequent 

customer visits are likely to offer resilience. 

Our strength and leadership in multi-channel 

retailing will ensure the relevance of our business 

model by offering true customer convenience. 

Product cost pressures will be dealt with by 

appropriate trading strategies and our competi-

tive scale advantage, skills and infrastructure in 

Group-wide sourcing operations. The drive for 

further cost effi ciencies and our overall focus on 

cash generation will further protect our position. 

All of this will be delivered by our colleagues, 

with their commitment, effort and passion for 

success being a critical element of the strength of 

Home Retail Group.

 The Group therefore expects to demonstrate 

further good relative performances in its markets, 

and to emerge well positioned from the current 

economic downturn.

Terry Duddy

Chief Executive

£484m
of net cash has been generated 

over the last three years.

Chief Executive’s statement continued
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We are the market leader in this market, 

with an approximate 10% share. The overall 

market can be analysed into various product 

categories. A summary of these, including 

where products are sold at Argos, Homebase 

or both, the Group’s overall share position 

and the market size of each product category, 

is as follows:

Housewares

The housewares market is relatively fragmented, 

according to analysis by Verdict Research, with 

the ten largest retailers accounting for around 

40% of the market. Argos is market leader, with 

Homebase adding further Group scale. The com-

petition base is very broad across the department 

stores (John Lewis, Marks & Spencer, Debenhams 

and Bhs, as well as fashion and home retailer 

Next), some national specialists (IKEA, Dunelm), 

the supermarkets (Tesco, Asda, Sainsbury) and 

some broader generalists (Wilkinson, Matalan, 

TK Maxx). Specialist independents are estimated 

to account for around one-third of the market.

 The housewares market in calendar year 2008 

was estimated to have experienced broadly fl at 

total retail sales. 

Furniture

The structure of the furniture market shows fairly 

close resemblance to the housewares market 

according to analysis by Verdict Research, with 

the ten largest retailers accounting for approach-

ing 40% of the market. Argos is market leader, 

with Homebase again adding further Group scale. 

The competition base has a greater proportion of 

national specialists (DFS, IKEA, the former MFI 

business, Homestyle Group, Magnet, ScS, Land of 

Leather, Furniture Village), with other signifi cant 

players being B&Q, John Lewis and Next.

 The furniture market in calendar year 2008 

was estimated to have experienced a mid-to-

high single-digit decline in total retail sales, with 

capacity withdrawal also noticeable.

Home improvement

The largest part of the home improvement mar-

ket is the DIY category (excluding furniture and 

homewares). There are four national specialists 

(B&Q, Homebase, Wickes and Focus) accounting 

for over 40% of the market according to Verdict 

Research, with other national operators selling 

products in this category being Argos, Wilkinson, 

Robert Dyas, Topps and Wyevale. Approximately 

50% of the DIY market is estimated to be 

accounted for by specialist independents. The 

home improvement market also includes the 

kitchens, bathrooms and fl oorcoverings (exclud-

ing carpets) categories, with additional national 

competitors in these areas including Magnet, 

Howden, the former MFI business and 

HomeForm.

 The home improvement market in calendar 

year 2008 was estimated to have experienced a 

mid single-digit decline in total retail sales. ››

Our product markets

Home Retail Group operates in the 
home and general merchandise market, 
worth approximately £60 billion in 
terms of UK retail sales. 

     Group Market

   Argos Homebase position size (£bn)

Home enhancement    

Housewares ✓ ✓ 1 9.2

Furniture ✓ ✓ 1 8.1 

Home improvement (DIY/fi tted kitchens/bathrooms) ✓ ✓ 2 11.2 

Horticulture, garden furniture and outdoor living ✓ ✓ 2 3.0

Sub total    31.5

General merchandise

Small domestic appliances ✓ ✓ 1 1.4

Consumer electronics ✓ ✓ 2 16.4

Large domestic appliances ✓ ✓ 3 3.6

Toys ✓  1 1.8

Jewellery ✓  1 3.4

Sports and leisure equipment ✓  1 1.4

Sub total     28.0

Total    59.5

PRODUCT MARKETS

Note: All market positions are for calendar year 2008 and by retail sales except for jewellery, which is measured by volume.

1st, 2nd, 3rd 
The Group’s market position 

for each of its categories.
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Horticulture, garden furniture 

and outdoor living

This market according to Verdict Research, is 

mainly dominated by the four national DIY spe-

cialists, with Argos and the two garden centre 

specialists Wyevale and Dobbies also being sig-

nifi cant retailers of products in this category. 

Approximately 50% of this market is also esti-

mated to be accounted for by specialist 

independents.

 The horticulture, garden furniture and outdoor 

living market in calendar year 2008 was 

estimated to have experienced a mid single-digit 

decline in total retail sales.

Small domestic appliances

This market is relatively concentrated according 

to GfK, with Argos being the clear market leader 

with a substantial market share. Competition is 

mainly in the form of the electrical specialists 

(Currys and Comet), Boots in terms of personal 

care appliances, the supermarkets, and the 

department stores. Approximately one-third of 

the small domestic appliances market would be 

accounted for by specialist independents.

 The small domestic appliances market in 

calendar year 2008 was estimated to have 

experienced a marginal decline in total retail 

sales, according to Verdict Research.

Consumer electronics

This market is also relatively concentrated, 

according to GfK, with Currys being the market 

leader, followed by Argos and then Comet. Other 

competition is mainly in the form of John Lewis 

and other department stores, the supermarkets, 

and national specialists in certain sub-categories 

such as Game in video gaming and Jessops in pho-

tography. Around one-quarter of the consumer 

electronics market would be accounted for 

by specialist independents, while other online 

retailers represent a small but growing share of 

this market.

 The consumer electronics market in calendar 

year 2008 was estimated to have experienced a 

mid-to-high single-digit growth in total retail 

sales, according to Verdict Research. This was 

almost entirely driven by the video gaming 

category, with marginal growth or decline in the 

other major areas of consumer electronics.

Large domestic appliances

This market is again relatively concentrated, 

according to GfK, with the two major electrical 

specialists being then followed by Argos. Depart-

ment stores such as John Lewis, DIY and kitchen 

specialists (including Homebase), and to a lesser 

extent the supermarkets and home shopping 

businesses, represent other signifi cant retailers in 

this category. Approximately one-third of the 

large domestic appliances market would be 

accounted for by specialist independents.

 The large domestic appliances market in 

calendar year 2008 was estimated to have 

experienced a high single-digit decline in total 

retail sales, according to Verdict Research.

Toys

The toy market is relatively concentrated, accord-

ing to analysis by NPD, with the ten largest 

retailers accounting for over 60% of the market. 

Argos is the market leader, with Toys ‘R’ Us and 

the former Woolworths business the two major 

national specialists. The Early Learning Centre, 

Toymaster, The Entertainer and the Disney Store 

are other signifi cant specialists, with the super-

markets also being signifi cant toy retailers.

 The toy market in calendar year 2008 was 

estimated to have experienced a mid single-digit 

decline in total retail sales.

Jewellery

Market competitor analysis on the jewellery 

market is based on volume sold rather than total 

retail sales value. This indicates a highly concen-

trated market, according to Mintel, with Argos 

being the market leader by volume, followed 

by H. Samuel. Other major retailers of jewellery 

volumes include Next and other fashion jewel-

lery shops, Marks & Spencer and other 

department stores, and specialist jewellers 

selling a greater proportion of precious metal 

jewellery such as Ernest Jones/Leslie Davis and 

Goldsmiths.

 The jewellery market in calendar year 2008 

was forecasted to have marginal growth in total 

retail sales value terms, according to Mintel. 

 

Our product markets continued

10%
The Group’s market-leading 

share of the UK general 

merchandise and home 

enhancement market.
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Sports and leisure equipment

This market is relatively fragmented according to 

analysis by Verdict Research, with Argos being 

the market leader. Other sellers of equipment 

include the predominantly sports clothing retail-

ers (Sports World International, JJB Sports, 

John David Group), the department stores, and 

retailers such as Halfords in sub-categories 

such as cycles and camping. The majority of 

the market is estimated to be made up of 

specialist independents.

 The sports and leisure equipment market 

in calendar year 2008 was estimated to have 

experienced a mid single-digit growth in total 

retail sales.

Expected future development 

of the competitive landscape

We expect our product markets to remain highly 

competitive in the future. Supermarkets have 

been growing share in certain parts of the 

non-food, non-clothing market, building on 

their regular footfall and the increased space 

given to these ranges. Online retailers, such as 

amazon.co.uk, currently represent a small but 

growing share of certain product categories. 

However, in categories undergoing a sharper 

slowdown in consumer spending, many specialist 

retailers, often with some signifi cant market 

shares, are experiencing fi nancial diffi culties. In 

most categories, the independent specialists will 

face even greater pressures on the ability to 

weather the challenging economic environment.

 Although retail conditions are likely to remain 

tough in the near term, the longer-term outlook 

for market growth remains positive. A return to 

long-term growth in the general merchandise 

and home enhancement markets would be 

expected on account of population growth and 

an increasing number of households, a reversion 

to the general trend of rising overall household 

disposable income, technology changes and 

other new product developments, as well as the 

need to replace many existing household items.

 Home Retail Group’s key strengths mean we 

are well equipped for the future. Our strong retail 

brands, multi-channel offering, extensive prod-

uct choice and competitive pricing, together with 

a strong fi nancial position, mean we are relatively 

well placed to trade through the downturn and 

benefi t from renewed consumer confi dence later 

in the cycle. While we have leading positions in 

multiple product markets, there remains sub-

stantial headroom for growth in many categories. 

The more fragmented markets provide growth 

opportunities, and we expect to take market 

share from weaker competitors and to benefi t 

from any capacity withdrawal that ensues.

 Our businesses are well established but 

continue to evolve to meet changing customer 

preferences. Our product range is constantly 

expanding. Our supply chain is highly effi cient 

and cost effective. With all the key determinants 

for success in place, we expect to emerge in the 

long run as a stronger competitor in a more 

consolidated market.

Home Retail Group’s distribution 
infrastructure handles around 
400 million individual products 
per year. Its sourcing operation in 
Hong Kong, Shanghai and Shenzen 
employs over 150 people. 
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Argos is the UK’s leading general 

merchandise retailer overall and 

is number one for housewares, 

furniture, jewellery, toys, sports 

and leisure equipment and small 

domestic appliances.
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Leading the way
Argos is one of the UK’s best known 
retail brands. By off ering customers 
a unique combination of choice, value 
and convenience, Argos is the UK’s 
number one general merchandise retailer.

Argos offers 18,900 lines in the latest catalogue and there is 

even more choice available online. Its scale, supply chain and 

operating model effi ciencies continue to deliver outstanding 

value for customers. And the integration of stores with website 

and telephone ordering, as well as the largest home delivery 

operation, make the Argos shopping experience a household 

favourite for convenience.

Where can I fi nd more information?

Video games are among the 

3,000 internet-only lines added 

to argos.co.uk

Around 250 Argos Value lines 

are now available, reinforcing 

Argos’ value credentials.

   p16 // Further strengthening 

the customer proposition

   p18 // Multi-channel 

leadership 

    p18 // Delivering more 

multi-channel innovation 

    p20 // Driving further 

cost effi ciencies 
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Further strengthening 

the customer proposition

The current catalogue has been expanded by 

400 lines to reach 18,900. Further improvements 

to stockroom systems and operations have 

enabled the core stocked-in range to expand by 

700 lines to 11,100, while the ‘Extra’ lines stocked 

in at larger stores and the home delivery only 

lines have each reduced slightly to 3,500 and 

4,300 respectively.

 To grow product choice beyond the main cata-

logue, in the last year around 3,000 ‘internet-only’ 

lines have been added to argos.co.uk. The initial 

ranges extend choice in areas such as white 

goods, video games, offi ce supplies, beds, sports 

equipment, audio accessories, nursery ranges and 

watches, and are typically delivered by the Argos 

Direct service. Some smaller items are posted to 

customers free of charge.

Home delivery improvements being imple-

mented include extending the use of two-hour 

time slot notifi cation for ‘two man’ home deliv-

eries, while the number of lines on shorter lead 

times (three to fi ve days) are also increasing. 

Customer take-up of packaging removal on deliv-

ery and the taking away of old appliances 

continues to grow in popularity.

 Argos’ value credentials are being reinforced 

with a near four-fold increase in the number of 

‘Argos Value’ lines to around 250. Displays of 

Argos Value ranges and other low cost lines have 

been installed in most stores, helping to generate 

impulse sales and further communicate great 

prices. The increased strength of the 300 ‘WOW’ 

value lines are seeing sales of these products grow 

strongly. There is also a move to new promotional 

messages, aided by improved systems and proc-

esses allowing more ‘bundled’ and ‘linked’ deals.

 As well as strengthening entry price points, 

ongoing range development has also provided 

clearer step-up lines and new brands. The acqui-

sitions of the Alba, Bush and Chad Valley brands 

will also support this strategy going forward.

 Around 25% of the store portfolio has seen a 

trial implemented to gather real-time feedback 

on customer service. Answers to a series of 

questions are gathered on electronic keypads, 

allowing store managers invaluable insight into 

operational performance. A new ‘Tell Argos’ 

website is also collecting customer feedback on 

what we need to do to continue improving 

in-store operations; since launch in December 

2008, this has already generated 30,000 

responses, which can be analysed based upon 

the specifi c store transaction details supplied 

in each response. Other customer-focused 

initiatives include testing new, clearer order 

progress screens at the collection points, and 

changes to simplify the collection process. ››

Argos business review

As the UK’s leading general 
merchandise retailer, Argos provides 
a highly successful and unique off er 
of choice, value and convenience.

Around 3,000 ‘internet-only’ 
lines have been added to 
argos.co.uk, extending choice 
in areas such as white goods, 
video games, offi  ce supplies, 
beds, sports equipment, audio 
accessories, nursery ranges 
and watches. 
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Argos key performance indicators
SALES (£M)
Sales in the 52 weeks to 28 February 
2009 declined by 0.9% in total; the 
contribution to sales from net new 
space was 3.9%, while like-for-like 
sales declined by 4.8%. There was further 
strong sales growth and market share 
gains in consumer electronics categories 
such as video gaming, fl at panel TV and 
the new PC ranges, though the rate of 
growth eased in the year. The weakest 
areas through the year were the furniture 
and homewares categories, given 
particularly challenging market conditions. 
In the early months of the year seasonal 
areas were diffi cult, while the fi nal months 
of the year saw a return of good growth 
in the more traditional toy areas. Defi nitions:

Total number of stores at year-end. Argos Extra 
fully-stocked in stores are those that carry the 
full range of Argos Extra product lines.

Source:
Measured internally. 

NUMBER OF STORES
Argos has opened a net 138 stores over 
the past four years with an increased 
proportion opened as Argos Extra fully 
stocked-in stores. A net 23 stores were 
opened during the year, comprising 
31 openings, eight closures and 
six relocations. 

Defi nition:
Annual percentage change in sales. Like-
for-like sales are calculated on stores that 
have been open for more than a year; net 
new space contribution to sales change is 
calculated on stores that have opened 
and closed during the year. 

Source:
Audited fi nancial statements/measured 
internally.

SALES TRENDS (% CHANGE)
Like-for-like sales decline of 4.8% 
was as a result of a challenging trading 
environment. The net 23 new stores 
added 3.9% space growth. Whilst 
like-for-like sales are impacted by 
diffi cult economic conditions, our 
store opening programme will continue 
to contribute positive net new space 
growth in the next fi nancial year.

Defi nition:
Total number of lines in the main Spring/
Summer Argos catalogue.

Source:
Measured internally.

NUMBER OF LINES 
IN THE MAIN CATALOGUE 
(SPRING/SUMMER) 
The current Spring/Summer catalogue 
has been expanded to a record 18,900 
lines. This is around 400 more lines 
than last year. The catalogue, now in 
its 71st edition, remains central to the 
Argos proposition.

Defi nition:
Operating profi t before amortisation of acquisition 
intangibles, store impairment and onerous lease 
charges, exceptional items and costs related to 
demerger incentive schemes.

Source:
Audited fi nancial statements.

BENCHMARK OPERATING PROFIT 
(£M) AND MARGIN (%)
Benchmark operating profi t for the 
52 weeks to 28 February 2009 was 
£303.6m, a 19% decline on last year’s 
record profi ts of £376.2m. This was the 
result of the weak sales environment 
and gross margin pressure, partially offset 
by further strong cost productivity.

Defi nition:
Percentage of sales across more than one 
channel. There are three ordering channels: 
the internet, phone or store and two 
fulfi lment channels, store or home delivery.

Source:
Measured internally.

SALES ACROSS MORE THAN 
ONE CHANNEL (%)
Multi-channel sales increased to 
represent 40% of total Argos sales. 
Within this, Check & Reserve remains 
the fastest growing channel, and now 
accounts for 19.2% of sales. Check & 
Reserve offers customers the ability 
to reserve products for immediate 
collection in-store at no additional 
cost. In the last four years, total Argos 
multi-channel sales have grown from 
30% to 40%, offering customers the 
fl exibility to seamlessly mix and 
match channels to suit their needs. 
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Multi-channel leadership

Multi-channel sales totalled £1.7bn or 40% of all 

of Argos’ sales. The internet now accounts for 

26% of Argos’ sales; of this, £700m or around 17% 

of Argos sales are from customers using the online 

Check & Reserve service, with this channel grow-

ing by one-third year-on-year. Improvements 

to this service made in the year have included 

showing the real-time stock availability of any 

product in the two nearest stores and the ability 

to check a further eight alternative nearby stores, 

and a free text message of the reservation number 

when an online reservation is made with 

a reminder text sent at midday on the day the 

reservation expires.

 Argos received the ‘2009 Online Retailer of the 

Year’ award at the recent Retail Week Awards. 

One of many developments over the year saw the 

argos.co.uk website add online customer ratings 

and product reviews. The development of a cus-

tomised system to do this has allowed reviews to 

be placed on all products. Since launch in October 

2008, most products now carry reviews or a 

rating, with a total of over 300,000 reviews 

submitted in the fi rst six months. ››

Th e internet now accounts 
for 26% of Argos sales; of this, 
£700m or around 17% of Argos 
sales are from customers using 
the online Check & Reserve 
service. 

Argos case study: 
Delivering more multi-
channel innovation

Argos has always provided its customers 

with great choice, value and convenience. 

This year has seen continued improve-

ments with even more products in a wider 

number of categories displayed in the 

catalogue or in our extended internet 

ranges, and a commitment to great value 

prices amongst the best available to 

shoppers.

 In terms of convenience, Argos has always 

been ahead in the ‘multi-channel’ race. 

We know customers often fi nd that more 

ways to shop can mean more convenience – in 

particular the chance to do the hard work of 

choosing in the comfort of their own home or 

workplace with a catalogue or the internet, 

and then completing their shopping in store or 

having it delivered direct to them. It’s been 

many years since Argos started to offer home 

delivery across all its products, and it’s also 

been over 10 years since we put all products 

on the internet. In every year since, we’ve 

relentlessly improved our multi-channel offer 

and the convenience it provides to customers.

 Check & Reserve actually began a number 

of years ago. However, it is only more recently 

that the popularity of online reservations 

for store collections has outstripped internet 

orders for home delivery. This fi nancial year 

saw total Argos internet orders reach £1.1bn, 

with £700m of this collected in store and 

£400m being delivered to home.

 In the last year we’ve added a number of 

new functions. For example, from the online 

product selection page, customers are shown 

the real-time stock availability of the two 

nearest stores, with the choice of eight nearby 

alternative stores to check. Also launched in 

recent months, when you reserve online you 

can provide your mobile phone number in 

order to receive a handy text message of your 

reservation number as well as a reminder text 

on the day your reservation runs out.

 Check & Reserve remains unique to Argos 

in that it covers every store and every product 

we stock in a store (that’s up to 15,000 prod-

ucts per store) and in the fact that your chosen 

items are immediately available for you from 

the second you hit reserve. This, the recent 

functions added and those we have still to 

come, will keep Argos ahead in the multi-

channel race.
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Argos Check & Reserve makes shopping 

even more convenient, meaning more

quality time for you.

The latest great prices are available 

at argos.co.uk. Reserving online is quick 

and easy, at home or elsewhere.

Products are available for collection 

within minutes.

You can pop into your chosen 

Argos store, knowing your products 

are reserved for you.

Even paying is quick and easy, 

using the Quick Pay kiosk.
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Gross margin management

Progress continues on driving sourcing and supply 

chain benefi ts, and the recent brand acquisitions 

will add further direct sourcing scale. The product 

mix is likely to continue to impact the gross 

margin rate. In addition, product cost pressures, 

particularly as a result of sterling weakness, are 

likely to result in further gross margin rate decline. 

A level of customer price infl ation to help off-

set the infl ationary product cost pressures is 

expected, with Argos targeting delivery of 

absolute cash gross margin as opposed to a 

gross margin rate objective.

 Margin management will still however be 

driven by Argos’ commitment to remaining 

highly price competitive. Underpinning the strong 

value credentials with customers, Argos continues 

to constantly monitor and adjust prices over the 

life of the catalogue, with around 6,000 products 

being checked against its major competitors on 

a weekly basis. In the three months since the 

publication of the January 2009 catalogue, 

around 5,000 items have had their price either 

permanently or promotionally reduced.

Driving further cost effi ciencies 

and cash generation

Argos has a strong track record of positive cost 

productivity, the measure whereby total operat-

ing cost growth is less than the combined change 

in total sales and underlying cost infl ation. Recent 

organisational changes being undertaken to 

further improve operational effi ciency include 

the number of Argos head offi ce roles reducing 

by approximately 10%, and a restructuring of 

certain levels of store management resulting in a 

reduction in store-based full time equivalent 

roles.

 Argos also continues to achieve effi ciency 

improvements in its distribution network. During 

the last year, one of the six regional distribution 

centres had its operations reallocated to the 

remaining fi ve sites. During the new fi nancial 

year, this freehold facility will be able to take on 

the operations of the two existing ‘one man’ 

home delivery warehouses. The distribution net-

work has also reached 90% of its waste being 

recycled, while other effi ciencies have included 

further progress in multi-deck trailer usage, 

improved scheduling and extended backhaul 

operations.

 Argos will maintain its focus on cash. Capital 

expenditure in the year just ended was reduced, 

and is expected to be lower in the new fi nancial 

year. Argos will also continue to tightly manage 

its working capital.

Store portfolio expansion and development

A net 23 stores were opened during the year, 

taking the portfolio to 730 stores. Extent of chain 

analysis supports further years of growth, and 

the returns on investment of new Argos stores 

continue to be attractive. However, given the 

challenging environment, the new store opening 

rate is likely to ease to around 20 stores in the new 

fi nancial year. As a result, the net contribution 

to sales is expected to be around 3%. New stores 

will still predominantly be in out-of-town retail 

parks, although there will also be some new 

locations in smaller towns as well as further 

sites sought for the smaller store format within 

larger cities.
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52 WEEKS TO 28 FEBRUARY 2009 1 MARCH 2008

Sales (£m)  4,281.9  4,320.9

Benchmark operating profi t (£m)  303.6  376.2

Benchmark operating margin  7.1%  8.7%

Like-for-like change in sales  (4.8%)  0.7%

New space contribution to sales change  3.9%  3.1%

Total sales change  (0.9%)  3.8%

Gross margin movement Down c.100bps  Up c.50bps

Benchmark operating profi t change  (19%)  16%

Number of stores at year-end  730  707

Of which Argos Extra fully stocked-in  314  278

Sales in the 52 weeks to 28 February 2009 declined by 0.9% in total; the 

contribution to sales from net new space was 3.9%, while like-for-like sales 

declined by 4.8%. There was further strong sales growth and market share 

gains in consumer electronics categories such as video gaming, fl at panel 

TV and the new PC ranges, though the rate of growth eased in the year. 

The weakest areas through the year were the furniture and homewares 

categories, given particularly challenging market conditions. In the early 

months of the year seasonal areas were diffi cult, while the fi nal months of 

the year saw a return of good growth in the more traditional toy areas.

 Gross margins were down by approximately 100 basis points, driven by a 

continuing product mix shift towards lower margin consumer electronics 

categories and away from higher margin furniture and homewares areas. 

There were continued supply chain gains as well as some foreign exchange 

benefi ts in the fi rst half, however these were used to support lower prices for 

customers. In the peak trading period there was some additional gross margin 

impact from increased promotional activity and clearance of seasonal stocks. 

The launch of the 2009 Spring/Summer catalogue in the fi nal part of the 

fi nancial year saw the fi rst stages of a margin rate impact from increased 

product cost pressures as a result of sterling weakness.

 Total operating and distribution costs grew by approximately 1% or £15m. 

Underlying cost infl ation was approximately 4% or £50m, an acceleration on 

the 3% level experienced last year, principally as a result of higher fuel and 

utility costs. The cost base excluding the impact of infl ation was therefore 

reduced by about 3% or £35m. Given the total sales decline in the year was 

1%, there was around 2% or £25m of cost productivity as a result of the cost 

containment initiatives delivered during the year and cost leverage from new 

store openings.

 Benchmark operating profi t for the 52 weeks to 28 February 2009 was 

£303.6m, a 19% decline on last year’s record profi ts of £376.2m. This was 

the result of the weak sales environment and gross margin pressure, partially 

offset by further strong cost productivity.

Argos fi nancial review
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Homebase sells a range of over 

30,000 products across the wider 

home enhancement market, 

including traditional DIY items.
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Work in progress
Homebase is the UK’s second largest home 
improvement retailer, with a customer off er 
that’s diff erentiated from the competition.

Homebase sells a broad range of home enhancement 

products and services alongside traditional DIY items. 

It targets a wide range of customers with an inspirational 

selection of home merchandise. However, with its 

product markets more exposed to consumer discretionary 

spending pressures and the housing market downturn, 

it is carrying out additional work to make sure it is best-

placed for a return to longer-term market growth.

Where can I fi nd more information?

New energy-effi cient 

products, supported by 

campaigns to drive awareness, 

have done particularly well.

New horticulture ranges have 

supported the demand for ‘grow 

your own’ produce.

    p24 // Further strengthening 

the customer proposition

    p24 // Multi-channel 

development 

    p26 // Delivering more product 

and service developments

    p28 // Store portfolio 

development
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Further strengthening 

the customer proposition

The Homebase offer continues to improve 

and Home Retail Group remains confi dent in its 

strategic positioning and its meeting of customer 

needs. Market conditions have, however, contin-

ued to be challenging and are likely to remain so 

in the near term.

 The rolling programme of range reviews has 

included a refl ection of the latest consumer 

trends. For example, new energy effi cient prod-

ucts, supported by campaigns to drive awareness, 

have done particularly well. Similarly, new horti-

culture ranges have supported the demand for 

‘grow your own’ produce. A stronger value orien-

tation has also been reinforced by a series of ‘best 

buy’ deals displayed in the seasonal selling areas.

 Further excellent growth and market share 

gain has been achieved in kitchens. The prior 

year’s national roll-out of the installation service 

remains a key factor in this success, along with 

new ranges and over 100 stores having their 

kitchen displays refreshed during the year. Instal-

lation services have been extended to bathrooms 

with a trial in 50 stores. This is aimed at replicat-

ing the success of kitchen installations in 

capturing new orders and driving up average 

transaction values, while ensuring customer 

recommendation rates remain consistently high.

 The ‘Home’ catalogue continues to support 

Homebase’s broader and differentiated home 

enhancement offer, as well as demonstrating 

leverage of the product range, skills and infra-

structure from Argos. The catalogue showcases 

furniture, homewares and accessories ranges, 

with co-ordinated in-store displays. As well as an 

increased number of ‘create the look’ pages, there 

are also ‘look for less’ and ‘great value’ spreads.

Multi-channel development

Transactional sales via homebase.co.uk grew 

strongly, with the number of transactional lines 

increasing to 5,000 by the end of the year; 

there are a further 9,000 transactional lines 

available, representing relevant Argos products 

which can be ordered for home delivery via the 

Homebase website. There are an additional 

11,000 Homebase lines that are browseable, 

with the ultimate target to have 100% of lines 

either browseable or transactional. ‘Stock Check’ 

of browseable lines has been rolled out to all UK 

stores, while a Check & Reserve service is also 

being trialled in 25 stores.

Gross margin management

Progress continues on driving sourcing and sup-

ply chain benefi ts, in particular from leveraging 

the scale and expertise of the Group in areas 

such as direct sourcing. Looking ahead however, 

product cost pressures, particularly as a result of 

sterling weakness, are likely to result in the gross 

margin rate falling. A level of customer price 

infl ation to help offset the infl ationary product 

cost pressures is expected, with Homebase 

targeting delivery of absolute cash gross margin 

as opposed to a gross margin rate objective. ›› 

Homebase business review

Homebase continues to be well 
positioned as a leading home 
enhancement retailer.

REVIEW OF THE BUSINESS

60 million
customers are served by 

Homebase every year, through 

over 300 out-of-town stores.
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SALES (£M)
Sales in the 52 weeks to 28 February 
2009 declined by 3.5% in total. There 
were challenging market conditions 
in virtually all product categories 
throughout the year. There was, however, 
particular weakness in seasonally-related 
categories in the fi rst quarter peak sales 
period, and again in the fi nal months. 
In contrast to the general trend, kitchens 
were one area of continued growth. 
Energy effi ciency products have also 
performed well.

BENCHMARK OPERATING PROFIT 
(£M) AND MARGIN (%)
Benchmark operating profi t for the 
52 weeks to 28 February 2009 was 
£14.9m, a 67% decline on last year’s 
£45.1m. This was a result of the 
particularly weak sales environment 
that could only partially be offset by 
limited gross margin improvement and 
strong operating cost management. 

NUMBER OF STORES
At year end, Homebase traded from 
345 stores, of which 188 are mezzanine 
stores. The mezzanine store conversion 
programme is now largely complete 
with the majority of stores that can 
support a mezzanine already having 
one. The fi nal 9 of the 21 acquired 
Focus stores opened during the year.

Defi nitions: 
Income received for goods and services.

Source: 
Audited fi nancial statements.

Defi nition: 
Operating profi t before amortisation of 
acquisition intangibles, store impairment and 
onerous lease charges, exceptional items and 
costs related to demerger incentive schemes.

Source: 
Audited fi nancial statements.

Defi nitions: 
Total number of stores at year-end. 
Mezzanine stores contain a mezzanine 
selling fl oor which is typically used to 
display kitchens, bathrooms and furniture.

Source: 
Measured internally.

SALES TRENDS (% CHANGE)
Like-for-like sales declined by 10.2% 
in the year. This performance was 
broadly consistent throughout the 
year, and is refl ective of the downturn 
in the housing market and related 
retail spending. New stores contributed 
a net 6.7%, which included the benefi t 
from the relaunch of the acquired net 
21 Focus stores which opened between 
December 2007 and June 2008.

SALES PER SQUARE FOOT (£)
Sales per square foot based on total 
year-end selling space declined to 
£95. The reduction over recent years 
is driven by a combination of the 
deterioration of the DIY market and 
is also impacted by store mezzanine 
and garden centre space which is 
dilutive to sales densities.

Defi nition: 
Annual percentage change in sales. 
Like-for-like sales are calculated on stores 
that have been open for more than a year; 
net new space contribution to sales change 
is calculated on stores that have opened 
and closed during the year.

Source: 
Audited fi nancial statements/
measured internally.

Defi nitions: 
Annual sales divided by year-end total 
selling space.

Source: 
Audited fi nancial statements/
measured internally.

Homebase key performance indicators

FOR ALL CHARTS, 06 AND 07 ARE ON A 52-WEEK PRO FORMA BASIS
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Cost base actions

In the fi rst half of the fi nancial year, further action 

was taken to reduce store payroll costs. This 

involved the alteration of customer-facing col-

league hours to better match demand levels 

and trading patterns. While this has reduced 

total store colleague hours, previous trials of the 

realignment of shift patterns also demonstrated 

improvements in customer service. This, together 

with other cost containment actions through-

out the business, helped to drive positive cost 

productivity in the second half of the year 

being reported.

 Additional organisational changes are being 

undertaken to further improve operational effi -

ciency and cost productivity. Homebase head 

offi ce functions have seen the number of roles 

reduced by approximately 15%. There are also 

additional store-based actions involving a 

restructuring of store supervisory positions. 

This will reduce store-based full time equivalent 

roles by approximately 5%. While lowering costs, 

the actions will also give the business a more 

effi cient and effective structure, while protecting 

customer service and essential processes. ››
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Th e Homebase off er continues to 
improve and Home Retail Group 
remains confi dent in its strategic 
positioning and its meeting of
customer needs.

Homebase case study: 
Delivering more product 
and service developments

Homebase has increasingly been about sell-

ing a broader range of home enhancement 

products and services alongside traditional 

DIY goods and materials. It targets a wide 

range of consumers with an inspirational 

selection of home merchandise.

 Over the last year, Homebase has per-

formed its biggest ever number of range 

reviews. As part of the exercise, we introduced 

a greater number of ‘Value’ lines and other 

entry price point products across a large 

number of product categories. We have also 

introduced a series of ‘Best Buy’ deals of excep-

tional value, as well as pre-stacked pallets of 

products all at the same great value price of £1, 

£2 and so on.

 As well as embracing the overall trend in 

value, effort has also been placed on matching 

the shifting demand towards certain product 

categories. For example, the ‘EcoHome’ ranges 

have been further developed to help our cus-

tomers to lower energy consumption, conserve 

water or promote sustainability by reducing the 

impact on the environment. Other initiatives 

in this area include Homebase’s collaboration 

with Cornwall’s Eden Project that is studying 

household sustainable living, and its ‘Green 

Store Challenge’ to reduce Homebase’s own 

environmental impact.

 Another area of product development to 

match changing consumer habits, tastes and 

trends is ‘grow your own’. This new sub-brand 

has been developed to help the large number of 

people who want to start growing their own 

home produce, fi nd the right products and get 

the right advice they need. The brand is being 

used across plants and seeds, as well as grow-

ing kits and information leafl ets.

 Homebase rolled out its highly successful 

kitchen installation service nationally in late 

2007. Since then, we have refi tted the in-store 

kitchen displays in over 100 stores and rolled 

out our new computer-aided design package. 

This gives enhanced quality 3D images while 

incorporating Homebase’s own fl ooring, 

tiling and lighting ranges. In recent months 

Homebase has also expanded its installation 

services to bathrooms in 50 stores, with 

the previous refi tting of in-store bathroom 

displays supporting this.

 The Homebase offer continues to move for-

ward in giving its customers fresh ideas about 

what’s possible for their homes in a shopping 

environment that’s differentiated from the 

competition.
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Grow your own is a great example of 

matching customers’ habits, tastes and 

trends, such as for homegrown produce.

Homebase’s new ‘grow your own’ 

sub-brand has been developed to 

help customers fi nd the right 

products and advice.

And save money on 

shop-bought groceries.

The brand is being used across plants 

and seeds, as well as growing kits.

Grow your own offers a great 

opportunity to get the whole 

family involved.
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Cash protection

Given a particularly challenging outlook for 

Homebase’s product markets, combined with a 

highly operationally geared business, operating 

profi ts are likely to be further impacted despite 

signifi cant cost actions. As a result, an increased 

focus on cash has been implemented. Capital 

expenditure in the year just ended was signifi -

cantly reduced, and is expected to decline further 

in the new fi nancial year. Homebase will also 

continue to tightly manage its working capital.

