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This document comprises an advertisement for the purposes of paragraph 3.3.2R of the Prospectus REIES madq’ %f o D
under Part VI of the Financial Services and Markets Act 2000 (the “FSMA”) and has been prep ared solely in

connection with the proposed offer to certain institutional and professional investors (the “Offer™) Sy e‘drfh;i A io:
shares (the “Shares”) of Debenhams plc (the “Company”). The information in this document, Wthh 1s in draft 8 Y f
form, is subject to updating, completion, revision, verification and amendment. The ﬁn@\Tp ] Séf’lsedtusﬁ’ WA T
(the “Prospectus’) in connection with the admission of the Shares to the Official List of the F1nanc1a1 er\/f&es' IMA T a“' ARl
Authority (the “Financial Services Authority”) and to trading on the London Stock Exchange’s main market for

listed securities (‘“‘Admission”) will be published in due course. The information in this document is not

inaccurate or misleading and is consistent with the information required to be in the Prospectus. Although it is

intended that the Prospectus will be approved by the Financial Services Authority as a prospectus prepared in

accordance with the Prospectus Rules made under section 73A of the FSMA, this document has not been so

approved. Similarly, although it is intended that the Prospectus will be made available to the public in accordance

with the Prospectus Rules, this document has not been made so available.

This document does not constitute or form part of any offer or invitation to sell or issue, or any solicitation of any
offer to purchase or subscribe for, any Shares or any other securities, nor shall it (or any part of it), or the fact of
its distribution, form the basis of, or be relied on in connection with, any contract therefor. In particular, this
document refers to certain events as having occurred which have not yet occurred but are expected to occur prior
to the publication of the Prospectus in its final form. This document is an advertisement and not a prospectus
and investors should not subscribe for or purchase any shares referred to in this document except on the
basis of the information in the Prospectus. Copies of the Prospectus will, following publication, be available
from the Company’s registered office. In addition, the Offer Price and number of Shares to be issued and
sold in the Offer, once determined, will be posted with other information on www.debenhamsplc.com and
prospective investors are advised to access such information prior to finalising their investment decision.

This document and the contents hereof are confidential and should not be distributed, published or reproduced
(in whole or in part) or disclosed by recipients to any other person. Recipients of this document who intend to
subscribe for and/or purchase Shares in the Offer are reminded that any such subscription or purchase may only
be made on the basis of the information contained in the Prospectus in its final form and any supplementary
prospectus, which may be different from the information contained in this document. No reliance may be placed
for any purpose whatsoever on the completeness, accuracy or fairness of the information or opinions contained in
this document.

No representation or warranty, express or implied, is made or given by or on behalf of the Company or any of the
Selling Shareholders (as defined in Part 9), or any of their respective parent or subsidiary undertakings or the
subsidiary undertakings of any such parent undertakings, or any of such person’s directors, officers or employees,
or any other person, as to the accuracy, completeness or fairness of the information or opinions contained in this
document and no responsibility or liability is accepted for any such information or opinions.

This document and the Offer are only addressed to and directed at persons in member states of the European
Economic Area who are “qualified investors” within the meaning of Article 2(1)(e) of the Prospectus Directive
(Directive 2003/71/EC) (*‘Qualified Investors”). In addition, in the United Kingdom, this document is being
distributed only to, and is directed only at, Qualified Investors who are persons who have professional experience
in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the “Order””) or who are high net worth entities falling within Article 49 of
the Order, and other persons: to whom it may otherwise lawfully be communicated (all such persons together
being referred to as “relevant persons”). This document is directed only at relevant persons and must not be acted
on or relied upon by persons who are not relevant persons. Any investment or investment activity to which this
document relates is available only to relevant persons in the United Kingdom and Qualified Investors in any
member state of the European Economic Area other than the United Kingdom.

This document does not constitute an offer of, or the solicitation of an offer to subscribe for or buy, any Shares to
any person in any jurisdiction to whom or in which such offer or solicitation i1s unlawful and therefore persons
into whose possession this document comes should inform themselves about and observe any such restrictions. In
particular, this document is not for distribution in or into Australia, Canada, Japan or the United States, save, in
Australia to persons to whom an offer of Shares may be made without a disclosure document in accordance with
Part 6D.2 of the Corporations Act, in Japan pursuant to relevant private placement exemptions, and in the United
States for distribution to persons reasonably believed to be Qualified Institutional Buyers (as defined in
Rule 144 A under the US Securities Act of 1933, as amended).

Subject to completion. Dated 24 April 2006.
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This document comprises a prospectus relating to Debenhams plc (the “Company”’) prepared in accordance with the Prospectus Rules of the
Financial Services Authority (“FSA”) made under section 73A of the Financial Services and Markets Act 2000 (the “FSMA™). This
prospectus will be made available to the public in accordance with the Prospectus Rules.

Application has been made to the FSA for all of the ordinary shares of the Company (the “*Shares™), issued and to be issued, to be admitted to
the Official List of the FSA and to the London Stock Exchange for all such shares to be admitted to trading on the London Stock Exchange
(*Admission”). Conditional dealings in the Shares are expected to commence on the London Stock Exchange on 4 May 2006. It is expected
that Admission will become effective, and that unconditional dealings in the Shares will commence, on 9 May 2006. Dealings on the London
Stock Exchange before Admission will only be settled if Admission takes place. ANl dealings before the commencement of unconditional
dealings will be on a “when issued” basis and of no effect if Admission does not take place and such dealings will be at the sole risk of
the parties concerned. No application is intended to be made for the Shares to be admitted to listing or dealt with on any other exchange.

The directors of the Company, whose names appear under “Directors™ in Part 3, and the Company accept responsibility for the information
contained in this document. To the best of the knowledge and belief of the Directors and the Company (who have taken all reasonable care to
ensure that such is the case), the information contained in this document is in accordance with the facts and contains no omission likely to
affect the import of such information.

Prospective investors should read the whole of this decument, including the “Risk factors” in Part 1, when considering whether to
acquire Shares.

"DEBENHAMS
Debenhams plc

(Incorporated under the Companies Act 1985
and registered in England and Wales with registered number 05448421)

Offer of @ Shares of 0.01p each
at an Offer Price of @ p per Share
and admission to the Official List and to trading
on the London Stock Exchange

Global Co-ordinators
Citigroup Merrill Lynch
Joint Bookrunners
Citigroup Credit Suisse -  Merrill Lynch  Morgan Stanley

Sponsor

Citigroup

Ordinary share capital immediately following Admission

Authorised Issued and fully paid
Number Amount Number Amount
o @ Shares of 0.01p each ® @

Throughout this document the number of Shares to be issued and sold has been based on an assumed Offer Price for illustrative purposes only
and assumes no exercise of the Over-allotment Option. The Offer Price and the final number of Shares to be issued and sold will be
determined on or about 4 May 2006 and may be higher or lower than the numbers indicated.

The distribution of this document and the offering and sale of the Shares in certain jurisdictions may be restricted by law and therefore
persons into whose possession this document comes should inform themselves about and observe any such restrictions. This document does
not constitute part of any offer to seil, or the solicitation of an offer to subscribe for or buy, any Shares to any person in any jurisdiction to
whom or in which such an offer or solicitation is unlawful. In particular, the Shares have not been registered under the US Securities Act,
under the securities laws of any state of the United States or under applicable securities laws of Canada, Australia or Japan. Accordingly
unless an exemption under any applicable law is available, the Shares may not be offered or sold, directly or indirectly, in the United States,
Canada, Australia or Japan or any other country outside the United Kingdom where such distribution may otherwise lead to a breach of any
law or regulatory requirement. The parts of this document that describe the placement of Shares in the United States under Rule 144A of the
US Securities Act are included herein for information purposes only. For a description of certain restrictions on the placing, sale and transfer
of the Shares and distribution of this document, see “The Offer — Transfer Restrictions” in Part 6,



In connection with the Offer, the Stabilising Manager, or any of its agents, may (but will be under no
obligation to), to the extent permitted by law, over-allot or effect other transactions intended to enable it to satisfy
any over-allotments or which stabilise, maintain or otherwise affect the market price of the Shares or any options,
warrants or rights with respect to, or interests in, the Shares or other securities of the Company, in each case at
levels which might not otherwise prevail in the open market. The Stabilising Manager is not required to enter into
such transactions and such transactions may be effected on the London Stock Exchange and any other securities
market, over the counter market or otherwise. Such transactions, if commenced, may be discontinued at any time
and may only be entered into between commencement of conditional trading of the Shares on the London Stock
Exchange and 30 days thereafter. Neither the Stabilising Manager nor any of its agents intends to disclose the
extent of any over-allocations under the Offer.