 Investment in further operational and customer 

offer improvements will still be implemented, 

with an emphasis to ensure Homebase remains 

well positioned to capitalise on the longer-term 

recovery in market conditions.

Store portfolio development

A net 14 stores were opened during the 

year, including the fi nal nine stores acquired 

from Focus, taking the portfolio to 345 stores. 

The opening rate for the new fi nancial year 

will be reduced to approximately fi ve stores. 

Ongoing portfolio management is likely to see 

a limited number of store closures each year. 

As a result, the contribution to sales from net 

new space is expected to be less than 1% in the 

new fi nancial year.

 Three stores were downsized during the 

year and a further three have been identifi ed for 

downsizing in the new fi nancial year, subject to 

planning permission and landlord agreement. 

In the approximate one quarter of the portfolio 

that had seen little or no investment for many 

years, the low cost refurbishment trial was 

implemented in a further fi ve stores during the 

year. Sales uplifts across these trials have been 

achieving the targeted 15%, and a further ten 

stores will be reviewed later in the new fi nancial 

year for potential refurbishment, subject to the 

trading environment.

REVIEW OF THE BUSINESS

Further excellent growth and 
market share gain has been 
achieved in kitchens. Th e prior 
year’s national roll-out of the 
installation service remains 
a key factor in this success. 
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52 WEEKS TO 28 FEBRUARY 2009 1 MARCH 2008

Sales (£m)  1,513.2  1,568.5

Benchmark operating profi t (£m)  14.9  45.1

Benchmark operating margin  1.0%  2.9%

Like-for-like change in sales  (10.2%)  (4.1%)

New space contribution to sales change  6.7%  2.5%

Total sales change  (3.5%)  (1.6%)

Gross margin movement Up c.25bps  Up c.250bps

Benchmark operating profi t change  (67%)  (16%)

Number of stores at year-end  345  331

Of which contain a mezzanine fl oor  188  181

Store selling space at year-end (’000 sq ft)  15,947  15,398

Of which – garden centre area  3,620  3,505

   – mezzanine fl oor area  1,973  1,909

Sales in the 52 weeks to 28 February 2009 declined by 3.5% in total. The 

contribution to net new space was 6.7%, which included the benefi t from the 

relaunch of the acquired net 21 Focus stores which opened between 

December 2007 and June 2008. Like-for-like sales declined by 10.2%. There 

were challenging market conditions in virtually all product categories 

throughout the year. There was, however, particular weakness in seasonally-

related categories in the fi rst quarter peak sales period, and again in the fi nal 

months. In contrast to the general trend, kitchens were one area of continued 

growth. Energy effi cient products have also performed well.

 Gross margins were ahead by approximately 25 basis points. There was a 

125 basis point increase in fi rst half of the year, driven by further sourcing and 

supply chain gains. In the second half of the year the gross margin declined by 

approximately 100 basis points, refl ecting increased promotional activity and 

the impact of clearance of seasonal stocks.

 Total operating and distribution costs were held broadly fl at. Underlying 

cost infl ation remained at approximately 3% or around £25m for the year, with 

the cost base excluding the impact of infl ation therefore reducing by a similar 

amount. Given the total sales decline in the year was 4%, cost productivity 

was therefore successfully contained to a negative 1% level. This represents 

an improvement on the previous two years as a result of extended cost 

control and containment initiatives throughout the business, with positive 

cost productivity being achieved in the second half of the year.

 Benchmark operating profi t for the 52 weeks to 28 February 2009 

was £14.9m, a 67% decline on last year’s £45.1m. This was a result of the 

particularly weak sales environment that could only be partially offset by 

a small gross margin improvement and strong operating cost management.

Homebase fi nancial review
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Financial Services

Home Retail Group Financial 

Services is one of the largest 

store card providers in the UK, 

having over one million active 

store card users. 
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Adding support
Financial Services makes an important
contribution to the success of the Group
and its retail brands.

Our Financial Services operation is one of the many areas 

of skills or infrastructure that are shared across the Group 

in order to drive synergy benefi ts. By making products easier 

for Argos and Homebase customers to afford, its credit 

offers help to drive product sales and maximise profi ts for 

the Group. Customers can apply for credit whether they 

shop in-store, online or over the phone.

Around 9% of Group sales 

are now transacted on our 

in-house store cards.

Where can I fi nd more information?

    p32 // Financial review     p32 // Operational review

    p33 // Key performance 

indicators
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Operational review

The in-house store card operations drove £573m 

of Group retail sales over the year, up 1% on the 

previous year. Sales penetration increased from 

8.5% to 8.8%. The proportion of promotional 

credit sales continued to increase, representing 

77% of all sales placed on the store cards. The 

offer of ‘buy now, pay later’ products remains 

a key enabler of driving sales in ‘big ticket’ 

categories. In addition to credit sales placed 

on the Group’s own store cards, product loans for 

purchases over £3,000 have been introduced, 

with these credit offers being provided by 

Barclays Partner Finance.

 Changes to credit decisioning to manage bad 

debt risk has continued, with a further tightening 

of score card cut-off levels being implemented, 

and a programme of credit limit decreases for 

existing higher-risk accounts. Additionally, a 

major project to migrate the account manage-

ment system to a new platform has recently 

been completed. 

Financial review

Total gross receivables were level year-on-year, 

with a £6m increase in the store card and a 

£6m reduction from the planned run-off of the 

personal loans receivables.

 Delinquency rates have marginally risen over 

the year. As a result, the income statement bad 

debt charge increased by £3m. Financing costs 

reduced in the year refl ecting gross receivables 

being level but a lower funding cost rate being 

applied, since this non-cash internal recharge is 

based upon UK base rates. A corresponding impact 

is recognised in Group net interest income.

 The benchmark operating result of £6.1m for 

the year refl ects the fi nancial return on the 

revolving (i.e. interest-bearing) element of receiv-

ables, as promotional credit products are 

recharged to Argos and Homebase at cost. The 

cost advantage of this internal arrangement 

versus third-party promotional credit provision 

is therefore a benefi t within the Argos and 

Homebase benchmark operating profi ts.

Financial Services business review

Financial Services works in conjunction 
with Argos and Homebase to provide 
their customers with the most appropriate 
credit off ers to drive product sales, 
and to maximise the total profi t from 
the transaction for Home Retail Group.

52 WEEKS TO 28 FEBRUARY 2009 1 MARCH 2008

Sales (£m)  102.3  95.4

Benchmark operating profi t before fi nancing costs  19.7  25.1

Financing costs  (13.6)  (19.6)

Benchmark operating profi t (£m)  6.1  5.5

AS AT 28 FEBRUARY 2009 1 MARCH 2008

Store card gross receivables  488  482

Personal loans gross receivables  3  9

Total gross receivables  491  491

Provision  (67)  (59)

Net receivables at year-end (£m)  424  432

Provision % of gross receivables  13.6%  12.0%

£573m
of Group retail sales were 

driven by our in-house 

store card operations.
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Financial Services key 
performance indicators

The total number of active accounts grew 
to 1.2 million. The cards offer a range of 
3, 6, 9 and 12 month ‘buy now pay later’ 
plans. The offer is also fully multi-channel, 
with the availability of credit online being 
a feature on both www.argos.co.uk and 
www.homebase.co.uk.

Defi nition:
Total number of store card accounts 
that have had monetary activity, either 
making a sale transaction, a payment 
or having an outstanding balance in the 
last six months.

Source:
Measured internally.

NUMBER OF ACTIVE STORE 
CARD HOLDERS (’000s)

Defi nition:
Total balances outstanding on customer store 
card accounts.

Source:
Measured internally.

There was a £6m increase in gross store 
card receivables in the year driven by 
the continued success in the range of 
promotional credit products offered. 

GROSS STORE CARD 
RECEIVABLES (£M)

The in-house store card operations 
drove £573m of Group retail sales over 
the year, up 1% on the previous year. 
Sales penetration increased from 8.5% to 
8.8%. The proportion of promotional credit 
sales continued to increase, representing 
77% of all sales placed on the store cards. 
Credit offerings are available through each 
of the different channels; application can 
be made and approved in-store, online and 
over the phone. The level of sales funded 
by store card is higher for ‘big-ticket’ 
purchases as the cards enhance affordability.

Defi nition:
Store card retail credit sales (including VAT), 
divided by total UK retail sales (including VAT 
for penetration).

Source:
Measured internally.

GROUP RETAIL CREDIT SALES (£M)

GROUP CREDIT PENETRATION (%)

1,125
1,168

887

1,044 1,068

0907 0805 06

482 488

349
378

448

0907 0805 06

566 573

431 441

522

0907 0805 06

8.5% 8.8%

7.0% 7.1%

8.0%

0907 0805 06

FOR ALL CHARTS, 06 AND 07 ARE ON A 52-WEEK PRO FORMA BASIS

Central Activities represents the cost of central 

corporate functions and the investment costs 

of new development opportunities. Corporate 

functions costs for the year were approximately 

10% lower refl ecting ongoing cost management, 

while the investment costs of new development 

opportunities were also at a lower level than the 

prior year.

 A review of the trial to develop the Argos for-

mat in India was completed in January 2009. 

A decision to discontinue the trial following the 

initial two year development period was taken 

mutually by Home Retail Group and its Indian 

partners Shoppers’ Stop and HyperCITY. The trial 

had not met the planned performance levels to 

support the investment required in the current 

Indian economic climate. The retail operations 

are being wound down at minimal cost to Home 

Retail Group. At some point in the future, the 

Indian retail market may still present an attrac-

tive long-term growth opportunity for the Argos 

multi-channel model.

 The HomeStore&More development oppor-

tunity continues to be trialled. This out-of-town 

homewares format has seen its third UK store 

open recently in Harlow. In the latest store, 

greater emphasis has been placed on the bedding 

and textiles categories in order to further test the 

opportunity in these areas. A fourth trial store is 

expected to open in the new fi nancial year. The 

Irish operation in which Home Retail Group has a 

33% stake has now expanded to six stores in 

total; further expansion is likely to be dependent 

on conditions in the Irish economic climate 

improving.

52 weeks to 28 February 1 March 
   2009 2008

Benchmark operating 

expense (£m) (24.2) (28.8)

Central 
Activities
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Total sales down 1% to £5,897m, refl ecting 

declines of 0.9% at Argos and 3.5% at Homebase. 

Like-for-like sales were down 4.8% at Argos and 

10.2% at Homebase, while the net new space 

contribution was 3.9% at Argos and 6.7% at 

Homebase.

Group gross margin down 81 basis points, 

with Argos’ gross margin being down approxi-

mately 100 basis points largely refl ecting the 

change in sales mix, while Homebase achieved 

an approximate 25 basis point increase led by 

further sourcing and supply chain gains net 

of increased promotional and clearance activity.

Operating and distribution cost growth con-

tained to a £14m (1%) increase in total, with 

the approximate £60m (3%) of underlying cost 

infl ation largely offset by further strong cost 

management in all other areas. 

Benchmark operating profi t down 25% to 

£300m, with the £98m reduction from the prior 

year comprising a £73m (19%) decline at Argos 

and a £30m (67%) decline at Homebase, less a 

£5m reduction in the costs of Central Activities.

Benchmark PBT down 24% to £328m, includ-

ing a £4m reduction in net interest income as 

lower interest rates more than offset the further 

strong cash generation.

An effective tax rate based on benchmark 

PBT of 31.4%, reduced from 32.1% last year 

refl ecting the lower standard UK corporation tax 

rate, partially offset by a similar absolute amount 

of disallowable expenditure on a declining level 

of profi ts.

Basic benchmark EPS down 24% to 25.9p.

Total dividend for the year maintained at 

14.7p, with a fi nal dividend of 10.0p (2008: 10.0p) 

recommended by the Board.

Net cash increase of £110m to £284m at 

28 February 2009, benefi ting from further good 

working capital management and a reduced level 

of capital expenditure.

Benchmark pre-tax ROIC reduction to 12.0%, 

refl ecting the reduction in profi ts, partially offset 

by good management of working capital.

Financial summary
Financial defi nitions

1. Benchmark operating profi t is defi ned as oper-

ating profi t before amortisation of acquisition 

intangibles, store impairment and onerous lease 

charges, exceptional items and costs related to 

demerger incentive schemes.

2. Benchmark profi t before tax (benchmark PBT) 

is defi ned as profi t before amortisation of acqui-

sition intangibles, store impairment and onerous 

lease charges, exceptional items, costs related to 

demerger incentive schemes, fi nancing fair value 

remeasurements, fi nancing impact on retirement 

benefi t balances, the discount unwind on non-

benchmark items and taxation.

3. Basic benchmark earnings per share (bench-

mark EPS) is defi ned as benchmark PBT less 

taxation attributable to benchmark PBT, divided 

by the weighted average number of shares in 

issue (excluding Home Retail Group shares held 

in its Employee Share Trust (EST)). 

4. Benchmark pre-tax return on invested capital 

(benchmark pre-tax ROIC) is defi ned as bench-

mark operating profi t plus share of post-tax 

results of joint ventures and associates, divided 

by year-end net assets excluding retirement 

benefi t balances, tax balances and fi nancing 

net cash/debt.



Home Retail Group Annual Report 2009 35

REVIEW OF THE BUSINESS

GOVERNANCE

FINANCIAL STATEMENTS

MORE INFORMATION 

Financial summary

52 WEEKS TO  28 FEBRUARY 2009 1 MARCH 2008

£m  

Argos 4,281.9 4,320.9

Homebase 1,513.2 1,568.5

Financial Services 102.3 95.4

Sales 5,897.4 5,984.8

Cost of goods (3,547.4) (3,551.2)

Gross margin 2,350.0 2,433.6

Distribution costs (326.4) (329.8)

Gross profi t 2,023.6 2,103.8

Net operating costs before exceptional items and costs related to demerger incentive schemes (1,723.2) (1,705.8)

Argos 303.6 376.2

Homebase 14.9 45.1

Financial Services 6.1 5.5

Central Activities (24.2)  (28.8)

Benchmark operating profi t 300.4 398.0

Net interest income (see below) 29.7 33.3

Share of post-tax results of joint ventures and associates (2.4) 1.6

Benchmark PBT 327.7 432.9

Exceptional items included in operating profi t (694.0) 0.8

Costs related to demerger incentive schemes (8.4) (11.7)

Financing fair value remeasurements (28.9) (9.0)

Financing impact on retirement benefi t balances 11.2 13.0

Discount unwind on non-benchmark items (1.8) –

(Loss)/profi t before tax (394.2) 426.0

Taxation (18.9) (131.4)

 of which: taxation attributable to benchmark PBT (103.5) (138.5)

(Loss)/profi t for the year (413.1) 294.6

Basic benchmark EPS 25.9p 33.9p

Basic EPS (47.7p) 34.0p

Number of shares for basic EPS 866.6m 867.7m

  

Net interest reconciliation:  

Third party net interest income 18.6 15.5

Financing costs charged to Financial Services 13.6 19.6

Discount unwind on benchmark items (2.5) (1.8)

Net interest income 29.7 33.3

Financing fair value remeasurements (28.9) (9.0)

Financing impact on retirement benefi t balances 11.2 13.0

Discount unwind on non-benchmark items     (1.8) –

Income statement net fi nancing income     10.2 37.3

The above table has been prepared in accordance with note 2 to the consolidated fi nancial statements on page 74.
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Exceptional items

The total exceptional pre-tax charge recorded in 

the year was £694.0m. Of this, £651.2m 

represented write downs to the carrying value 

of Homebase’s assets, together with onerous 

lease charges.

 Accounting standards require asset impair-

ment tests to be performed either annually or 

when a trigger event has been identifi ed. As a 

result of the challenging retail environment, the 

carrying value of Homebase’s assets held on the 

Group’s balance sheet has been written down. 

Key assumptions for the value-in-use calcula-

tions include management’s profi t projections 

for a fi ve year period, a long term growth rate 

of 2.5% from year six onwards and a post-tax 

discount rate of 8.5%.

 The resulting goodwill impairment charge is 

£381.7m, reducing the Homebase goodwill value 

to £388.7m. Also based on latest estimates and 

assumptions, an impairment charge of £152.2m 

has been taken in respect of store-related assets, 

and a £117.3m provision for lease contracts 

deemed to be onerous. These accounting charges 

do not change the cash fl ows of the Group. 

The impairment of store-related assets reduced 

second half depreciation costs by approxi-

mately £5m within Homebase’s benchmark 

operating profi t.

 An exceptional pre-tax charge of £35.2m 

relates to the organisational changes being 

undertaken to improve the operational effi ciency 

of the Group and drive further cost productivity. 

As described in the preceding business reviews, 

actions taken include a streamlining of head 

offi ce functions across all parts of the Group, 

restructuring of store-based staff to better match 

demand levels and trading patterns, and a con-

solidation of home delivery warehouses. The 

cash costs relating to this charge were £3.1m in 

the year being reported, with the balance 

expected to be incurred in the new fi nancial year. 

The annualised cost saving from these actions is 

approximately £50m. Around £35m of this is 

expected to be achieved within the new fi nancial 

year, helping to partially offset the impact of the 

challenging environment.

 The residual £7.6m exceptional charge refl ects 

the fi nal costs of post-acquisition integration of 

the Focus DIY stores that occurred in the fi rst half 

of the year.

Costs related to demerger incentive schemes

These amounted to £8.4m (2008: £11.7m). It was 

previously announced that these costs were 

expected to amount to a maximum of £40m, to 

be charged to the income statement over the 

three-year period commencing from the date of 

demerger, and are excluded from benchmark PBT. 

In the fi rst half of the new fi nancial year a fi nal 

charge will be taken, with the cumulative three-

year cost now expected to be approximately 

£35m, subject to performance measures.

Financing fair value remeasurements

Certain foreign exchange movements as well as 

changes in the fair value of certain fi nancial 

instruments are recognised in the income state-

ment within net fi nancing income. These 

amounted to charges of £28.9m (2008: £9.0m), 

which arise principally as a result of translation 

differences on subsidiary cash balances. The 

increased charge refl ects the weakening of 

sterling against other currencies during the 

year. Equal and opposite adjustments to these 

translation differences are recognised as part 

of the movements in reserves. As required by 

accounting standards, the net nil exchange 

adjustment is therefore split between the income 

statement and the statement of recognised 

income and expense.

Financing impact on 

retirement benefi t balances

The credit through net fi nancing income in 

respect of the excess of expected return on retire-

ment benefi t assets over the interest expense on 

retirement benefi t liabilities amounted to £11.2m 

(2008: £13.0m). The current service cost, which 

Home Retail Group believes to be a fairer refl ec-

tion of the cost of providing retirement benefi ts, 

is already refl ected in benchmark operating profi t.

Discount unwind on non-benchmark items

An expense of £1.8m (2008: nil) within net 

fi nancing income relates to the discount unwind 

on onerous lease provisions. As these provisions 

were treated as exceptional items, the discount 

unwind on these items has also been excluded 

from benchmark profi t before tax. As set out 

within the net interest income review above, 

these non-cash charges arise from the 

accounting treatment whereby provisions for 

expected future liabilities are discounted back to 

current value.

Sales and benchmark operating profi t

Sales for the Group were 1.5% lower at £5,897.4m 

(2008: £5,984.8m) and benchmark operating 

profi t declined 25% to £300.4m (2008: £398.0m). 

Group benchmark operating margin was 5.1% 

(2008: 6.7%). The drivers of this performance 

have been analysed as part of the preceding 

business reviews.

Net interest income

Net interest income was £29.7m (2008: £33.3m). 

Within this, third party interest income for the 

year increased to £18.6m (2008: £15.5m). While 

the Group’s net cash position increased, the lower 

effective interest rate earned resulted in reduced 

third party interest income in the second half of 

the year being reported; a further substantial 

reduction is expected in the new fi nancial year.

 The fi nancing costs charged within Financial 

Services’ benchmark operating profi t saw the 

corresponding credit within net interest income 

reduce to £13.6m (2008: £19.6m). This non-cash 

internal recharge is based upon UK base rates, 

therefore a further substantial reduction is 

expected in the new fi nancial year.

 The charge within net interest income in rela-

tion to the discount unwind on benchmark items 

was £2.5m (2008: £1.8m). This arises from the 

accounting treatment whereby provisions for 

expected future liabilities are required to be 

discounted back to current value. As settlement 

of the liability moves closer to the present day, 

additional non-cash charges to unwind the 

discount are taken; this will result in the absolute 

level of provision eventually matching the liabil-

ity in the accounting period that it becomes due.

Share of post-tax results of 

joint ventures and associates

These amounted to a loss of £2.4m (2008: income 

of £1.6m). The loss is principally due to further 

costs incurred by the joint venture with Barclays 

Bank PLC as it continues to develop the Argos 

credit card launched last year. The prior year 

income refl ected a £2.8m gain on disposal of the 

Group’s 33% holding in AAGUS, a consumer 

fi nance company in The Netherlands.

Benchmark profi t before tax

Benchmark profi t before tax for the year declined 

24% to £327.7m (2008: £432.9m).

Group fi nancial review
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CASH FLOW AND NET CASH POSITION

52 WEEKS TO 28 FEBRUARY 2009 1 MARCH 2008

£m

Benchmark operating profi t  300.4  398.0

Exceptional items within operating profi t  (694.0)  0.8

Demerger incentive scheme costs  (8.4)  (11.7)

Statutory operating profi t after exceptional items  (402.0)  387.1

  

Depreciation and amortisation  159.4  151.6

Movement in working capital  (10.2)  (48.1)

Finance expense charged to FS cost of sales  13.6  19.6

Non-cash Homebase exceptional charges  651.2  10.3

Other non-cash operating items  56.4  43.7

Cash fl ows from operating activities  468.4  564.2

  

Net interest  16.6  15.1

Taxation  (74.7)  (95.1)

Net capital expenditure  (132.4)  (207.9)

Acquisitions and disposals  (20.6)  (44.3)

Purchase of term deposit  (75.0)  –

Purchase of other investments  (2.2)  (1.9)

Cash infl ow before fi nancing activities  180.1  230.1

  

Dividends paid  (127.2)  (118.9)

Repayment of borrowings  –  (225.1)

Purchase of own shares  (21.6)  –

Other fi nancing activities  0.1  2.3

Net increase/(decrease) in cash and cash equivalents  31.4  (111.6)

  

Opening cash and cash equivalents  174.0  283.8

Net cash infl ow/(outfl ow)  31.4  (111.6)

Effect of foreign exchange rate changes  4.0  1.8

Closing cash and cash equivalents  209.4  174.0

  

Term deposit   75.0  –

Closing fi nancing net cash  284.4  174.0

Loss before tax

The reported loss before tax for the year was 

£394.2m (2008: profi t of £426.0m).

Taxation

Taxation attributable to benchmark PBT was 

£103.5m (2008: £138.5m), representing an effec-

tive tax rate (excluding joint ventures and 

associates) of 31.4% (2008: 32.1%). The reduc-

tion in the effective rate largely refl ects the cut in 

the standard UK corporation tax rate from 30.0% 

to 28.0%, partially offset by a broadly level abso-

lute amount of disallowable expenditure on a 

declining level of profi ts. Profi t in the Republic of 

Ireland, which attracts a favourable rate of 

corporation tax, was also lower.

 Taxation attributable to non-benchmark items 

amounted to a credit of £61.1m (2008: £0.4m), 

refl ecting those items which qualify for tax relief. 

There was also a net exceptional tax credit in 

respect of prior years of £23.5m (2008: £6.7m). 

The total tax expense for the year was therefore 

£18.9m (2008: £131.4m).

Number of shares and earnings per share

The number of shares for the purpose of calculat-

ing basic earnings per share (EPS) is 866.6m 

(2008: 867.7m), representing the weighted aver-

age number of issued ordinary shares of 877.4m 

(2008: 877.4m), less an adjustment of 10.8m 

(2008: 9.7m) representing shares held in Home 

Retail Group’s share trusts net of vested but 

unexercised options and share awards.

 The calculation of diluted EPS refl ects the 

potential dilutive effect of employee share incen-

tive schemes. This increases the number of shares 

for diluted EPS purposes by 10.4m (2008: 9.6m) 

to 877.0m (2008: 877.3m). However, as the Group 

made a reported loss after tax for the year, the 

effect of employee share incentive schemes is 

anti-dilutive and therefore diluted EPS equals 

basic EPS.

 Basic benchmark EPS is 25.9p (2008: 33.9p), 

with diluted benchmark EPS of 25.6p (2008: 

33.6p). Reported basic EPS is a loss of 47.7p (2008: 

profi t of 34.0p), with reported diluted EPS being a 

loss of 47.7p (2008: profi t of 33.6p).

Dividends

Home Retail Group’s dividend policy remains 

to target dividend cover over the medium term 

of around two times, based on full-year basic 

benchmark EPS.

 Supported by the strong cash position of the 

Group, a fi nal dividend maintained at 10.0p is 

being recommended by the Board, therefore hold-

ing the dividend for the year at 14.7p. Based on 

basic benchmark EPS of 25.9p (2008: 33.9p), this 

represents cover of 1.76 times (2008: 2.31 times).

 The fi nal dividend, subject to approval by 

shareholders at the AGM, will be paid on 22 July 

2009 to shareholders on the register at the close 

of business on 22 May 2009.

Cash fl ow and net cash position

The Group’s fi nancing net cash position at 

28 February 2009 was £284.4m, an increase of 

£110.4m over the year. The fi nancing net cash 

position includes a £75m term deposit which was 

purchased in July 2008 and matured on 15 April 

2009.

 Cash fl ows from operating activities were 

£468.4m (2008: £564.2m). This reduction was 

driven by the lower benchmark operating result.

 Net capital expenditure, excluding £20.6m for 

the purchases of the Alba, Bush and Chad Valley 

brands, was £132.4m (2008: £207.9m). The 

reduction largely refl ects the lower number of 

stores opened year-on-year. ››
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Other signifi cant cash fl ows in the year included 

dividends paid to shareholders of £127.2m (2008: 

£118.9m), reduced tax payments of £74.7m (2008: 

£95.1m) refl ecting lower profi ts and a repayment 

from the tax authorities in respect of the cash 

settlement of historic tax issues that were suc-

cessfully agreed in the previous fi nancial year, and 

£21.6m to purchase shares for the Home Retail 

Group Employee Share Trust.

Balance sheet

Reported net assets amounted to £2,758.4m, 

which is equivalent to 322p per share, excluding 

shares held in the EST. The reduction in net assets 

versus the 1 March 2008 year-end balance sheet 

was £586.8m.

 The Homebase goodwill impairment of 

£381.7m, write down of store-related assets of 

£152.2m, and increase in provision for onerous 

leases of £117.3m were the principal drivers of the 

net asset reduction. Management of working 

capital, including the reduction in inventories of 

£74.5m, together with the lower level of capital 

expenditure, contributed to the £110.4m increase 

in fi nancing net cash.

Benchmark pre-tax return on invested capital is a 

key performance measure for the Group. Bench-

mark operating profi t plus share of post-tax 

results of joint ventures and associates was 

£298.0m, down £101.6m or 25%, while year-end 

invested capital reduced by 21%. This results in a 

pre-tax ROIC of 12.0%. Adjusting the 1 March 

2008 invested capital position for the £651.2m of 

Homebase exceptional write downs and provi-

sions, the prior year pre-tax ROIC would have 

been 16.1%. This represents a 410 basis point 

reduction on a comparable basis.

Capital structure

The Group fi nances its operations through a com-

bination of retained profi ts, property leases and 

borrowing facilities where necessary. The Group’s 

net cash balances averaged approximately 

£350m over the year, and ranged from approxi-

mately £200m to £700m due to trading 

seasonality; the Group did not draw upon its 

committed borrowing facilities at any point 

during the year.

The Group has signifi cant liabilities through its 

obligations to pay rents under operating leases. 

The capitalised value of these liabilities is 

£2,982m based upon a simple eight-times multi-

ple of the year’s operating lease charge, or 

£3,304m based upon discounted cash fl ows of 

the expected future operating lease charges. In 

common with the credit rating agencies, the 

Group treats its lease liabilities as debt when 

evaluating fi nancial risk.

 As an independent company, Home Retail 

Group has now demonstrated three years of 

strong cash generation. In the fi nancial year being 

reported, the substantial weakening in consumer 

spending has reduced profi ts. While progress on 

cash generation has to date still been maintained, 

the outlook for consumer spending continues to 

look challenging. The Board is therefore mindful 

of maintaining fl exibility through a prudent bal-

ance sheet approach. This will offer further 

resilience during the current economic slow-

down, while not constraining continued 

investment in value-enhancing longer-term 

growth opportunities. The Board will continue to 

review its capital structure to ensure that it 

remains appropriate.

Retirement benefi t assets and liabilities

Pension arrangements are operated principally 

through the Home Retail Group Pension Scheme, 

a defi ned benefi t scheme, together with the 

Home Retail Group Stakeholder Pension Scheme, 

a defi ned contribution scheme.

 The IAS 19 valuation as at 28 February 2009 

for the UK defi ned benefi t scheme was a net 

defi cit £46.4m (2008: net surplus of £83.7m). 

The fair value of the scheme assets was £504.4m 

(2008: £646.5m), the present value of the scheme 

liabilities was £539.8m (2008: £552.1m), and the 

present value of unfunded pension arrangements 

was £11.0m (2008: £10.7m).

 The change in the net valuation position was 

driven principally by the lower market value of 

scheme assets. While there was also an adverse 

net valuation impact from a more prudent view 

of life expectancy assumptions, the present value 

of scheme liabilities reduced overall as a result of 

the assumed discount rate increasing from 6.1% 

to 6.5%.

 A full actuarial valuation of the defi ned benefi t 

scheme is carried out every three years. The lat-

est full review, as at 31 March 2009, is currently 

underway and is being carried out by independ-

ent, qualifi ed actuaries.

BALANCE SHEET

AS AT 28 FEBRUARY 2009 1 MARCH 2008

£m

Goodwill  1,541.0  1,922.7

Other intangible assets  103.6  83.7           

Property, plant and equipment  559.3  731.8

Inventories  930.3  1,004.8

Instalment receivables  424.5  432.0

Other assets  243.9  196.8          

    3,802.6  4,371.8             

  

Trade and other payables  (1,063.2)  (1,130.8)

Other liabilities  (251.7)  (101.5)            

    (1,314.9)  (1,232.3)             

Invested capital  2,487.7  3,139.5

  

Retirement benefi t (obligations)/assets  (46.4)  83.7

Net tax assets/(liabilities)  32.7  (52.0)

Financing net cash  284.4  174.0

Reported net assets  2,758.4  3,345.2
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Liquidity and funding

The Group maintains liquidity by arranging fund-

ing ahead of requirements and through access 

to committed facilities. At 28 February 2009, 

the Group had £700m of un-drawn committed 

borrowing facilities, £685m of which does not 

expire until 2013. These facilities are in place to 

enable the Group to fi nance its working capital 

requirements and for general corporate purposes, 

should the need arise. The Group’s net cash 

position is however expected to continue to 

be suffi cient to meet its fi nancing needs in the 

foreseeable future.

Treasury policy and risk management

The Group’s treasury function seeks to reduce 

exposures to foreign exchange, interest rate and 

other fi nancial risks, to ensure suffi cient liquidity 

is available to meet foreseeable needs, and to 

invest the Group’s cash resources in fi nancial 

institutions with an appropriate credit rating. Its 

policies and procedures are subject to review and 

approval by the Board.

 

Counterparty credit risk management

The Group’s exposure to credit risk with regard to 

treasury transactions is managed by dealing only 

with major banks and fi nancial institutions with 

appropriate credit ratings and within limits set 

for each organisation. Dealing activity is closely 

controlled and counterparty positions are moni-

tored on a regular basis.

Interest rate risk management

The Group’s principal objective is to manage the 

trade-off between the annual effective rate of 

interest and the credit risk associated with the 

counterparty bank or fi nancial institution.

 UK base rates have reduced from 5.25% at 

March 2008 to 0.5% at March 2009. While the 

annual effective rate of interest earned on the 

Group’s net cash balances has therefore already 

reduced in the fi nancial year being reported, the 

reduction is likely to be much more substantial in 

the new fi nancial year.

Currency risk management

The Group’s key objective is to reduce the effect 

of exchange rate volatility on profi ts. Transac-

tional currency exposures that could signifi cantly 

impact the income statement are hedged using 

forward purchases of foreign currencies.

 Approximately one quarter of the Group’s 

product costs are paid for in US dollars. Sterling 

has substantially weakened against the US dollar 

during the course of the fi nancial year being 

reported. Transaction exposure will therefore 

exist in the new fi nancial year since the hedged 

rates will be materially lower than the fi nancial 

year being reported.

Share price and total shareholder return

The Group’s share price ranged from a low of 

163.5p to a high of 280.75p during the fi nancial 

year. On 27 February 2009, the closing mid 

market price was 212.5p, giving a market capitali-

sation of £1.9bn at the year-end.

 Total shareholder return (the change in the 

value of a share including reinvested dividends) 

has been a decline of 12.4% over the year. This 

compares to a decline of 27.3% for the FTSE 350 

General Retail sector and a decline of 31.8% for 

the wider FTSE 100.

Accounting standards and 

use of non-GAAP measures

The Group has prepared its consolidated fi nancial 

statements under International Financial Report-

ing Standards for the 52 weeks ended 28 February 

2009. The basis of preparation is outlined in 

note 2 to the consolidated fi nancial statements 

on page 74.

 The Group has identifi ed certain measures 

that it believes provide additional useful informa-

tion on the underlying performance of the Group. 

These measures are applied consistently but as 

they are not defi ned under GAAP they may not 

be directly comparable with other companies’ 

adjusted measures. The non-GAAP measures are 

outlined in note 3 to the consolidated fi nancial 

statements on page 81.
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Economic and market risks

Impact on sales, costs, profi t and cash of:

  Economic conditions

  Cost of raw material products/services/utilities

  Consumer preferences

  Competitor activity

  Seasonality/weather

  UK-centric store network

  Expansion/development of store network

  Changing demographics

  Pension obligations

The economic environment, including the activities of other retailers, impacts on the Group’s success in terms of 

sales, costs, profi t and cash management. Understanding the impact of the global fi nancial crisis on our customers 

and suppliers, and maintaining competitive positions in our markets is of key importance to the Group. We have 

established initiatives to support our ability to manage margin levels effectively through sourcing developments 

as well as rigorous cost control. Our strong fi nancing position will also support our ability to remain competitive.

 The Argos brand is synonymous with choice, value and convenience and our internal processes ensure that 

Argos is well positioned to continue to deliver its customer proposition. Investment has been made to extend 

the choice available at all price levels, particularly the Argos Value range and non-catalogue lines on the website. 

Homebase has responded to customers’ needs by developing further ranges centred around environmental 

awareness, as well as expanding its initiatives in e-commerce development. 

Other mitigating activities include:

   Clear communication of choice and value-led product offering to customers

   Driving market share in targeted product categories 

  Focused and relevant customer service training in Argos and Homebase

  Store format development and technologies such as Check & Reserve and Quick Pay Kiosks

  Continued evolution of a broader home enhancement position at Homebase

  Regular review of pension trustee activities and plans to mitigate any fund defi cit

Operations

Failure to ensure appropriate processes are in place to 

manage the complexity of retail operations, including 

sourcing of products and customer service

Like other retailers, the Group sources products from overseas, which increases the time between ordering and 

receiving products from suppliers. Effi cient management processes are therefore needed to ensure stock is in the 

right place at the right time. We continuously re-evaluate our distribution infrastructure to drive further effi ciency.