In connection with the Offer, the Stabilising Manager may, for stabilisation purposes, over-allot Shares up to a
maximum of 15% of the total number of Shares comprised in the Offer. For the purposes of allowing it to cover
short positions resulting from any such over-allotments and/or from sales of Shares effected by it during the
stabilisation period, the Stabilising Manager has entered into the Over-allotment Option with certain of the
Selling Shareholders pursuant to which the Stabilising Manager may purchase or procure purchasers for
additional Shares up to a maximum of 10% of the total number of Shares comprised in the Offer (the “Over-
allotment Shares™) at the Offer Price. The Over-allotment Option will be exercisable in whole or in part, upon
notice by the Stabilising Manager (with the Joint Bookrunners making recommendations as to exercise), at any
time on or before 30 days after the commencement of conditional trading of the Shares on the London Stock
Exchange. Any Over-allotment Shares made available pursuant to the Over-allotment Option will rank pari passu
in all respects and will be purchased on the same terms and conditions as the Shares being issued or sold in the
Offer and will form a single class for all purposes with the other Shares.

Each of Citigroup, Credit Suisse, Merrill Lynch and Morgan Stanley is acting exclusively for the Company and
the Principal Shareholders, and no one else, in connection with the Offer. None of Citigroup, Credit Suisse,
Merrill Lynch or Morgan Stanley will regard any other person (whether or not a recipient of this document) as
their client in relation to the Offer and none of them will be responsible to anyone other than the Company and
the Principal Shareholders for providing the protections afforded to their respective clients nor for the giving of
advice in relation to the Offer, the contents of this document or any transaction or arrangement or other matter
referred to in this document.

Underwriters’ dealings

In connection with the Offer, each of Citigroup, Credit Suisse, Merrill Lynch and Morgan Stanley and any of their
respective affiliates acting as an investor for its or their own account(s) may subscribe for or purchase Shares and,
in that capacity, may retain, purchase, sell, offer to sell or otherwise deal for its or their own account(s) in such
Shares, any other securities of the Company or other related investments in connection with the Offer or
otherwise. Accordingly, references in this document to Shares being issued, offered, subscribed or otherwise
dealt with should be read as including any issue or offer to, or subscription or dealing by Citigroup, Credit Suisse,
Merrill Lynch and Morgan Stanley and any of their affiliates acting as an investor for its or their own account(s).

Information not contained in this document

Investors should rely only on the information contained in this document. No person has been authorised to give
any information or make any representation other than those contained in this document and, if given or made,
such information or representation must not be relied upon as having been so authorised by the Company, the
Directors, the Selling Shareholders, Citigroup, Credit Suisse, Merrill Lynch or Morgan Stanley. Without
prejudice to any obligation of the Company to publish a supplementary prospectus pursuant to Section 87G of
FSMA and paragraph 3.4 of the Prospectus Rules, neither the delivery of this document nor any subscription or
sale made hereunder shall, under any circumstances, create any implication that there has been no change in the
affairs of Debenhams since the date of this document or that the information in this document is correct as of any
time subsequent to the date hereof.

No incorporation of website information

The contents of the Group’s website or any website directly or indirectly linked to the Group’s website do not
form part of this document and investors should not rely on it. :
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SUMMARY

This summary must be read as an introduction to the prospectus. Any decision to invest in Shares should be based
on consideration of this prospectus as a whole by the investor. Where a claim relating to the information
contained in this prospectus is brought before a court, the plaintiff might, under the national legislation of the
EEA State where the claim is brought, have to bear the costs of translating this prospectus before legal
proceedings are initiated. Civil liability attaches to those persons who are responsible for the summary, including
any translations of the summary, but only if the summary is misleading, inaccurate or inconsistent when read
together with other parts of this prospectus.
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Overview

Debenhams is a leading multi-category retailer in the United Kingdom with a strong presence in clothing,
homewares and health and beauty. The Directors believe that Debenhams is clearly differentiated from its
competitors through its mix of exclusive own brands, especially its “Designers at Debenhams” offering, and
third-party brands, Within the UK department store sector, Debenhams has shown the fastest growth over the past
three years in sales and market share and is now the second largest department store chain with approximately
18.6% market share (source: Verdict (2005)). Debenhams has a proven business mode! with a long track record of
sales, profit and market share growth. Growth has accelerated and profitability has been transformed under the
current management since 2003, with superior performance in key product categories such as womenswear and

menswear where Debenhams has delivered the first or second largest market share gains of all major retailers in
Great Britain in 2005 (source: TNS Worldpanel Fashion).

Key strengths

The Directors believe that the business has a number of key strengths which place it in a strong position to drive
further growth and market share gains. These strengths inclade, but are not limited to:

Leading UK multi-category retailer
e Second largest department store chain in the UK with a strong and well recognised brand
*  Proven business model with a ten vear track record of profitable growth and market share gains

*  Well located store portfolio, with 123 stores in the UK and Ireland

Unique and differentiated customer propasition
*  Differentiated customer proposition through its mix of exclusive own and third party brands
*  “Designers at Debenhams’ offering brings well known designers to a wider audience at affordable prices

*  Broad customer appeal with a loyal store and credit card holder base

Flexible business model
*  Optimising its wide product and brand mix to respond to customer trends and economic cycles
*  Global supply chain with long established supplier relationships driving margin, quality and speed

*  Highly cash generative business model

Strong management team
* A highly experienced management team with a proven track record in the retail sector

*  Strength in depth with a culture of accountability and empowerment

Transformed business with a step change in profitability under current management

*  Acceleration of revenue and profit growth with leading market share gains

*  Qutperformance of many of its competitors on like for like sales growth and EBITDA margin
¢ Improvements in operational effectiveness such as trading culture and cost control

*  Significant improvement in capital efficiency



Debenhams’ growth strategies

Debenhams’ strategy is to maintain and build on its core strengths and to leverage these further by supporting
continued growth through:

Organic growth — Sales and margin growth from design, buying and merchandising transformation
*  Enhancing own brands, which generally achieve higher margins than its third party brands

*  [Increasing customer differentiation through further growth of “Designers at Debenhams”

*  Making logical extensions to existing ranges

*  Driving revenue and transaction value through customer-led space management and visual merchandising

Organic growth — End-to-end supply chain transformation

*  Customer-led design put at the heart of the supply chain with increased design resources

*  Rationalisation to fewer, better suppliers driving improved margins and payment terms

s Shortening lead times to improve the offer, customer availability, price elasticity and markdowns

s Investment in a new distribution centre, opened in 2005, with capacity for up to ten years of growth

Organic growth — Store refurbishment programme
*  More efficient capital expenditure and better returns by focusing on visual merchandising
*  Trials to date resulted in significant sales uplift and returns on investment of 40% to 100%

*  Significant opportunity from roll-out across the portfolio with the next phase of 11 stores completed

New space growth — New department store roll-out
*  Better negotiation and focus on capital expenditure driving much improved returns on investment
*  Potential for up to 240 stores through lower cost per store and improved store profitability

»  Ability to acquire and rapidly convert stores as seen by the acquisition of eight Allders stores in 2005

New space growth — New Desire by Debenhams format roll-out

s Unique concept of “‘one-stop shop” for women focusing on own-brands and designers
*  Tested and delivering above average margins and densities

e Utilising department store infrastructure to minimise incremental cost

*  Roll-out potential of up to 100 stores accessing new customers in new locations

Other channel growth — International franchise roll-out
*  Franchises 29 stores in 14 countries, of which 20 were opened in the last three years
*  Low risk model with minimal capital and resource required but with significant returns

*  High growth potential with plans for 70 stores by the end of 2009

Other channel growth — Multi-channel and web growth
¢ £7 million investment to upgrade its internet site, with the first phase launching summer of 2006
*  Significant internet revenue growth potential through new product, better content and functionality

*  Significant in-store growth potential, such as “Click and Collect” and “Customer Ordering”
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Summeary financial information and operating data

The tables below set out summary financial information and unaudited operating data for the Group for the
periods shown and in accordance with UK GAAP and IFRS as indicated. This information has been extracted
from the Group’s financial information in Part 5 and from management accounts. Investors should read the
document as a whole and not rely solely on the summary information set out below.

{£ in millions unless otherwise 52 weeks 52 weeks 53 weeks 53 weeks 26 weeks 26 weeks
indicated) ended ended ended ended ended ended
30th August  28th August 3rd September 3rd September 26th February 4th March
‘ 2003 2004 2008 2005 2005 2006
UK GAAP UK GAAP UK GAAP IFRS IFRS IFRS
Gross Transaction Value ™™ .. .. 1,810.2 1,902.9 2,086.8 2,086.8 1,113.3 1,216.8
Group Turnover™”/Revenue® . . . . 1,435.9 1,491.8 1,608.7 1,608.7 869.2 957.8
Costof Sales ............... (1,187.4) (1,235.4) (1,272.4) (1,294.9) (673.2) (755.6)
Gross Profit ................ 248.5 256.4 336.3 313.8 196.0 202.2
Distribution Costs. .. ......... (37.7) (41.1) (43.5) (43.5) (22.5) (26.7)
Administrative Expenses . . .. ... ‘ (61.7) (106.9) (109.6) (45.6) (29.0) (22.4)
Group operating profit¥/
operating profit before deemed
disposal of a subsidiary® .. ... 149.1 108.4 183.2 224.7 144.5 153.1
Exceptional Cost of Sales . . ... . — 16.0 2.6 2.6 — —
Exceptional Distribution Costs . . — 2.8 — — — —
Exceptional Administrative
Expenses .................. 14.2 30.5 1.8 1.8 — —
Depreciation. .. ............. 82.9 91.3 89.1 85.4 43.2 40.4
Amortisation ............... 0.2 31.8 64.5 3.8 1.6 4.3
(Profit)/Loss on disposal of fixed
ASSELS o v vt v (1.6) 0.9 3.0 3.0 1.1 0.4
EBITDA®?® . . ... ... 244.8 281.7 344.2 321.3 190.4 198.2
Property Lease Rental Payments 59.5 64.3 92.6 104.0 37.6 64.7
EBITDAR®?® . . ..., 304.3 346.0 436.8 425.3 228.0 262.9
Adjusted Property Lease Renta
Payments”®® L (86.3) (91.8) (106.7) (118.1) (51.7) (64.7)
Adjusted EBITDAD®W 218.0 254.2 330.1 307.2 176.3 198.2
Adjusted EBITDA
Growth (%)™® ... ... .. ..., 16.6% 29.9% 12.4%
Adjusted EBITDA
Margin (%)P® L 12.0% 134% 15.8% 14.7% 15.8% 16.3%
(1)  Gross transaction value presents furnover or revenue on a gross basis, including the sales (excluding VAT) of concessions rather than
just the commissions received from them. The Directors believe gross transaction value represents a guide to the value of the overall
activity of the Group.
(2)  Group turnover is Debenhams’ turnover in the Group’s UK GAAP financial information.
(3) Revenue is Debenhams’ revenue in accordance with IFRS and is equivalent to Group turnover under UK GAAP.
(4)  Group operating profit is a term used in the Group’s UK GAAP financial information.
(5)  Operating profit before deemed disposal of a subsidiary is a term used in the Group’s IFRS financial information.
(6) EBITDA is calculated as Group operating profit before exceptional items under UK GAAP or operating profit before deemed disposal

of subsidiary and before exceptional items under IFRS (both of which include amortisation of landlord and developer contributions
received), plus depreciation of tangible fixed assets and amortisation of goodwill (for the purposes of UK GAAP) and other intangible
assets plus profits or losses on the disposal of fixed assets where these are included in operating profit.

EBITDAR is calculated as Group operating profit before exceptional items under UK GAAP or operating profit before deemed disposal
of subsidiary and before exceptional items under IFRS (both of which include amortisation of landlord and developer contributions
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received), plus depreciation of tangible fixed assets and amortisation of goodwill (for the purposes of UK GAAP) and other intangible
assets plus profits or losses on the disposal of fixed assets where these are included in operating profit, plus property lease rental costs.

(7)  Gross transaction value, EBITDA, EBITDAR, Adjusted EBITDA, the adjusted property lease rental figures and the Adjusted EBITDA
ratios are not measurements of performance under UK GAAP or IFRS and an investor should not consider them to be an alternative to
any other means of performance under generally accepted accounting principles. For more information on non GAAP measures see
“Operating and financial review — other operating data’ in Part 4.

(8) Unaudited.

(9) The adjusted property lease rental payment shows the total lease costs that would have been incurred if the British Land Transaction
described in “Additional information — Material contracts — Framework Agreement” in Part 7 had been complete for the full
duration of the reporting period. This is an unaudited GAAP adjustment.

(10) Adjusted EBITDA is calculated as Group operating profit before exceptional iterns under UK GAAP or operating profit before deemed
disposal of subsidiary and before exceptional items under IFRS (both of which include amortisation of landlord and developer
contributions received) plus depreciation of tangible fixed assets and amortisation of goodwill (for the purposes of UK GAAP) and
other intangible assets plus profits or losses on the disposal of fixed assets where these are included in operating profit and includes a
rent expense which would have been incurred if the British Land Transaction described in paragraph 11 of Part 7 had been completed
for the full duration of the reporting period.

(11) Adjusted EBITDA margin is calculated as a percentage of gross transaction value.

Key performance metrics pre and post Acquisition

The following table shows certain financial measures and other unaudited operating data for the Group for the
53 weeks ended 3 September 20035 compared to the corresponding information for the 52 weeks ended 30 August
2003 to show the transformation of the business under the current management team.

52 weeks 53 weeks

ended ended

30th August 3rd September
2003 2005 Change
Gross transaction value (Em)® . 1,810.2 2,086.8 15.3%
Department store UK market share® ........................ 15.2% 18.6% 340bps
Gross merchandise margin®®® . .o oL 42.2% 42.9% 70bps
Adjusted EBITDA (£m)®®® . . 218.0 330.1 51.4%
Adjusted EBITDA %©®® ... .. 12.0% 15.8% 380bps
Terminal stock % of total stock™® .. ... ... .. ... .. ... 7.2% 2.2% (500)bps
Average trade creditor days®® .. ... . . 27 60 33 days
Average working capital Em® 25 (120) (145)
Capital spend £ per sq ft — New Store®® ... ..., ... .. ... 178 108 (39.3)%
O 30 7 (76.1)%

Capital spend £ per sq ft — Refurbishmen

(1) Gross transaction value presents turnover or revenue on a gross basis, including the sales (excluding VAT) of concessions rather than just
the commissions received from them. The Directors believe gross transaction value represents a guide to the value of the overall activity
of the Group.

(2) Source: Verdict 2005.

(3) Gross merchandise margin consists of gross transaction value less direct merchandise costs and reflects the direct profit made from the
sale of products. In the above table, gross merchandise margin is expressed as a percentage of gross transaction value.

(4) Adjusted EBITDA is calculated as Group operating profit before exceptional items (which includes amortisation of landlord and
developer contributions received) plus depreciation of tangible fixed assets and amortisation of goodwill and other intangible assets plus
profits or losses on the disposal of fixed assets where these are included in operating profit and includes a rent expense which would have
been incurred if the British Land Transaction described in paragraph 11 of Part 7 had been completed for the full duration of the
reporting period.

{5) Gross transaction valve, gross merchandise margin, Adjusted EBITDA and the Adjusted EBITDA % figures are not a measurement of
performance under UK GAAP or IFRS and an investor should not consider them to be an alternative to any other measure of
performance under generally accepted accounting principles. For more information on non GAAP measures see “Operating and financial
review — Other operating data” in Part 4.

(6) Adjusted EBITDA % is calculated as a percentage of gross transaction value.

(7) Terminal stock is defined by the Company as merchandise that has reached the end of its selling season.
(8) Source: Management accounts.

(9) Unaudited.

Current trading and prospects

The Directors believe that Debenhams’ performance since the end of the last financial year compares favourably
with other UK retailers, particularly when added to the strong performance achieved in the comparative period in
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the previous year. Debenhams continues to grow market share, sales, gross merchandise margin and EBITDA
margin, thereby demonstrating the resilience of the business in challenging trading conditions.

For the 26 week period ended 4 March 2006, Debenhams achieved like for like sales growth of 0.6% and for the
32 week period ended 15 April 2006 like for like sales growth of 1.7%. Sales growth during both periods has
been achieved with improved gross margins.