 The Group aims to continually improve its already successful multi-channel capability, enhancing functionality 

and responding to customer feedback.

 Communication with our customers is very important to us and we continually seek to balance shareholder 

value with customer value through promotional campaigns, particularly at key events such as Christmas and Easter.

Other mitigating activities include:

  Improving the accuracy of stock forecasts

  Realigning our operating and distribution processes following organisational restructure

  Enhancing home delivery customer ordering functionality

  Improving clarity of promotional campaigns

  Continuously improving catalogue production processes

Principal risks and uncertainties

We discuss below the principal 
risks and uncertainties that could 
impact the Group’s performance 
and our mitigating activities. For 
further information on how we 
manage risk, see the business review 
and also pages 56 and 57, within the 
corporate governance statement.

DESCRIPTION AND EXAMPLES OF MITIGATING ACTIVITYAREA OF PRINCIPAL RISK AND UNCERTAINTY
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Business interruption

  Acts of terrorism

  Failure or unavailability of operational 

and/or IT infrastructure

  Delay or interruption in service provided 

by third-party suppliers

A major incident could impact the ability of the Group to continue trading. We maintain and routinely test our 

business continuity plans in order to reduce the potential impact of such events. Security measures are in place, 

where appropriate, to protect colleagues, customers and assets. We are also vigilant to the vulnerability of 

suppliers during the current turbulent trading environment and work towards a sustainable outcome for all parties. 

Other mitigating activities include:

  Business continuity and recovery planning

  IT recovery plans

  Third-party supplier management 

Infrastructure development/projects

Delay or failure to manage and implement major 

business and infrastructure projects effectively 

Product safety

Failure to manage supplier relationships 

and/or ensure appropriate quality checks 

are in place

People 

Reliance on key personnel

Regulatory environment

  Changes in UK and overseas legislation 

and regulation, eg consumer protection, 

environmental regulation

   Changes in UK fi scal/employment policy, 

eg minimum wage

Currency

Purchase of products in currencies other than 

sterling, principally the US dollar and the euro 

The Group is committed to investing in the long-term capability of systems and infrastructure. Strategic projects 

to replace or enhance key systems and infrastructure carry a degree of risk; however, we have dedicated project 

teams in place with strong governance frameworks to manage them.

Other mitigating activities include:

  Detailed approval and planning process prior to project commencement

  Board review of status/progress of major change programmes

  Post project implementation reviews

  Management expertise in signifi cant infrastructure/change programmes

The safety and quality of our products is of high importance to the Group. Suppliers are required to sign up to 

the Group’s supply chain principles and to specifi c policies regarding products and their environmental impact. 

Wherever possible, Argos and Homebase teams work in conjunction with suppliers to ensure improvement 

opportunities are explored.

Other mitigating activities include:

  Quality assurance programme

  Supplier relationship protocols

  Terms and conditions for all suppliers

The Group values its colleagues and their contribution to the success of the organisation. Internal training 

schemes and the graduate recruitment programme maintain the succession pool. We are committed to open 

communications during organisational restructure. We actively encourage promotion from within and monitor 

employee satisfaction through an annual Group-wide employee survey.

Other mitigating activities include:

  Competitive remuneration packages

  Succession planning

  Management development and training programmes

The Group is committed to good governance practices. In addition to ensuring compliance with existing 

requirements, we are active in monitoring potential future developments. We also lobby, often with other 

retailers, to support and develop the industry and the interests of consumers.

Other mitigating activities include:

  Membership of industry representative groups

  Direct engagement with government and regulators

  Dedicated working parties to manage operational change

The Group is exposed to fl uctuations in currency rates in its overseas product purchasing. The recent weakening in 

sterling has already substantially increased currency-associated risk for the year ahead. We attempt to mitigate 

these risks through adjustments to customer pricing and opportunities for further sourcing effi ciencies.

Other mitigating activities include:

  Forecast currency requirements

  Hedging policies

AREA OF PRINCIPAL RISK AND UNCERTAINTY DESCRIPTION AND EXAMPLES OF MITIGATING ACTIVITY
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Our programme to reduce our 

environmental impact focuses 

on our carbon footprint, waste 

management, packaging and 

carrier bags.

Corporate responsibility



Home Retail Group Annual Report 2009 43

REVIEW OF THE BUSINESS

GOVERNANCE

FINANCIAL STATEMENTS

MORE INFORMATION 

Responsible retailing
Home Retail Group has been 
committed to corporate responsibility 
for many years, and continues to be 
so during these challenging times.

We see no confl ict between corporate responsibility 

and good business practice. We continue to seek out 

opportunities across the business to create shared 

value – meaningful benefi ts for society that are also 

valuable to our customers and our business.

Home Retail Group is in the 

FTSE4Good Index, meeting 

all the relevant social and 

environmental criteria.

Home Retail Group has again 

been awarded gold status in the 

Business in the Community 

Corporate Responsibility Index.

Where can I fi nd more information?

    p44 // How we think

    p47 // Community 

programme support

    p48 // Waste not 

want not

    p45 // What we’ve 

been doing 
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How we think

With the trading environment 
expected to remain challenging, 
it is more important than ever that 
we maintain a relationship of trust 
with our customers and suppliers.
Across our operations and activities we:

  Actively seek ways to minimise our impact on 

the environment in the way we do business 

  Help our customers to be responsible 

consumers by giving them information 

and choices 

  Behave ethically and with integrity when 

sourcing products and dealing with our 

suppliers 

  Provide our colleagues with a safe and 

healthy environment and enable them to 

act responsibly in their jobs and to develop 

rewarding careers 

  Support the local and national communities 

in which we operate

Benefi ting business

With the trading environment expected to 

remain challenging, it is more important than 

ever that we maintain a relationship of trust with 

our customers and suppliers, and enable col-

leagues not just to contribute to the long-term 

success of our business, but also to the sustaina-

bility of the wider environment and community.

 And of course, the effi ciency benefi ts we have 

achieved as a result of our corporate responsibil-

ity agenda are helping to keep costs as low as 

possible across the business.

Customer choice

We offer our customers clear information and 

products that will help them to make responsible 

choices. Customers have responded particularly 

well to products which offer them the opportu-

nity to save energy, and save money. 

 We are working to ensure that the process of 

shopping from us is a responsible choice in itself. 

All catalogues and brochures given to customers 

are fully recyclable and, by the end of 2009, all 

publications, including the main Argos catalogue, 

will be printed on either fully certifi ed or recycled 

paper. We have increased the recycled content 

of our carrier bags and reduced the number of 

carrier bags in use.

Working in partnership

We recognise the value of partnership in driving 

social and environmental change. This year, we 

have joined the Supplier Ethical Data Exchange 

(Sedex) which allows us to share ethical data with 

global suppliers as well as other businesses, ena-

bling us to work together to achieve continuous 

improvement.

 We are working with major domestic suppliers 

to reduce the environmental impact of our sup-

ply chains, for example, by compressing duvets 

in transit to increase the quantity that can be 

shipped in a container.

 Our interaction with government, sharehold-

ers, NGOs and special interest groups such as 

the Waste Resources Action Programme, Energy 

Saving Trust, WWF UK Forest and Trade Network 

and the Responsible Jewellery Council have 

shaped our policies and helped us to deliver on 

our commitments. 

300
The number of eco-product 

lines in the Argos catalogue.
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Empowering change

Our colleagues have put our plans into practice 

by making corporate responsibility part of their 

day job.

 The commitment and engagement of our 

colleagues is critical to our success as a customer-

facing business. Enabling colleagues to feel good 

about the business they work for is an important 

component of that engagement. They expect our 

business to make a positive contribution to soci-

ety and the environment and they want to play 

their part.

 Our corporate responsibility management 

structure actively involves all our business func-

tions. It gives clear accountability, up to Board 

level, while placing responsibility with the indi-

viduals best placed to make it happen.

 The Group company secretary has overall 

responsibility for corporate responsibility, lead-

ing discussion and decision-making on the topic 

at Operating Board and plc Board level and chair-

ing the corporate responsibility steering group. 

He is supported by a small team of corporate 

responsibility professionals, led by a new head of 

corporate responsibility appointed this year.

 The corporate responsibility steering group 

provides strategic direction on corporate respon-

sibility matters, with input from two management 

groups. One addresses issues relating to waste, 

energy, products and the supply chain, while the 

other focuses on community affairs, the work-

place and fi nancial services. These two 

management groups are chaired by the Group 

commercial director and Group HR director 

respectively. 

 Our management of corporate responsibility 

is integrated within our management of business 

risks.

The following provides a summary of our activi-

ties in 2008/09. For a full report, please go to 

www.homeretailgroupcr.com

Environment

Our programme to reduce our environmental 

impact focuses on our carbon footprint, waste 

management, packaging and carrier bags.

 We have reduced our total carbon footprint 

(buildings and transport) by 7%. Although build-

ing energy use is up by 5.8%, on the back of 

increases in selling space, changes to our fuel use 

(more gas and buying more low-carbon electric-

ity from combined heat and power plants) mean 

that carbon emissions from buildings are down 

7%. Argos has been accredited by the Carbon 

Trust to the Energy Effi ciency Accreditation 

Scheme since 2004 and, in May 2008, Homebase 

was also awarded accreditation.

 Carbon emissions from transport are also 

down, by 8%. We have maintained our focus on 

improving the utilisation of our commercial fl eet, 

aided by the extensive use of multi-deck trailers. 

We have set up a team within distribution which 

focuses on reducing the amount of empty 

running on our store delivery and trunk fl eets; 

Group vehicles make collections from suppliers’ 

premises on their return journey from stores 

and deliver stock into Group depots, removing 

vehicles from the roads, and reducing the amount 

of empty running on our own fl eet.

 We have made huge progress in reducing the 

amount of waste generated from our stores, dis-

tribution centres and offi ces across the UK and 

Ireland. We have reduced the amount of waste to 

landfi ll by 46% this year and are now recycling 

over 70% of the waste generated.

 Our packaging teams in the UK and China 

have assessed packaging reduction solutions for 

over 2,000 items across the Group and are in the 

process of implementing the necessary changes; 

we have already removed 600 tonnes of 

packaging this year with more expected in the 

coming years.

 Over the last year, we have increased the re-

cycled content of our carrier bags to 50% and over 

the last three years we have reduced the number 

of carrier bags used by 40% on a like-for-like 

stores basis. In Homebase, this has been sup-

ported by the provision of cardboard boxes 

at checkout for customers to use; this is 

popular with customers as a convenient alterna-

tive to bags, and an excellent reuse of transit 

packaging. ››

72%
The amount of waste 

we recycle.

40%
Reduction in the use of carrier 

bags over the last three years.

What we’ve 
been doing
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Customers

Customer satisfaction – with both the product and 

shopping experience – is one of the strongest driv-

ers of our performance. It is fundamental to the 

success of our business that we know and act on 

what our customers think about our product offer, 

our pricing and their entire shopping experience.

 Both Argos and Homebase conduct regular 

research which is dedicated to understanding and 

responding to customers’ views. This includes 

mystery shopper visits, exit surveys and cus-

tomer listening groups.

 Argos has extended its customer research by 

introducing direct customer feedback opportuni-

ties such as ‘tellargos.co.uk’ – a website where 

customers can provide us with feedback on their 

shopping experience. The website address is 

printed on all receipts. Both Argos and Homebase 

have introduced online product reviews.

 We offer our customers clear information and 

products that will help them to make responsible 

choices. Customers have responded particularly 

well to products which help them to conserve 

their resources and therefore save money. This 

includes insulating their homes, using more 

energy effi cient electricals and even growing 

their own vegetables.

 The Argos catalogue now features 300 eco-

product lines (up 18% versus last year) including 

energy effi cient options across televisions, set 

top boxes and white goods. The Homebase 

‘energy event’ signifi cantly increased sales of loft 

insulation and energy effi cient light bulbs. Our 

partnerships with E-ON and the Energy Saving 

Trust have helped us to educate customers, pro-

mote energy effi cient products and drive growth 

in this area. Homebase has re-launched its range 

of grow-your-own fruit and vegetables this year 

and we are pleased with the customer reaction.

 Recent customer research has told us that cus-

tomers are looking for help from retailers to 

reduce household waste and dispose of waste 

responsibly. We are responding to this with our 

initiatives to reduce product packaging and by 

offering to take back packaging on deliveries of 

white goods (40% of customers return their pack-

aging in this way). We also offer a take-back 

service for old appliances.

 In our Financial Services business, we remain 

committed to adhering to our responsible lend-

ing policy, and continue our focus on treating our 

customers fairly, including refi ning the tools we 

use to measure this. We are supporting research 

by the Association of British Credit Unions into 

how credit unions can successfully work with 

schools to help develop fi nancial skills and confi -

dence amongst pupils. This project gives us an 

exciting opportunity to support the development 

of fi nancial capability amongst young people.

Sourcing and supply chain

This year we have signifi cantly stepped up our 

ethical audit programme and have met our target 

of ensuring that 100% of our direct source fac-

tories and 50% of our direct import factories have 

been audited over the last two years – a total of 

856 factories. Corrective actions are agreed and 

documented for any concern identifi ed during a 

factory audit, and progress against these actions 

is monitored on an ongoing basis.

 We have joined the Supplier Ethical Data 

Exchange (Sedex), which allows us to share ethi-

cal data with global suppliers as well as other 

businesses, enabling us to work together to 

achieve continuous improvement.

 We have engaged separately with selected 

groups of suppliers to defi ne and implement our 

policies on sourcing timber, growing media (such 

as the use of peat), quarried materials, jewellery 

and chemicals.

 We have signifi cantly increased the volume of 

paper which is either recycled or certifi ed. Across 

all publications, this total has reached 67%, of 

which 19% is recycled. By making recognised cer-

tifi cation a pre-requisite of supply in 2009/10, we 

are confi dent that by the end of 2009 we will have 

achieved 100% recycled or certifi ed content for 

all publications, including, for the fi rst time, the 

main Argos catalogue. 

REVIEW OF THE BUSINESS

41%
of the electricity we use is 

from renewable sources.

Th is year, we have stepped up 
our ethical audit programme 
signifi cantly and have met our 
target of ensuring that 100% 
of our direct source factories 
and 50% of our direct import
factories have been audited – 
a total of 856 factories over 
the last two years. 
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Our colleagues

During the year, the average number of Home 

Retail Group employees was 53,745. With 74% 

working part-time, this equates to 29,794 full-

time equivalents. We have opened a total of 37 

new Argos and Homebase stores and one new 

HomeStore&More.

 We remain committed to investing resources 

to support, engage and motivate colleagues. We 

offer a wide range of learning and development 

opportunities, covering over 250 programmes in 

total. For example, our commercial development 

training programme has involved every member 

of our commercial team, extending their skills, 

knowledge and capacity to fulfi l their potential in 

their roles, and to improve the performance of 

their function overall.

 We actively encourage a performance culture 

where all colleagues receive regular feedback 

about performance and have an opportunity to 

discuss their ongoing development with their line 

manager.

 We have a range of policies to ensure our col-

leagues work in safe conditions and, to contribute 

to their health and well-being, this year we have 

carried out a full review of all training material 

relating to health and safety.

 Disabled persons have equal opportunities 

when applying for vacancies, with due regard to 

their aptitudes and abilities. We have further pro-

cedures to ensure that disabled colleagues are 

fairly treated and that their training and career 

development needs are carefully managed.

 We provide clear communication on company 

performance, strategy and priorities cascaded 

through team briefi ngs, larger employee events, 

intranet sites and colleague newsletters. Where 

appropriate, we involve colleagues on matters 

that concern them through local consultative 

procedures. Where we have recognition agree-

ments with trade unions, the consultation process 

is established through national and local trade 

union representatives and joint consultation 

committees.

 Our benefi ts packages allow colleagues to 

share in the success of the Group. Our Save As 

You Earn plan gives colleagues the opportunity to 

purchase shares at a discount, tax-free; 20% of 

eligible colleagues are now participating.

 

Our annual employee engagement survey is a key 

measure of the drivers and extent of employee 

engagement. This year we have launched our fi rst 

Group-wide survey, which will allow us to com-

pare results, successes and areas of opportunity 

across different parts of the business. It will also 

provide us with benchmarks of our performance 

against other high-performing companies.

 Unfortunately, the organisational changes we 

have made this year to improve the operational 

effi ciency of the Group have resulted in redun-

dancies. We have strived to make the process 

of these reorganisations clear and objective at 

all times.

Communities

The total value of the Group’s charitable 

giving for 2008/09 was £926,000 (2007/08: 

£1,397,000). These funds have supported local 

and national projects with an education or envi-

ronmental theme and charities that address the 

needs of homes and families.

 We have supported the development of a 

Samaritans text message (SMS) service. We are 

funding the development of Disabled Living 

Foundation’s ‘Living Made Easy’ website, which 

provides practical advice on daily living equip-

ment for people with disabilities. In Milton 

Keynes, working with the Youth Housing Net-

work, we have funded a theatre workshop worker 

who has set up a theatre group for young people 

affected by homelessness. Our community cash-

back scheme recognises and supports the efforts 

of our colleagues by contributing up to £1,000 to 

the funds raised by individual colleagues for the 

charities of their choice. ››

COMMUNITY PROGRAMME SUPPORT   £’000

Cash donations     465 

Volunteering     119 

Gifts in kind     186 

Management resource     156 

Company donations     926 

Monies raised by colleagues  

 Payroll giving     351 

 In-store fundraising     1,374 

Tick to give     85 

Donations from others     1,810 

Total     2,736

13%
of our colleagues contribute 

to payroll giving.
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Total donations from others were ahead of last 

year at £1.8m, despite the current economic 

climate (2007/08: £1.66m). Through their fund- 

raising activities, our colleagues have raised over 

£1.3m for our Group charity partners. A further 

£85,000 has been added to this by Argos custom-

ers through our ‘Tick to Give’ scheme where 

customers can tick a box on their selection slip to 

make a donation. Approximately 13% of the 

Group’s employees donate to charities of their 

choice through payroll, contributing over 

£350,000 this year. 

Benchmarks

FTSE4Good: Home Retail Group is included in 

the FTSE4Good Index, meeting all the relevant 

social and environmental criteria. 

Dow Jones Sustainability Index: Home Retail 

Group is listed in the Dow Jones Sustainability 

Index which selects the top 10% from 3,000 

global companies based on comprehensive 

sustainability data. Silver classifi cation places the 

Group in the top four general retailers.

 

Business in the Community (BiTC): This index 

assesses the extent to which corporate responsi-

bility is integrated into business practice through-

out an organisation, and evaluates performance 

in a range of environmental and social impact 

areas. Home Retail Group has been awarded gold 

status this year.

Read more online

For a full report on our corporate responsi-

bility activities in 2008/09, please go to 

www.homeretailgroupcr.com

Corporate responsibility 
case study: 
Waste not want not

We are working hard to improve the way 

we manage the waste we generate, and to 

help our customers to do the same. Not 

only does this help the environment, it also 

reduces costs to the business and to our 

customers.

 

Reduce

Our packaging teams are looking at ways to 

reduce the packaging on the products we sell, 

as well as the transit packaging used while the 

products are on their way from the factory to 

the stockroom. 2,000 product lines have been 

tackled this year. Our customers are using 40% 

fewer carrier bags than they did in 2005.

 

Reuse

In Homebase, our customers are using the 

boxes and plant trays used to deliver products 

into stores to take their purchases home.

 Through its partnership with the Furniture 

Reuse Network (FRN), Homebase donates fur-

niture items, tools and fi xings which are not 

sold in store (end of lines, undamaged returns) 

to charitable re-use organisations across the 

UK. Unsold and end of line paint is donated to 

Community Repaint.

 

Recycle

In our stores, our colleagues are working hard 

to segregate waste so that it can be returned 

to our distribution centres to be processed and 

sent on to the appropriate recycling facilities, 

or collected from store by third-party contrac-

tors. This year we reduced our waste to landfi ll 

by 46% and now recycle over 70% of the 

waste we produce.

 We were delighted that Samantha Stevens, 

Homebase store services manager, won the 

Commercial Recycling Champion Award 

hosted by LetsRecycle this year. This award 

recognises the dedication of an individual or 

team within the commercial and industrial 

sector in promoting recycling and sustainable 

waste management within their company. 

 When we deliver white goods into custom-

ers’ homes, 40% are now returning the 

packaging on our delivery vehicles for us to 

recycle for them. We also offer a take-back 

service for old appliances.

 All our plastic carrier bags are now made 

with a 50% recycled content. Across our print 

publications, 17% of paper used this year was 

recycled paper; this will increase to over 25% 

next year. All our publications, including the 

Argos catalogue, are 100% recyclable.
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Samantha Stevens led the ‘Putting 

waste in its place’ project to 

dramatically reduce the amount of 

waste sent by Homebase to landfi ll.

In stores, colleagues are working 

hard to segregate waste.

With the project now entering its third 

year, Samantha and the team are hoping 

to reduce landfi ll waste even further.

Sorted waste is returned to our 

distribution centres to be processed 

and recycled, or is collected by 

specialist contractors.

Samantha was named Commercial 

Recycling Champion by letsrecycle.com 

in their 2008 awards. 
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Board of Directors and Operating Board

Maria Thompson

Commercial Director
Paul Loft
Managing Director, Homebase

Greg Ball
Managing Director, Financial Services

Oliver Stocken
Chairman

*Sarah Carpenter left the Group at the end of February.
*Eugene Brazil retires from the business at the end of October.

3

5

1 

Gordon Bentley
Company Secretary

Sarah Carpenter*
Director of Strategic Development

David Guise
Human Resources Director

Sara Weller
Managing Director, Argos

Andy Hornby
Non-Executive Director

Peter Connor
Information Systems Director

Eugene Brazil*
Managing Director, Customer Services

Richard Ashton
Finance Director
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Board of Directors

Terry Duddy
Chief Executive

2

6

4

Nomination Committee: 

Oliver Stocken (Chairman), John Coombe, 

Terry Duddy, Andy Hornby, Penny Hughes

Remuneration Committee: 

Andy Hornby (Chairman), John Coombe, 

Penny Hughes, Oliver Stocken

Audit Committee: 

John Coombe (Chairman), 

Andy Hornby, Penny Hughes 

COMMITTEES

John Coombe
Non-Executive Director

Penny Hughes
Non-Executive Director

1 Oliver Stocken

Chairman
Oliver was a director of NM Rothschild & Sons 

and held several roles within Barclays Group 

culminating in his appointment as group fi nance 

director of Barclays PLC. In 2000, he was appointed to 

the GUS board where he chaired the audit committee 

and subsequently the remuneration committee. In 

October 2006, he became chairman of Home Retail 

Group. He is deputy chairman of 3i Group plc, a 

non-executive director of Standard Chartered plc 

and chairman of Stanhope plc and Oval Limited. 

Oliver is also chairman of the Trustees of the 

Natural History Museum. 

3 Richard Ashton

Finance Director
Richard started his career at PricewaterhouseCoopers 

LLP where he trained as a chartered accountant. In 

1994, he joined GE where he spent eight years and held 

a variety of positions. These included chief fi nancial 

offi cer of GE Capital’s pan-European equipment 

fi nancing business, headquartered in The Netherlands, 

assistant to GE Capital’s chief fi nancial offi cer in the 

US and various fi nance roles in the UK. Richard joined 

Argos Retail Group as fi nance director in November 

2001. In October 2006, he became fi nance director 

of Home Retail Group.

5 Andy Hornby

Non-Executive Director
Andy began his career at Boston Consulting Group 

before joining Blue Circle as business development 

director, Blue Circle Home Products. Following a 

move to ASDA he held a number of senior general 

management roles, including managing director of 

George, ASDA’s clothing business. In November 1999, 

Andy joined the board of Halifax as chief executive, 

Halifax Retail. Andy was chief executive of HBOS plc 

from August 2006 until the takeover by Lloyds TSB in 

January 2009. Andy joined the GUS board in January 

2004. He became a non-executive director of Home 

Retail Group in October 2006. Andy chairs the 

remuneration committee of Home Retail Group.

2 Terry Duddy

Chief Executive
Terry began his career at Letraset, working in personnel 

management and then in product management. In 

1984, he joined Dixons Stores Group where he held 

a variety of commercial positions, including sales 

director of Currys, product marketing director of 

Dixons Stores Group and, latterly, managing director 

of PC World. Terry joined GUS in August 1998 as chief 

executive of the newly acquired Argos, becoming a 

GUS director later that year. In 2000, he was appointed 

chief executive of Argos Retail Group. In October 2006, 

he became chief executive of Home Retail Group. 

4 Penny Hughes

Non-Executive Director
Penny spent ten years with Coca Cola, initially as 

marketing director and ultimately as president of 

Coca-Cola GB & Ireland. She has held a number of 

non-executive roles on the boards of international 

businesses such as Vodafone, Trinity Mirror, Body Shop 

and Reuters, and will leave the GAP board at the end of 

May 2009. Currently, she serves on the board of the 

Swedish bank Skandinaviska Enskilda Banken. She is 

president of the Advertising Association and a trustee 

of the British Museum. Penny joined the Board of 

Home Retail Group in December 2006.

6 John Coombe

Non-Executive Director
John held a number of senior fi nancial roles within 

Charterhouse Group plc and Charter Consolidated plc 

before joining Glaxo Holdings in 1986. Appointed to 

the board in 1992, he was ultimately chief fi nancial 

offi cer of GlaxoSmithKline for fi ve years before retiring 

in 2005. He joined the GUS board in April 2005. 

He became a non-executive director of Home Retail 

Group in October 2006. He is the senior independent 

director and chairs the audit committee of Home Retail 

Group. He is a non-executive director of HSBC 

Holdings, chairman of Hogg Robinson Group and a 

former member of the Code Committee of the Panel 

on Takeovers and Mergers. Until 2003, he was a 

member of the UK Accounting Standards Board. 

He is also a trustee of the Royal Academy of Arts 

Trust, where he chairs the audit committee.
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Directors’ interests

The benefi cial interests of the directors, together with non-benefi cial 

interests in Home Retail Group plc shares, are shown below:

     Number of ordinary shares
     at 28 February 2009 

Terry Duddy     927,198 

Richard Ashton     332,110 

Oliver Stocken     103,936 

John Coombe     45,344 

Andy Hornby     24,186

Penny Hughes     8,500 

There were no changes to the above interests as at 29 April 2009.

Substantial shareholdings

As at 29 April 2009, the Company had been notifi ed under Rule 5 of the  

Financial Services Authority’s Disclosure and Transparency Rules of the fol-

lowing holdings of voting rights in the issued share capital of the Company:

   Total number of Percentage of
    voting rights total voting 
   (ordinary shares)  rights (%) 

Schroders plc   87,463,013 9.99 

AXA S.A.   84,288,683 9.61

Barclays Global Investors   44,313,816 5.05 

Taube Hodson Stonex Partners LLP   43,983,617 5.01 

Standard Life Investments Ltd   37,392,176 4.26 

Legal and General Group plc   36,104,209 4.11 

Share capital and control

As at 29 April 2009, the Company’s issued share capital comprised a single 

class of shares, referred to as ordinary shares. Details of the ordinary share 

capital can be found in note 27 to the consolidated fi nancial statements on 

page 105.

 The rights and obligations attaching to the shares are more fully set out 

in the Articles of Association of the Company. There are no restrictions on 

the transfer of ordinary shares in the Company other than the following:

  certain restrictions may from time to time be imposed by laws and 

regulations (such as insider trading laws); and 

  pursuant to the Listing Rules of the Financial Services Authority, the 

Company requires certain employees to seek the Company’s permission 

to deal in the Company’s ordinary shares. 

The directors present their report and the audited fi nancial statements for 

the 52 weeks ended 28 February 2009 (‘the period’).

Principal activities and business review

The Group’s principal activities comprise home and general merchandise 

retailing. The chairman’s statement, review of the business and fi nancial 

statements report on performance of the business during the period, the 

position at the period end, likely future developments, the principal risks and 

uncertainties facing the Group and fi nancial key performance indicators, 

and are incorporated by reference into this directors’ report. Details of 

corporate responsibility, including charitable donations, employee involve-

ment and policy on the employment of disabled persons are also set out in 

the review of the business and are incorporated by reference into this 

directors’ report, as is the Group’s statement on corporate governance.

 There were no material acquisitions or disposals during the period.

Profi t and dividends

The Group’s consolidated income statement on page 69 shows a loss after 

exceptional items for the period of £413.1m. The directors recommend the 

payment of a fi nal dividend of 10.0p per ordinary share, to be paid on 22 July 

2009 to shareholders on the register at the close of business on 22 May 

2009. An interim dividend of 4.7p per ordinary share was paid on 21 January 

2009‚ giving a total dividend for the year of 14.7p per ordinary share.

Directors

The names and biographical details of the directors are shown in the Board 

of Directors and Operating Board section on pages 50 and 51. There has 

been no change in the directors during the period. Particulars of directors’ 

remuneration are shown in the directors’ remuneration report on pages 58 

to 66. Details of the service contracts of the directors, and how a change of 

control will affect the service contracts of the executive directors, are sum-

marised within the directors’ remuneration report. Neither contract for the 

executive directors provides for extended notice periods or compensation 

in the event of termination or a change of control.

 The directors retiring at the 2009 Annual General Meeting are Oliver 

Stocken and Richard Ashton who, each being eligible, offer themselves for 

re-election.

 During the period, the Group maintained liability insurance and third-

party indemnifi cation provisions for its directors, under which the Company 

has agreed to indemnify the directors to the extent permitted by law in 

respect of all liabilities to third parties arising out of, or in connection with, 

the execution of their powers, duties and responsibilities as directors of 

the Company and any of its associated companies. These indemnities are 

Qualifying Third Party Indemnity Provisions as defi ned in Section 309A-B 

of the Companies Act 1985 and copies are available for inspection at the 

registered offi ce of the Company during business hours on any weekday 

except public holidays.

Directors’ report
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Directors’ report continued

Articles of Association

The Articles of Association set out the internal regulation of the Company 

and cover such matters as the rights of shareholders, the appointment or 

removal of directors and the conduct of the Board and general meetings. 

Copies are available upon request and are displayed on the Company’s 

website at www.homeretailgroup.com. In accordance with the Articles of 

Association, directors can be appointed or removed by the Board or share-

holders in general meeting. Amendments to the Articles of Association 

must be approved by at least 75% of those voting in person or by proxy at 

a general meeting of the Company. Subject to company law and the Articles 

of Association, the directors may exercise all the powers of the Company 

and may delegate authorities to committees. Details of the main Board 

committees can be found in the corporate governance statement on pages 

54 to 57.

Annual General Meeting

The Annual General Meeting of the Company will be held at the Jurys Inn 

Hotel, Midsummer Boulevard, Milton Keynes MK9 2HP, commencing at 

11.00 am on Wednesday 1 July 2009. The Notice of Meeting is included in a 

separate circular to shareholders which accompanies this annual report. It is 

also available on the Company’s website at www.homeretailgroup.com.

Financial risk management

The fi nancial risk management objectives and policies of the Group and the 

exposure of the Group to price, credit, liquidity and cash fl ow risk are set out 

in note 4 to the consolidated fi nancial statements on pages 81 to 84.

Relevant audit information

As at 29 April 2009, so far as each director is aware, there is no relevant audit 

information of which the auditors are unaware and each director has taken 

all steps that he or she ought to have taken as a director in order to make 

himself or herself aware of any relevant audit information and to ensure 

that the auditors are aware of that information.

Auditors

The auditors, PricewaterhouseCoopers LLP, have indicated their willingness 

to continue in offi ce and a resolution that they be reappointed will be 

proposed at the Annual General Meeting.

By order of the Board

Gordon Bentley 

Secretary

29 April 2009

Registered Offi ce:

Avebury

489-499 Avebury Boulevard

Milton Keynes

MK9 2NW

The Company is not aware of any agreements between shareholders 

which may result in restrictions on the transfer of securities and/or voting 

rights. There are no shareholdings which carry special rights relating to 

control of the Company. A change of control of the Company following a 

takeover bid may cause a number of agreements to which the Company 

or its trading subsidiaries is party to take effect, alter or terminate. In the 

context of the Company as a whole, these agreements are not considered 

to be signifi cant.

Purchase of own shares

At the Annual General Meeting of the Company held on 2 July 2008, auth-

ority was given for the Company to purchase, in the market, up to 87,000,000 

ordinary shares of 10p each. The Company did not use this authority to 

make any purchases of its own shares during the period. At the Annual 

General Meeting to be held on 1 July 2009, shareholders will be asked to 

give a similar authority, details of which are contained in the accompanying 

circular to shareholders.

 Details of the Company’s interests in its own shares are set out in note 28 

to the consolidated fi nancial statements on page 105 and 106.

Employee share plans

Some of the Company’s employee share plans include restrictions on 

the transfer of shares while the shares are subject to the plan. As described 

in the directors’ remuneration report, non-executive directors receive part 

of their fees in shares, which may not normally be transferred during a 

director’s period of offi ce.

 Where, under an employee share plan operated by the Company, partici-

pants are the benefi cial owners of the shares but not the registered owners, 

the voting rights are normally exercised by the registered owner, at the 

direction of the participant.

 All of the Company’s share plans contain provisions relating to a change 

of control. Outstanding awards and options would normally vest and 

become exercisable on a change of control, subject to the satisfaction of 

any performance conditions at that time.

Political donations

The Group has made no political donations and incurred no items of 

political expenditure during the period.

Creditor payment

For all trade creditors, it is, and will continue to be for the next fi nancial 

year, Group policy to:

  agree and confi rm the terms of payment at the commencement of 

business with that supplier; 

  pay suppliers in accordance with applicable terms; and 

  continually review the payment procedures and liaise with suppliers 

as a means of eliminating diffi culties and maintaining a good 

working relationship.

Trade creditor days of the Group at 28 February 2009 were 51 (2008: 52), 

based on the ratio of Group trade creditors at the end of the year to the 

amounts invoiced during the year by trade suppliers. The Company has no 

trade creditors.
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There is a formal schedule of matters specifi cally reserved to the Board. 

The Board has responsibility for:

  the overall management of the Group, approval of the Group’s 

long-term objectives and commercial strategy, and the review of 

performance, ensuring that any necessary corrective action is taken; 

  the approval of announcements of half-yearly and fi nal results, 

including dividends, and the annual report and accounts, including 

the corporate governance statement, remuneration report and 

statement on internal controls; 

  the approval of documentation to be put forward to shareholders 

at general meetings and all circulars and prospectuses other than 

routine documents; 

  the approval of all appointments to the Board and of the company 

secretary, following recommendations by the nomination committee, 

ensuring adequate succession planning for the Board and senior 

management, and approving the terms of reference of the Board 

committees; and 

  determining the responsibilities of the chairman and of the 

chief executive. 

The chairman is responsible for the leadership of the Board and ensuring 

its effectiveness, for effective communication with shareholders and for 

facilitating the effective contribution of the non-executive directors and 

their constructive relationship with the executive directors.