The prospects for Debenhams’ trading for the financial year ending August 2006 remain in line with management
expectations.

The Directors believe that Debenhams has significant opportunities for further growth organically, through
further store openings, including new Desire by Debenhams stores, and through other channels.
Risk factors

Any investment in the Shares would be subject to a number of risks which are described in more detail in Part 1
but are summarised below.

¢  Debenhams may not be able to accurately predict or fulfil customer preferences or demand.
¢ The risk of weak sales during peak selling seasons or extreme or unseasonal weather conditions.
*  The sector is highly competitive.

¢ A failure to develop successfully and implement Debenhams’ new store roll-out and department store
refurbishment programme.

*  Any events that negatively impact the value of Debenhams’ brand.

¢ The departure of key management or personnel.

*  Any disruption of Debenhams’ relationship with major suppliers or its store card provider.

¢ The loss of relationships with key designers or concessions.

* A large portion of Debenhams’ merchandise is manufactured by a small number of suppliers.

*  Factors outside Debenhams’ control, such as adverse economic conditions, damage or interruptions due to
operational disruption, natural disaster or terrorist activity.

*  Risks associated with Debenhams’ property portfolio.

*  Regulatory requirements.

¢ Currency fluctuations and hedging risks.

* An increase in the Group’s funding needs or pension obligations.

¢  The risk to Debenhams’ store/credit card operations and third-party credit card operations of the UK
Competition Commission investigation, changes to existing governmental regulations or other actions.

*  The interests of the Principal Shareholders may conflict with those of the other shareholders and future sales
of Shares by the Principal Shareholders in the public market could cause the share price to fall.

¢ There has been no public trading market for shares in Debenhams since 2003 and an active trading market
for the Shares may not develop.

* The Shares may be subject to market price volatility and the market price of the Shares may decline
disproportionately in response to adverse developments that are unrelated 10 Debenhams’ operating
performance.

*  Holders of Shares in the United States may not be able to participate in future equity offerings.
*  Shares purchased in the Offer will be diluted immediately.

*  Not all rights available to shareholders under US law will be available to holders of Shares.

Shareholders

Following the Offer, depending on the final Offer Price, the Principal Shareholders, being funds managed or
advised by CVC, MLGPE and TPG, are expected to beneficially own 36.1% of the Company’s issued Shares
(30.9% if the Over-allotment Option is exercised in full) and other Existing Shareholders are expected to own
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8.8% of the Company’s issued Shares (8.4% if the Over-allotment Option is exercised in full). A Director has
been appointed to the Board of Directors by each of CVC, MLGPE and TPG. The Principal Shareholders have
agreed with the Underwriters that, subject to certain exceptions, they will not, without the prior written consent of
the Global Co-ordinators, offer, sell or contract to sell, or otherwise dispose of, any Shares within 180 days of
Admission.

The Chairman, John Lovering, may sell up to 2,572,620 Shares in the Offer and the Executive Directors, Rob
Tempieman, Chris Woodhouse and Michael Sharp, may sell up to 4,197,212 Shares, 4,928,055 Shares and
141,367 Shares, respectively, in the Offer. Following the Offer, John Lovering, Rob Templeman and Chris
Woodhouse will hold at least 6,002,780 Shares, 12,591,638 Shares and 11,498,795 Shares, respectively, and
Michael Sharp will have a beneficial interest in 7,500,000 Shares and an option over 60,758 further Shares. In
addition, it is expected that, at Admission, Rob Templeman will be granted an award over 431,882 Shares under
the Debenhams Performance Share Plan, Chris Woodhouse will be granted an award over 293,680 of such Shares
and Michael Sharp will be granted an award over 272,949 of such Shares. These awards vest over time subject to
performance conditions, as described in paragraph 5.2 of Part 7. The Directors have agreed with the Underwriters
that, subject to certain exceptions, they will not, without the prior written consent of the Global Co-ordinators,
offer, sell or contract to sell, or otherwise dispose of any Shares within 365 days of Admission, save that Michael
Sharp will be able to sell up to 2,169,270 of his Shares.

Summary of the Offer and use of proceeds

The Offer will create a public market for the Shares and increase the strategic flexibility of the Group to pursue its
growth strategies whilst enabling the Selling Shareholders to realise a significant part of their investment. The
principal features of the Offer are:

Number of Shares in the Offer@® . .. o 449,438,203
— to be issued by the Company™. .. ... ... .. ... . 314,606,742
— to be sold by the Selling Shareholders™® ... ... ... ... ......... 134,831,461
Number of Existing Shares subject to the Over-allotment Option™® .. . ... 44,943,820
Percentage of the enlarged issued share capital in the Offer''@® 55.2%
Note:

(1) The Company intends to issue sufficient New Shares to raise proceeds of approximately £700 million before expenses of approximately
£20 million. The number of New Shares to be sold is dependent on the Offer Price and may be higher or Jower than this number.

(2) Assuming no exercise of the Over-aliotment Option.

(3) The number of Existing Shares to be sold is dependent on the Offer Price and may be higher or lower than this number. The Selling
Shareholders reserve the right, subject to the Offer Price, market conditions, the composition and quality of the order book and certain
other factors not to sell any Existing Shares in the Offer, See ““The Offer — The Selling Shareholders™ in Part 6.

(4) The Over-allotment Option will be in respect of 10% of the total number of Shares in the Offer.

Debenhams intends to use the net proceeds of the Offer of approximately £680 million, together with £38 million
of existing cash, to repay £700 million of borrowings under the Senior Credit Facilities, to pay £13.53 million
into the Debenhams Retirement Scheme and to pay £4.47 million into the Debenhams Executive Pension Plan.
The payments into the pension schemes, totalling £18.0 million, represent the remaining additional contributions
that the Company agreed would be paid into the pension schemes as a result of the Refinancing and Restructuring
in May 2005. The pension schemes had a deficit of £7.6 million recognised in the Group’s balance sheet as at
4 March 2006. The expenses of the Offer payable by the Company are estimated to be approximately £20 million.

The Company has agreed with the Underwriters that, subject to certain exceptions, it will not, without the prior
written consent of the Global Co-ordinators, issue, offer, sell or contract to sell, or otherwise dispose of or
announce an offer of any Shares within 365 days of Admission.

Dividend policy

The Directors intend to adopt a progressive dividend policy, which will reflect the long-term earnings potential of
Debenhams, whilst maintaining an appropriate level of dividend cover. The Directors will be targeting a dividend
cover of approximately two times, based on underlying earnings.

The first dividend to be declared by Debenhams following the Offer will be the final dividend in respect of the
financial year ending August 2006. In the absence of unforeseen circumstances, the Directors expect to
recommend a dividend for this period, which will be payable in January 2007, to shareholders on the register in
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November 2006, based on one third of a full year dividend for the financial year ending August 2006, reflecting
the capital structure and dividend. policy of Debenhams following Admission.

Thereafter, it is envisaged that Debenhams will pay an interim dividend in July and a final dividend in the
following January of each year, in the approximate proportions of one third and two thirds, respectively, of the
total annual dividend. '

Documents on Display

Copies of this document, the financial information referred to herein, the accountants’ reports, the Company’s
constitutional documents and certain consent letters will be on display during normal business hours from the
date of this document until Admission at Freshfields Bruckhaus Deringer, 65 Fleet Street, London EC4Y 1HS
and at the Company’s registered office at 1 Welbeck Street, London W1G 0AA.

Definitions

Certain terms used in this docurhent, including capitalised terms and certain technical and other items, are defined
and explained in the section headed “Definitions™ in Part 9.
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PART 1: RISK FACTORS

Any investment in the Shares would be subject to a number of risks. Prior to investing in the Shares, prospective
investors should consider carefully the factors and risks associated with the Group’s business, and any investment
in the Shares, together with all other information contained in this document including, in particular, the risk
Jactors described below. Additional risks and uncertainties relating to the Group that are not currently known to
the Company, or that it currently deems immaterial, may also have an adverse effect on the Company’s business,
financial condition and operating results. If this occurs the price of the Shares may decline and investors could
lose all or part of their investment. Investors should consider carefully whether an investment in the Shares is
suitable for them in light of the information in this document and their personal circumstances.

RISKS RELATING TO DEBENHAMS’ BUSINESS
Debenhams may not be able to accurately predict or fulfil customer preferences or demand.