 The chief executive is responsible for the day-to-day business of the 

Group, and is supported by the Operating Board, which includes the fi nance 

director and the managing directors of the main businesses and shared 

services functions. Members of the Operating Board meet informally with 

the chairman and non-executive directors and regularly attend and present 

at Board meetings when relevant agenda items are under consideration.

 There is in place a procedure under which the directors, in furtherance of 

their duties, are able to take independent professional advice, if necessary, 

at the Company’s expense. The company secretary, who has been appointed 

by the Board, is responsible for advising the Board on all corporate govern-

ance matters and for ensuring that Board procedures are followed, and all 

directors have access to this professional advice. The company secretary 

ensures that the Board receives regular briefi ngs on corporate governance 

matters and company legislation. During the year the Board received a 

presentation from the Company’s external legal advisers on directors’ 

responsibilities and developments in corporate governance and the regula-

tory environment. Following the changes made to the Company’s Articles 

of Association on 1 October 2008, which gave the directors the power 

to authorise fellow directors’ confl icts of interest, the Company has put 

in place formal procedures for ensuring that the Board’s powers of author-

isation are exercised properly and in accordance with the new Articles.

The Board is responsible for the Group’s system of corporate governance 

and is committed to maintaining high standards. For the period under 

review, Home Retail Group plc has complied fully with the main and sup-

porting principles set out in Section 1 of the Combined Code on Corporate 

Governance published by the Financial Reporting Council in June 2006 

(‘the Code’). This statement, together with the directors’ report and the 

directors’ remuneration report, provides a summary of the Group’s pro-

cedures for applying the principles of the Code and the extent to which 

such principles have been applied.

 The Company has complied fully with the remainder of the Code during 

the period under review by applying its principles as follows.

The Board

The Board consists of the chairman, Oliver Stocken; chief executive, Terry 

Duddy; fi nance director, Richard Ashton; and three non-executive directors: 

John Coombe (the senior independent director), Andy Hornby and Penny 

Hughes. The biographical details of the directors are shown in the Board of 

Directors and Operating Board section on page 51.

 The three non-executive directors are all determined by the Board to 

be independent and there are no relationships or circumstances which 

could affect, or appear to affect, a non-executive director’s judgement. 

The Company has in place formal procedures regarding confl icts of interest 

which are reviewed on an annual basis. The non-executive directors are 

appointed for three-year renewable terms. The Board is satisfi ed that the 

chairman’s other Board appointments and commitments do not place 

constraints on his ability to fulfi l properly his role as chairman of Home 

Retail Group. 

 The Board has six scheduled meetings each year and meets more 

frequently, as required. During the year, in addition to the scheduled meet-

ings, four additional meetings were held. The chairman has also met with 

the non-executive directors without the executive directors present.

 The time commitment expected of non-executive directors is not 

restricted to meetings of the Board and Board committees. They are avail-

able for consultation on specifi c issues related to their particular fi elds 

of expertise and additional time is spent visiting the Group’s businesses, 

distribution centres and stores and meeting informally with the chairman, 

executive directors and senior management. The chairman also attends 

management conferences. During the year, all the non-executive directors 

attended a meeting with members of the Operating Board and senior 

management from Argos and Homebase to discuss progress on business 

initiatives. 

 

Corporate governance
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Remuneration committee

The remuneration committee is chaired by Andy Hornby and its other 

members are John Coombe, Penny Hughes and Oliver Stocken. Terry Duddy 

attends meetings of the committee at the request of the committee chair-

man. In accordance with the Code, the committee meets not less than three 

times a year. Details of its responsibilities and of compliance with Section B 

of the Code regarding remuneration are set out in the directors’ remuneration 

report on pages 58 to 66.

Nomination committee

The nomination committee is chaired by Oliver Stocken and its other mem-

bers are John Coombe, Terry Duddy, Andy Hornby and Penny Hughes. 

The nomination committee meets not less than twice a year and has 

responsibility for making recommendations to the Board on the compo-

sition of the Board and its committees, on retirements, appointments of 

additional and replacement directors and on succession planning. During 

the year, the nomination committee has considered the composition of the 

Board and its committees and succession planning.

Audit committee

The audit committee is chaired by John Coombe and its other members are 

Andy Hornby and Penny Hughes. John Coombe was formerly chief fi nancial 

offi cer of GlaxoSmithKline plc. The Board considers that he has the recent 

and relevant fi nancial experience required to chair the audit committee. 

Andy Hornby and Penny Hughes also contribute a wide range of experience 

from positions at the highest level of business. Oliver Stocken, Terry Duddy, 

Richard Ashton, the Group head of internal audit and the external auditors 

attend meetings of the committee at the request of the committee chair-

man. Further details of the members of the audit committee are set out in 

the Board of Directors and Operating Board section on page 51.

 The audit committee normally meets no fewer than four times a year 

and its principal responsibilities cover internal control and risk manage-

ment, internal audit, external audit (including auditor independence) and 

fi nancial reporting. The committee met with the external auditors and the 

head of internal audit at least once during the year without the presence of 

executive directors or management.

 The committee has a structured programme linked to the Group’s fi nan-

cial calendar. During the period under review, the committee undertook the 

following activities:

  reviewed the full-year announcement, annual report and fi nancial 

statements and the half-yearly announcement and considered reports 

from the external auditors identifying any accounting or judgemental 

issues requiring its attention; 

  reviewed the statement in the annual report on the system of 

internal control; 

 reviewed and approved audit plans for the external and internal auditors; 

  considered quarterly reports from the head of internal audit on the 

results of internal audit reviews, signifi cant fi ndings, management 

action plans and timeliness of resolution; 

  reviewed reports on the Group’s risk management process and 

risk profi le; 

  reviewed presentations on risk and its identifi cation, management 

and control with senior management; 

  reviewed, at each scheduled meeting, a report on any material litigation 

involving Group companies; 

A formal evaluation of the performance of the Board and its committees 

was conducted during the year. The functioning of the Board, Board pro-

cesses and interaction with management were discussed and opportunities 

for improvement were considered. In addition, the audit and remuneration 

committees conducted internal reviews of their effectiveness, taking into 

account the views of senior management working with these committees. 

Individual appraisals of directors have been undertaken by the chairman. 

Under the leadership of the senior independent director, the non-executive 

directors met without the chairman present to appraise the chairman’s 

performance, taking account of any views expressed by the executive 

directors.

 All directors are subject to re-election by shareholders at the fi rst oppor-

tunity after their appointment and, thereafter, in accordance with the 

Company’s Articles of Association. All directors will be required to submit 

themselves for re-election at least once every three years. Oliver Stocken 

and Richard Ashton will retire at the Annual General Meeting to be held on 

1 July 2009 and will be eligible for re-election.

 The letters of appointment for non-executive directors, including the 

chairman, are available for inspection by any person at the Company’s 

registered offi ce during normal business hours and at the Annual General 

Meeting (for 15 minutes prior to the meeting and during the meeting).

Board committees

The Board has appointed the following principal committees: remuneration 

committee, nomination committee and audit committee. The terms of ref-

erence of each of these committees are available on the Company’s website 

at www.homeretailgroup.com. In order to facilitate better communication 

with Board members and the provision of information to the Board, all 

independent non-executive directors serve on each of the Board committees.

 The attendance of directors at scheduled meetings of the Board and the 

Board committees was as follows:

    Board  Audit Remuneration Nomination
   meetings committee committee committee
Board member (10)3,4  (4)3 (6)3 (2)3

Terry Duddy1  10  4  6  2 

Richard Ashton1  10 4  –  – 

Oliver Stocken2  10  4  6  2

John Coombe  10  4 6 2

Andy Hornby  9 3 5  2 

Penny Hughes  10  4  6  2 

Notes:
1.  Terry Duddy and Richard Ashton are not members of the audit committee or the 

remuneration committee. 
2.  Oliver Stocken is not a member of the audit committee. 
3.   Includes the fi nal meetings of the period under review which took place in early 

March 2009. 
4.   In addition to the six scheduled meetings of the Board, four additional meetings 

were held in which all Board members participated. 
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However, certain areas of work are specifi cally prohibited‚ including work 

related to accounting records and fi nancial statements that will ultimately 

be subject to external audit and management of‚ or signifi cant involvement 

in‚ internal audit services.

 The committee chairman’s pre-approval is required before the Company 

uses non-audit services that exceed fi nancial limits set out in the policy. The 

committee receives half-yearly reports providing details of assignments 

and related fees carried out by the external auditors in addition to their 

normal work. Fees in respect of such assignments carried out in the period 

under review were:

      £m 

Further assurance services     0.1 

Taxation services     0.1

All other services     0.2 

Accountability and audit

The Board acknowledges that it is responsible for the Group’s system of 

internal control and for reviewing its effectiveness. Such a system is de-

signed to manage rather than eliminate the risk of failure to achieve business 

objectives and can provide reasonable, but not absolute, assurance against 

material misstatement or loss. The Board has reviewed the effectiveness of 

the key procedures which have been established to provide internal control.

 The Board confi rms that the Company has in place an ongoing process 

for identifying, evaluating and managing the signifi cant risks faced by the 

Group, including risks relating to environmental, social and governance 

matters. This process was in place throughout the period under review and 

up to the date of approval of this annual report and meets the require-

ments of the guidance issued in October 2005 entitled ‘Internal Control: 

Guidance for Directors on the Combined Code’ (the Turnbull Report). 

The audit committee has kept under review the effectiveness of this system 

of internal control and has reported regularly to the Board.

 As part of the process that the Company has in place to review the effec-

tiveness of the internal control system there are procedures designed to 

capture and evaluate failings and weaknesses, and to ensure that necessary 

action is taken to remedy any failings that may be categorised by the Board 

as signifi cant.

  reviewed management of fraud risk and incidences of fraud; and 

  reviewed arrangements by which Group employees may, in confi dence, 

raise concerns about possible improprieties in fi nancial reporting, 

dishonesty, corruption, breaches of business principles and other matters. 

One of the primary responsibilities of the audit committee is to make 

recommendations to the Board in relation to the appointment, re-appoint-

ment and removal of the external auditors. A number of factors were taken 

into account by the committee in assessing whether to recommend the 

external auditors for re-appointment. These include:

  the quality of reports provided to the audit committee and the Board 

and the quality of advice given; 

  the level of understanding demonstrated of the Group’s businesses 

and the retail sector; and 

  the objectivity of the external auditors’ views on the controls around 

the Group. 

The committee recognises that auditor independence is an essential part 

of the audit framework and the assurance it provides. Audit fees paid to the 

Company’s auditors, PricewaterhouseCoopers LLP‚ in respect of the period 

under review‚ exceeded non-audit fees. The committee has established 

control procedures to safeguard the objectivity and independence of the 

external auditors and to ensure that the independence of the audit work 

undertaken by the external auditors is not compromised.

 The committee has established a policy covering the type of non-

audit work that can be assigned to the external auditors. The auditors may 

only provide such services provided that these do not confl ict with their 

statutory responsibilities and ethical guidance. These services are:

  further assurance services – where the external auditors’ knowledge of 

the Group’s affairs means that they may be best placed to carry out such 

work. This may include‚ but is not restricted to‚ shareholder and other 

circulars‚ regulatory reports and work in connection with acquisitions 

and divestments; 

  taxation services – where the external auditors’ knowledge of the 

Group’s affairs may provide signifi cant advantages to the Group’s tax 

position and‚ where this is not the case, the work is put out to tender; and 

  general – in other circumstances, the external auditors may provide 

services‚ provided that proposed assignments which exceed fi nancial 

limits set out in the policy are put out to tender and decisions to 

award work are taken on the basis of demonstrable competence 

and cost effectiveness. 

Corporate governance continued
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Monitoring

  a range of procedures was used to monitor the effective application of 

internal control in the Group, including management assurance through 

confi rmation of compliance with standards, and independent assurance 

through internal audit reviews and review by specialist third parties; 

  the internal audit department’s responsibilities include reporting to 

the audit committee on the effectiveness of internal control systems, 

with a particular focus on those areas identifi ed as being the greatest 

risk to the Group; 

  follow-up processes were used to ensure there was an appropriate 

response to changes and developments in risks and the control 

environment. 

Going concern

The directors are satisfi ed that the Company has suffi cient resources to 

continue in operation for the foreseeable future. Accordingly, they continue 

to adopt the going concern basis in preparing the fi nancial statements.

Relations with institutional shareholders

The Company recognises the importance of communicating with its share-

holders and does so through a variety of channels, including the annual 

report, the Annual General Meeting and the processes described below.

 Although the majority of shareholder contact is with the chief executive 

and the fi nance director (supported by management specialising in investor 

relations), it is the responsibility of the Board as a whole, led by the chair-

man, to ensure that a satisfactory dialogue with shareholders takes place. 

During the year, the chairman has also held meetings with a number of 

investors. 

 Meetings with investors have been held following the full and half-yearly 

results announcements. A monthly summary of all important or relevant 

issues raised by shareholders during the course of meetings and discussions 

is circulated to the Board and reviewed as appropriate at scheduled 

Board meetings.

 Additionally during the year, the Board (and, in particular, the non-

executive directors) received a presentation from the Company’s joint brokers 

on the UK equity market and the market perception of the Company.

 Through these processes the Board is kept abreast of key issues. Share-

holders also have a direct line of communication to the chairman, 

particularly if there are areas for concern, whether it be about performance, 

strategy or governance. The senior independent director is also available 

should shareholders have concerns which contact through the normal 

channels of the chairman, chief executive and the fi nance director has failed 

to resolve, or for which such contact is inappropriate.

 All directors, including the chairmen of the audit, nomination and re-

muneration committees, intend to be present at the Annual General Meeting 

and be available to answer shareholders’ questions. Voting at the Annual 

General Meeting will be by way of a poll by members present at the meeting 

and, following each vote, the level of proxies lodged on each resolution, the 

balance for and against the resolution and the number of votes withheld, 

will be displayed. The results of voting at the Annual General Meeting will 

also be available on the Company’s website at www.homeretailgroup.com 

as soon as possible after the meeting.

The key procedures which were operational in the period under review were 

as follows:

Risk assessment

  risks were reviewed by management and updated as part of a bi-annual 

process. The risks identifi ed were then reviewed by a risk committee 

chaired by the fi nance director and comprised of all divisional fi nance 

directors and the company secretary. The head of internal audit also 

attended its meetings; 

  those risks classifi ed as high-level risks by the risk committee were then 

reported to the Operating Board and audit committee. The schedule of 

high-level risks was used as the basis for a programme of internal audit 

and assurance; 

  the audit committee has delegated responsibility from the Board 

for considering operational, fi nancial and compliance risks on a 

regular basis and received its annual report on the controls over 

these risks. This included risks arising from environmental, social 

and governance matters. 

Control environment and control activities

  the Group has established procedures for delegating authority, which 

ensures that decisions that are signifi cant, either because of the value or 

the impact on other parts of the Group, are taken at an appropriate level; 

  the Group has implemented appropriate strategies to deal with each 

signifi cant risk that has been identifi ed. These strategies include internal 

controls, insurance and specialised treasury instruments; 

  the Group sets out principles, policies and standards to be adhered to. 

These include risk identifi cation, management and reporting standards, 

ethical principles and practice and accounting policies. 

Information and communication

  the Group has a comprehensive system of budgetary control, including 

monthly performance reviews by the Operating Board. The Operating 

Board also reviews a range of fi nancial and non-fi nancial performance 

indicators. These indicators were regularly reviewed to ensure that they 

remain relevant and reliable; 

  the Group had whistleblowing procedures in place for employees to 

report any suspected improprieties. 
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  Maintain the annual cash bonus plan, which will pay 25% of bonus 

opportunity equating to 37.5% of base salary for achieving:

 i) a benchmark profi t before tax (PBT) target; and

 ii) a Group net cash target

  Both of these targets are based on Board-approved budgets. For very 

substantially exceeding these targets there is a maximum bonus 

opportunity equating to 150% of base salary. Below the benchmark PBT 

and Group net cash target levels, bonuses lower than 25% of bonus 

opportunity can be paid, but only if performance is above 90% of plan 

achievement. 

  Discontinue the co-investment plan. This plan allowed executive 

directors and the members of the Operating Board to choose to defer 

receipt of part or all of their annual bonus and invest it instead in shares. 

Under the terms of the co-investment plan up to an additional two 

matching shares were granted subject to the satisfaction of 

performance measures, retention of the invested shares and continued 

employment. The committee considered that the proportion of the 

total package potentially bound up in this plan (up to a maximum of 

450% of salary if a maximum bonus was paid and subsequently 

invested in full) was too high in current circumstances. 

  Replace the co-investment plan from the commencement of the 

fi nancial year 2009/10 with a deferred bonus in shares which will 

pay 25% of bonus opportunity equating to 37.5% of base salary 

for achieving:

 i) a benchmark PBT target; and 

 ii) a Group net cash target 

  Both of these targets are based on Board-approved budgets. For very 

substantially exceeding these targets there is a maximum bonus 

opportunity, deferred in shares, equating to 150% of base salary. 

Deferred bonus in shares lower than 25% of bonus opportunity can be 

awarded below the benchmark PBT and Group net cash target levels, 

but only if performance is above 90% of plan achievement. The plan will 

vest subject to continued employment and satisfactory Company 

performance, failing which, the committee may claw back unvested 

awards. The awards will vest as follows:

 – 1/6th on fi rst anniversary of award (5/6th withheld)

 – a further 2/6th on second anniversary (3/6th withheld)

 – the fi nal 3/6th on third anniversary (full release) 

  Increase the value of awards under the Group’s performance share plan 

(PSP) from 100% up to 150% of salary, subject to shareholder approval, 

with awards vesting, subject to continued employment and satisfactory 

fi nancial performance, 25% on the achievement of a total shareholder 

return (TSR) at the median of our peer group, rising to 100% of the 

award at the 90th percentile. 

This report has been prepared by the remuneration committee on behalf of 

the Board. In writing it, the committee has adopted the governance princi-

ples relating to directors’ remuneration as set out in the Combined Code. 

This report complies with the Companies Act 1985, as amended by the 

Directors’ Remuneration Report Regulations 2002 and the Listing Rules of 

the Financial Services Authority.

Chairman’s statement

I am pleased to present the report on directors’ remuneration. In our second 

full year as an independent plc, the remuneration committee has under-

taken a comprehensive review of the remuneration arrangements for our 

executive directors and the members of the Operating Board to ensure they 

continue to refl ect the Group’s remuneration principles:

 The remuneration strategy should help to support corporate objectives

  Remuneration arrangements should support the alignment of interests 

of shareholders and employees

  Remuneration packages should be competitive and contain 

performance-related elements which increase with seniority

  All employees should be encouraged to participate in Home Retail 

Group as shareholders via our share plans

Background information

The review during the fi nancial year 2008/09 took into account the following 

factors:

 The market competitiveness of our remuneration package

 The current economic conditions

  The need to have a balance of incentives based on an appropriate set 

of performance measures 

The fi nancial targets set at the beginning of the fi nancial year 2008/09 for 

the annual bonus scheme were not met and, as a result, no bonus payment 

has been awarded to any executive or senior manager at Home Retail Group. 

Consequently, no award will be made under the co-investment plan.

Changes to remuneration policy

As a result of the remuneration review we have considered our arrange-

ments and, following consultation with our principal shareholders, have 

adopted the following remuneration policy for our executive directors and 

the members of the Operating Board in the fi nancial year 2009/10: 

  Freeze salaries. (For information, this policy has been applied across 

the entire executive and senior management population of the Group, 

except for promotions and those demonstrably underpaid relative to 

market benchmarks.)

Directors’ remuneration report 
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Where appropriate, independent consultants confi rm and calculate the 

extent to which performance conditions have been met.

 The following chart shows the percentage split of total remuneration 

(excluding pensions and benefi ts) based on the achievement of 50% of all 

performance measures and the remuneration structure in place during the 

year under review.

As outlined in the directors’ report on page 52, the executive directors have 

signifi cant interests in Home Retail Group with both having a shareholding, 

including those held in trust from share plans, in excess of one times their 

salary. The committee will consider establishing a formal shareholding 

requirement during the current fi nancial year. 

 Share awards granted by Home Retail Group may be satisfi ed with newly 

issued shares, treasury shares or shares purchased in the market. Currently, 

share awards are satisfi ed with shares held in an employee shares trust. 

In the year under review, the Employee Share Trust purchased shares in the 

market. We will keep our policy for funding share awards under review.

Base salary and benefi ts

We review salaries annually and make adjustments to refl ect movements in 

the employment market, the general economic environment and individual 

performance. In line with competitive practice, executive directors receive 

additional benefi ts that include a car or cash alternative, private health 

cover, pension and life insurance. Only their base salary is pensionable.

 Base salaries have been frozen for the year from April 2009.

12.5% Co-investment match based on ROIC 
12.5% Co-investment match based on EPS
16.7% PSP based on TSR 
25.0% Bonus based on benchmark PBT
33.3% Base salary

Overall, these changes will reduce the maximum incentive awards that our 

executive directors and the members of the Operating Board can earn from 

the current level of 550% to 450% of salary. The committee believes these 

changes result in a better balanced package of incentives supporting 

our goal to perform consistently in the upper quartile of the general 

retail sector. 

 The committee will continue to monitor the effectiveness of the Group’s 

incentives and may recommend further changes to shareholders for sub-

sequent fi nancial years.

Remuneration policy applied in the year under review

Home Retail Group’s corporate objective is to perform consistently in the 

upper quartile of the general retail sector and our incentive structure is 

designed to support this goal. 

 The incentive structure for the executive directors and members of the 

Operating Board in the year under review comprised: 

 Median level base salary

 Annual bonus, subject to achievement of fi nancial targets

  Opportunity to participate in a co-investment plan through the 

deferral of annual bonus

 Annual participation in the performance share plan

Notice periods for executive directors provide for six months’ notice from 

the director and 12 months from the Company. Service contracts do not 

provide for additional payments in the event of termination or change 

of control.

Executive remuneration

The elements of remuneration in the year under review for executive 

directors are detailed below. More than 50% of total potential remuner-

ation (excluding pensions and benefi ts) is performance-related. There is 

no payment of bonus or long-term incentives if performance targets are 

not achieved.

Element  Purpose  Performance measure

Base pay  Refl ect competitive  Performance against

   market level, the economic  agreed objectives for

   environment and  annual pay award

   individual performance  

Annual bonus  Achievement of annual  Benchmark profi t before 

(not achieved) fi nancial targets tax over a one-year period

Co-investment Encourage re-investment of  50% based on earnings  

plan  bonus in shares  per share and 50% based on

(not awarded)   return on invested capital 

over a three-year period

Performance  Reward outperformance  Relative total shareholder

share plan relative to peer group   return over a three-year 

period and satisfactory 

fi nancial performance
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During the year, the committee reviewed the peer group and will add 

the following companies for awards to be made in 2009: Dunelm; 

Game Group; Mothercare; and Travis Perkins. In addition, Woolworths will 

be removed from the peer group for future awards as it ceased trading 

during 2008.

 No awards vest if TSR is below the median return for the peer group. 

Once median performance is achieved, 25% of the award will vest, with 

100% of the award vesting for performance at the 80th percentile, subject 

to rounding to take account of the weighting. For future grants, subject 

to shareholder approval, it is proposed that maximum vesting will be at 

the 90th percentile. All vesting is also subject to satisfactory underlying 

fi nancial performance, which is reviewed by the remuneration committee.

 The award is converted to shares at the price prevailing at the time the 

awards are made. Awards equivalent to 100% of salary were made in 2008.  

In exceptional circumstances, the remuneration committee may choose to 

grant a higher amount, up to 200% of salary.

 The awards vest to the extent that the performance test is achieved over 

a three-year period. TSR calculations are made by external advisers, using 

the average share price over the three-month period up to the start and end 

of the performance period.

All-employee share plans

We encourage employees to become shareholders through the operation 

of all-employee share plans. In 2008 we invited all employees to participate 

in a SAYE plan approved by HM Revenue & Customs (HMRC). This gave our 

employees the opportunity to apply for options to acquire shares in the 

future. The option price was 80% of the market value of a Home Retail 

Group share, calculated as the average price over the three business days 

before the date of invitation, this being 190p. The number of shares over 

which the option was granted was determined by the amount committed 

by the employee under their savings contract.

 Employees could elect for their savings contract to run over a period of 

three or fi ve years, with a maximum saving of £250 per month. Options will 

be exercisable during the six months following the end of the contract. 

We intend to run a further invitation for employees in 2009.

Non-executive directors

Our policy on non-executive director remuneration is as follows:

  Remuneration should be in line with recognised best practice and 

suffi cient to attract and retain high-calibre non-executives

  Remuneration should be set by reference to the responsibilities 

undertaken by the non-executive, taking into account that each 

non-executive director is expected to be a member of the audit, 

remuneration and nomination committees

  Remuneration should be a combination of cash fees paid monthly and 

shares, bought twice each year

  Non-executive directors are obliged to retain shares awarded until their 

retirement from the Board of Directors. Any tax liability connected to 

these arrangements is the responsibility of the individual director

  Non-executive directors should not participate in share plans operated 

by the Group

 Non-executive directors should not receive any benefi ts in kind

Annual bonus

Executive directors are eligible for an annual bonus. The remuneration 

committee sets targets by reference to Board-approved budgets.

 In the period under review, 2008/09, the target for the annual bonus was 

not achieved and no bonus was awarded. 

Co-investment plan

Executive directors previously could choose to defer receipt of part or all of 

their annual bonus and invest it instead in shares (‘invested shares’) under 

the terms of the co-investment plan. Additional shares (‘matching shares’) 

were granted (on a maximum 2:1 basis) subject to the satisfaction of per-

formance measures. In addition, the matching shares are subject to the 

retention of the invested shares and continued employment.

 This plan has been discontinued with effect from the end of the 2008/09 

fi nancial year. In the 2008/09 fi nancial year bonus targets were not achieved 

and no bonus was paid. As a result no awards will be made under the 

co-investment plan. 

Performance share plan

The performance share plan gives executive directors the right to receive 

shares in the Company subject to the satisfaction of certain conditions and 

their continued employment and satisfactory underlying fi nancial perform-

ance. This plan underpins our longer-term incentive structure by providing a 

share-based reward which vests only when we outperform our peer group.

 We use the measure of TSR to assess our performance against the 

following peer group of companies over a three-year period. The peer group 

is weighted to attach greater importance to companies that are closer 

comparators to Home Retail Group.

Peer group for PSP awards made in May 2008

Carphone Warehouse Kesa Electricals Signet Group

Debenhams Kingfi sher Tesco

DSG International Next Topps Tiles

Halfords Group Marks & Spencer Group WH Smith

J Sainsbury Morrisons Woolworths Group

Directors’ remuneration report continued
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We review our fees for non-executive directors every year. The last review 

date was April 2009 and a decision was made not to increase fees at this 

time. Fees are reviewed in the light of market practice of FTSE 100 com-

panies, the anticipated number of days worked and individual responsi-

bilities. Non-executive remuneration was last set on 1 April 2007 and is 

as follows:

     Fees Shares
     £000s Number

Chairman   175 23,000

Non-executive base fee   40 6,000

Senior independent director   10 –

Chair of audit/remuneration committee  10 4,500

Committee details

Role and membership

The remuneration committee is a committee of the Board. The members 

of the committee are:

Andy Hornby (chairman)

John Coombe

Penny Hughes

Oliver Stocken

The remuneration committee is responsible for making recommendations 

to the Board on the Group’s policy on the remuneration of the Operating 

Board as well as the specifi c remuneration packages for each of the execu-

tive directors and other members of the Operating Board, including pension 

rights and any compensation payments.

 The remuneration of the non-executive directors and the chairman is 

reserved for consideration by the Board of Directors as a whole. No director 

is involved in any discussions about his or her own remuneration.

 The committee met six times during the period under review. Attend-

ance at these meetings is set out in the corporate governance statement 

on page 55.

Advisers

At the invitation of the chairman of the committee, the chief executive 

attended meetings to give background information on remuneration 

matters.

 During the period under review, Towers Perrin advised the committee 

on matters relating to performance conditions for long-term incentive 

plans and executive remuneration issues and provided the committee with 

salary survey data. Towers Perrin did not provide the Company with any 

other services. Linklaters LLP provided legal advice on share scheme rules. 

Peter Newhouse & Co. provided the committee with advice on remuner-

ation policy.

 The committee was also advised by David Guise, Group HR Director and 

Paula Hayes, Director of Employment Policy & Reward. The secretary to 

the committee was Gordon Bentley, Company Secretary.

 The terms of reference of the committee can be found on the Company’s 

website at www.homeretailgroup.com.

Performance graph

The graph below compares the TSR for Home Retail Group against the FTSE 

350 index of general retailers for the period from demerger to the end of the 

period under review. The directors feel that the FTSE 350 index of general 

retailers is the most appropriate choice of index as it is a relevant compara-

tor group for a retail business. The graph has been prepared in accordance 

with the assumptions contained in the relevant legislation.
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The following sections are audited

As Home Retail Group demerged from GUS plc in October 2006, some legacy rollover arrangements are still in place in relation to GUS plc share plans. 

Where this is the case, reference is made to the previous GUS plc plan in the sections below.

Directors’ emoluments

The value of the base salary, annual bonus and benefi ts (excluding awards of options and restricted shares) of each director is set out in the following table. 

For the non-executive directors, this includes fees and shares as part payment for fees. At the end of the period under review the base salary for Terry Duddy 

was £820,000 pa and for Richard Ashton was £420,000 pa. Base salaries have been frozen for the fi nancial year 2009/10.

            
        Period ended 28 February 2009  Period
            ended
            1 March
         Base salary/ Annual Taxable  2008 
£000       fees bonus benefi ts Total Total

Terry Duddy       818  – 401  858  1,768

Richard Ashton       419   – 132 432  907

Oliver Stocken       221 –  –  221 256

John Coombe       81 –  –   81 95

Andy Hornby       71  –  –  71  85

Penny Hughes       52 –  –  52  60

The following table provides details of shares purchased for non-executive directors on 23 October 2008 and shares that will be purchased after the 

announcement of Home Retail Group’s full-year results. The values reported below are included within the remuneration reported in the directors’ 

emoluments table.

 
           Number of
           shares to be
           purchased
           after the
         Number of  announcement
         shares  of Home
          purchased on Value Retail Group’s Value
         23 October 2008 £000 full-year results £0003

Oliver Stocken        11,500  21   11,500 25

John Coombe        5,250  10  5,250  11

Andy Hornby        5,250  10   5,250  11

Penny Hughes        3,000 5  3,000  7

Notes:
1. This includes benefi ts in kind of: car; fuel; chauffeur; and private medical insurance.
2. This includes benefi ts in kind of: car; fuel; and private medical insurance.
3. This is an indicative value based on the average share price over the last three dealing days of the period under review, 217.92p.



Home Retail Group Annual Report 2009 63

Directors’ remuneration report continued

Share options

Home Retail Group share options

The Company granted the following rolled-over options over its shares following demerger. The options are governed by the rules of the GUS plc executive 

share option scheme. No new options have been granted during the period under review and no options have been exercised.

     Number of Options Options Options Total number
     options at granted exercised  lapsed of options at  Date
     2 March during the during the during the 28 February Exercise from which
Original grant date     2008 period period period 2009 price exercisable1  Expiry date

Terry Duddy

31/05/05    197,277  –  –  –  197,277  359.9p  31/05/08  31/05/15

02/06/06    193,201  –  –  –  193,201  388.2p  02/06/09  02/06/16

Richard Ashton

31/05/05    80,576  –  –  –  80,576  359.9p  31/05/08  31/05/15

02/06/06    90,159  –  –  –  90,159  388.2p  02/06/09  02/06/16

Note:
1.  There is a performance test based on adjusted EPS. This requires EPS compound annual growth to exceed compound annual retail price infl ation by 4% per annum over a continuous 

three-year period. The 2006 award did not meet the performance condition and therefore will lapse.

Home Retail Group SAYE scheme

Terry Duddy and Richard Ashton joined the Home Retail Group SAYE scheme in 2008.

     Number of Options Options Options Total number
     options at granted exercised  lapsed of options at  Date
     2 March during the during the during the 28 February Exercise from which
Original grant date     2008 period period period 2009 price exercisable  Expiry date

Terry Duddy

03/07/07   4,320 – – 4,320 – 379.0p 01/09/12 01/03/13

01/07/08   – 8,565 – – 8,565 190.0p 01/09/13 01/03/14

Richard Ashton

03/07/07   2,493 – – 2,493 – 379.0p 01/09/10 01/03/11

01/07/08   – 4,947 – – 4,947 190.0p 01/09/11 01/03/12

Terry Duddy and Richard Ashton were awarded 49 free shares at the time of the demerger under an HMRC approved Share Incentive Plan. They will become 

fully entitled to these shares after three years, subject to continued employment.

Details of the closing market price of Home Retail Group shares from 2 March 2008 to 28 February 2009 are shown in the table below:

At 28 February 2009 212.5p

Highest price during the period 280.75p

Lowest price during the period 163.5p

REVIEW OF THE BUSINESS

GOVERNANCE

FINANCIAL STATEMENTS

MORE INFORMATION 



64 Home Retail Group Annual Report 2009

GOVERNANCE

Directors’ remuneration report continued

Long-term incentive plans

Home Retail Group performance share plan

A conditional award of shares was granted to executive directors in 2008 under the Home Retail Group performance share plan. These awards, along with 

vested, unvested and rolled-over awards granted under the GUS plc performance share plan are included in the table below. Shares from the rolled-over 

2005 award were released during the period. The 2006 award has met its performance condition and will vest at 80%.

          Total
       Plan Plan shares Plan shares plan shares
       shares at awarded released held at Share price
       2 March during the during the 28 February on date
 Original grant date       20081 period period2 2009 of award  Vesting date3

Terry Duddy

31/05/05     197,277 – 135,332 – – 31/05/08

02/06/06     193,201 – – 193,201 – 02/06/09

16/10/06     57,483 – – 57,483 – 16/10/09

09/05/07     170,648 – – 170,648 – 09/05/10

09/05/08     – 306,164 – 306,164 267.8p 09/05/11

Richard Ashton

31/05/05     40,287 – 27,636 – – 31/05/08

02/06/06     90,159 – – 90,159 – 02/06/09

16/10/06     27,998 – – 27,998 – 16/10/09

09/05/07     87,457 – – 87,457 – 09/05/10

09/05/08     – 156,815 – 156,815 267.8p 09/05/11

Notes:
1.  The shares awarded under the GUS plc performance share plan in 2005 and June 2006 were subject to compulsory rollover at the time of demerger and will vest in accordance with the 

plan’s rules.
2.  The rolled-over 2005 GUS PSP was measured against the TSR performance condition and vested at 68.6%. As a result the remaining shares from the original award were forfeited. 

A dividend equivalent payment was made in relation to the 2005 GUS PSP. Terry Duddy received a dividend equivalent payment of £66,988 and Richard Ashton, £13,679.
3.  All awards granted in 2007 and 2008 are subject to the performance conditions outlined on page 60. The performance condition for the rolled-over awards is based on the TSR of 

Home Retail Group against its comparator group from the date of demerger to the normal vesting date.



Home Retail Group Annual Report 2009 65

Directors’ remuneration report continued

Co-investment plan and re-investment plan

Invested Home Retail Group shares held under the GUS plc co-investment plan and re-invested shares held on behalf of participants under the Home Retail 

Group re-investment plan are included in the tables below and in the table of directors’ interests on page 52.