Debenhams derives a significant amount of its gross transaction value from the sale of fashion-related products,
which are subject to volatile and rapidly changing customer tastes. The availability of new products and changes
in customer preferences has made it more difficult to predict sales demand accurately. As a multi-category
retailer, Debenhams’ success depends, in part, on its ability to effectively predict and respond to quickly changing
consumer demands and preferences, and to translate market trends into appropriate, saleable merchandise
offerings. Debenhams’ ability to anticipate and effectively respond to changing customer preferences and tastes
depends, in part, on its ability to attract and retain key personnel in its buying, design, merchandising, marketing
and other functions. Competition for such personnel is intense, and Debenhams may not be able to attract and
retain a sufficient number of qualified personnel in future periods.

Furthermore, many of Debenhams’ products are manufactured in China, Turkey, Eastern Europe and India.
Accordingly, in some instances Debenhams must enter into contracts for the purchase and manufacture of
merchandise well in advance of the applicable selling season. The long lead times between ordering and delivery
and Debenhams’ strategy to reduce its inventory levels make it more important to accurately predict, and more
difficult to fulfil, the demand for items. There can be no assurance that Debenhams’ orders will match actual
demand. If Debenhams is unable to successfully predict or respond to sales demand or to changing styles or
trends, its gross transaction value will be lower and it may be forced to rely on additional markdowns or
promotional sales to dispose of excess or slow-moving inventory or it may experience inventory shortfalls on
popular merchandise, any of which could have a material adverse effect on its business, financial condition and
results of operations. In addition, a number of other factors, including changes in personnel in the buying and
merchandising function, could adversely affect product availability. The effect of the foregoing factors may
become more pronounced as Debenhams pursues its strategy of operating at lower stock levels, which may result
in reduced levels of stock to satisfy customer demands.

Debenhams’ business could suffer as a result of weak sales during peak selling seasons or extreme or
unseasonal weather conditions.

Debenhams’ business is subject to seasonal peaks. Historically, its most important trading period in terms of
gross transaction value, operating results and cash flow has been the Christmas season, with approximately
one-third of its sales occurring between the beginning of November and the end of January. Debenhams incurs
significant additional expenses in advance of the Christmas season in anticipation of higher sales during that
period, including the cost of additional inventory, advertising and hiring additional employees. In previous years,
Debenhams’ investment in working capital has peaked in early October and has fallen significantly in early
January. Past gross transaction value trends indicate that, in addition to the Christmas season, a peak in gross
transaction value occurs during May as a result of promotional events and seasonal sales. If gross transaction
value during Debenhams’ peak seasons, particularly the Christmas season, is significantly lower than it expects
for any reason, it may be unable to adjust its expenses in a timely fashion and may be left with a substantial
amount of unsold inventory, especially in seasonal merchandise that is difficult to liquidate. In that event,
Debenhams may be forced to rely on markdowns or promotional sales to dispose of excess inventory, which
could have a material adverse effect on its business, financial condition and results of operations. At the same
time, if it fails to purchase a sufficient quantity of merchandise, it may not have an adequate supply of products to
meet consumer demand. This may cause Debenhams to lose sales.

Debenhams’ results are also affected by periods of abnormal, severe or unseasonal weather conditions. Extended
periods of warm or cold weather could also render a portion of Debenhams’ inventory incompatible with such
unseasonal conditions. For example, the results of operations of retailers in the United Kingdom were adversely
affected during the summer of 2003 by the exceptionally hot weather that affected all of Western Europe during
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that time, as well as in September and October 2005 due to unseasonally warm weather. In addition, heavy
snowfall, such as that experienced in northern parts of the United Kingdom in late February and early March
2006, or other extreme weather conditions, such as floods, may make it difficult for Debenhams’ employees and
customers to travel to its stores. Adverse weather conditions early in the season could have a double impact on
profitability, leading to a slowdown in sales at full margin followed by more extensive markdowns at the end of
the season. Prolonged unseasonal weather conditions or temporary severe weather during one of Debenhams’
peak trading seasons, such as the Christmas season, could adversely affect its gross transaction value and, in turn,
its results of operations. In addition, Debenhams’ revenue may occasionally be impacted by various large events,
such as the football World Cup this summer.

The sector in which Debenhams’ business operates is highly competitive.

The retail industry is highly competitive, particularly with respect to merchandise selection and quality, store
location and design, inventory, price, customer service, credit availability and advertising. Debenhams competes
at the national and local levels with a wide variety of retailers of varying sizes and covering different product
categories across all geographic markets in which it operates. Some of Debenhams’ competitors are general
retailers that compete with it in a number of product groups while others are specialist retailers that compete with
it only in certain product categories. Debenhams also competes with supermarkets, warehouse clubs, discount
stores, local independent retailers and mail-order or intérnet retailers that market similar lines of merchandise.

Debenhams faces a variety of competitive challenges including:
* anticipating and quickly responding to changing consumer demands;

¢  maintaining favourable brand recognition and effectively marketing its products to consumers in several
diverse market segments;

¢ developing innovative, high-quality fashion products in styles that appeal to consumers of varying age
groups and tastes;

*  sourcing merchandise efficiently;
*  competitively pricing its products; and

*  changes in consumer behaviour as a result of economic conditions and as a result of changes in consumer
spending patterns.

Actions taken by Debenhams’ competitors, as well as actions taken by it to maintain its competitiveness and
reputation, have placed and will continue to place pressure on its pricing strategy, margins and profitability. In the
future, these factors could have a material adverse effect on Debenhams’ business, results of operations and
financial condition. Some of Debenhams’ competitors may have greater financial resources, greater purchasing
economies of scale and/or lower cost bases, any of which may give them a competitive advantage over
Debenhams. Debenhams’ competitors also may merge or form strategic partnerships, which could cause
significant additional competition for Debenhams. See “The business — Competition™ in Part 2.

A failure to develop successfully and implement Debenhams’ new store rollout and department store
modernisation/refurbishment strategy may adversely affect its business.

A large part of Debenhams’ strategy is its new store rollout and department store modernisation/refurbishment
programme, which comprises the opening of both. new department stores and Desire by Debenhams stores, as
well as the modernisation or refurbishment of certain of its existing department stores. The success of this
programme will depend, in part, on its ability to open and operate new stores on a timely and cost-effective basis
while continuing to increase sales at its existing stores. The opening of new department stores and new concept
stores could result in the diversion of sales from its existing stores in certain cases, which may cause a reduction
in its gross transaction value,

Debenhams typically enters into contracts to build new department stores three to five years prior to their
scheduled openings. If Debenhams chooses to close one of its department stores, it would need to either terminate
the lease of that department store or assign the lease to a third party, either of which might take a relatively long
time and may require the payment of a financial. penalty. Accordingly, Debenhams’ commitment to complete a
new department store once the process has started and the relatively long time that it might take to close one of its
department stores may affect its ability to timely and adequately adjust its department store portfolio to changing
economic and market conditions. In addition, Debenhams determines the extent of its investment in new stores or
store development, to some extent, on the basis of the historic performance of stores but historic performance will
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not necessarily give a good indication of the future profitability of stores. Debenhams can give no assurance that
any investment by it in new department stores or any of its other expansion or store modernisation plans will be
profitable.

In modernising or refurbishing its existing stores Debenhams may require consents from its landlords or local
authorities. If any such works are carried out, or have been carried out previously, without such consents, disputes
may arise which may result in Debenhams having to undertake reinstatement works or the landlord may seek
forfeiture of the relevant lease. The Directors are not aware of any such disputes currently,

Successful execution of Debenhams’ new department store and new concept store rollout programme also
depends upon a number of other factors, including the identification of prime store sites; the negotiation of
acceptable financial terms; the hiring, training and retention of qualified personnel; the level of existing and future
competition in areas where new stores are to be located; Debenhams’ ability to integrate new stores in its
operations on a profitable basis; the capability of its existing distribution system to accommodate new stores; and
general macroeconomic conditions in the United Kingdom and Ireland. There has been, and Debenhams
anticipates that there will continue to be, significant competition among retailers for desirable store sites and
qualified personnel, which is likely to result in increasing costs. There can be no assurances that Debenhams will
be able to open new department stores or new concept stores on a timely or profitable basis or that it will be able
to secure prime real estate sites on acceptable terms.