Co-investment plan

Awards made in 2006 and 2007 were made under the GUS plc co-investment plan in accordance with the plan rules. No awards vested during the period 

under review.

   
         Invested and
       Invested Matching matching Total
      Plan shares shares shares plan shares
      shares at granted granted released held at Share price
      2 March during during during 28 February on date
 Original grant date      2008 period  period period 2009 of award  Vesting date1

Terry Duddy

12/06/062    90,123 – – – 90,123 – 12/06/09

27/06/07    426,476 – – – 426,476 – 27/06/10

09/05/08    – 198,622 673,296 – 871,918 273.3p 09/05/11

Richard Ashton

27/06/07    207,907 – – – 207,907 – 27/06/10

09/05/08    – 101,794 345,064 – 446,858 273.3p 09/05/11

Notes:
1.  For the awards made under the GUS plc rules in 2006 and 2007, the matching share option becomes exercisable after three years, subject to continued employment and retention of the 

related invested shares. The matching share options for the 2006 award remain exercisable until 12 June 2011 and for the 2007 award remain exercisable until 27 June 2012.
2. Matching share options granted in 2006 were subject to compulsory rollover at the time of the demerger. The rolled-over awards are governed by the rules of the GUS plc plan.

Home Retail Group re-investment plan

At the time of the demerger, executive directors were offered the opportunity to re-invest shares acquired in 2004 and 2005 under the terms of the GUS plc 

co-investment plan into a one-off re-investment plan.

           
          Invested and
          matching Total
         Plan shares plan shares
         shares at released held at
         2 March during 28 February
         2008 period 2009 Vesting date

Terry Duddy       1,598,850 – 1,598,850 16/10/09

         399,713 – 399,713 16/10/10

         399,712 – 399,712 16/10/11

Richard Ashton       511,228 – 511,228 16/10/09

         127,807 – 127,807 16/10/10

         127,807 – 127,807 16/10/11

This one-off plan granted a matching award of Home Retail Group shares if participants agreed to re-invest the invested shares and/or matching awards 

from the 2004 and 2005 operation of the GUS plc co-investment plan. The receipt of the matching award is subject to satisfaction of performance con-

ditions, the retention of re-invested awards and continued employment. The matching award is calculated on the basis of two Home Retail Group shares 

for each Home Retail Group share re-invested by the participant.

 The matching award is made in two equal portions. The fi rst 50% of the award is time-based and will vest on the third anniversary of the grant. 

The remaining 50% of the award will vest subject to satisfaction of performance conditions, in two equal tranches on the fourth and fi fth anniversaries 

of the grant.

REVIEW OF THE BUSINESS

GOVERNANCE

FINANCIAL STATEMENTS

MORE INFORMATION 



66 Home Retail Group Annual Report 2009

Retirement benefi ts

Terry Duddy

Prior to 1 April 2006, Terry Duddy was a member of the pension scheme which will provide him on retirement at age 60 with a pension in line with 

pre-6 April 2006 HMRC limits, with pensionable salary limited to the pension earnings cap. Since April 2006, Terry Duddy has been a member of the 

Home Retail Group secured unfunded retirement benefi ts scheme and will receive on retirement at age 60 a pension of one-thirtieth of full pensionable 

salary for each year of service from 1 April 2006.

Richard Ashton

Richard Ashton is a member of the pension scheme which will provide him on retirement at age 60 with a pension of up to two-thirds of the pension 

earnings cap subject to HMRC limits. Since April 2006, for benefi ts in excess of the pensions earnings cap, he has been a member of the Home Retail Group 

secured unfunded retirement benefi t scheme.

The table set out below provides the disclosure of directors’ pension entitlements from tax-exempt schemes and unfunded arrangements.

           Additional
           pension
      Accrued Accrued    earned to Transfer
      pension at pension at Transfer Transfer Changes in 28 February value of the
      28 February 2 March value at value at transfer values 2009 (net of increase (less
      2009 2008 28 February 2 March (less director’s infl ation director’s
        per annum per annum 2009 2008 contributions) per annum) contributions)
      £000 £000 £000 £000 £000 £000 £000

Terry Duddy     94  65  1,633  977  656  26  449

Richard Ashton     46  34  471  301  160  10  98

Service contracts

Both Terry Duddy and Richard Ashton were appointed as executive directors on 5 July 2006. Neither contract provides for extended notice periods or 

compensation in the event of termination or a change of control.

Terry Duddy

Terry Duddy has a service contract dated 27 July 1999, under which the Group is required to provide 12 months’ notice and he is required to provide 

six months’ notice. Under the terms of the contract, the Group reserves the option to terminate Terry Duddy’s employment by paying him in lieu of 

notice. The contract ends when he reaches the normal retirement age of 60.

Richard Ashton

Richard Ashton has a service contract dated 1 March 2005, under which the Group is required to provide 12 months’ notice and he is required to provide 

six months’ notice. The contract ends when Richard Ashton reaches the normal retirement age of 60.

Chairman and non-executive directors

The agreements for the non-executive directors can be terminated without compensation and with one month’s notice, other than the chairman, 

who has a notice period of three months. Non-executive directors are appointed for a fi xed term of three years and appointments are reviewed at the end 

of the term.

By order of the Board

Andy Hornby

Chairman – remuneration committee

GOVERNANCE
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Statement of directors’ responsibilities

The directors are responsible for keeping proper accounting records that 

disclose with reasonable accuracy at any time the fi nancial position of 

the Parent Company and the Group and to enable them to ensure that 

the Group fi nancial statements and the directors’ remuneration report 

comply with the Companies Act 1985 and, as regards the Group fi nancial 

statements, Article 4 of the IAS Regulation. They are also responsible for 

safeguarding the assets of the Parent Company and the Group and hence 

for taking reasonable steps for the prevention and detection of fraud and 

other irregularities.

 The directors are responsible for the maintenance and integrity of the 

Company’s website. Legislation in the United Kingdom governing the prep-

aration and dissemination of fi nancial statements may differ from legislation 

in other jurisdictions.

 Each of the directors, whose names and functions are listed on page 51 

confi rms that, to the best of their knowledge:

  the Group fi nancial statements, which have been prepared in 

accordance with IFRSs as adopted by the EU, give a true and fair view 

of the assets, liabilities, fi nancial position and loss of the Group; and

  the directors’ report contained on pages 52 and 53 includes a fair review 

of the development and performance of the business and the position of 

the Group, together with a description of the principal risks and 

uncertainties that it faces.

The following statement, which should be read in conjunction with the 

reports of the auditors set out on pages 68 and 112, is made with a view to 

distinguishing for shareholders the respective responsibilities of the direc-

tors and of the auditors in relation to the annual report and fi nancial 

statements.

 The directors are responsible for preparing the annual report, the directors’ 

remuneration report and the Group and the Parent Company fi nancial 

statements in accordance with applicable law and regulations.

 Company law requires the directors to prepare fi nancial statements for 

each fi nancial year. Under that law the directors have prepared the Group 

fi nancial statements in accordance with International Financial Reporting 

Standards (IFRSs) as adopted by the European Union, and the Parent 

Company fi nancial statements in accordance with applicable law and 

United Kingdom Accounting Standards (United Kingdom Generally 

Accepted Accounting Practice). The Group and Parent Company fi nancial 

statements are required by law to give a true and fair view of the state of 

affairs of the Parent Company and the Group and of the profi t or loss of the 

Group for that period.

 In preparing these fi nancial statements, the directors are required to:

 select suitable accounting policies and then apply them consistently;

 make judgements and estimates that are reasonable and prudent;

  state that the Group fi nancial statements comply with IFRSs as adopted 

by the European Union and with regard to the Parent Company fi nancial 

statements, that applicable United Kingdom Accounting Standards 

have been followed, subject to any material departures disclosed and 

explained in the fi nancial statements; and

  prepare the Group and Company fi nancial statements on the going 

concern basis unless it is inappropriate to presume that the Group will 

continue in business, in which case there should be supporting 

assumptions or qualifi cations as necessary.
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Independent auditors’ report to the members 
of Home Retail Group plc – Group

We have audited the Group fi nancial statements of Home Retail Group plc for the 52 weeks ended 28 February 2009 which comprise the consolidated 

income statement, the consolidated statement of recognised income and expense, the consolidated balance sheet, the consolidated cash fl ow 

statement and the related notes. These Group fi nancial statements have been prepared under the accounting policies set out therein.

We have reported separately on the Parent Company fi nancial statements of Home Retail Group plc for the 52 weeks ended 28 February 2009 and on 

the information in the directors’ remuneration report that is described as having been audited.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report and the Group fi nancial statements in accordance with applicable law and International 

Financial Reporting Standards (IFRSs) as adopted by the European Union are set out in the statement of directors’ responsibilities.

Our responsibility is to audit the Group fi nancial statements in accordance with relevant legal and regulatory requirements and International Standards 

on Auditing (UK and Ireland). This report, including the opinion, has been prepared for and only for the Company’s members as a body in accordance with 

Section 235 of the Companies Act 1985 and for no other purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose 

or to any other person to whom this report is shown or into whose hands it may come save where expressly agreed by our prior consent in writing.

We report to you our opinion as to whether the Group fi nancial statements give a true and fair view and whether the Group fi nancial statements have 

been properly prepared in accordance with the Companies Act 1985 and Article 4 of the IAS Regulation. We also report to you whether in our opinion 

the information given in the directors’ report is consistent with the Group fi nancial statements. The information given in the directors’ report includes 

that specifi c information that is cross referred from the principal activities and business review section of the directors’ report.

In addition we report to you if, in our opinion, we have not received all the information and explanations we require for our audit, or if information 

specifi ed by law regarding directors’ remuneration and other transactions is not disclosed.

We review whether the corporate governance statement refl ects the Company’s compliance with the nine provisions of the Combined Code (2006) 

specifi ed for our review by the Listing Rules of the Financial Services Authority, and we report if it does not. We are not required to consider whether 

the Board’s statements on internal control cover all risks and controls, or form an opinion on the effectiveness of the Group’s corporate governance 

procedures or its risk and control procedures.

We read other information contained in the annual report and consider whether it is consistent with the audited Group fi nancial statements. The 

other information comprises only the chairman’s statement, the business review, the Board of Directors, the directors’ report which incorporates 

the corporate governance statement, the unaudited part of the directors’ remuneration report and the Group four-year summary. We consider the 

implications for our report if we become aware of any apparent misstatements or material inconsistencies with the Group fi nancial statements. 

Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit 

includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the Group fi nancial statements. It also includes an 

assessment of the signifi cant estimates and judgments made by the directors in the preparation of the Group fi nancial statements, and of whether 

the accounting policies are appropriate to the Group’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us with 

suffi cient evidence to give reasonable assurance that the Group fi nancial statements are free from material misstatement, whether caused by fraud or other 

irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information in the Group fi nancial statements.

Opinion

In our opinion:

  the Group fi nancial statements give a true and fair view, in accordance with IFRSs as adopted by the European Union, of the state of the Group’s affairs 

as at 28 February 2009 and of its loss and cash fl ows for the 52 weeks then ended;

  the Group fi nancial statements have been properly prepared in accordance with the Companies Act 1985 and Article 4 of the IAS Regulation; and

  the information given in the directors’ report is consistent with the Group fi nancial statements. 

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors

London

29 April 2009



Home Retail Group Annual Report 2009 69

REVIEW OF THE BUSINESS

GOVERNANCE

FINANCIAL STATEMENTS

MORE INFORMATION 

REVIEW OF THE BUSINESS

GOVERNANCE

FINANCIAL STATEMENTS

MORE INFORMATION 

Consolidated income statement
For the 52 weeks ended 28 February 2009

         52 weeks ended 28 February 2009  52 weeks ended 1 March 2008          

       Before  After Before  After
       exceptional Exceptional exceptional exceptional Exceptional exceptional 
       items items items items items items
      Notes £m £m £m £m £m £m

Revenue    5,6  5,897.4 – 5,897.4  5,984.8 – 5,984.8

Cost of sales       (3,873.8) – (3,873.8)  (3,881.0) – (3,881.0)

Gross profi t       2,023.6 – 2,023.6 2,103.8 – 2,103.8

Net operating expenses    7,9  (1,731.6) (694.0) (2,425.6) (1,717.5) 0.8 (1,716.7)

Operating profi t/(loss)    5  292.0 (694.0) (402.0)  386.3 0.8 387.1

– Finance income       63.7 – 63.7  62.3 – 62.3

– Finance expense       (53.5) – (53.5)  (25.0) – (25.0)    
Net fi nancing income    10  10.2 – 10.2  37.3 – 37.3 

Share of post-tax (loss)/profi t of joint ventures and associates  17  (2.4) – (2.4)  1.6 – 1.6

Profi t/(loss) before tax       299.8 (694.0) (394.2)  425.2 0.8 426.0

Taxation    9,11 (101.2) 82.3 (18.9)  (137.1) 5.7 (131.4)

Profi t/(loss) for the year attributable to equity shareholders     198.6 (611.7) (413.1)  288.1 6.5 294.6

Earnings per share          pence      pence

– Basic      13   (47.7)      34.0

– Diluted    13   (47.7)    33.6

           52 weeks 52 weeks
           ended ended
           28 February 1 March
           2009 2008
Non-GAAP measures        Notes £m £m

Reconciliation of profi t before tax (‘PBT’) to benchmark PBT          
(Loss)/profi t before tax           (394.2)  426.0
Adjusted for:
Exceptional items        9 694.0  (0.8)
Demerger incentive schemes        29 8.4 11.7
Financing fair value remeasurements        10  28.9  9.0
Financing impact on retirement benefi t balances       10  (11.2)  (13.0)
Discount unwind on exceptional onerous lease provisions       1.8 –

Benchmark PBT           327.7  432.9

Benchmark earnings per share           pence  pence

– Basic        13  25.9  33.9
– Diluted        13  25.6  33.6
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             52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
          Notes £m £m

Net income/(expense) recognised directly in equity          

Net change in fair value of cash fl ow hedges     

– Foreign currency forward exchange contracts        153.3 (17.7)

Net change in fair value of cash fl ow hedges transferred to inventory  

– Foreign currency forward exchange contracts        (130.1) 19.8

Actuarial (losses)/gains in respect of defi ned benefi t pension schemes     24  (135.4)  73.9

Fair value movements on available-for-sale fi nancial assets       (2.3) 0.1

Currency translation differences           35.9  13.5

Tax credit/(charge) in respect of items taken directly to equity         32.5  (22.8)

Net (expense)/income recognised directly in equity for the year     28   (46.1)  66.8

(Loss)/profi t for the year attributable to equity shareholders         (413.1)  294.6

Total recognised (expense)/income for the year attributable to equity shareholders       (459.2)  361.4

Consolidated statement of recognised income and expense 
For the 52 weeks ended 28 February 2009
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           28 February 1 March
           2009 2008
          Notes £m £m

ASSETS          

Non-current assets          

Goodwill        14  1,541.0  1,922.7

Other intangible assets        15  103.6  83.7

Property, plant and equipment        16  559.3  731.8

Investment in joint ventures and associates       17  8.4  7.7

Deferred tax assets        26  87.4  46.6

Trade and other receivables        19  3.4  4.8

Retirement benefi t assets        24  –  83.7

Other fi nancial assets         25  9.2  14.2

Total non-current assets           2,312.3  2,895.2

Current assets        

Inventories        18 930.3  1,004.8

Trade and other receivables        19 593.7  597.8

Current tax assets           15.1  16.9

Other fi nancial assets         25  53.7  4.3

Current asset investments        20 75.0 –

Cash and cash equivalents        21 209.4  174.0

Total current assets           1,877.2  1,797.8

Total assets           4,189.5  4,693.0

LIABILITIES     

Non-current liabilities    

Trade and other payables        22 (64.0)  (41.3)

Provisions        23  (198.6) (72.6)

Deferred tax liabilities        26  (26.3) (67.4)

Retirement benefi t obligations        24  (46.4) –

Total non-current liabilities          (335.3) (181.3)

Current liabilities        

Trade and other payables        22  (999.2)  (1,089.5)

Provisions        23  (51.6)  (26.1)

Other fi nancial liabilities        25  (1.5)  (2.8)

Current tax liabilities          (43.5)  (48.1)

Total current liabilities          (1,095.8)  (1,166.5)

Total liabilities          (1,431.1)  (1,347.8)

Net assets          2,758.4  3,345.2

EQUITY      

Share capital        27, 28  87.7  87.7

Merger reserve        28  (348.4)  (348.4)

Other reserves        28  35.4  3.9

Retained earnings        28  2,983.7  3,602.0

Total equity          2,758.4  3,345.2

The fi nancial statements were approved by the Board of Directors on 29 April 2009 and were signed on its behalf by: 

Terry Duddy,   Richard Ashton,

Chief Executive   Finance Director

Consolidated balance sheet
At 28 February 2009
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Consolidated cash fl ow statement
For the 52 weeks ended 28 February 2009

            52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
          Notes £m £m

Cash fl ows from operating activities          

Cash generated from operations        33  468.4  564.2

Interest received           16.6  18.7

Interest paid           –  (3.6)

Tax paid           (74.7)  (95.1)

Net cash infl ow from operating activities          410.3  484.2

Cash fl ows from investing activities        

Purchase of property, plant and equipment          (110.9)  (176.3)

Proceeds from the disposal of property, plant and equipment         2.6  3.4

Purchase of intangible assets           (44.7) (35.0)

Loan to joint venture           (2.0)  –

Purchase of investments         (75.2) (8.7)

Disposal of investment         – 3.9

Acquisition of businesses           –  (41.4)

Net cash used in investing activities           (230.2)  (254.1)

Cash fl ows from fi nancing activities        

Purchase of own shares          (21.6)  –

Proceeds from sale of own shares         0.1 2.3

Repayment of fi nance leases           –  (0.1)

Repayment of loans         – (225.0)

Dividends paid        12 (127.2)  (118.9)

Net cash used in fi nancing activities           (148.7)  (341.7)

Net increase/(decrease) in cash and cash equivalents         31.4  (111.6)

Movement in cash and cash equivalents          

Cash and cash equivalents at the beginning of the year      21  174.0  283.8

Effect of foreign exchange rate changes           4.0 1.8

Net increase/(decrease) in cash and cash equivalents          31.4  (111.6)

Cash and cash equivalents at the end of the year       21   209.4  174.0
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Analysis of net cash/(debt)
At 28 February 2009

           28 February 1 March
           2009 2008
Non-GAAP measures        Notes £m £m

Financing net cash:    
Cash at bank and in hand        21 209.4 174.0
Current asset investments        20 75.0 –

Total fi nancing net cash         284.4 174.0

Operating net (debt):    
Property leases         (3,304.3) (3,057.1)

Total operating net (debt)         (3,304.3) (3,057.1)

Total net (debt)         (3,019.9) (2,883.1)

Adjusted for:
 Operating leases that are off balance sheet        3,304.3 3,057.1
 Current asset investments        20 (75.0) –

Total net cash refl ected in balance sheet         209.4 174.0

The Group uses the term total net cash/(debt) which highlights the Group’s aggregate net indebtedness to banks and other fi nancial institutions 

together with debt-like liabilities, notably property leases. The capitalised value of these property leases is £3,304.3m (2008: £3,057.1m) based upon 

discounting the current rentals at the estimated current long-term cost of borrowing of 4.1% (2008: 5.3%).

The current asset investment comprises a term cash deposit invested for a period of nine months which matured after the balance sheet date on 

15 April 2009. The analysis of net cash/(debt) forms part of the notes to the fi nancial statements.
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1. GENERAL INFORMATION

Home Retail Group plc (‘the Company’), which is the ultimate parent company of Home Retail Group (‘the Group’), is a public limited company 

incorporated and domiciled in England under the Companies Act 1985 and listed on the London Stock Exchange. Home Retail Group is a home and 

general merchandise retailer. These consolidated fi nancial statements were authorised for issue by the Board of Directors on 29 April 2009.

Statement of compliance 

The consolidated fi nancial statements of the Company have been prepared in accordance with International Financial Reporting Standards (‘IFRSs’) 

and International Financial Reporting Interpretations Committee (‘IFRIC’) interpretations as adopted by the European Union. They also comply with 

those parts of the Companies Act 1985 applicable to companies reporting under IFRSs.

2. BASIS OF PREPARATION

The Group consolidated fi nancial statements are presented in sterling, rounded to the nearest hundred thousand. They are prepared on the historic 

cost basis modifi ed for the revaluation of certain fi nancial instruments. The principal accounting policies applied in the preparation of these 

consolidated fi nancial statements are set out in note 3. Unless otherwise stated, these policies have been consistently applied to all the periods 

presented.

Basis of consolidation

The Group fi nancial statements consist of the fi nancial statements of the ultimate parent company (Home Retail Group plc), entities controlled by the 

Company (its subsidiaries) and the Group’s share of its interests in joint ventures and associates. The accounting policies of subsidiaries are consistent 

with the policies adopted by the Group for the purposes of the Group’s consolidation.

Subsidiaries
A subsidiary is an entity whose operating and fi nancing policies are controlled by the Group. Subsidiaries are consolidated from the date on which 

control was transferred to the Group. Subsidiaries cease to be consolidated from the date that the Group no longer has control. Intercompany 

transactions, balances and unrealised gains on transactions between Home Retail Group companies have been eliminated on consolidation.

Joint ventures and associates
Joint ventures are entities in which the Group holds an interest on a long-term basis and which are jointly controlled by the Group and one or more 

other interested parties under a contractual agreement. Associates are entities over which the Group has signifi cant infl uence but not control. 

The equity method is used to account for investments in joint ventures and associates and investments are initially recognised at cost.

The Group’s share of net assets of its joint ventures and associates are included on the Group balance sheet. The Group’s share of its joint ventures and 

associates post-acquisition profi ts or losses are recognised in its income statement. The cumulative post-acquisition movements are adjusted against 

the carrying value of the investment. The carrying amount of an investment in a joint venture or associate is tested for impairment by comparing its 

recoverable amount to its carrying amount whenever there is an indication that the investment may be impaired.

Business combinations

Under the requirements of IFRS 3, all business combinations are accounted for using the purchase method. The cost of business acquisitions is the 

aggregate of fair values, at the date of exchange, of assets given, liabilities incurred or assumed, equity instruments issued by the acquirer and any 

costs directly attributable to the business combination. The cost of a business combination is allocated at the acquisition date by recognising the 

acquiree’s identifi able assets, liabilities and contingent liabilities that satisfy the recognition criteria at their fair values at that date. The acquisition date 

is the date on which the acquirer effectively obtains control of the acquiree. Intangible assets are recognised if they meet the defi nition of an intangible 

asset contained in IAS 38 and its fair value can be measured reliably. The excess of the cost of acquisition over the fair value of the Group’s share of the 

identifi able net assets acquired is recognised as goodwill.

 

Changes in accounting standards

A number of new standards, amendments and interpretations are effective for the 52 weeks ended 28 February 2009, but have had no material impact 

on the results or the fi nancial position of the Group.

  IFRIC 12 – ‘Service Concession Arrangements’

  IFRIC 14 – ‘IAS 19 – The Limit on a Defi ned Benefi t Asset, Minimum Funding Requirements and their Interaction’.

Notes to the fi nancial statements
For the 52 weeks ended 28 February 2009
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Notes to the fi nancial statements continued
For the 52 weeks ended 28 February 2009

In addition, the Group has early-adopted the amendment to IFRS 2 – ‘Share-Based Payments’ relating to vesting conditions and cancellations. 

The amendment clarifi es that vesting conditions are service and performance conditions only. These conditions are now included in the grant 

date fair value. All cancellations, whether by the Group or the individual, are subject to the same accounting treatment. The effect of adopting this 

revised standard on the results from prior periods was not material, so comparative fi gures have not been restated. As a result of early adoption 

of the revised standard an additional charge of £3.2m has been refl ected in the current year, which has no impact on the tax charge.

At the balance sheet date a number of IFRSs and IFRIC interpretations were in issue but not yet effective. Those relevant for the Group, if endorsed 

by the European Union, for the fi nancial year beginning 1 March 2009 are listed below:

  IFRIC 13 – ‘Customer Loyalty Programmes’

  IFRIC 15 – ‘Agreements for the Construction of Real Estate’

  IFRIC 16 – ‘Hedges of a Net Investment in a Foreign Operation’

  Amendments to IFRS 7 – ‘Improving Disclosures about Financial Instruments’

  IFRS 8 – ‘Operating Segments’

  Amendments to IAS 1 – ‘Presentation of Financial Statements’

  Amendments to IAS 23 – ‘Borrowing Costs’

  Amendments to IAS 39 and IFRS 7 – ‘Reclassifi cation of Financial Instruments’

  Improvements to IFRSs (May 2008).

Those relevant for the Group, if endorsed by the European Union, for future fi nancial years are listed below:

  IFRIC 17 – ‘Distributions of Non-Cash Assets to Owners’

  IFRIC 18 – ‘Transfers of Assets from Customers’

  Amendments to IFRS 3 – ‘Business Combinations’

  Amendments to IAS 27 – ‘Consolidated and Separate Financial Statements’

  Amendments to IAS 39 – ‘Eligible Hedged Items’.

The impact on the Group of the above new standards, interpretations and amendments to published standards that are not yet effective will be fully 

considered in due course, however it is considered unlikely that they will have a signifi cant impact on the Group’s fi nancial statements, apart from 

additional disclosures.

Critical accounting estimates and assumptions

The preparation of fi nancial statements requires management to make estimates and assumptions that affect the reported amount of revenues, 

expenses, assets and liabilities and the disclosure of contingent liabilities. The resulting accounting estimates, which are based on management’s 

best judgement at the date of the fi nancial statements, will, by defi nition, seldom equal the related actual results. The estimates and underlying 

assumptions are reviewed on an ongoing basis, with revisions recognised in the period in which the estimates are revised and future periods where 

appropriate. The estimates and assumptions that have a signifi cant risk of causing a material adjustment to the carrying amounts of assets and 

liabilities within the next fi nancial year are discussed below:

Taxes
The Group is subject to taxes in a number of jurisdictions. Signifi cant judgement is required in determining the provision for income taxes as there are 

many transactions and calculations for which the ultimate tax determination is uncertain during the ordinary course of business. The Group recognises 

liabilities based on estimates of whether additional taxes will be due. Where the fi nal tax outcome of these matters is different from the amounts that 

were initially recorded, such differences will impact the results for the year and the respective income tax and deferred tax provisions in the year in 

which such determination is made.

Pension benefi ts
The present value of the defi ned benefi t obligations depends on a number of factors that are determined on an actuarial basis using a number of 

assumptions. The assumptions used in determining the defi ned benefi t obligations and net pension costs include the expected long-term rate of return 

on the relevant plan assets and the discount rate. Any changes in these assumptions may impact the amounts disclosed in the Group’s balance sheet 

and income statement.

The expected return on plan assets is calculated by reference to the plan investments at the year-end and is a weighted average of the expected 

returns on each main asset type (based on market yields available on these asset types at the year-end).
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2. BASIS OF PREPARATION CONTINUED

The Group determines the appropriate discount rate at the end of each year. This is the interest rate used to determine the present value of estimated 

future cash outfl ows expected to be required to settle the defi ned benefi t obligations. In determining the appropriate discount rate, the Group 

considers the market yields of high-quality corporate bonds that are denominated in the currency in which the benefi ts will be paid, and that have 

terms to maturity consistent with the estimated average term of the related pension liability. Other key assumptions for defi ned benefi t obligations 

and pension costs are based in part on market conditions at the relevant year-ends and additional information is disclosed in note 24.

Goodwill
Goodwill is allocated to cash-generating units (CGUs) at the level of each business segment. The Group is required to assess whether goodwill has 

suffered any impairment loss, based on the recoverable amount, being the higher of the CGU’s fair value less costs to sell and its value-in-use. 

The value-in-use calculations require the use of estimates in relation to future cash fl ows and suitable discount rates as disclosed in note 14. 

Actual outcomes could vary from these estimates.

Impairment of assets
Assets are subject to impairment reviews whenever changes in events or circumstances indicate that an impairment may have occurred. Assets 

are written down to the higher of fair value less costs to sell and value-in-use. Value-in-use is calculated by discounting the expected cash fl ows 

from the asset at an appropriate discount rate for the risks associated with that asset. This includes estimates of both the expected cash fl ows and 

an appropriate discount rate which use management’s assumptions and estimates of the future performance of the asset. Differences between 

expectations and the actual cash fl ows will result in differences in the level of impairment required.

Provisions
Provisions have been estimated for onerous leases, self insurance and other liabilities. These provisions represent the best estimate of the liability at the 

balance sheet date, the actual liability being dependent on future events such as trading conditions at a particular store or the incidence of insurance 

claims against the Group. Expectations will be revised each period until the actual liability arises, with any difference accounted for in the period in 

which the revision is made.

Inventory provisions
Inventory is carried at the lower of cost and net realisable value which requires the estimation of the eventual sales price of goods to customers in 

the future. Any difference between the expected and the actual sales price achieved will be accounted for in the period in which the sale is made. 

3. SUMMARY OF PRINCIPAL ACCOUNTING POLICIES

Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services to external customers, net of value 

added tax, rebates, discounts and returns. Revenue is recognised as follows:

Sale of goods
Revenue is recognised when the signifi cant risks and rewards of ownership of the goods have passed to the buyer and the amount of revenue can 

be measured reliably. Revenue on goods to be delivered is recognised when the customer accepts delivery. The Group operates a variety of sales 

promotion schemes that give rise to goods being sold at a discount to the standard retail price. Revenue is adjusted to show sales net of all related 

discounts. Commissions receivable on the sale of services for which the Group acts as agent are included within revenue. A provision for estimated 

returns is made, representing the profi t on goods sold during the year which will be returned and refunded after the year-end.

Interest income
Interest income on customer store card accounts and loans is recognised as revenue on a time proportion basis using the effective interest method. 

Foreign currency translation

Functional and presentation currency
The consolidated fi nancial information is presented in sterling, which is the Group’s functional and presentation currency. Items included in the 

fi nancial statements of each of the Group’s entities are measured using the currency of the primary economic environment in which the entity 

operates (the functional currency).

Notes to the fi nancial statements continued
For the 52 weeks ended 28 February 2009
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Notes to the fi nancial statements continued
For the 52 weeks ended 28 February 2009

Transactions and balances
Transactions in foreign currencies are recorded at the exchange rate prevailing on the date of the transaction. At each balance sheet date, monetary 

assets and liabilities denominated in foreign currencies are retranslated at the exchange rate prevailing at the balance sheet date. Translation 

differences on monetary items are taken to the income statement with the exception of differences on transactions that are subject to effective cash 

fl ow hedges. Translation differences on non-monetary items are reported as part of the fair value gain or loss and are included in either equity or the 

income statement as appropriate.

Group companies
The results and fi nancial position of overseas Home Retail Group entities are translated into sterling as follows:

  assets and liabilities are translated at the closing rate at the date of that balance sheet;

  income and expenses are translated at the average exchange rate for the period; and

  all resulting exchange differences are recognised as a separate component of equity. 

On consolidation, exchange differences arising from the translation of the net investment in foreign entities are taken to equity. Tax charges and 

credits attributable to those exchange differences are taken directly to equity. When a foreign operation is sold, such exchange differences are 

recognised in the income statement as part of the gain or loss on sale. Goodwill and fair value adjustments arising on the acquisition of a foreign 

entity are treated as assets and liabilities of the foreign entity and are translated at the closing rate.

Goodwill

Goodwill is the excess of the fair value of the consideration payable for an acquisition over the fair value of the Group’s share of identifi able net 

assets of a subsidiary, associate or joint venture acquired at the date of acquisition. Fair values are attributed to the identifi able assets, liabilities and 

contingent liabilities that existed at the date of acquisition, refl ecting their condition at that date. Adjustments are made where necessary to bring the 

accounting policies of acquired businesses into alignment with those of the Group. Goodwill on acquisitions of associates and joint ventures is included 

in the carrying amount of the investment. Goodwill is stated at cost less any provision for impairment. Goodwill is not amortised and is tested at least 

annually for impairment. An impairment charge is recognised where the carrying value of goodwill exceeds its recoverable amount, being the higher 

of its fair value less costs to sell and its value-in-use. Value-in-use calculations are performed using cash fl ow projections discounted at a rate taking 

account of the specifi c risks inherent within the Group’s retail businesses. Gains and losses on the disposal of an entity include the carrying amount of 

goodwill relating to the entity sold, allocated where necessary on the basis of relative fair value.

Other intangible assets

Intangible assets acquired as part of an acquisition of a business are capitalised separately from goodwill, if those assets are separable and their fair 

value can be measured reliably. Intangible assets acquired separately from the acquisition of a business are capitalised at cost. Certain costs incurred 

in the developmental phase of an internal project are capitalised as intangible assets provided that a number of criteria are satisfi ed. These include the 

technical feasibility of completing the asset so that it is available for use or sale, the availability of adequate resources to complete the development 

and how the asset will generate probable future economic benefi t.

The cost of other intangible assets with fi nite useful economic lives is amortised over that period. The carrying values of intangible assets are reviewed 

for impairment when events or changes in circumstances indicate that the carrying values may not be recoverable. If impaired, they are written down 

to the higher of fair value less costs to sell and value-in-use.

Brands
Acquired brands have a fi nite useful life and are shown at their fair value at the date of acquisition less accumulated amortisation. Amortisation is 

calculated to spread the cost of the brands over their estimated useful lives of 10 years on a straight-line basis. This amortisation method refl ects the 

pattern in which the asset’s future economic benefi ts are expected to be consumed.

Computer software
Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to use the specifi c software. Computer 

software licences are held at cost and are amortised on a straight-line basis over three to fi ve years. Costs that are directly associated with the 

production of identifi able and unique software products controlled by the Group, and that will generate economic benefi ts beyond one year, are 

recognised as intangible assets. Computer software development costs recognised as assets are amortised on a straight-line basis over three to fi ve 

years. Costs associated with maintaining computer software programs are recognised as an expense as incurred. 
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Notes to the fi nancial statements continued
For the 52 weeks ended 28 February 2009

3. SUMMARY OF PRINCIPAL ACCOUNTING POLICIES CONTINUED

Property, plant and equipment

Property, plant and equipment are held at cost being the purchase price and other costs directly attributable to bringing the asset into use less 

accumulated depreciation and any impairment in value. An impairment charge is recognised where the carrying value of the asset exceeds its 

recoverable amount, being the higher of the asset’s fair value less costs to sell and its value-in-use. Value-in-use calculations are performed using 

cash fl ow projections discounted at a rate taking account of the specifi c risks inherent within the Group’s businesses.

Depreciation is charged on a straight-line basis as follows:

  freehold properties are depreciated over 50 years;

  leasehold premises are depreciated over the period of the lease;

  plant, vehicles and equipment are depreciated over 2 to 10 years according to the estimated life of the asset;

  equipment on hire or lease is depreciated over the period of the lease; and

  land is not depreciated. 

The residual values and useful lives of assets are reviewed, and adjusted if appropriate, at each balance sheet date.