Any events that negatively impact the reputation of, or value associated with, Debenhams’ brand could
adversely affect its business.

The Debenhams brand is an important asset of its business. Maintaining the reputation of, and value associated
with, the Debenhams brand is central to the success of its business. Debenhams’ international business (outside
the United Kingdom and Ireland) is conducted through franchising agreements. Accordingly, Debenhams
depends on third-party franchisees to operate their businesses effectively, on ethical and commercially reasonable
terms, and in a manner that does not negatively impact the reputation of the Debenhams name or its brands. In
addition, a significant portion of Debenhams’ apparel is manufactured in markets outside of the United Kingdom
and Ireland, principally in Asia and Eastern Europe. Debenhams requires its authorised manufacturers to operate
in compliance with applicable laws and regulations. While Debenhams’ policies set out standards for ethical
business practices, Debenhams does not control these manufacturers or their Jabour practices. Unfavourable
publicity concerning Debenhams, any of its brands or products or any of its franchisees or manufacturers or a
substantial erosion in the reputation of, or value associated with, the Debenhams brand could have a material
adverse effect on Debenhams’ business, financial condition and results of operations.

From time to time Debenhams is the subject of complaints and litigation from its customers, employees or other
third parties, alleging product, injury, health, environmental, safety or operational concerns, nuisance, negligence,
or failure to comply with applicable laws and regulations. Unauthorised disclosure of, or access to, information
on Debenhams’ databases could also result in claims. These claims, even if successfully disposed of without
direct adverse financial effect, could have a material adverse effect on Debenhams’ reputation and divert its
financial and management resources from more beneficial uses. If Debenhams were to be found liable under any
such claims, its results of operations could be adversely affected.

Debenhams depends upon key management and other personnel, and the departure of such management
or personnel could adversely affect its business.

Debenhams is highly dependent upon certain key senior management personnel who have extensive experience
and knowledge of the retail industry. The successful implementation of Debenhams’ strategy also depends on the
availability of skilled management at its head offices, distribution centres and major stores. Debenhams’ success
depends in part on its ability to continue to attract, motivate and retain other highly qualified employees. There
can be no assurance that any of these key personnel will continue to be employed by Debenhams or that it will be
able to attract and retain qualified personnel in the future. The loss of services of key personnel, or a failure to
attract and retain qualified new personnel, could significantly delay or prevent the achievement of Debenhams’
business plan and could have a material adverse effect on Debenhams’ business, financial condition or results of
operations.

Any disruption or other adverse event affecting Debenhams’ relationship with any of its major suppliers or
its store card provider could adversely affect its business.

Any significant disruption or other adverse event affecting Debenhams’ relationship with any of its major
suppliers or store card provider could have a material adverse affect on its business, financial condition and
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results of operations. For example, Debenhams’ store card provider, GE Consumer Finance, is responsible for
administering and operating its store card and the successful operation of the store card programme is dependent
on the store card provider and its personnel. If Debenhams needs to replace any of its major suppliers or its store
card provider, it may face risks and costs associated with a transfer of operations. In addition, a failure to replace
any of its major suppliers or its store card provider on commercially reasonable terms, or at all, could have a
material adverse effect on Debenhams’ business, financial condition or results of operations.

Debenhams’ relationships with certain designers are important to its business and the loss of these
relationships could have an adverse impact on Debenhams’ business.

Debenhams’ “Designers at Debenhams™ offering, which Debenhams maintains through its relationships with
established and emerging designers, is a key factor in its reputation as a retailer of quality merchandise, and its
competitiveness and favourable reputation are based, in part, on its relationships with such designers. Most of
these relationships in the United Kingdom and Ireland are subject to contractual arrangements under which the
designer agrees to certain exclusivity provisions, but not all of the relationships are subject to current written
contracts and Debenhams has no legal assurance that any of its relationships or exclusivity arrangements will
continue. If one or more of Debenhams’ top designers were to cease providing Debenhams with their services, or
if the exclusivity arrangement were to change with regard to one or more of Debenhams’ top designers, its
business, financial condition and results of operations could be materially adversely affected. In addition, any
decline in the popularity of one or more of its “Designers at Debenhams™ brands could also have a materiat
adverse effect on Debenhams’ business, financial condition or results of operations.

Debenhams’ relationships with certain concessions are important to its business and the loss of a
significant concession partner could have an adversé impact on Debenhams’ business.

Over 150 external brands currently operate concessions in Debenhams’ stores in the United Kingdom and Ireland
and 30% of Debenhams’ retail gross transaction value was derived from concessions during the year ended
3 September 2005. As concessions constitute an important part of Debenhams’ business, the loss of an important
concession partner, an inability to attract new and desirable concession partners, or any other disruption of
Debenhams’ concession arrangements may have an adverse effect on its gross transaction value, and in turn, its
results of operations.

!

A large portion of Debenhams’ merchandise is manufactured by a small number of suppliers.

The number of Debenhams’ own bought suppliers has decreased over the last five years and, in the 2005 financial
year, its top 30 own bought suppliers accounted for almost one half of its own bought merchandise based on full
sales price. Debenhams expects the concentration of its suppliers to increase as it proceeds with its strategy to
increase the volume placed with its best suppliers, and reduce the number of suppliers in the future. Debenhams’
relationships with its suppliers are typically governed by individual purchase orders or invoices, which are subject
to standard terms and conditions. In addition, some of Debenhams’ supplier agreements (in particular its
agreements with cosmetics suppliers) are subject to- change of control provisions, which may be triggered as a
result of completion of the Offer. In the event that one or more of Debenhams’ major suppliers chooses 10 cease
providing it with merchandise or experiences operational difficulties (for example, due to accidents, equipment
breakdowns or work stoppages), and Debenhams is tinable to secure alternative sources in a timely manner or on
commercially beneficial terms, Debenhams may experience inventory shortages or other adverse effects to its
business. If Debenhams’ suppliers are unable or unwilling to continue providing it with merchandise under its
presently agreed terms or if Debenhams is unable to obtain goods from its suppliers at prices that will allow its
merchandise to be competitively priced, there could be a material adverse effect on Debenhams’ business,
financial condition or results of operations.

In addition, a significant portion of Debenhams’ apparel is manufactured in markets outside of the United
Kingdom and Ireland, principally in China, Turkey, Eastern Europe and India. Debenhams faces a variety of risks
generally associated with doing business in foreign markets and importing merchandise from these regions,
including, amongst others, political instability resulting in the disruption of trade; quotas; delays associated with
customs procedures, including increased security requirements applicable to foreign goods; imposition of taxes,
other charges and restrictions on imports; currency and exchange rate risks; risks related to labour practices;
environmental matters or other issues in the foreign countries or factories in which its merchandise is
manufactured; risk of loss at sea or other delays in the delivery of products caused by transportation problems;
and increased costs of transportation. Any of these risks, in isolation or in combination, could have a material
adverse effect on Debenhams’ reputation, business, financial condition or resuits of operations.
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Factors outside Debenhams’ control, such as adverse economic conditions, damage or interruptions due to
operational disruption, natural disaster or terrorist activity may have a material adverse effect on
Debenhams’ results,

Debenhams’ results are impacted by factors outside its control, such as the prevailing economic climate, levels of
employment, real disposable income, salaries, wage rates including any increase as a result of payroll cost
inflation or governmental action to increase minimum wages or contributions to pension provisions, interest rates,
the availability of consumer credit, consumer confidence and consumer perception of economic conditions. 97%
of Debenhams’ gross transaction value is derived from the United Kingdom and therefore a general slowdown in
the UK economy or an uncertain economic outlook may adversely affect consumer spending habits, which may
reduce Debenhams’ gross transaction value. Moreover, many of the items that it sells, particularly higher margin
fashion and homewares products, represent discretionary purchases, which means that it may experience a decline
in sales that is proportionally greater than the level of general economic decline.

Any terrorist attacks or armed conflicts or other geopolitical uncertainty or any restrictions on movement or
government actions imposed in the United Kingdom in the event of an outbreak of bird flu, could result in a
significant reduction in consumer confidence and spending levels, and therefore could have an adverse effect on
department store sales.

Any major breakdown of plant or equipment, or accident such as a serious fire or flood, in Debenhams’ head
offices or in one or more of Debenhams’ principal distribution centres, in particular its distribution centre in
Peterborough, might significantly impact its ability to manage its operations, distribute products to its stores and
maintain an adequate product supply chain. Such disruption could have an adverse effect on Debenhams’ in store
inventory, and therefore could materially adversely affect its gross transaction value, results of operations and
financial condition. Such effects could become more pronounced as Debenhams both continues to reduce its
inventory levels and increases the concentration of distribution carried out through its Peterborough centre, which
may make it more important that its distribution centres and the rest of its supply chain function effectively and
without disruption.

Debenhams’ business activities rely to a significant degree on the efficient and uninterrupted operation of its
various computer and communications systems and those of third parties. Debenhams has an office in Taunton
that serves as the primary site for all of its computer and communications systems. Any significant breakdown of
plant or equipment, accident such as a serious flood or fire or other significant disruption to the operations of
Debenhams’ Taunton facility, such as computer viruses, could significantly affect its ability to manage its
information technology systems, which in turn could have a material adverse effect on Debenhams’ business,
financial condition or results of operations.

Risks associated with Debenhams’ properties may have a material adverse effect on Debenhams’ business,
financial condition or results of operations.

All of Debenhams’ store portfolio is held through leasehold interests and property leases are generally subject to
periodic rent reviews and renegotiations. As a result, Debenhams is susceptible to economic conditions related to
the property rental market. Further, Debenhams’ ability to effectively obtain real estate to open new stores
depends upon the availability of real estate that meets its criteria and its ability to negotiate terms that meet its
financial targets. In addition, Debenhams may not be able to effectively renew its existing store leases, generally
if the landlord is able to establish legal grounds for non-renewal or if a contracted out lease comes to an end and
certain of Debenhams’ head office leases expire in the next five years. These factors may result, among other
things, in significant alterations in rental terms (including rental rates), in an inability to effect site renewals or in
a failure to secure real estate locations adequate to meet annual targets. As a result, any of these factors could
have a material adverse effect on Debenhams’ business, financial condition or results of operations.

As a result of the Offer, Debenhams’ option to acquire full ownership of the companies that own its Oxford Street
store under the British Land Transaction will expire two years from the date of Admission.

Debenhams is potentially subject to a number of contingent liabilities arising from the sales of leases by members
(or former members) of the Group and guarantees which may have been given in respect of leases taken by
former members of the Group. In the event that an assignee or former member of the Group should default under
such a lease, the lease could revert to a member of the Group. The relevant member of the Group would then be
liable for the fulfilment of obligations under the lease.

Debenhams’ property portfolio comprises properties that have been constructed at various times and a number of
its properties have been constructed in areas that have historically been the subject of commercial or industrial
use. It is possible that on-site pollution or contamination could have been caused by such previous uses, or in
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limited circumstances by current uses, for which it is possible that Debenhams could be held liable. Although the
Directors are not aware of any relevant liability, claims or actions, a claim or regulatory action against
Debenhams for pollution or contamination could have a material adverse effect on its financial condition and
results of operations.

Debenhams’ property portfolio includes more than sixty department stores and offices where materials containing
asbestos are present. Pursuant to applicable law and regulations relating to asbestos, Debenhams is subject to
duties to manage the risks of asbestos in its premises, which include ensuring that so far as reasonably practicable
no person can come to harm from the presence of asbestos on the premises. This may involve isolating,
encapsulating or removing asbestos that is found to be in a poor condition. Debenhams has developed and has
been implementing an asbestos management plan which incorporates a set of policies and procedures to assist it
to manage the asbestos risks in its properties. The ongoing management of asbestos by Debenhams will involve
additional expenditure over forthcoming years and may in certain circumstances require full or partial closure of
certain Debenhams properties. Any failure to manage the asbestos in its properties could result in Debenhams
incurring fines or other liabilities, adversely affect Debenhams’ reputation and/or cause the full or partial closure
of such properties, each of which could have a material adverse effect on its financial condition or results of
operations.

Regulations could result in additional expenditures that could adversely affect Debenhams’ cash flow and
results of operations.

As a result of the Disability Discrimination Act 1995 and the Buildings Regulations 2000, Debenhams must
make reasonable provision for disabled people to gain access to its properties and not make it unreasonably
difficult for them to shop or work there. Relevant fire regulations also require Debenhams to provide appropriate
access, detection systems and exits. If regulators or the courts were to decide that Debenhams has not met these
requirements, it could be required to make substantial alterations to, and incur capital expenditure for, its
properties, Furthermore, existing disabled access requirements may become more onerous, or compliance with
future disabled access requirements may include significant unanticipated expenditures, that could have a material
adverse effect on Debenhams’ cash flow and results of operations.

Currency fluctuations and hedging risks could adversely affect Debenhams’ earnings and cash flow.

Debenhams” business is subject to risks due to fluctuations in currency exchange rates. A substantial proportion
of Debenhams’ imports are paid for in US dollars. Debenhams’ gross transaction value is denominated primarily
in pounds sterling. The exchange rate between US dollars and pounds sterling has fluctuated in recent years and
may fluctuate significantly in the future. Although Debenhams may benefit from any future weakening in the
exchange rate of the US dollar against the pound sterling, it could be adversely affected by future unfavourable
shifts in currency exchange rates. Although Debenhams engages in foreign exchange hedging transactions,
Debenhams’ hedging strategies may not adequately protect its operating results from the effects of exchange rate
fluctuations or may limit any benefit that it might otherwise receive from favourable movements in exchange
rates.

An increase in the Group’s funding needs or changes to obligations in respect of its pension schemes
could have an adverse impact on its business.

The Group makes contributions to two Group occupational defined benefits pension schemes, as described in
“Pensions™ in paragraph 6 of Part 7. The formal actuarial funding valuations of the pension schemes are
normally carried out every three years. The actuarial valuation as at 31 March 2005 showed a deficit in the
Debenhams Executive Pension Plan of £16.5 million on an ongoing funding basis and in the Debenhams
Retirement Scheme of £26.0 million on an ongoing funding basis. Payments to be made into the pension schemes
from the proceeds of the Offer, totalling £18.0 million, represent the remaining additional contributions that the
Company agreed would be paid in to the pension schemes as a result of the Refinancing and Restructuring in
May 2005. The pension schemes had a deficit of £7.6 million recognised in the Group’s balance sheet as at
4 March 2006. There are various risks that could adversely affect the funding of the defined benefits under such
schemes, and consequently the Group’s funding obligations, such as the poor investment performance of pension
fund investments; the schemes’ trustees switching to an investment strategy not having the appropriate mix of
equities, bonds and other investments; the schemes’ trustees increasing employer contributions to the schemes
(the employer contributions to the DEPS require employer agreement but cannot be less than the actuary
determines and the trustees have sole control over employer contribution rates to the DRS, their only obligation
being to consult the employer and the scheme actuary); longer life expectancy; adverse annuity rates; or a change
in the actuarial assumptions by reference to which the Group’s contributions are assessed. An increase in the
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Group’s pension related costs could have an adverse impact on the Group’s profits and cash flow. Many
companies have sought to reduce these risks by amending or closing their pension schemes. However, any
amendment or closure to the schemes may require prior consultation with affected employees. Such consultation
or closure, if undertaken by the Company, could have a material adverse effect on the Group’s employee relations
and consequently its business generally. Debenhams is actively considering possible steps to manage the Group's
pension related costs.

Debenhams’ store card operations and third-party credit card operations could be significantly affected by
the UK Competition Commission investigation, changes to existing governmental regulations or other
actions.

Debenhams has a long-term contract with GE Consumer Finance under which GE Consumer Finance operates
Debenhams’ store card. Debenhams receives a commission from the operation of its store card and also receives
cost benefits, in part because GE Consumer Finance is responsible for certain administrative and marketing costs
that would otherwise be borne by Debenhams.

Debenhams’ store card operations and the credit card operations of third parties are affected by numerous laws
and regulations that impose disclosure and other requirements upon the origination, servicing and enforcement of
credit accounts. A large portion of the sales of Debenhams’ merchandise is facilitated by the use of its store card
and third-party credit cards. In particular, Debenhams estimates that approximately 27% of its retail gross
transaction value for its 2005 financial year was generated by purchases made with the Debenhams store card.

In March 2004, the UK Office of Fair Trading (“OFT”) referred to the UK Competition Commission (the
“Competition Commission””) for investigation the provision of credit to cardholders and the relationship between
retailers and store card providers. In making its referral, the OFT stated that it had reasonable grounds for
suspecting that features of the markets in which these services are provided prevent, restrict or distort competition
in the United Kingdom.