Receivables

Trade
Trade receivables are recognised initially at fair value and subsequently measured at amortised cost, less provision for impairment. A provision for 

impairment of trade receivables is established when there is objective evidence that the Group will not be able to collect all amounts due according 

to the original terms of receivables. The amount of the provision is recognised in the balance sheet, with the cost of unrecoverable trade receivables 

recognised in the income statement immediately.

Financial services
The gross margin from the sale of a retail product on extended credit terms is recognised at the time of the sale of the retail product. The fi nance 

charges relating to the sale of fi nancial services are included in the income statement as and when instalments are received. Income under instalment 

agreements is credited to the income statement using the effective interest method. When a receivable is impaired, the Group reduces the carrying 

amount to its recoverable amount, being the estimated future cash fl ow discounted at the original effective interest rate, and continues to recognise 

the unwinding of the discount as interest income.

Inventories

Inventories are stated at the lower of cost and net realisable value. The cost bases in use within the Group are general retail goods valued on a standard 

cost or weighted average basis which approximates to actual cost. Net realisable value is the estimated selling price in the ordinary course of business, 

less applicable variable selling expenses. Costs of inventory include the transfer from equity of any gains or losses on qualifying cash fl ow hedges 

relating to their purchase.

Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at call with banks, other short-term highly liquid investments with original maturities 

of three months or less and bank overdrafts.

Current asset investments

Current asset investments include cash on deposit held with banks, with original maturities of greater than three months.

Borrowings and borrowing costs

All loans and borrowings are initially recognised at the fair value of the consideration received net of issue costs associated with the borrowing. 

Borrowings are subsequently stated at amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value 

and other borrowing costs is recognised in the income statement over the period of the borrowings using the effective interest method.
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Notes to the fi nancial statements continued
For the 52 weeks ended 28 February 2009

Deferred taxation

Deferred taxation is provided in full on temporary differences arising between the tax bases of assets and liabilities and their carrying amounts. 

However, if the deferred taxation arises from initial recognition of an asset or liability in a transaction other than a business combination that at the 

time of the transaction affects neither accounting nor taxable profi t or loss, it is not accounted for. Deferred tax assets and liabilities are calculated at 

the tax rates that are expected to apply to the period when the asset is realised or the liability is settled, based on the tax rates and laws that have been 

enacted or substantively enacted by the balance sheet date. Deferred taxation assets are recognised to the extent that it is probable that future taxable 

profi t will be available against which the temporary differences can be utilised. Deferred taxation is provided on temporary differences arising on 

investments in subsidiaries and associates, except where the timing of the reversal of the temporary difference is controlled by the Group and it is 

probable that the temporary difference will not reverse in the foreseeable future.

Provisions

Provisions are recognised when:

  the Group has a present legal or constructive obligation as a result of past events;

  it is more likely than not that an outfl ow of resources will be required to settle the obligation; and

  the amount has been reliably estimated. 

Provisions are not recognised for future operating losses. Where there are a number of similar obligations, the likelihood that an outfl ow will be 

required in settlement is determined by considering the class of obligations as a whole. A provision is recognised even if the likelihood of an outfl ow 

with respect to any one item included in the same class of obligations may be small. If the effect of the time value of money is material, provisions are 

determined by discounting the expected future cash fl ows at a pre-tax rate that refl ects current market assessments of the time value of money and, 

where appropriate, the risks specifi c to the liability. Where discounting is used, the increase in the provision due to the passage of time is recognised 

as an interest expense. Where the Group expects a provision to be reimbursed, the reimbursement is recognised as a separate asset when the 

reimbursement is certain.

Provisions are made for onerous lease contracts for stores that have closed or where a decision to close has been announced, and for those stores 

where the projected future trading revenue is insuffi cient to cover the lower of exit cost or value-in-use.

Provisions are also made for legal claims, restructuring costs and estimated cost of claims incurred by the Group’s captive insurance company but not 

settled at the balance sheet date.

Operating leases

Leases in which a signifi cant portion of the risks and rewards of ownership are retained by the lessor are classifi ed as operating leases. Payments made 

under operating leases are charged to the income statement on a straight-line basis over the period of the lease. Incentives from lessors are recognised 

as a systematic reduction of the charge over the life of the lease.

Employee benefi ts

The liability recognised in the balance sheet in respect of defi ned benefi t pension plans is the present value of the defi ned benefi t obligation at the 

balance sheet date less the fair value of plan assets, together with adjustments for unrecognised past service costs. The defi ned benefi t obligation is 

calculated annually by independent actuaries using the projected-unit credit method. The present value of the defi ned benefi t obligation is determined 

by discounting the estimated future cash outfl ows using interest rates of high-quality corporate bonds that are denominated in the currency in which 

the benefi ts will be paid, and that have terms to maturity approximating to the terms of the related pension liability.

Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions are recognised in the consolidated statement 

of recognised income and expense. Past service costs are recognised immediately in income, unless the changes to the pension plan are conditional 

on the employees remaining in service for a specifi ed period of time (the vesting period). In this case, the past service costs are amortised on a 

straight-line basis over the vesting period.

Catalogue costs

Costs incurred during the production of the Group’s catalogues are deferred on the balance sheet net of any associated advertising revenue and 

marketing support until the catalogue is launched, at which point the net deferred cost is charged to the income statement.
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3. SUMMARY OF PRINCIPAL ACCOUNTING POLICIES CONTINUED

Dividends

Dividends proposed by the Board of Directors and unpaid at the year-end are not recognised in the fi nancial statements until they have been approved 

by the shareholders at the Annual General Meeting. Interim dividends are recognised in the fi nancial statements when they are paid. Final dividends 

are recognised in the fi nancial statements when they are approved by the shareholders.

Insurance

Certain of the Group’s insurances are handled by the Group’s captive insurance company, Global Guernsey Limited, which accounts for all insurance 

business on an annual basis and the net consolidated result is dealt with as part of the operating costs in these fi nancial statements. Insurance 

premiums in respect of insurance placed with third parties and re-insurance premiums in respect of risks not retained by the Group’s captive insurance 

company are charged to the income statement in the period to which they relate.

Financial instruments

The Group classifi es its fi nancial instruments in the following categories: fi nancial assets and liabilities at fair value through the income statement, 

loans and receivables and available-for-sale fi nancial assets. The classifi cation depends on the purpose for which the fi nancial instruments were 

acquired. Management determines the classifi cation of its fi nancial instruments at initial recognition.

Financial assets and liabilities at fair value through the income statement 
Financial assets and liabilities at fair value are so designated by management on initial recognition. Derivatives are generally designated as hedges. 

Items in this category are classifi ed as current assets or current liabilities if they are either held for trading or are expected to be realised within 

12 months of the balance sheet date.

Loans and receivables
Loans and receivables are non-derivative fi nancial assets with fi xed or determinable payments that are not quoted in an active market. They arise 

when the Group provides money, goods or services directly to a debtor with no intention of trading the receivable. They are included in current assets, 

except for those with maturities greater than 12 months after the balance sheet date, which are classifi ed as non-current assets. Loans and receivables 

comprise trade and other receivables, cash and cash equivalents and current asset investments in the balance sheet.

Available-for-sale fi nancial assets
Available-for-sale fi nancial assets are non-derivatives that are either designated in this category or not classifi ed in any of the other categories. 

They are included in non-current assets unless management intends to dispose of the investment within 12 months of the balance sheet date.

Accounting for derivative fi nancial instruments and hedging activities

Derivatives are recognised at fair value on the date a contract is entered into and are subsequently remeasured at their fair value. The method of 

recognising the resulting gain or loss depends on whether the derivative is designated as a hedging instrument and, if so, the nature of the item being 

hedged. The Group designates derivatives as either cash fl ow hedges or fair value hedges.

The Group documents the relationship between hedging instruments and hedged items at the hedge inception, as well as its risk management 

objective and strategy for undertaking various hedge transactions. The Group also documents its assessment, both at hedge inception and on an 

ongoing basis, of whether the derivatives that are used in hedging transactions are highly effective in offsetting changes in cash fl ows of hedged items. 

Movements on the hedging reserve in equity are shown in the Group statement of recognised income and expense.

Cash fl ow hedges
The cash fl ow hedges are intended to hedge the foreign currency exposures of the future purchases of inventory. The effective portion of changes in 

the fair value of derivatives that are designated and qualify as cash fl ow hedges are recognised in equity. Any gain or loss relating to the ineffective 

portion would be recognised immediately in the income statement. The hedged cash fl ow is expected to occur up to one year into the future and will 

be transferred to the consolidated income statement via inventory carrying value as applicable.

Fair value hedges
Changes in the fair value of derivatives that are designated and qualify as fair value hedges are recorded in the income statement, together with any 

changes in the fair value of the hedged asset or liability that are attributable to the hedged risk. The gain or loss relating to the effective portion of 

forward currency exchange contracts hedging the Group’s exposure to foreign currency liabilities is recognised in the income statement within cost 

of sales.

If the hedge no longer meets the criteria for hedge accounting, the adjustment to the carrying amount of a hedged item for which the effective interest 

method is used is amortised to the income statement over the period to maturity.

Notes to the fi nancial statements continued
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Fair value estimation

The fair value of fi nancial instruments traded in organised active fi nancial markets is based on quoted market prices at the close of business on the 

balance sheet date. The quoted market price used for fi nancial assets held by the Group is the current bid price; the appropriate quoted market price for 

fi nancial liabilities is the current offer price. The fair value of fi nancial instruments for which there is no quoted market price is determined by a variety 

of methods incorporating assumptions that are based on market conditions existing at each balance sheet date. Quoted market prices or dealer quotes 

for similar instruments are used for long-term debt. Other techniques, such as estimated discounted cash fl ows, are used to determine fair value for 

the remaining fi nancial instruments.

The fair value of forward foreign exchange contracts is determined using forward exchange market rates at the balance sheet date. The nominal 

value less estimated credit adjustments of trade receivables and payables are assumed to approximate to their fair values. The fair value of fi nancial 

liabilities is estimated by discounting the future contractual cash fl ows at the current market interest rate that is available to the Group for similar 

fi nancial instruments.

Share-based payments

The Group operates a number of equity-settled, share-based compensation plans. The fair value of the shares granted is recognised as an expense after 

taking into account the best estimate of the number of awards expected to vest. The Group revisits the vesting estimate at each balance sheet date. 

Non-market performance conditions are included in the vesting estimate. Expenses are incurred over the vesting period. Fair value is measured at the 

date of grant using whichever of the Black-Scholes, Monte Carlo model and closing market price is most appropriate to the award. Market based 

performance conditions are included in the fair value measurement on grant date and are not revisited for actual performance.

Non-GAAP fi nancial information

Exceptional items
Items which are both material and non-recurring are presented as exceptional items within their relevant income statement line. The separate 

reporting of exceptional items helps provide a better indication of underlying performance of the Group. Examples of items which may be recorded 

as exceptional items are impairment charges, restructuring costs and the profi ts/losses on the disposal of businesses.

Benchmark profi t before tax (‘PBT’)
The Group uses the term benchmark PBT as a measure which is not formally recognised under IFRS. Benchmark PBT is defi ned as profi t before 

amortisation of acquisition intangibles, store impairment and onerous lease charges, exceptional items, costs related to demerger incentive schemes, 

fi nancing fair value remeasurements, fi nancing impact on retirement benefi t balances, the discount unwind on non-benchmark items and taxation. This 

measure is considered useful in that it provides investors with an alternative means to evaluate the underlying performance of the Group’s operations.

Total net debt
The Group uses the term total net debt which is considered useful in that it provides the Group’s aggregate net indebtedness to banks and other 

fi nancial institutions together with debt-like liabilities, notably property leases.

4. FINANCIAL RISK MANAGEMENT

Financial risk factors

There are a number of fi nancial risks and uncertainties which could impact the performance of the Group: market risk (foreign exchange and interest 

rate risk), credit risk and liquidity risk. The Group operates a structured risk management process which identifi es, evaluates and prioritises risks 

and uncertainties.

The Group’s treasury function seeks to reduce exposures to foreign exchange, interest rate and other fi nancial risks, and to ensure suffi cient liquidity 

is available to meet foreseeable needs and to invest cash assets safely and profi tably. Policies and procedures are subject to review and approval by 

the Board of Directors as well as subject to audit review.

Market risk – foreign exchange risk
The Group is subject to foreign exchange risk arising from various currency exposures, primarily with respect to the US dollar and the euro. Foreign 

exchange risk arises from future commercial transactions, recognised assets and liabilities and net investments in foreign operations.

To manage the foreign exchange risk arising from future commercial transactions and recognised assets and liabilities, entities in the Group use 

forward contracts, transacted with external banks. Foreign exchange risk arises when future commercial transactions or recognised assets or liabilities 

are denominated in a currency that is not the entity’s functional currency.
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4. FINANCIAL RISK MANAGEMENT CONTINUED

Group Treasury is responsible for managing the net position in each foreign currency by using external forward currency contracts. The key objective of 

the Group’s foreign exchange transaction exposure management is to minimise potential volatility in profi ts which could arise as a result of exchange 

rate fl uctuations whilst maintaining an appropriate competitive stance.

To achieve the above objectives, the Group will initially seek to hedge up to 90% of any foreign exchange transaction risks expected to arise as a result 

of uncertain, but probable, foreign currency cash fl ows up to one year forward. This subsequently increases to 100% as cash fl ows become certain. 

For segment reporting purposes, each subsidiary designates contracts as fair value hedges or cash fl ow hedges, as appropriate. External foreign 

exchange contracts are designated as hedges of foreign exchange risk on specifi c assets, liabilities or future transactions on a gross basis.

The cash fl ow hedges are intended to hedge the foreign currency exposure of future purchases of inventory. Weekly reports are made to management 

to demonstrate that this objective is being achieved. The hedged cash fl ows are expected to occur up to one year into the future and will be transferred 

to the consolidated income statement or inventory carrying value as applicable. The Group has foreign operations whose net assets are exposed to 

foreign currency translation risk. Currency exposure arising from the net assets of the Group’s foreign operations is not hedged.

If on 28 February 2009, the last day of the fi nancial year, sterling had been 5 cents, or approximately 3.5% (2008: approximately 2.5%), weaker/

stronger against the US dollar, with all other variables held constant, post-tax profi t would have been £6.7m lower/higher (2008: £3.9m lower/higher) 

mainly as a result of foreign exchange losses/gains arising on retranslation of US dollar denominated balances in subsidiary companies with a sterling 

functional currency. Equity would have been £11.7m higher/lower (2008: £5.3m higher/lower), arising mainly from the revaluation of US dollar forward 

currency contracts.

If on 28 February 2009, the last day of the fi nancial year, sterling had been 5 cents, or approximately 4.4% (2008: approximately 3.8%), weaker/

stronger against the euro, with all other variables held constant, post-tax profi t would have been £5.0m lower/higher (2008: £2.9m lower/higher), 

mainly as a result of foreign exchange losses/gains on retranslation of sterling denominated cash balances in subsidiary companies with a euro 

functional currency. Equity would have been £0.4m lower/higher (2008: £0.3m higher/lower), arising mainly from foreign exchange gains or losses 

on retranslation of euro-denominated net assets held by subsidiary companies with a euro functional currency.

Market risk – cash fl ow and fair value interest rate risk
Whilst the Group’s Financial Services business has gross instalment receivable balances on fi xed interest rates and fl oating rates, the Group’s income 

and operating cash fl ows are still considered to be substantially independent of changes in market interest rates.

The Group currently holds a net cash position and has undrawn borrowing facilities. 

The Group’s interest rate risk arises from the variance in market rate when deposits are made. This risk is managed by combining overnight deposits 

with term deposits. Interest rate risk also arises from any future long-term borrowings that it may incur. Borrowings issued at fi xed rates expose the 

Group to fair value interest rate risk. The principal objective of the Group’s interest rate risk management is to manage the trade-off between obtaining 

the most benefi cial effective rates of interest whilst minimising the impact of interest rate volatility on profi ts before tax. The aim will normally be to 

manage interest rate risks by achieving a ratio of between 30% and 70% of net debt fi xed rate. 

The Group had no borrowings at any point during the year. 

Credit risk
The Group has no signifi cant concentrations of credit risk. It has policies in place to ensure that sales of fi nancial services products are made to 

customers with an appropriate credit history. Customers are credit scored using an external credit agency. Sales to retail customers are made in cash, 

via major debit and credit cards or via in-house operated fi nancial products.

The Group’s exposure to credit risk with regard to treasury transactions is managed by dealing only with major banks and fi nancial institutions. 

Dealing activity is closely controlled and counterparty positions are monitored on a regular basis.

Foreign exchange counterparty limits are set for each organisation on a scale based on credit rating and maturity period. 
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Group policy is that at the date that cash is deposited with major banks and fi nancial institutions they must have a credit rating of at least AA- 

(Standard & Poor’s) or Aaa (Moody’s) and are subject to a maximum exposure of £50m. For any organisation that holds a credit rating of AAA, the 

maximum exposure is £100m. The policy was extended temporarily during the year to include banks with a rating of A+, which benefi ted from the 

Republic of Ireland’s State Guarantee Scheme, whilst that country maintained a AAA rating. Amounts with a maturity of up to one year may be 

invested with sign off from the fi nance director but the Board may approve deposits with unlimited duration.

The above policy has been complied with throughout the year. Where a term deposit has been made and the counterparty ratings have subsequently 

reduced, each relevant position has been reviewed and all decisions to maintain each position until the normal maturity date have been approved by 

the Board. Since the year-end all term deposits have matured and been repaid, with the Group’s cash balance deposited in overnight AAA rated money 

market funds.

The credit quality of fi nancial assets that are neither past due nor impaired can be assessed by reference to external credit ratings as follows:

Cash and term deposits and current asset investment
    
           Cash and Current
Bank and institution Bank and institution        short term asset
rating at  rating at        cash deposits investment (a)
transaction date 28 February 2009  Maturity date      £m £m

AAA  AAA  n/a      134.4 –

AA  AA  7 April 2009      25.0 –

AA  A+  15 April 2009      – 75.0

A+ (b) A  7 April 2009      50.0 –

           209.4 75.0

(a)  The current asset investment comprises a term cash deposit invested for a period of nine months. 
(b)  Covered by the Republic of Ireland’s State Guarantee Scheme. The Republic of Ireland maintained a credit rating of AAA (Standard & Poor’s) or Aaa (Moody’s) at the date of the transaction and 

at the balance sheet date, but this has subsequently been reduced to a AA+ rating. 

Marked to market forward foreign exchange contracts 
     
            2009 2008
Bank and institution rating         £m £m

AA          6.7 0.8

AA-          14.1 0.2

A+          22.9 0.5

A           8.4 –

           52.1 1.5

Of the £52.1m marked to market forward foreign exchange contracts held at the year-end, 84% will have matured within three months of the balance 

sheet date.

Liquidity risk
Home Retail Group manages its cash and committed borrowing facilities to maintain liquidity and funding fl exibility. Liquidity is achieved through 

arranging funding ahead of requirements and maintaining suffi cient undrawn committed facilities to meet short-term needs. At 28 February 2009, 

the Group had an undrawn committed borrowing facility available of £700m, £685m of which does not expire until 2013. This facility includes 

a covenant related to adjusted benchmark earnings before interest, tax, depreciation, amortisation and rent. It is in place to enable the Group to 

fi nance its working capital requirements and for general corporate purposes, should the need arise. The Group has not drawn down on the facility 

and has been in compliance with the requirements of the covenant throughout the year.
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4. FINANCIAL RISK MANAGEMENT CONTINUED

The table below analyses the Group’s fi nancial liabilities and derivative fi nancial liabilities into relevant maturity groupings based on the remaining 

period at the balance sheet to the contractual maturity date. The amounts disclosed in the table are the contractual undiscounted cash fl ows. 

Balances due within 12 months equal their carrying balances, as the impact of discounting is not signifi cant.

          At 28 February 2009

        Less
        than 3 3-6 6-9 9-12
        months months months months Total
        £m £m £m £m £m 

Trade and other payables      (574.1) – – – (574.1)

          At 1 March 2008

        Less
        than 3 3-6 6-9 9-12
        months months months months Total
        £m £m £m £m £m 

Trade and other payables      (596.6)  – – – (596.6)

When a forward foreign exchange contract matures, this requires an outfl ow of the currency being sold and an infl ow of the currency being bought. 

The table below analyses the Group’s outfl ow and infl ow from derivative fi nancial instruments into relevant maturity groupings based on the 

remaining period at the balance sheet date to the contractual maturity date. The amounts disclosed in the table are the contractual undiscounted 

cash fl ows. Balances due within 12 months equal their carrying balances, as the impact of discounting is not signifi cant.

          At 28 February 2009

        Less
        than 3 3-6 6-9 9-12
        months months months months Total
        £m £m £m £m £m 

Forward foreign exchange contracts          

 – outfl ow      (324.4) (232.1) (92.6) (22.8) (671.9)

 – infl ow      368.2 239.7 93.0 23.1 724.0

          At 1 March 2008

        Less
        than 3 3-6 6-9 9-12
        months months months months Total
        £m £m £m £m £m 

Forward foreign exchange contracts          

 – outfl ow      (256.6) (200.9) (86.1) – (543.6)

 – infl ow      256.7 201.1 83.9 – 541.7

Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going concern in order to provide returns for 

shareholders and benefi ts for other stakeholders and to maintain an optimal capital structure to reduce the cost of capital. In order to maintain or 

adjust the capital structure, the Group may adjust the amount of dividends paid to shareholders, return capital to shareholders or issue new shares. 

The Group fi nances its operations through a combination of retained profi ts, property leases and borrowing facilities where necessary. The Group has 

signifi cant liabilities through its obligations to pay rents under property leases. The Group, in common with the credit rating agencies, treats its lease 

liabilities as debt when evaluating fi nancial risk and investment returns. The Group’s net debt varies signifi cantly throughout the year due to trading 

seasonality, and the position as at 28 February 2009 is set out in the analysis of net cash/(debt) on page 73.

 

Foreign currency

The principal exchange rates used were as follows:
          Average Closing

         52 weeks 52 weeks 
         ended ended  
         28 February 1 March 28 February 1 March
         2009 2008  2009  2008

US dollar       1.77  2.00  1.43  1.99

Euro        1.22 1.43 1.13 1.31
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5. SEGMENTAL INFORMATION

Primary reporting format – business segments

The Group’s primary reporting format is by business segment. This is in line with the current management structure, which refl ects the different risks 

associated with the different businesses. The Group is organised into three main business segments: Argos, Homebase and Financial Services, together 

with Central Activities. Revenue earned from sales is disclosed by origin and is not materially different from revenue by destination. 

52 weeks ended 28 February 2009
          Financial Central
        Argos Homebase Services Activities Total
Income statement     Notes £m £m £m £m £m 

Revenue     6   4,281.9 1,513.2 102.3 – 5,897.4

Profi t             

Operating profi t/(loss) before exceptional items       303.6 14.9 6.1 (32.6) 292.0

Exceptional items     9 (17.8) (672.3) (0.6) (3.3) (694.0)

Segment result        285.8 (657.4) 5.5 (35.9) (402.0)

– Finance income     10     63.7

– Finance expense     10     (53.5)    
Net fi nancing income     10     10.2

Share of post-tax results of joint ventures and associates   17     (2.4)

Loss before tax            (394.2)

Taxation     11     (18.9)

Loss for the year          (413.1)

The result for Financial Services is after deducting funding costs of £13.6m (note 10).

As at 28 February 2009
          Financial Central
        Argos Homebase Services Activities Total
Balance sheet     Notes £m £m £m £m £m 

Segment assets        1,258.9 526.0 455.7 297.0 2,537.6

Investment in joint ventures and associates    17  – – – 8.4 8.4

Taxation        – – – 102.5 102.5

Goodwill     14  1,152.3 388.7 – – 1,541.0

Total assets        2,411.2 914.7 455.7 407.9 4,189.5

Segment liabilities        (714.2) (507.1) (61.2) (78.8) (1,361.3)

Taxation        – – – (69.8) (69.8)

Total liabilities        (714.2) (507.1) (61.2) (148.6) (1,431.1)

Net assets        1,697.0 407.6 394.5 259.3 2,758.4

Less: goodwill        (1,152.3) (388.7) – – (1,541.0)

Net operating assets        544.7 18.9 394.5 259.3 1,217.4
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5. SEGMENTAL INFORMATION CONTINUED

52 weeks ended 28 February 2009
          Financial Central
        Argos Homebase Services Activities Total
Other segment items     Notes £m £m £m £m £m 

Depreciation of property, plant and equipment    16  (81.7) (53.0) – – (134.7)

Impairment of fi xed assets     16  – (152.2) – – (152.2)

Impairment of goodwill     14 – (381.7) – – (381.7)

Amortisation of intangible assets     15  (22.7) (1.4) (0.6) – (24.7)

Capital expenditure on property, plant and equipment   16  (61.9) (49.0) – – (110.9)

Capital expenditure on intangible assets     15   (39.6) (1.2) (3.9) – (44.7)

52 weeks ended 1 March 2008
          Financial Central
        Argos Homebase Services Activities Total
Income statement     Notes £m £m £m £m £m 

Revenue     6   4,320.9 1,568.5 95.4 – 5,984.8

Profi t             

Operating profi t/(loss) before exceptional items       376.2 45.1 5.5 (40.5) 386.3

Exceptional items     9  – (19.4) – 20.2 0.8

Segment result        376.2 25.7 5.5 (20.3) 387.1

– Finance income     10     62.3

– Finance expense     10     (25.0)    
Net fi nancing income     10     37.3

Share of post-tax results of joint ventures and associates   17     1.6

Profi t before tax             426.0

Taxation     11     (131.4)

Profi t for the year            294.6

The result for Financial Services is after deducting funding costs of £19.6m (note 10).

As at 1 March 2008
          Financial Central
        Argos Homebase Services Activities Total
Balance sheet     Notes £m £m £m £m £m 

Segment assets        1,280.1 686.7 459.1 273.2 2,699.1

Investment in joint ventures and associates    17  – – – 7.7 7.7

Taxation        – – – 63.5 63.5

Goodwill     14  1,152.3 770.4 – – 1,922.7

Total assets        2,432.4 1,457.1 459.1 344.4 4,693.0

Segment liabilities        (743.8) (432.1) (56.1) (0.3) (1,232.3)

Taxation        – – – (115.5) (115.5)

Total liabilities        (743.8) (432.1) (56.1) (115.8) (1,347.8)

Net assets        1,688.6 1,025.0 403.0 228.6 3,345.2

Less: goodwill        (1,152.3) (770.4) – – (1,922.7)

Net operating assets        536.3 254.6 403.0 228.6 1,422.5

Notes to the fi nancial statements continued
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52 weeks ended 1 March 2008
          Financial Central
        Argos Homebase Services Activities Total
Other segment items     Notes £m £m £m £m £m 

Depreciation of property, plant and equipment    16  (71.3) (55.6) – – (126.9)

Impairment of fi xed assets     16  – (10.3) – – (10.3)

Amortisation of intangible assets     15  (21.1) (3.0) (0.6) – (24.7)

Capital expenditure on property, plant and equipment   16  (80.9) (95.4) – – (176.3)

Capital expenditure on intangible assets     15  (29.8) (4.5) (0.7) – (35.0)

Geographical segments

The Group trades predominantly in the UK and the Republic of Ireland and consequently the majority of revenues, capital expenditure and segment assets 

arise there.

6. ANALYSIS OF REVENUE BY CATEGORY
            52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
           £m £m

Sale of goods         5,795.1 5,889.4

Provision of services by Financial Services        102.3 95.4

Total          5,897.4  5,984.8

 

7. NET OPERATING EXPENSES

         52 weeks ended 28 February 2009  52 weeks ended 1 March 2008          

       Before Exceptional After Before Exceptional After
       exceptional items exceptional exceptional items exceptional
       items (note 9) items items (note 9) items
Expenses by function     £m £m £m £m £m £m

Net operating expenses comprise:                

Selling costs     (1,444.4) (301.7) (1,746.1)  (1,405.8) (19.4) (1,425.2)

Administrative costs     (287.2) (392.3) (679.5) (311.7) 20.2 (291.5)

Total net operating expenses     (1,731.6) (694.0) (2,425.6) (1,717.5) 0.8 (1,716.7)

            52 weeks  52 weeks
           ended ended
           28 February 1 March  

         2009 2008
Expenses by nature        Notes £m £m

(Loss)/profi t before tax is stated after (charging)/crediting: 

Operating lease rental expense

– Plant and equipment           (9.8)  (9.8)

– Property           (363.0) (335.0)

Cost of inventories recognised as an expense in cost of sales         (3,742.8)  (3,758.0)

Write down of inventories           (131.0)  (123.0)

Profi t/(loss) on sale of property, plant and equipment         0.2  (0.4)

Depreciation of property, plant and equipment       16  (134.7)  (126.9)

Amortisation of intangible assets        15  (24.7)  (24.7)

Employee benefi t costs        8  (776.9)  (768.1)
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7. NET OPERATING EXPENSES CONTINUED
            52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
Auditors’ remuneration         £m £m

Audit services:          

Fees payable for the audit of the Company and the consolidated fi nancial statements       (0.8)  (0.8)

Other services:        

Fees payable to the Company’s auditors and its associates for other services        

– the audit of the Company’s subsidiaries pursuant to legislation         (0.1)  (0.1)

– services relating to taxation           (0.1)  (0.2)

– all other services           (0.2)  (0.1)

Total fees payable to PricewaterhouseCoopers LLP         (1.2)  (1.2)

The above disclosure is presented in accordance with SI 2005/2417, where audit fees in respect of the audit of the Company’s subsidiaries pursuant to 

legislation are included within other services.

 

8. EMPLOYEE BENEFIT COSTS AND EMPLOYEE NUMBERS
             52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
Employee costs        Notes £m £m

Wages and salaries (a)            (686.7)  (670.6)

Social security costs           (42.3)  (42.9)

Post-employment benefi ts        24 (26.6) (33.0)

Share-based payments        29  (21.3)  (21.6)

             (776.9) (768.1)

(a) Includes exceptional reorganisation costs.

         52 weeks ended  52 weeks ended
         28 February 2009  1 March 2008         

          Number of Full time Number of Full time
Average numbers of employees       employees equivalent employees equivalent

Argos        33,199 17,811  32,976 17,749

Homebase       19,951 11,455  19,678 11,618

Financial Services       553 487  498 435

Central Activities       42 41  45 44

         53,745 29,794 53,197 29,846

            52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
Key management compensation         £m £m

Short-term employee benefi ts           (2.8)  (5.2)

Post-employment benefi ts           (1.4)  (1.5)

Share-based payments           (3.7)  (6.3)

             (7.9)  (13.0)

Key management consists of the members of the Home Retail Group plc Board and the managing directors of both retail businesses.
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9. EXCEPTIONAL ITEMS
             52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
            £m £m

Goodwill impairment (a)         (381.7) –

Store impairment charges (b)         (152.2) (10.3)

Onerous lease provisions (c)         (117.3) –

Costs relating to the post-acquisition integration of the Focus DIY stores (d)      (7.6) (9.1)

Reorganisation and restructuring charges (e)        (35.2) –

Accrual release relating to incentive schemes (f)          –  20.2

Exceptional items in operating (loss)/profi t          (694.0)  0.8

Tax on exceptional items in (loss)/profi t before tax        58.8 (1.0)

Exceptional corporation tax credit (g)         27.4 12.6

Exceptional deferred tax charge (h)           (3.9) (5.9)

Exceptional tax         82.3 5.7

     

Exceptional (loss)/profi t for the year           (611.7)  6.5

(a)  Management has interpreted the economic environment and resulting retail downturn as an external indicator of impairment. As a result, and as required by IAS 36, the assets of the business 
have been subject to an impairment review. Details of the goodwill value-in-use calculations can be found in note 14. As a result of the value-in-use calculations an impairment charge of 
£381.7m has been booked against the carrying value of the Homebase goodwill.

(b)  As a result of the impairment review, certain assets have been written down to their recoverable amount, being the higher of fair value less costs to sell and value-in-use. Value-in-use is 
calculated by discounting the expected cash fl ows from the asset at an appropriate discount rate for the risks associated with that asset. The growth rates and discount rates used are 
consistent with those used in the goodwill calculations, as disclosed in note 14. For the 52 weeks to 28 February 2009, this resulted in a net impairment charge in respect of the Homebase 
store portfolio of £152.2m. 

(c)  The onerous lease provisions cover potential liabilities for onerous lease contracts for stores that have either closed, or where projected future trading income is insuffi cient to cover the lower 
of exit cost or value-in-use. Where the value-in-use calculation is lower the provisions are based on the present value of expected future cash fl ows, discounted at a pre-tax rate of 5.8%, 
relating to rents, rates and other property costs to the end of the lease terms net of expected sublet income. For the 52 weeks to 28 February 2009, this resulted in an onerous lease charge in 
respect of the Homebase store portfolio of £117.3m.

(d)  Represents costs relating to the post-acquisition integration of certain of the Focus DIY stores acquired in the 52 weeks to 1 March 2008.
 
(e)  Represents costs relating to the reorganisation and restructuring programme during the 52 weeks to 28 February 2009. Actions taken include a streamlining of head offi ce functions across 

all parts of the Group, restructuring of store-based staff and a consolidation of home delivery warehouses.

(f)  Represents the release of an accrual in respect of previous GUS-related long-term incentive schemes which were settled in June 2007.

(g)  Represents the recognition of a corporation tax credit arising from the revision and agreement of prior year tax computations and the completion of a periodic review of the tax risks 
associated with the Group’s overseas trading operations.

(h)  The deferred tax charge of £3.9m represents the reversal of a deferred tax asset created on IFRS transition. The prior year charge of £5.9m represents an additional deferred tax charge arising 
from the re-estimation of qualifying assets in respect of accelerated tax depreciation, following the agreement of prior year tax computations. 
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10. NET FINANCING INCOME/(COSTS)
            52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
            £m £m

Finance income:          

Bank deposits and other interest           18.6  18.8

Expected return on retirement benefi t assets          45.1  43.5

Total fi nance income           63.7  62.3

Finance expense:        

Interest cost of perpetual securities           –  (3.3)

Unwinding of discounts (a)           (4.3)  (1.8)

Financing fair value remeasurements:     

– net losses on fi nancial instruments           –  (0.9)

– net exchange losses           (28.9)  (8.1)

Interest expense on retirement benefi t liabilities          (33.9)  (30.5)

Total fi nance expense           (67.1)  (44.6)

Less: fi nance expense charged to Financial Services cost of sales         13.6  19.6

Total net fi nance expense           (53.5)  (25.0)

Net fi nancing income           10.2  37.3

(a) Included within unwinding of discounts is a £1.8m charge (2008: £nil) relating to the discount unwind on exceptional onerous lease provisions.

11. TAXATION
            52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
Analysis of charge in year         £m £m

Current tax:          

UK corporation tax           (94.5)  (119.4)

Double tax relief           1.6  1.7

Adjustments in respect of prior years           27.7  17.8

Total current UK tax charge           (65.2)  (99.9)

Overseas tax           (3.1)  (3.9)

Total current tax charge           (68.3)  (103.8)

Deferred tax:        

Origination and reversal of temporary differences          53.6  (17.4)

Adjustments in respect of prior years         (4.2) (11.2)

Rate change impact           –  1.0

Total tax expense in income statement          (18.9)  (131.4)
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Factors affecting the tax charge

The effective tax rate for the year of (4.8%) (2008: 30.8%), is lower than the standard rate of corporation tax in the UK of 28.0% (2008: 30.0%). 

The differences are explained below:
            52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
            £m £m

(Loss)/profi t before tax           (394.2)  426.0

(Loss)/profi t before tax multiplied by the standard rate of corporation tax in the UK        110.4  (127.8)

Effects of:        

Expenses not deductible for tax purposes          (153.3)  (14.2)

Differences in effective tax rates on overseas earnings       0.2 3.0

Adjustments to tax charge in respect of prior years          23.5  6.6

Rate change impact           0.3  1.0

Total tax expense in income statement         (18.9)  (131.4)

Factors that may affect future tax charges

In the foreseeable future, the Group’s tax charge will continue to be infl uenced by the profi le of profi ts earned in the different tax jurisdictions within the 

United Kingdom and the Republic of Ireland.

             52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
Exceptional tax (see note 9)         £m £m

Exceptional (loss)/profi t before tax           (694.0) 0.8

Exceptional (loss)/profi t before tax multiplied by the standard rate of corporation tax in the UK       194.3 (0.2)

Effects of:       

Expenses not deductible for tax purposes          (135.5) (0.8)

Net exceptional tax credit in respect of prior years          23.5 6.7

Exceptional tax credit           82.3 5.7

 12. DIVIDENDS
             52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
Amounts recognised as distributions to equity holders       £m £m

Final dividend of 10.0p per share (2008: 9.0p) for the prior year        86.8 78.1

Interim dividend of 4.7p per share (2008: 4.7p) for the current year       40.4  40.8

Ordinary dividends on equity shares         127.2  118.9

A fi nal dividend in respect of the year ended 28 February 2009 of 10.0p per share, amounting to a total fi nal dividend of £85.6m, has been 

recommended by the Board of Directors, and is subject to approval by the shareholders at the Annual General Meeting. This would make a total 

dividend for the year of 14.7p per share, amounting to £126.0m. The recommended dividend has not been included as a liability at 28 February 2009 

in accordance with IAS 10 ‘Events after the Balance Sheet Date’. It will be paid on 22 July 2009 to shareholders who are on the register of members at 

close of business on 22 May 2009. The Home Retail Group Employee Share Trust (‘EST’) has waived its entitlement to dividends in the amount of 

£1.8m (2008: £1.3m). 
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13. BASIC AND DILUTED EARNINGS PER SHARE (‘EPS’)

Basic earnings per share is calculated by dividing the profi t attributable to the equity holders of the Company by the weighted average number of 

ordinary shares in issue during the year, excluding ordinary shares held in Home Retail Group’s share trusts, net of vested but unexercised options and 

share awards. Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares outstanding to assume conversion 

of all potential dilutive ordinary shares.
            52 weeks  52 weeks
           ended ended
           28 February 1 March
           2009 2008
Earnings         £m £m

(Loss)/profi t after tax for the fi nancial year         (413.1) 294.6

Adjusted for:

Exceptional items          694.0 (0.8)

Demerger incentive schemes          8.4 11.7

Financing fair value remeasurements          28.9 9.0

Financing impact on retirement benefi t balances         (11.2) (13.0)

Discount unwind on exceptional onerous lease provisions       1.8 –

Attributable taxation          (61.1) (0.4)

Net exceptional tax credit in respect of prior years        (23.5) (6.7)

Benchmark profi t after tax for the fi nancial year        224.2 294.4

     

Weighted average number of shares         millions millions

Number of ordinary shares for the purpose of basic EPS        866.6 867.7

Dilutive effect of share incentive awards          10.4 9.6

Number of ordinary shares for the purpose of diluted EPS        877.0 877.3

     
EPS           pence pence

Basic EPS          (47.7) 34.0

Diluted EPS (a)          (47.7) 33.6

     

Basic benchmark EPS          25.9 33.9

Diluted benchmark EPS          25.6 33.6

(a)  In accordance with IAS 33, as the Group made a loss after tax for the 52 weeks ended 28 February 2009, the effect of share incentive awards is anti-dilutive and as such diluted EPS equals 
basic EPS.
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14. GOODWILL
           Argos Homebase Total
          £m  £m £m

Cost      

At 2 March 2008 and 28 February 2009       1,152.3 770.4 1,922.7

Impairment     

At 2 March 2008         –  –  –

Charge for the year        –  (381.7)  (381.7)

At 28 February 2009        –  (381.7)  (381.7)

Net book value at 28 February 2009        1,152.3 388.7 1,541.0

     
           Argos Homebase Total
          £m  £m £m

Cost      

At 4 March 2007        1,152.3 726.6 1,878.9

Additions        – 43.8 43.8

At 1 March 2008        1,152.3 770.4 1,922.7

Impairment     

At 4 March 2007 and 1 March 2008        –  –  –

Net book value at 1 March 2008        1,152.3 770.4 1,922.7

Goodwill is allocated to cash-generating units (CGUs) at the level of each business segment. The recoverable amount of each of the business segments 

is determined as being the higher of its fair value less costs to sell and its value-in-use. These calculations use cash fl ow projections based on fi nancial 

plans approved by management looking forward fi ve years. Cash fl ows are extrapolated using a long-term growth rate beyond the fi ve-year plan 

period. There are a signifi cant number of inter-connected assumptions that underpin the value-in-use calculations, however the key assumptions, 

which management believes are appropriate for both retail businesses, are:

  a long-term growth rate of 2.5% (2008: 2.25%), which has been used to extrapolate cash fl ows beyond the fi ve-year plan period;

  a post-tax discount rate of 8.5% (2008: 7.0%), which equates to a pre-tax rate of approximately 11.8% (2008: 10.0%), has been estimated taking account 

of the specifi c risks inherent within the Group’s retail businesses and has been applied to the cash fl ow projections; and

  operating profi ts for the current year, of £303.6m for Argos (2008: £376.2m) and £14.9m for Homebase (2008: £45.1m), have been adjusted into the 

plan period, incorporating assumptions in respect of sales growth, gross margin and cost savings following the Group’s cost reduction programme. 

In establishing the value of operating profi ts during the plan period, the Board has approved a set of projections which it considers to be prudent and 

which provides a sensible basis upon which to make business planning decisions. These projections refl ect management’s continued expectation of 

a diffi cult trading environment for the product markets in which each business segment operates. For the Homebase business in particular, these 

forecasts assume a continued deterioration in the trading environment in the early years of the plan period, followed by a gradual improvement in the 

latter years of the plan period. Management will continue to pursue a range of options designed to achieve profi ts in excess of these prudent forecasts.

As a result of the value-in-use calculations an impairment charge of £381.7m was booked at the half year against the carrying value of the Homebase 

goodwill. As at 28 February 2009 the value-in-use calculations were updated. No additional impairment was required.

Management believes that no reasonably possible change in any of the key assumptions detailed above would cause the carrying value of the Argos 

business segment to exceed its recoverable amount. With regards to the Homebase business segment however, the value-in-use calculation remains 

sensitive to reasonably possible changes in key assumptions used and the table below sets out the sensitivities for changes to these key assumptions:

            Impact on 
            value-in-use   
Key assumption         Sensitivity £m

Value-in-use headroom as at 28 February 2009         46

Post-tax discount rate         +/- 1% (49)/69

Long-term growth rate         +/- 1% 56/(40)

Operating profi t change in each and every year        +/- £1m 11/(11)
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15. OTHER INTANGIBLE ASSETS
           Computer 
          software Brands Total
          £m £m £m 

Cost      

At 2 March 2008        186.7 –  186.7

Additions        24.1  20.6  44.7

Disposals        (0.3)  –  (0.3)

At 28 February 2009        210.5  20.6  231.1

Amortisation     

At 2 March 2008        (103.0) –  (103.0)

Charge for the year        (24.5)  (0.2)  (24.7)

Disposals        0.2  –  0.2

At 28 February 2009        (127.3)  (0.2)  (127.5)

Net book value at 28 February 2009        83.2 20.4 103.6

Assets in the course of construction included above at 28 February 2009     27.8  –  27.8

       
           Computer 
          software Brands Total
          £m £m £m 

Cost      

At 4 March 2007        152.0 –  152.0

Additions        35.0 –  35.0

Disposals        (0.3) –  (0.3)

At 1 March 2008        186.7 –  186.7

Amortisation    

At 4 March 2007        (78.6) –  (78.6)

Charge for the year        (24.7) –  (24.7)

Disposals        0.3 –  0.3

At 1 March 2008        (103.0) –  (103.0)

Net book value at 1 March 2008        83.7 – 83.7

Assets in the course of construction included above at 1 March 2008     19.4 – 19.4
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16. PROPERTY, PLANT AND EQUIPMENT
           Leasehold properties

         Freehold Long Short Plant & 
        properties leasehold  leasehold  equipment  Total
        £m  £m £m £m £m 

Cost          

At 2 March 2008      102.3 1.7 382.4 1,158.0 1,644.4

Exchange differences      – – 3.0 7.4 10.4

Additions      7.0 – 22.0 81.9 110.9

Disposals      (1.1) – (70.7) (188.9) (260.7)

Transfers between categories      – (0.1) 0.1 – –

At 28 February 2009      108.2 1.6 336.8 1,058.4 1,505.0

Depreciation and impairment losses          

At 2 March 2008      (10.4) (0.4) (200.7) (701.1) (912.6)

Exchange differences      – – (0.6) (4.0) (4.6)

Charge for the year      (1.3) – (18.1) (115.3) (134.7)

Impairment losses      (7.6) – (81.0) (63.6) (152.2)

Disposals      1.1 – 70.3 187.0 258.4

Transfers between categories      – 0.1 (0.1) – –

At 28 February 2009      (18.2) (0.3) (230.2) (697.0) (945.7)

Net book value at 28 February 2009      90.0 1.3 106.6 361.4 559.3

Assets in the course of construction included above at 28 February 2009   – – 4.8 44.1 48.9

           Leasehold properties

         Freehold Long Short Plant & 
        properties leasehold  leasehold  equipment  Total
        £m  £m £m £m £m 

Cost          

At 4 March 2007      91.6 5.1 335.7 1,055.0 1,487.4

Exchange differences      – 0.2 1.4 4.4 6.0

Additions      10.7 – 42.4 123.2 176.3

Acquired through business combination      – – 1.0 0.5 1.5

Disposals      – – (1.7) (25.1) (26.8)

Transfers between categories      – (3.6) 3.6 – –

At 1 March 2008      102.3 1.7 382.4 1,158.0 1,644.4

Depreciation and impairment losses          

At 4 March 2007      (9.1) (0.7) (180.8) (605.2) (795.8)

Exchange differences      – (0.1) (0.3) (2.2) (2.6)

Charge for the year      (1.3) – (18.2) (107.4) (126.9)

Impairment losses      – – (2.5) (7.8) (10.3)

Disposals      – – 1.5 21.5 23.0

Transfers between categories      – 0.4 (0.4) – –

At 1 March 2008      (10.4) (0.4) (200.7) (701.1) (912.6)

Net book value at 1 March 2008      91.9  1.3 181.7 456.9 731.8

Assets in the course of construction included above at 1 March 2008   4.0 – 7.0 71.0 82.0
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16. PROPERTY, PLANT AND EQUIPMENT CONTINUED

Store assets are subject to impairment reviews whenever changes in events or circumstances indicate that an impairment may have occurred. Store 

assets are written down to the higher of fair value less costs to sell and value-in-use. The key assumptions for the value-in-use calculations are the 

same as those detailed for the goodwill impairment model in note 14. As a consequence of this review, an exceptional impairment charge of £152.2m 

has been recognised in respect of the Homebase store portfolio. Management does not believe that the sensitivities as set out in note 14 would result 

in a signifi cant further impairment.

17. INVESTMENTS IN JOINT VENTURES AND ASSOCIATES
             2009 2008
           £m £m

Opening          7.7 9.2

Reclassifi cation to fi nancial assets         – (8.1)

Exchange differences          1.1 0.9

Share of (loss)/profi t after tax          (0.4) 2.8

Additions         – 6.8

Disposals          – (3.9)

Closing         8.4 7.7

The Group’s interest in joint ventures consists of a 50% holding in Home Retail Group Personal Finance Limited, a company incorporated in England, 

and its interest in associates consists of a 33% shareholding in Ogalas Limited (which trades as ‘home store + more’), a company incorporated in the 

Republic of Ireland, which was acquired during the prior year for £6.8m. In addition, on 14 November 2007 the Group disposed of its 33% holding 

of AAGUS Financial Services Group NV, a company incorporated in The Netherlands, which was previously reported as an associate.

The Group’s share of the revenue of its joint venture for the 52 weeks ended 28 February 2009 is £2.9m (2008: £0.8m) and its share of the loss 

after tax is £2.0m (2008: £1.2m). At 28 February 2009, the Group’s share of the net liabilities of its joint venture amounted to £9.3m (2008: £4.4m), 

consisting of assets of £25.7m (2008: £16.3m) and liabilities of £35.0m (2008: £20.7m). No liability has been recognised in the Group’s balance sheet 

in respect of the joint venture, but the Group’s share of the accumulated losses has been taken against the carrying value of a loan made by the Group 

to the joint venture, which is reported within other fi nancial assets in note 25.

The Group’s share of the revenue of its associates for the 52 weeks ended 28 February 2009 is £5.9m (2008: £4.4m) and its share of loss after tax is 

£0.4m (2008: £2.8m profi t). At 28 February 2009, the Group’s share of the net assets of its associates amounted to £8.4m (2008: £7.7m), consisting 

of assets of £9.5m (2008: £8.2m), which includes goodwill of £4.9m (2008: £4.2m), and liabilities of £1.1m (2008: £0.5m).

18. INVENTORIES
             2009 2008
           £m £m

Goods for resale         930.3 1,004.8
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19. TRADE AND OTHER RECEIVABLES
          Current Non-current Current Non-current
         2009 2009 2008 2008
         £m  £m  £m  £m 

Trade receivables:        

– Instalment receivables       491.1 0.2 488.9 1.7

– Other trade receivables       59.3 – 51.6 –

         550.4 0.2 540.5 1.7

Less: provision for impairment of receivables      (70.1) (0.2) (60.8) (0.6)

         480.3 – 479.7 1.1

Other receivables       56.4 3.4 59.7 3.7

Prepayments and accrued income       57.0 – 58.4 –

         593.7 3.4 597.8 4.8

The carrying values of current trade and other receivables are a reasonable approximation of their fair values. Long-term receivables have been 

discounted where the time value of money is material. All receivables due after more than one year are due within fi ve years from the balance sheet 

date. There is no concentration of credit risk with respect to trade receivables, as the Group has a broad customer base. The maximum exposure to 

credit risk at the reporting date is the fair value of each class of receivable mentioned above. The Group does not hold any collateral as security.

As at 28 February 2009, trade receivables of £86.0m (2008: £76.4m) were impaired. The amount of the provision was £70.3m as at 28 February 2009 

(2008: £61.4m). The individually impaired receivables mainly relate to store card holder balances on customer accounts on which indications of 

possible default have been identifi ed.

Movements in the provision for impairment of trade receivables are as follows:
             £m

At 3 March 2007          58.8

Charge for the year          36.6

Utilised          (34.0)

At 1 March 2008          61.4

Charge for the year          42.1

Utilised          (33.2)

At 28 February 2009          70.3

As at 28 February 2009, trade receivables of £28.7m (2008: £24.2m) were past due but not impaired. These relate to store card holders and corporate 

customer receivable balances. The ageing analysis of these trade receivables is as follows:
             2009 2008
           £m £m

Less than 3 months         26.5 22.2

3 to 6 months         1.7 1.5

6 to 9 months         0.2 0.3

9 to 12 months         0.3 0.2

           28.7 24.2

The other classes within trade and other receivables do not contain impaired assets.
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20. CURRENT ASSET INVESTMENTS
            2009 2008
           £m £m

Term cash deposit         75.0 –

The current asset investment comprises a term cash deposit invested for a period of nine months which matured after the balance sheet date on 

15 April 2009. The interest rate on this deposit was 6.1%.

21. CASH AND CASH EQUIVALENTS
            2009 2008
           £m £m

Cash at bank and in hand         209.4 174.0

The effective interest rate during the year ended 28 February 2009 for cash and cash equivalents was 4.8% (2008: 5.5%). Under the terms of a 

re-insurance agreement, bank balances totalling £2.9m (2008: £3.4m) are the subject of custodial agreements and may not be withdrawn without 

the consent of the re-insured. The Group has provided letters of credit totalling £12.5m (2008: £12.5m) to AIG Europe (UK) Limited as part of their 

re-insurance agreement. These letters are secured by cash deposits.

22. TRADE AND OTHER PAYABLES
         Current Non-current Current Non-current
         2009 2009 2008 2008
         £m  £m  £m  £m 

Trade payables       (486.0) – (501.3) –

Social security costs and other taxes       (45.0) – (48.1) –

Accruals and deferred income       (380.1) (64.0) (444.8) (41.3)

Other payables       (88.1) – (95.3) –

         (999.2) (64.0) (1,089.5) (41.3)

Trade and other payables are non-interest bearing and the fair values are not considered to differ materially from the recognised book values. 

Long-term payables have been discounted where the time value of money is material.
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23. PROVISIONS
        Onerous Insurance  Restructuring
        leases provisions provisions Other Total
        £m  £m £m £m £m

At 1 March 2008      (51.4) (31.4) (5.1) (10.8) (98.7)

Charged to the income statement      (122.2) (8.0) (35.2) (6.2) (171.6)

Utilised during the year      4.7 6.3 6.7 7.0 24.7

Discount unwind      (4.5) – – (0.1) (4.6)

At 28 February 2009      (173.4) (33.1) (33.6) (10.1) (250.2)

           

Analysed as:
            2009 2008
           £m £m

Current            (51.6) (26.1)

Non-current            (198.6) (72.6)

           (250.2) (98.7)

The onerous lease provision covers potential liabilities for onerous lease contracts for stores that have either closed, or where projected future trading 

revenue is insuffi cient to cover the lower of exit cost or value-in-use. Where the value-in-use calculation is lower, the provision is based on the present 

value of expected future cash fl ows relating to rents, rates and other property costs to the end of the lease terms net of expected sublet income. 

The majority of this provision is expected to be utilised over the period to 2016.

Provision is made at the year-end for the estimated costs of claims incurred by the Group’s captive insurance company but not settled at the balance 

sheet date, including the costs of claims that have arisen but have not yet been reported to the Group. The estimated cost of claims includes expenses 

to be incurred in settling claims. The majority of this provision is expected to be utilised over the period to 2013.

A number of organisational changes are being undertaken to improve the operational effi ciency of the Group and drive further cost productivity. 

Actions taken include a streamlining of head offi ce functions across all parts of the Group, restructuring of store-based staff and a consolidation of 

home delivery warehouses. The majority of this provision is expected to be utilised within one year.

Other provisions include legal claims and other sundry provisions. The majority of this provision is expected to be utilised within one year.

24. POST-EMPLOYMENT BENEFITS

The Group operates both defi ned benefi t and defi ned contribution plans. A defi ned benefi t plan is a pension plan that defi nes an amount of pension 

benefi t that an employee will receive on retirement, usually dependent on one or more factors such as age, years of service and compensation. 

A defi ned contribution plan is a pension plan under which both the Group and employees pay contributions into an independently administered fund. 

The cost of providing these benefi ts, recognised in the income statement, comprises the amount of contributions payable to the schemes in respect 

of the year.

Pension arrangements for UK employees are operated principally through a defi ned benefi t scheme (the Home Retail Group Pension Scheme) and 

a defi ned contribution scheme (the Home Retail Group Stakeholder Pension Scheme). In other countries, benefi ts are determined in accordance with 

local practice and regulations and funding is provided accordingly.

Defi ned benefi t schemes

The Home Retail Group Pension Scheme
The scheme has rules which specify the benefi ts to be paid and are fi nanced accordingly with assets being held in independently administered funds. 

A full actuarial valuation of this scheme is carried out every three years with interim reviews in the intervening years. The latest full actuarial valuation 

of the scheme was carried out as at 31 March 2006 by independent, qualifi ed actuaries, Watson Wyatt LLP, using the projected unit method. The next 

full actuarial valuation of the scheme will be carried out as at 31 March 2009.
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24. POST-EMPLOYMENT BENEFITS CONTINUED

The movements during the year in the net (liability)/asset recognised in the balance sheet were as follows: 
            2009 2008
           £m £m

Opening         83.7 9.3

Total charge recognised in the consolidated income statement        (8.6) (13.8)

Actuarial (loss)/gain recognised in the consolidated statement of recognised income and expense    (135.4) 73.9

Contributions paid         13.9 14.3

Closing         (46.4) 83.7

The estimated amount of contributions expected to be paid into the Home Retail Group Pension Scheme by the Group during the next fi nancial year 

is £13m.

The amounts recognised in the consolidated balance sheet are determined as follows: 
            2009 2008
           £m £m

Fair value of scheme assets         504.4 646.5

Present value of funded scheme liabilities        (539.8) (552.1)

(Defi cit)/surplus in the funded scheme         (35.4) 94.4

Present value of unfunded pension arrangements        (11.0) (10.7)

Retirement benefi t (liability)/asset recognised in the balance sheet      (46.4) 83.7

The amounts recognised in the consolidated income statement were as follows: 
            2009 2008
           £m £m

Current service cost         (20.4) (26.8)

Curtailment         0.6 –

Discount unwind on scheme liabilities         (33.9) (30.5)

Expected return on scheme assets         45.1 43.5

Total charge to consolidated income statement        (8.6) (13.8)

The current service cost includes £1.8m (2008: £2.2m) in respect of unfunded pension arrangements. 

The charge is recognised in the following line items in the consolidated income statement: 
            2009 2008
           £m £m

Administrative costs         (19.8) (26.8)

Finance expense (note 10)         (33.9) (30.5)

Finance income (note 10)         45.1 43.5

Total charge to consolidated income statement        (8.6) (13.8)
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IAS 19 valuations
The valuations used for IAS 19 have been based on the most recent actuarial funding valuations and have been updated by Watson Wyatt LLP to take 

account of the requirements of IAS 19 in order to assess the liabilities of the schemes at 28 February 2009 and 1 March 2008. The principal actuarial 

assumptions used to calculate the present value of the defi ned benefi t obligations were as follows:
            2009 2008
           % %

Rate of infl ation         3.4 3.5

Rate of increases for salaries         4.7 4.8

Rate of increase for pensions in payment        3.3 3.4

Rate of increase for deferred pensions         3.4 3.5

Discount rate         6.5 6.1

The impact of changing material assumptions is as follows:
          2009  2008

         Indicative  Indicative Indicative Indicative
         effect effect effect effect
        Increase/ on scheme on annual  on scheme  on annual
        decrease in liabilities service cost liabilities service cost 
        assumptions £m £m £m £m

Rate of infl ation      0.1%  +/- 9.4  +/- 0.6 +/- 12.4 +/- 0.8

Rate of increase for salaries      0.1%  +/- 2.2 +/- 0.2 +/- 3.4 +/- 0.3

Rate of increase for pensions in payment     0.1%  +/- 5.0 +/- 0.2 +/- 7.3 +/- 0.4

Rate of increase for deferred pensions      0.1%  +/- 2.8 +/- 0.1 +/- 3.4 +/- 0.2

Discount rate      0.1%   -/+ 11.0 -/+ 0.5 -/+ 14.6 -/+ 0.8

Life expectancy      1 year +/- 14.9 +/- 0.7 +/- 14.6 +/- 0.7

The discount rate is based on market yields on high-quality corporate bonds of equivalent currency and term to the defi ned benefi t obligation.

The IAS 19 valuation assumes that mortality will be in line with ‘PA92 Series’ tables with ‘medium cohort’ projections for mortality improvements up 

to the current year. The allowance for mortality improvements beyond the current year is based on medium cohort improvements with a 1% fl oor. 

Previously it had been assumed that the probability of death occurring at each age would decrease by approximately 0.25% each year. The effect of 

this change to the mortality assumption has been to add between 1 to 1.5 years to the average expectation of life on retirement.

Based on these assumptions the average expectation of life on retirement in normal health is assumed to be:

  22.5 years at age 65 for a male currently aged 65 (2008: 21.4)

  25.6 years at age 65 for a female currently aged 65 (2008: 24.3)

  23.9 years at age 65 for a male currently aged 50 (2008: 22.3)

  27.0 years at age 65 for a female currently aged 50 (2008: 25.1) 

The assets of the Home Retail Group Pension Scheme and the expected rates of return are summarised as follows:

         2009   2008

          Expected    Expected 
        Percentage long-term  Percentage long-term
       Fair of scheme rate of Fair of scheme rate of
       value assets return value assets return
       £m % % pa £m % % pa

Market value of scheme assets:            

Equities     302.3 60 8.4 438.0 68 8.1

Fixed interest securities     190.4 38 5.4 202.7 31 5.0

Other     11.7 2 4.5 5.8 1 5.3

       504.4 100 7.2 646.5 100 7.1

The overall expected rate of return on scheme assets is the weighted average of the best estimate of the individual asset categories and their inherent 

expected rates of return.
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24. POST-EMPLOYMENT BENEFITS CONTINUED

Changes in the present value of the defi ned benefi t obligation are as follows: 
            2009 2008
           £m £m

Opening defi ned benefi t obligation         (562.8) (628.0)

Current service cost         (20.4) (26.8)

Curtailment         0.6 –

Interest cost         (33.9) (30.5)

Contributions paid by employees         (6.8) (6.9)

Actuarial gain on liabilities recognised in the statement of recognised income and expense     58.9 118.7

Benefi ts paid         13.6 10.7

Closing defi ned benefi t obligation         (550.8) (562.8)

Changes in the market value of the scheme assets are as follows:
            2009 2008
           £m £m

Opening market value of scheme assets         646.5 637.3

Expected return         45.1 43.5

Actuarial loss on assets recognised in the statement of recognised income and expense     (194.3) (44.8)

Contributions paid by the Group         13.9 14.3

Contributions paid by employees         6.8 6.9

Benefi ts paid         (13.6) (10.7)

Closing market value of scheme assets        504.4 646.5

Cumulative actuarial (loss)/gain included in the statement of recognised income and expense    (101.4) 34.0

The actual return on scheme assets was a loss of £149.2m (2008: £1.3m loss).

History of experience gains and losses: 
         2009 2008 2007 2006 2005
        £m £m £m £m £m

Present value of defi ned benefi t obligation     (550.8)  (562.8) (628.0) (579.1) (465.5)

Fair value of scheme assets      504.4 646.5 637.3 604.6 392.5

Net (defi cit)/surplus on the scheme       (46.4) 83.7 9.3 25.5 (73.0)

Experience gain/(loss) on scheme liabilities     1.5  (4.3) 20.8 0.2 3.6

Percentage of scheme liabilities      0.3% (0.8%) 3.3% 0.0% 0.8%

Experience (loss)/gain on scheme assets       (194.3) (44.8) (18.0) 70.9 8.1

Percentage of scheme assets      (38.5%) (6.9%) (2.8%) 11.7% 2.1%

Defi ned contribution schemes

The pension cost represents contributions payable by the Group to the defi ned contribution schemes and amounted to £6.8m (2008: £6.2m). 

Contributions totalling £0.3m (2008: £0.3m) were payable to the schemes at 28 February 2009 and are included within trade and other payables.
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25. OTHER FINANCIAL ASSETS AND LIABILITIES
          Current Non-current Current Non-current
         2009 2009 2008 2008
         £m  £m  £m  £m 

Other fi nancial assets       

Forward foreign exchange contracts – cash fl ow hedges     25.5 – 3.8 –

Forward foreign exchange contracts – fair value hedges     28.2 – 0.5 –

Available-for-sale fi nancial assets       – 9.2 – 14.2

Total other fi nancial assets       53.7 9.2 4.3 14.2

       

Other fi nancial liabilities      

Forward foreign exchange contracts – cash fl ow hedges     (1.5) – (2.8) –

Total other fi nancial liabilities       (1.5) – (2.8) –

Forward foreign exchange contracts

The forward foreign exchange contracts are intended to hedge the foreign currency exposures of future purchases of inventory. The hedged cash fl ows 

are expected to occur up to one year into the future and will be transferred to inventory.

Gains and losses recognised in the hedging reserve in shareholders’ equity on forward foreign exchange contracts as at 28 February 2009 and 1 March 

2008 will be released to inventory within one year from the balance sheet date. The notional principal amounts of the outstanding forward foreign 

exchange contracts at 28 February 2009 were £671.9m (2008: £543.6m). The fair value of forward foreign exchange contracts is determined using 

quoted forward exchange rates at the balance sheet date.

Available-for-sale fi nancial assets 

Available-for-sale fi nancial assets are measured at fair value or, where fair value cannot be reliably measured, at cost less impairment.

26. DEFERRED TAX
            2009 2008
           £m £m

The movements on the net deferred tax account are as follows:  

Opening         (20.8) 29.6

Income statement credit/(charge) (note 11)        49.4 (28.6)

Rate change impact          – 1.0

Tax on pensions and share schemes credited/(charged) to shareholders’ equity      32.5 (22.8)

Closing         61.1 (20.8)

The deferred tax amounts recognised are as follows:  

Deferred tax assets:  

– Deferred tax asset to be recovered after more than one year       87.4 46.6

Deferred tax liabilities:  

– Deferred tax liability to be settled after more than one year       (26.3) (67.4)

Net deferred tax asset/(liability)         61.1 (20.8)
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The movement in deferred tax assets and liabilities during the year, without taking into consideration the offsetting of balances within the same tax 

jurisdiction, is as follows:
          Accelerated Other 
         Asset tax temporary 
         provisions depreciation differences Total
Deferred tax assets       £m £m £m £m

At 4 March 2007       43.2 – 31.2 74.4

Income statement charge       (5.6) – (1.1) (6.7)

Rate change impact       (2.4) – (0.9) (3.3)

Tax charged to equity       (1.1) – (16.7) (17.8)

At 1 March 2008       34.1 – 12.5 46.6

At 2 March 2008       34.1 – 12.5 46.6

Income statement credit/(charge)       28.5 – (12.0) 16.5

Tax charged to equity       1.1 – 37.9 39.0

Transfer from deferred tax liabilities       0.1 0.7 (15.5) (14.7)

At 28 February 2009       63.8 0.7 22.9 87.4

          Accelerated  
         Property tax  
         valuations depreciation Other Total
Deferred tax liabilities       £m £m £m £m

At 4 March 2007       (25.0) (20.5) 0.7 (44.8)

Income statement credit/(charge)       1.7 (11.8) (11.8) (21.9)

Rate change impact       1.5 2.2 0.6 4.3

Tax charged to equity       – – (5.0) (5.0)

At 1 March 2008       (21.8)  (30.1) (15.5) (67.4)

At 2 March 2008       (21.8) (30.1) (15.5) (67.4)

Income statement credit       2.1 30.8 – 32.9

Tax charged to equity       – – (6.5) (6.5)

Transfer to deferred tax assets       – (0.7) 15.4 14.7

At 28 February 2009       (19.7) – (6.6) (26.3)

Deferred tax assets are recognised for tax loss carry-forwards and other temporary differences to the extent that the realisation of the related tax 

benefi t through the future taxable profi ts is probable.

The Group has not recognised deferred tax assets of £1.1m (2008: £1.4m) in respect of all non-trading losses, which total £3.9m (2008: £5.0m), 

that can be carried forward against future taxable income. In addition, the Group has not recognised deferred tax assets of £32.2m (2008: £32.2m) 

in respect of capital losses, which total £114.9m (2008: £114.9m), that can be carried forward against future taxable gains. These losses are 

available indefi nitely.
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27. SHARE CAPITAL
        2009   2008 
        Number 2009  Number 2008
        of shares £m  of shares  £m

Authorised:        

Ordinary share capital of 10p each     2,000,500,000 200.1 2,000,500,000 200.1

         
        2009   2008 
        Number   Number 
        of shares 2009  of shares  2008
        m £m  m £m

Allotted, called-up and fully paid:

Ordinary share capital of 10p each      877.4 87.7  877.4 87.7

28. RECONCILIATION OF MOVEMENTS IN EQUITY
         Share Merger Other Retained 
        capital reserve reserves earnings Total
        £m £m £m £m £m 

At 2 March 2008      87.7 (348.4) 3.9 3,602.0 3,345.2

Loss for the fi nancial year      – – – (413.1) (413.1)

Net income/(expense) recognised in equity for the fi nancial year    – – 52.6 (98.7) (46.1)

Movement in share-based compensation reserve (note 29)    – – – 21.3 21.3

Net movement in own shares      – – (21.1) (0.4) (21.5)

Equity dividends paid during the year (note 12)     – – – (127.2) (127.2)

Other distributions      – – – (0.2) (0.2)

Total equity at 28 February 2009      87.7 (348.4) 35.4 2,983.7 2,758.4

         Share Merger Other Retained 
        capital reserve reserves earnings Total
        £m £m £m £m £m 

At 4 March 2007      87.7 (348.4) (11.4) 3,350.8 3,078.7

Profi t for the fi nancial year      – – – 294.6 294.6

Net income recognised in equity for the fi nancial year    – – 15.2 51.6 66.8

Movement in share-based compensation reserve (note 29)    – – – 21.6 21.6

Net movement in own shares      – – 0.1 2.3 2.4

Equity dividends paid during the year (note 12)     – – – (118.9) (118.9)

Total equity at 1 March 2008      87.7 (348.4) 3.9 3,602.0 3,345.2

Other distributions represents dividend equivalent amounts paid to participants in the Group’s share award schemes on exercise of awards under 

these schemes.

Merger reserve

The merger reserve arose on the demerger of the Group from GUS plc during 2006. 

Other reserves

Other reserves principally consist of shares held in trust, the hedging reserve and the translation reserve.
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28. RECONCILIATION OF MOVEMENTS IN EQUITY CONTINUED

Net movement in own shares represents the purchase, and subsequent utilisation or sale, of shares for the purpose of satisfying obligations arising 

from the Group’s share-based compensation schemes. Shares in Home Retail Group plc are held in the following trusts which have been established 

since demerger:

Home Retail Group Employee Share Trust (‘EST’)
The EST provides for the issue of shares to Group employees under share option and share grant schemes (with the exception of the Share Incentive 

Plan). At 28 February 2009, the EST held 20,082,708 shares with a market value of £42.7m. The shares in the EST are held within equity of the Group at 

a cost of £21.5m. During the year 11,398,812 shares were acquired for a cost of £21.6m, with the remaining shares in the EST having been acquired as 

part of the demerger from GUS plc in 2006 at no cost. Dividends on these shares are waived.

Home Retail Group Share Incentive Scheme Trust
The Home Retail Group Share Incentive Scheme Trust provides for the issue of shares to Group employees under the Share Incentive Plan. 

At 28 February 2009, the Trust held 1,345,240 shares with a market value of £2.9m. These shares are held within equity of the Group at a cost 

of £5.6m. No additional shares were purchased during the year.

29. SHARE-BASED PAYMENT ARRANGEMENTS

The Group operates a number of share-based payment schemes. These can be analysed into three categories, being those rolled over from old GUS plc 

schemes as a result of the demerger from GUS on 11 October 2006, incentive schemes specifi cally related to the demerger (‘Demerger incentive 

schemes’) and new Home Retail Group plc schemes subsequent to the demerger.

Prior to the demerger, a number of Home Retail Group plc employees participated in old GUS plc share-based payment schemes. As part of the 

demerger, some of these schemes had early vesting with vesting occurring prior to completion of the demerger, while others were modifi ed by rolling 

them over to become Home Retail Group plc share-based payment schemes. Specifi cally, all executive share option schemes in operation following 

the demerger from GUS plc were rolled over from a GUS plc share option arrangement to a Home Retail Group plc arrangement. Furthermore, certain 

share grant schemes (namely the co-investment plan and the performance share plan) which originally operated as GUS plc share grant schemes, 

were rolled over as Home Retail Group plc share grant schemes. Under IFRS 2, these changes were treated as modifi cations to the schemes and hence 

revalued as at the demerger date.

Summary of the total cost of share-based compensation in respect of ordinary shares in the Company
           52 weeks  52 weeks
           ended  ended
           28 February  1 March
           2009 2008
           £m £m

Share option awards         (7.4) (5.3)

Share grant awards         (13.9) (16.3)

Total expense recognised (all equity-settled)        (21.3) (21.6)

The total share-based payments charge of £21.3m (2008: £21.6m) includes £8.6m (2008: £10.4m) relating to demerger incentive schemes which, 

net of a credit relating to national insurance of £0.2m (2008: £1.3m charge), total £8.4m (2008: £11.7m), and are excluded from benchmark profi t 

before tax.

Summary of share option and share award arrangements

During the year ended 28 February 2009, Home Retail Group plc had a number of share option and share award arrangements for its employees, 

all of which are equity-settled. Details of these arrangements are as follows:

Rolled over from old GUS plc schemes 

Share options
The 1998 approved and non-approved executive share option schemes. Under these schemes, the exercise price of granted options is equal to the 

market price of the shares over the three dealing days preceding grant. Options are conditional on the employee completing three years’ service. The 

options are exercisable starting three years from the grant date, subject to the Group’s EPS compound annual growth exceeding compound annual 

retail price infl ation by 4% per annum over a continuous three-year period. This is not a market-based performance condition as defi ned by IFRS 2. 

The options have a maximum term of 10 years. No new options have been granted under these schemes since demerger.
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Share awards
The (ex-GUS plc) performance share plan. Awards made under this plan will normally vest three years after the date of grant for nil consideration, 

with the percentage of the award distributed to participants determined by ranking total shareholder return relative to a comparator group, which 

is considered a market-based performance condition under IFRS 2. Awards under this plan have been valued using a Monte Carlo simulation with 

historic volatilities and correlations measured over the three-year period preceding valuation.

The (ex-GUS plc) co-investment plan permitted the awards of matching shares to participants, conditional on the achievement of specifi ed 

performance targets related to the benchmark operating profi t of the Group. The matching shares are a nil consideration option and have been 

classifi ed as an award of shares because the nature of the award is the same. The grant date is the start of the fi nancial year in which performance 

is assessed, which is one year before the quantity of shares awarded is determined. Awards made under this plan will normally vest after a four-year 

period for nil consideration, and participants have a further two years to exercise their awards. The underlying value of the award is known at grant 

date, subject to the outcome of the performance condition.

Demerger incentive schemes

Share awards
The performance share plan. Awards made under this plan will normally vest three years after the date of grant, at which time shares will be 

distributed to participants for nil consideration.

The re-investment plan is a three-part scheme running over three, four and fi ve years, under which participants were awarded matching shares. 

The matching shares are a nil consideration option and have been classifi ed as an award of shares because the nature of the award is the same. 

The percentage of the award distributed to participants is conditional upon continued service, ranking of total shareholder return relative to a 

comparator group and the achievement of specifi ed performance targets related to the return on invested capital of the Group. The total shareholder 

return performance condition is considered a market-based performance condition under IFRS 2. Awards under this plan have been valued using a 

Monte Carlo simulation with historic volatilities and correlations measured over the three-year period preceding valuation.

The long-term incentive plan. Under the long-term incentive plan a one-off grant of matching shares was made to participants at demerger, based 

upon the operating profi t performance of the Group over the three years prior to demerger. The matching shares are a nil consideration option and 

have been classifi ed as an award of shares because the nature of the award is the same. The quantity of shares was determined at demerger, following 

assessment of performance, and awarded in June 2007. The awards made under this plan will normally vest two years later, and participants have a 

further two years to exercise their awards.

The share incentive plan was a one-off free share grant to all employees at the time of the demerger. The shares are being held in a trust on behalf of 

participants and will normally be forfeited if a participant’s employment with the Group ceases within three years of the grant date. Participants can 

exercise their awards after the three-year period, however awards can be exercised free of tax after a further two years. The shares continue to be held 

by the trust until the awards are either exercised by participants or lapse.

New Home Retail Group plc schemes 

Share options
The Home Retail Group plc Sharesave Plan permits the grant to employees of options over the Company’s shares linked to a building society 

save-as-you-earn contract for a term of three or fi ve years with contributions from employees of between £5 and £250 per month. Options are 

normally capable of being exercised at the end of the three- or fi ve-year period at an exercise price calculated at a 20% discount to market price 

over the three dealing days preceding invitation to participants. Options must be exercised within six months of the end of the three- or fi ve-year 

save-as-you-earn contract.

Share awards
The performance share plan. Awards made under this plan will normally vest three years after the date of grant for nil consideration, with the 

percentage of the award distributed to participants determined by ranking total shareholder return relative to a comparator group, which is considered 

a market-based performance condition under IFRS 2. Awards under this plan have been valued using a Monte Carlo simulation with historic volatilities 

and correlations measured over the three-year period preceding valuation.
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29. SHARE-BASED PAYMENT ARRANGEMENTS CONTINUED

The co-investment plan permits the awards of matching shares to participants. The matching shares are a nil consideration option and have been 

classifi ed as an award of shares because the nature of the award is the same. Awards made under this plan will normally vest after a four-year period 

for nil consideration, and participants have a further two years to exercise their awards. Vesting will normally be conditional on the achievement of 

specifi ed performance targets in two stages. The grant date is the start of the fi nancial year in which the fi rst performance stage (the achievement 

of specifi ed performance targets related to the benchmark operating profi t of the Group) is assessed, which is one year before the quantity of shares 

awarded is determined. For awards granted during the year, the percentage of the award distributed to participants will be determined by the extent 

to which the targets for the second performance stage (the achievement of specifi ed performance targets related to the EPS growth and return on 

invested capital of the Group from the second to fourth years following grant) are met.

Information relating to share option valuation techniques

The Company uses the Black-Scholes option pricing model to determine an appropriate value of the option grants. The estimated fair values and inputs 

into the option pricing model are as follows:

           52 weeks  52 weeks
           ended ended
           28 February 1 March
Options granted over Home Retail Group plc shares under the Home Retail Group plc Sharesave Plan    2009 2008

Weighted average:

Fair value (£)         0.55 1.08

Share price on grant date (£)         2.38 4.70

Exercise price (£)         1.90 3.79

Expected volatility         42.4% 24.3%

Expected dividend yield         6.2% 3.1%

Risk free interest rate         4.4% 5.4%

Expected option life to exercise         3.7 years 3.8 years

Expected volatility is a measure of expected fl uctuations in the share price over the expected life of an option. The measure of volatility used by the 

Company in its pricing model during the year ended 28 February 2009 has been calculated by using implied volatility from market quoted prices of 

traded options over the Company’s shares. For the year ended 1 March 2008, as limited historical volatility existed for the Company’s share price, 

an average of volatilities was calculated from comparator companies.

Reconciliation of movement in the number of share options 
         52 weeks ended   52 weeks ended
         28 February 2009  1 March 2008

          Weighted  Weighted
          average  average
         Number of exercise price Number of exercise price
         options  £  options  £ 

Outstanding at beginning of year       17,160,056 3.76 9,958,258 3.70

Granted       14,266,007 1.90 9,777,675 3.79

Forfeited       (7,828,759) 3.48 (1,801,009) 3.77

Exercised       (758) 1.90 (679,050) 3.45

Expired       (349,307) 3.73 (95,818) 3.36

Outstanding at year-end       23,247,239 2.71 17,160,056 3.76

Exercisable at year-end       4,733,476 3.57 462,044 3.39

The weighted average share price for share options exercised during the year was £2.14 (2008: £4.44).
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Share options outstanding at the end of the year

Share options at the end of the year had the following exercise prices and remaining contractual lives:

         As at 28 February 2009

         Weighted Weighted average remaining lives
         average   
Range of exercise prices      Number of exercise price  Expected Contractual
£        options  £   years  years 

1.00 – 1.99      12,984,269 1.90  3.3 3.8

2.00 – 2.99      34,097 2.79  – 3.9

3.00 – 3.99      10,228,873 3.74  1.1 5.8

         As at 1 March 2008

         Weighted Weighted average remaining lives
         average   
Range of exercise prices      Number of exercise price  Expected Contractual
£        options  £   years  years 

1.00 – 1.99      – –  – –

2.00 – 2.99      38,350 2.80  – 4.9

3.00 – 3.99      17,121,706 3.76  2.5 5.8

Information relating to share award valuation techniques

The value of the awards is determined as the observed market closing share price on the date awarded grants are issued to participants. For the 

co-investment plan, this occurs after the fi rst year of performance is assessed. The performance share plan’s and the re-investment plan’s market-

based performance condition is included in the fair value measurement on grant date and is not revised for actual performance.

All of the share awards are equity-settled. Under the share awards, the participants have an entitlement to either dividend equivalents or dividend 

distributions from issue date until point of vesting. The observed market share price on the day of valuation is considered inclusive of future 

dividend distributions.

There were 7,609,354 ordinary share awards (2008: 3,962,197) granted during the year with a weighted average fair value of £1.84 (2008: £3.14).

30. OPERATING LEASES
            2009 2008
           £m £m

Future aggregate minimum lease payments under non-cancellable operating leases are as follows:  

Less than one year         (393.0) (358.9)

Between one and fi ve years         (1,394.3) (1,359.7)

More than fi ve years         (2,537.0) (2,611.5)

Total operating leases         (4,324.3) (4,330.1)

The Group leases various retail stores, offi ces and warehouses under non-cancellable operating lease agreements. The leases have varying terms, 

escalation clauses, contingent rentals and renewal rights.

31. COMMITMENTS
            2009 2008
           £m £m

Capital expenditure for which contracts have been placed:  

Property, plant and equipment         (17.6) (25.8)

Intangible assets         (4.0) –

Total commitments         (21.6) (25.8)
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32. CONTINGENT LIABILITIES

There are a number of contingent liabilities that arise in the normal course of business, which if realised, are not expected to result in a material liability 

to the Group.

33. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT
           52 weeks ended 52 weeks ended
           28 February 1 March
            2009 2008
Cash generated from operations         £m £m

(Loss)/profi t before tax         (394.2) 426.0

Adjustments for:  

Share of post-tax losses/(profi ts) of joint ventures and associates       2.4 (1.6)

Net fi nancing income         (10.2) (37.3)

Operating (loss)/profi t         (402.0) 387.1

   

(Profi t)/loss on sale of property, plant and equipment       (0.2) 0.4

Depreciation and amortisation         159.4 151.6

Impairment losses         533.9 10.3

Finance expense charged to Financial Services cost of sales       13.6 19.6

   

Decrease/(increase) in inventories         74.5 (98.4)

Decrease/(increase) in receivables         12.6 (21.2)

(Decrease)/increase in payables         (97.3) 71.5

Movement in working capital         (10.2) (48.1)

   

Increase in provisions         146.9 9.2

Movement in retirement benefi ts         5.9 12.5

Share-based payment expense (net of dividend equivalent payments)      21.1 21.6

Cash generated from operations         468.4 564.2

           52 weeks ended 52 weeks ended
           28 February 1 March
            2009 2008
Reconciliation of net increase in cash and cash equivalents to movement in net debt     £m £m

Net cash at beginning of the year         174.0 60.2

Effect of foreign exchange rate changes         4.0 1.8

Net increase/(decrease) in cash and cash equivalents        31.4 (111.6)

Decrease in debt          – 223.6

Net cash at the end of the year         209.4 174.0

            2009 2008
Non-GAAP measures        Notes £m £m

Financing net cash:    
Cash at bank and in hand        21 209.4 174.0
Current asset investments        20 75.0 –

Total fi nancing net cash         284.4 174.0

Major non-cash transactions

The Group did not enter into any new fi nance lease arrangements during the year (2008: £nil).

Notes to the fi nancial statements continued
For the 52 weeks ended 28 February 2009
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34. RELATED PARTIES

The ultimate parent company of the Group is Home Retail Group plc. The principal subsidiary and associate undertakings at 28 February 2009 are 

shown in note 36. Transactions between Home Retail Group plc and its subsidiaries have been eliminated on consolidation and are not disclosed in 

this note. Transactions carried out with related parties in the normal course of business are summarised below:

Joint Venture

The Group lent £2.0m (2008: £nil) to a joint venture, Home Retail Group Personal Finance Limited. The total loan of £10.1m (2008: £8.1m) was 

outstanding as at 28 February 2009.

Key management personnel

Remuneration of key management personnel is disclosed in note 8. During the year, there were no material transactions or balances between the 

Group and its key management personnel or members of their close families.

Home Retail Group pension plans

Transactions between the Group and the Home Retail Group pension plans are disclosed in note 24.

35. POST BALANCE SHEET EVENTS

There are no material post balance sheet events.

36. PRINCIPAL SUBSIDIARY AND ASSOCIATED UNDERTAKINGS
         Country of Percentage of
        Description  incorporation ordinary shares held

Home Retail Group (UK) Limited*   Group holding company England 100

Argos Limited  General merchandise retailing England 100

Argos Distributors (Ireland) Limited  General merchandise retailing Republic of Ireland 100

Homebase Limited  Home enhancement retailing England 100

Homebase House and Garden Centre Limited Home enhancement retailing Republic of Ireland 100

Hampden Group Limited  Home enhancement retailing Northern Ireland 100

Home Retail Group Card Services Limited Financial services England 100

ARG Personal Loans Limited  Financial services England 100

Argos Business Solutions Limited  Financial services England 100

Home Retail Group Insurance Services Limited Financial services England 100

Home Retail Group (Hong Kong) Limited Product sourcing for the Hong Kong 100

    Home Retail Group companies

* Held directly by the Parent Company

Details of interests in joint ventures and associated undertakings are given within note 17.

Notes to the fi nancial statements continued
For the 52 weeks ended 28 February 2009
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We have audited the Parent Company fi nancial statements of Home Retail Group plc for the 52 weeks ended 28 February 2009 which comprise the 

Parent Company balance sheet and the related notes. These Parent Company fi nancial statements have been prepared under the accounting policies 

set out therein. We have also audited the information in the directors’ remuneration report that is described as having been audited.

We have reported separately on the Group fi nancial statements of Home Retail Group plc for the 52 weeks ended 28 February 2009.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report, the directors’ remuneration report and the Parent Company fi nancial statements in 

accordance with applicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set out in 

the statement of directors’ responsibilities.

Our responsibility is to audit the Parent Company fi nancial statements and the part of the directors’ remuneration report to be audited in accordance 

with relevant legal and regulatory requirements and International Standards on Auditing (UK and Ireland). This report, including the opinion, has been 

prepared for and only for the Company’s members as a body in accordance with Section 235 of the Companies Act 1985 and for no other purpose. We 

do not, in giving this opinion, accept or assume responsibility for any other purpose or to any other person to whom this report is shown or into whose 

hands it may come save where expressly agreed by our prior consent in writing.

We report to you our opinion as to whether the Parent Company fi nancial statements give a true and fair view and whether the Parent Company 

fi nancial statements and the part of the directors’ remuneration report to be audited have been properly prepared in accordance with the Companies 

Act 1985. We also report to you whether in our opinion the information given in the directors’ report is consistent with the Parent Company fi nancial 

statements. The information given in the directors’ report includes that specifi c information that is cross referred from the principal activities and 

business review section of the directors’ report.

In addition we report to you if, in our opinion, the Company has not kept proper accounting records, if we have not received all the information and 

explanations we require for our audit, or if information specifi ed by law regarding directors’ remuneration and other transactions is not disclosed.

We read other information contained in the annual report and consider whether it is consistent with the audited Parent Company fi nancial statements. 

The other information comprises only the chairman’s statement, the business review, the Board of Directors, the directors’ report which incorporates 

the corporate governance statement, the unaudited part of the directors’ remuneration report and the Group four-year summary. We consider the 

implications for our report if we become aware of any apparent misstatements or material inconsistencies with the Parent Company fi nancial 

statements. Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit 

includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the Parent Company fi nancial statements and the part of 

the directors’ remuneration report to be audited. It also includes an assessment of the signifi cant estimates and judgments made by the directors in 

the preparation of the Parent Company fi nancial statements, and of whether the accounting policies are appropriate to the Company’s circumstances, 

consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us with 

suffi cient evidence to give reasonable assurance that the Parent Company fi nancial statements and the part of the directors’ remuneration report to 

be audited are free from material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the 

overall adequacy of the presentation of information in the Parent Company fi nancial statements and the part of the directors’ remuneration report to 

be audited.

Opinion

In our opinion:

  the Parent Company fi nancial statements give a true and fair view, in accordance with United Kingdom Generally Accepted Accounting Practice, of the 

state of the Company’s affairs as at 28 February 2009;

  the Parent Company fi nancial statements and the part of the directors’ remuneration report to be audited have been properly prepared in accordance 

with the Companies Act 1985; and

  the information given in the directors’ report is consistent with the Parent Company fi nancial statements. 

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors

London

29 April 2009

Independent auditors’ report to the members 
of Home Retail Group plc – Parent
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           28 February 1 March
            2009 2008
           Notes £m  £m 

Fixed assets    

Investment in subsidiary        5 2,895.6 2,895.6 

    

Current assets   

Debtors – amounts falling due within one year       6 2.5 163.8 

    

Current liabilities   

Creditors – amounts falling due within one year       7 (270.3) (297.9) 

Net current liabilities         (267.8) (134.1) 

Total assets less current liabilities         2,627.8 2,761.5 

Net assets         2,627.8 2,761.5 

Capital and reserves    

     

Called up share capital        8 87.7 87.7

Profi t and loss account        9 2,540.1 2,673.8

Equity shareholders’ funds         2,627.8 2,761.5

The fi nancial statements were approved by the Board of Directors on 29 April 2009 and were signed on its behalf by:

Terry Duddy,   Richard Ashton,

Chief Executive   Finance Director

Parent Company balance sheet
At 28 February 2009
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1. GENERAL INFORMATION

Home Retail Group plc is a public limited company incorporated and domiciled in England under the Companies Act 1985 and listed on the London 

Stock Exchange. The Company’s registered number is 5863533 and the registered offi ce of the Company is Avebury, 489 – 499 Avebury Boulevard, 

Milton Keynes MK9 2NW.

2. SUMMARY OF PRINCIPAL ACCOUNTING POLICIES

Basis of accounting

These separate fi nancial statements of Home Retail Group plc (‘the Company’) are presented as required by the Companies Act 1985 (‘the Act’), and 

were approved by the Board on 29 April 2009. They have been prepared on a going concern basis and under the historical cost convention modifi ed for 

the revaluation of certain fi nancial instruments, and in accordance with the Companies Act 1985 and applicable UK Generally Accepted Accounting 

Principles (‘UK GAAP’).

The Company is the ultimate parent entity of Home Retail Group (‘the Group’). The Company’s fi nancial statements are included in Home Retail 

Group plc’s consolidated fi nancial statements for the 52 weeks ended 28 February 2009. As permitted by section 230 of the Act, the Company has 

not presented its own profi t and loss account. The Company has also taken advantage of the exemption from preparing a cash fl ow statement under 

the terms of FRS 1 (Revised 1996) ‘Cash Flow Statements’. The Company is also exempt under the terms of FRS 8 ‘Related Party Disclosures’ from 

disclosing transactions with other members of the Home Retail Group.

The Company has applied the provisions for merger relief under section 131 of the Act; as a consequence no share premium was recorded in respect of 

the shares issued. The investment in Home Retail Group (UK) Limited has also been recorded at the nominal value of shares issued under the provision 

of section 133 of the Act (provision supplementing section 131 of the Act).

Financial instruments

The Company classifi es its fi nancial instruments in the following categories: fi nancial assets at fair value through profi t or loss and loans and 

receivables. The classifi cation depends on the purpose for which the fi nancial instruments were acquired. Management determines the classifi cation 

of its fi nancial instruments at initial recognition and re-evaluates this position at every reporting date. 

Financial assets and liabilities at fair value through profi t or loss
Financial assets and liabilities at fair value through profi t or loss are so designated by management on initial recognition. Derivatives are generally 

designated as hedges. Items in this category are classifi ed as current assets or current liabilities if they are either held for trading or are expected 

to be realised within 12 months of the balance sheet date.

Loans and receivables
Loans and receivables are non-derivative fi nancial assets with fi xed or determinable payments that are not quoted in an active market. They arise 

when the Company provides money, goods or services directly to a debtor with no intention of trading the receivable. They are included in current 

assets, except for those with maturities greater than 12 months after the balance sheet date, which are classifi ed as non-current assets. Loans and 

receivables comprise trade and other receivables, cash and cash equivalents and current asset investments in the balance sheet.

Investments

Investments are included in the balance sheet at their cost of acquisition. Where appropriate, a provision is made for any impairment in their value.

Dividend distribution

Final dividends proposed by the Board of Directors and unpaid at the year-end are not recognised in the fi nancial statements, until they have been 

approved by the shareholders at the Annual General Meeting. Interim dividends are recognised when paid. 

Share-based payments

The Company operates a number of equity-settled, share-based compensation plans for the benefi t of employees of its subsidiary companies. 

The fair value of the shares granted is recognised as an expense after taking into account the best estimate of the number of awards expected to vest. 

The Company revisits the vesting estimate at each balance sheet date. Non-market performance conditions are included in the vesting estimate. 

Expenses are incurred over the vesting period and are recharged in full to the employing subsidiary companies. Fair value is measured at the date of 

grant using whichever of the Black-Scholes, Monte Carlo model and closing market price is most appropriate to the award. Market-based performance 

conditions are included in the fair value measurement on grant date and are not revisited for actual performance.

Notes to the Parent Company fi nancial statements
For the 52 weeks ended 28 February 2009
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3. PROFIT AND LOSS ACCOUNT DISCLOSURES

The Company’s loss on ordinary activities was £6.2m (2008: £6.6m loss). 

The Company has no employees, other than the Company directors. No directors received any remuneration from the Company during either year. 

Further information on directors’ remuneration, which forms part of the audited Group fi nancial statements, can be found in the directors’ 

remuneration report on pages 58 to 66.

There were no non-audit services.

4. DIVIDENDS
           52 weeks  52 weeks 
           ended ended
           28 February 1 March
           2009 2008
Amounts recognised as distributions to equity holders       £m £m

Final dividend of 10.0p (2008: 9.0p) per share for the prior year        86.8 78.1

Interim dividend of 4.7p per share (2008: 4.7p) for the current year      40.4 40.8

Ordinary dividends on equity shares         127.2 118.9

A fi nal dividend in respect of the year ended 28 February 2009 of 10.0p per share, amounting to a total fi nal dividend of £85.6m, has been 

recommended by the Board of Directors, and is subject to approval by the shareholders at the Annual General Meeting. This would make a total 

dividend for the year of 14.7p per share, amounting to £126.0m. The recommended dividend has not been included as a liability at 28 February 2009 

in accordance with FRS 21 ‘Events after the Balance Sheet Date’. It will be paid on 22 July 2009 to shareholders who are on the register of members 

at close of business on 22 May 2009. The Home Retail Group Employee Share Trust (‘EST’) has waived its entitlement to dividends in the amount 

of £1.8m (2008: £1.3m). 

5. INVESTMENT IN SUBSIDIARY
            2009 2008
           £m £m

Cost  

At beginning and end of the year         2,895.6 2,895.6

The Company’s sole investment is in Home Retail Group (UK) Limited, which is a 100% owned subsidiary incorporated within the UK and is a Group 

holding company.

6. DEBTORS
            2009 2008
           £m £m

Amounts owed by Group companies         – 161.6

Taxation         2.5 2.2

           2.5 163.8

The amounts owed by Group companies were unsecured, repayable on demand and non-interest bearing. The amounts owed by Group companies 

were repaid in full during the current year.

 

Notes to the Parent fi nancial statements continued
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7. CREDITORS – AMOUNTS FALLING DUE IN ONE YEAR
            2009 2008
           £m £m

Amounts owed to Group companies         (269.8) (297.9)

Other creditors         (0.5) –

           (270.3) (297.9)

All amounts owed to Group companies as at 28 February 2009 are unsecured, non-interest bearing and repayable on demand. The amounts owed to 

Group companies as at 1 March 2008 included an unsecured loan of £191.5m taken out on 10 October 2006 with Stanhope Finance Limited, a Group 

company. Interest was fi xed and charged at 4.91%. 

8. CALLED UP SHARE CAPITAL
        2009   2008 
        Number 2009  Number 2008
        of shares £m  of shares  £m

Authorised:        

Ordinary share capital of 10p each     2,000,500,000 200.1 2,000,500,000 200.1

         
        2009   2008 
        Number   Number 
        of shares 2009  of shares  2008
        m £m  m £m

Allotted, called-up and fully paid:

Ordinary share capital of 10p each      877.4 87.7  877.4 87.7

Notes to the Parent fi nancial statements continued
For the 52 weeks ended 28 February 2009
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9. RESERVES
           Treasury Profi t  
           and EST and loss 
           shares account Total
           £m £m £m 

At 2 March 2008        (6.0) 2,679.8 2,673.8

Loss for the fi nancial year        – (6.2) (6.2)

Net movement in own shares        (21.1) (0.4) (21.5)

Equity dividends paid during the year        – (127.2) (127.2)

Movement in share-based compensation reserve       – 21.3 21.3

Other distributions        – (0.1) (0.1)

At 28 February 2009        (27.1) 2,567.2 2,540.1

          Treasury Profi t  
           and EST and loss 
           shares account Total
           £m £m £m 

At 4 March 2007        (6.1) 2,783.7 2,777.6

Loss for the fi nancial year        – (6.6) (6.6)

Net movement in own shares        0.1 – 0.1

Equity dividends paid during the year        – (118.9) (118.9)

Movement in share-based compensation reserve       – 21.6 21.6

At 1 March 2008        (6.0) 2,679.8 2,673.8

Other distributions represents dividend equivalent amounts paid to participants in the Group’s share award schemes on exercise of awards under 

these schemes.

Net movement in own shares represents the purchase, and subsequent utilisation or sale, of shares for the purpose of satisfying obligations arising 

from the Group’s share-based compensation schemes. Shares in Home Retail Group plc are held in the following trusts which have been established 

since demerger:

Home Retail Group Employee Share Trust (‘EST’)
The EST provides for the issue of shares to Group employees under share option and share grant schemes (with the exception of the Share Incentive 

Plan). At 28 February 2009, the EST held 20,082,708 shares with a market value of £42.7m. The shares in the EST are held within equity of the Group at 

a cost of £21.5m. During the year 11,398,812 shares were acquired for a cost of £21.6m, with the remaining shares in the EST having been acquired as 

part of the demerger from GUS plc in 2006 at no cost. Dividends on these shares are waived.

Home Retail Group Share Incentive Scheme Trust
The Home Retail Group Share Incentive Scheme Trust provides for the issue of shares to Group employees under the Share Incentive Plan. 

At 28 February 2009, the Trust held 1,345,240 shares with a market value of £2.9m. These shares are held within equity of the Group at a cost 

of £5.6m. No additional shares were purchased during the year.

10. COMMITMENTS

On 12 July 2006, Argos Limited, a subsidiary of the Company, entered into a fi ve-year multi-currency revolving loan facility of £700m with a 

syndicated group of banks. This facility has since been extended by one year and then subsequently £685m of this facility has been extended 

a further year. On 27 October 2006 the Company acceded to this facility as a borrower and a guarantor. As at the balance sheet date there were 

no drawings made under this facility.

There are no capital or operating lease commitments. 

Notes to the Parent fi nancial statements continued
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Group four-year summary

         52-week 52-week 52-week 52-week
         period to period to pro forma to pro forma to
         28 February 1 March 3 March 4 March
         2009 2008 2007 2006
Income statement       £m  £m  £m  £m 

Argos        4,281.9 4,320.9 4,164.0 3,858.8

Homebase       1,513.2 1,568.5 1,594.2 1,559.0

Financial Services       102.3 95.4 93.2 92.5

Sales        5,897.4 5,984.8 5,851.4 5,510.3

     

Argos        303.6 376.2 325.0 297.0

Homebase       14.9 45.1 53.4 51.4

Financial Services       6.1 5.5 5.0 6.1

Central Activities       (24.2) (28.8) (24.0) (22.7)

Benchmark operating profi t       300.4 398.0 359.4 331.8

    

Net fi nancing income       29.7 33.3 16.6 9.5

Share of post-tax (loss)/profi t of joint ventures and associates     (2.4) 1.6 0.7  (4.2) 

Benchmark PBT       327.7 432.9 376.7 337.1

Statistics
         52-week 52-week 52-week 52-week
         period to period to pro forma to pro forma to
         28 February 1 March 3 March 4 March
Argos       2009 2008 2007 2006

Like-for-like change in sales       (4.8%) 0.7% 2.4% (1.4%)

New space contribution to sales change       3.9% 3.1% 5.5% 7.5%

Total sales change       (0.9%) 3.8% 7.9% 6.1%

     

Number of stores at year-end       730 707 680 655

Of which Argos Extra stocked-in       314 278 238 189

     

Homebase    

Like-for-like change in sales       (10.2%) (4.1%) (1.4%) (3.1%)

New space contribution to sales change       6.7% 2.5% 3.6% 3.1%

Total sales change       (3.5%) (1.6%) 2.2% 0.0%

     

Number of stores at year-end       345 331 310 297

Of which contain a mezzanine fl oor       188 181 165 144

     

Financial Services 

Store card gross receivables (£m)       488 482 448 378
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Group four-year summary continued

         28 February  1 March 3 March 31 March
         2009 2008 2007 2006
Balance sheet       £m  £m £m £m

Invested capital       2,487.7 3,139.5 3,011.8 3,107.2

Retirement benefi t (obligations)/assets       (46.4) 83.7 9.3 25.5

Net tax assets/(liabilities)       32.7 (52.0) (2.6) (4.8)

Financing net cash/(pro forma net debt)       284.4 174.0 60.2 (200.0)

Pro forma net assets       2,758.4 3,345.2 3,078.7 2,927.9

Net GUS group balances       – – – 22.0

Reported net assets       2,758.4 3,345.2 3,078.7 2,949.9

    
         52-week 52-week 52-week 52-week
         period to period to pro forma to pro forma to
         28 February 1 March 3 March 4 March
         2009 2008 2007 2006
Benchmark pre-tax return on invested capital      £m  £m  £m  £m 

Benchmark operating profi t       300.4 398.0 359.4 331.8

Share of post-tax (loss)/profi t of joint ventures and associates     (2.4) 1.6 0.7 (4.2)

Benchmark pre-tax return       298.0 399.6 360.1 327.6

Benchmark pre-tax return on invested capital      12.0% 12.7% 12.0% 10.5%

    
         52-week 52-week 52-week 52-week
         period to period to pro forma to pro forma to
         28 February 1 March 3 March 4 March
Earnings and dividends       2009  2008 2007   2006 

Basic benchmark EPS       25.9p 33.9p 29.3p 25.6p

Dividends per share (interim paid and fi nal proposed)      14.7p 14.7p 13.0p n/a

Dividend cover       1.76x 2.31x 2.25x n/a

The change in both the year-end and the Group’s capital structure on demerger in 2006 resulted in statutory reported results that are non-comparable. 

To assist with analysis and comparison, certain pro forma information has therefore been provided in respect of the comparative periods to eliminate 

the distortions of these two impacts on the performance of the Group. 
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Who are the Group’s shareholders?

The Group had 33,966 ordinary shareholders at 28 February 2009, comprising a mix of corporations and individuals. Their holdings can be analysed 

as follows:
        Percentage of  
      Number of  total number  Number of  Percentage of
      shareholders  of shareholders  ordinary shares  ordinary shares

Over 1,000,000     122   0.36   696,110,636   79.33

100,001 – 1,000,000     353   1.04   118,024,568   13.45

10,001 – 100,000     844   2.48   24,848,692   2.83

5,001 – 10,000     1,103   3.25   7,468,840   0.85

2,001 – 5,000     4,195   12.35   12,679,862   1.45

1 – 2,000     27,349  80.52  18,312,403  2.09

      33,966   100.00  877,445,001   100.00

        Percentage of  
      Number of  total number  Number of  Percentage of
      shareholders  of shareholders  ordinary shares  ordinary shares

Corporate    4,708   13.86  834,241,832   95.08

Individuals*    29,258   86.14  43,203,169   4.92

      33,966   100.00  877,445,001   100.00

* Employee shareholdings under the Group’s share schemes are held in trust and are not therefore refl ected in the number of individual shareholders.

I have an enquiry or want to update my details. Who should I contact?

For all enquiries and shareholder administration, please contact Capita Registrars:

Postal address: Capita Registrars, Northern House, Woodsome Park, Huddersfi eld HD8 0GA.

email: homeretailgroup@capitaregistrars.com

Telephone: 0871 664 0437* (from abroad +44 20 8639 3377).

Text phone: 0871 664 0532* (from abroad +44 20 8639 2062).

Fax number: 01484 600914 (from abroad +44 1484 600914).

*Calls cost 10p per minute plus network extras.

Can I choose to receive information by email?

Shareholders can register to receive reports and notifi cations by email, browse shareholder information and submit voting instructions at 

www.homeretailgroup-shares.com. This service is provided by Capita Registrars.

Does the Group have an investor relations website?

Investor relations information, such as webcasts of results presentations to analysts and investors and accompanying slides, is available at 

www.homeretailgroup.com.

Can I reinvest my dividends?

Shareholders can use their cash dividends to purchase further shares in the Group through the dividend reinvestment plan. Completed mandate 

forms for this year’s fi nal dividend must be received by Capita Registrars by 27 June 2009. To fi nd out more or obtain a mandate form, please contact 

Capita Registrars.

Shareholder information
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Where can I fi nd the Group’s share price?

www.homeretailgroup.com

Does the Group provide a share dealing facility?

Investors can buy or sell Group shares through Capita Share Dealing Services. Go to www.capitadeal.com or call 0871 664 0445 (calls cost 10p 

per minute plus network extras) between 8.00 am and 4.30 pm weekdays.

When are the next major events for shareholders?

Final dividend ex-dividend  20 May 2009

Final dividend record  22 May 2009

Interim Management Statement  11 June 2009

Annual General Meeting  1 July 2009

Payment of fi nal dividend  22 July 2009

When and where is this year’s AGM?

The 2009 AGM will be held from 11.00 am on Wednesday 1 July 2009 at the Jurys Inn Milton Keynes, Midsummer Boulevard, Milton Keynes MK9 2HP.

Where is the registered offi ce?

The registered offi ce address is Home Retail Group plc, Avebury, 489-499 Avebury Boulevard, Milton Keynes MK9 2NW. 

The Company is registered in England and Wales, No. 5863533.

Shareholder information continued
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