On 7 March 2006 the Competition Commission published its final report and remedies on the store cards
investigation. It found that in the downstream market for the supply of credit and insurance through store cards to
retailers’ customers, there is a combination of features which, by insulating store card credit and insurance
services prevent, restrict or distort competition in that market with an adverse effect on competition. To encourage
greater competition, it imposed a number of remedial measures requiring all providers of credit and insurance
services through store cards (i) where store card APRs are 25% or above to include a warning on cardholders’
monthly statements that cheaper credit may be available elsewhere; (ii) to display prominently more and better
information on all monthly statements including the store card APR, the level of fees and charges and insurance
details; (iii) to give store cardholders the option to pay their account balance by direct debit; (iv) where insurance
packages are offered which contain a payment, as well as price and/or purchase protection, to offer payment
protection alone as a separate item from price and for purchase protection. The Competition Commission expects
to implement these remedies by way of statutory orders to take effect in early 2007.

Debenhams is unable to determine and cannot predict accurately the extent to which the store card remedies will
impact directly or indirectly on its store card operations. Any additional adverse publicity, changes in consumer
perceptions, litigation, existing or future government investigation or inquiry (including the Competition
Commmission investigation), change in laws or regulations (including the Consumer Credit Bill which has now
completed its House of Commons stages), or sector self-regulation relating to store cards or credit cards, or any
actions that Debenhams may take, or be forced to take, in relation to or as a result of the foregoing, could
adversely affect consumer behaviour, reduce the propensity of customers and potential customers to use their
store card, materially limit the availability of credit to its customer base, affect the interest rates or other amounts
that Debenhams or third parties may directly or indirectly charge to its customers, otherwise require it to change
the way that it operates its store card business, or adversely affect its credit card sales. Such actions could result in
lower gross transaction values and reduced or eliminated store card commissions, revenue share or contributions
to Debenhams’ store card operating costs. They could also require it to provide further warnings or otherwise
modify its store card advertisements or customer Statements in ways that may discourage cardholders from using
its store card or other credit cards. The impact of any of the foregoing could disproportionately affect its business
as compared to that of other retailers because of the relatively high percentage of store purchases that are made
with the Debenhams’ store card. If any of the foregoing risks were to occur, they could have a material adverse
effect on Debenhams’ business, financial condition or results of operations. For more information on the store
card investigation, please see “Additional information — Litigation — Store card investigation and other
regulatory initiatives” in Part 7.
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Risks Relating to the Shares

The interests of the Principal Shareholders may conflict with those of the other shareholders and future
sales of Shares by the Principal Shareholders in the public market could cause the share price to fall.

Upon Admission, the Principal Shareholders and funds advised or managed by them will beneficially own in
aggregate approximately 36.1% of the issued Shares (30.9% if the Over-allotment Option is exercised in full).
Accordingly, they will potentially possess sufficient voting power to have a significant influence on matters
requiring shareholder approval, including, if they retain more than 50% of the Company’s issued share capital,
approval of substantial acquisitions or disposals, share buy-backs or other purchases of Shares that could give
shareholders the opportunity to realise a premium over the then prevailing market price for their Shares, The
interests of the Principal Shareholders may not always be aligned with those of other holders of Shares.

In addition, the Principal Shareholders may make acquisitions of, or investments in, other businesses in the retail
industry that may be, or may become, competitors of Debenhams. In addition, funds or other entities managed or
advised by the Principal Shareholders may be in direct competition with Debenhams on potential acquisitions of,
or investments in, certain businesses. To regulate these conflicts of interest, the terms of Directors’ appointments
contain provisions which prevent directors appointed by the Principal Shareholders from voting on matters where
there are conflicts of interest or using information obtained through their involvement with Debenhams for the
benefit of their other interests. ‘

The Principal Shareholders have agreed with the Underwriters that, subject to certain exceptions, they will not,
without the prior written consent of the Global Co-ordinators, offer, sell or contract to sell, or otherwise dispose
of, any Shares within 180 days of Admission. Debenhams is unable to predict whether substantial amounts of
Shares will be sold in the open market following termination of such lock-up arrangements, or earlier if the
relevant consents are provided. Sales of a substantial number of Shares in the public market, or the perception
that these sales might occur, could depress the market price of the Shares and could impair Debenhams’ ability to
raise capital through the sale: of additional equity securities.

There has been no public trading market for shares in Debenhams since 2003 and an active trading
market for the Shares may not develop. :

Debenhams does not know the extent to which investor interest in the Company will lead to the development of a
trading market following Admission or how liquid that market might be, or, if a trading market does develop,
whether it will be sustained. If an active and liquid trading market does not develop or is not sustained, investors
may have difficulty selling their Shares.

The Shares may be subject to market price volatility and the market price of the Shares may decline
disproportionately in response to adverse developments that are unrelated to Debenhams’ operating
performance.

The Offer Price may not be indicative of the market price of the Shares following Admission. The market price of
the Shares may be volatile and subject to wide fluctuations. The market price of the Shares may fluctuate as a
result of a variety of factors, including, but not limited to, those referred to in this Part 1, as well as period-to-
period variations in operating results or changes in turnover or profit estimates by Debenhams, industry
participants or financial analysts. The price could also be adversely affected by developments unrelated to
Debenhams’ operating performance such as the operating and share price performance of other companies that
investors may consider comparable to Debenhams; speculation about Debenhams in the press or the investment
community; strategic actions by competitors, such as acquisitions and restructurings; changes in market
conditions and regulatory changes.

Holders of Shares in the United States may not be able to participate in future equity offerings.

Debenhams’ Articles of Association provide for pre-emptive rights to be granted to its Shareholders, unless such
rights are disapplied by shareholder resolution. However, US Shareholders may not be entitled to exercise these
rights unless the rights and Shares are registered under the Securities Act or an exemption from the registration
requirements of the Securities Act is available.

Shares purchased in the Offer will be diluted immediately.

All of the proceeds to be raised by Debenhams in the Offer will be raised through the issue of New Shares. The
Offer Price is likely to be substantially higher than the net tangible book value per share of the outstanding Shares
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immediately prior to the Offer. Investors in Shares in the Offer will incur an immediate and substantial dilution in
the net tangible book value per Share from the price investors will have paid for the Shares prior to the Offer.

The rights of holders of Shares are governed by English law. Not all rights available to Shareholders
under US law will be available to holders of Shares.

Rights afforded to holders of Shares under English law differ in certain respects from the rights of shareholders in
typical US companies. The rights of holders of Shares are governed by English law and Debenhams’ Articles of
Association. In particular, English law currently significantly limits the circumstances under which shareholders
of English companies may bring derivative actions. Under English law, in most cases, only Debenhams can be the
proper plaintiff for the purposes of maintaining proceedings in respect of wrongful acts committed against it.
Neither an individual shareholder nor any group of shareholders has any right of action in such circumstances. In
addition, English law does not afford appraisal rights to dissenting shareholders in the form typically available to
shareholders in a US company.
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PART 2: THE BUSINESS

Overview

Debenhams is a leading multi-category retailer in the United Kingdom with a strong presence in its key product
categories of womenswear, menswear, homewares, health and beauty, accessories, lingerie and childrenswear.
Debenhams offers a unique and. differentiated customer proposition through its mix of exclusive own brands,
including “‘Designers at Debenhams™, and third party brands. Debenhams is the second largest department store
chain in the United Kingdom and has been a consistent long term market share winner, increasing its department
store market share from 12.0% in 1996 to 18.6% in 2005. This growth has accelerated under the current
management team with market share gains of 3.4% achieved over the last two years (source: Verdict 2005). In
addition, in the key categories of womenswear and menswear, Debenhams has delivered the first or second largest
market share gains of all major retailers in Great Britain in 2005 (source: TNS Worldpanel Fashion). Debenhams
has a proven and successful business model and has enjoyed a strong sales and profit track record over the last ten
years, significantly accelerated under current management since 2003.

The first Debenhams department store opened in 1905 and the Debenhams brand name is widely recognised in
the United Kingdom. Debenhams has developed a portfolio of 120 department stores in the United Kingdom and
Ireland, to which it has recently added three Desire by Debenhams stores. Of these 123 stores, 113 stores atre
leased and ten stores are held on a finance lease basis.,

In 2003, Debenhams was acquired by the current Shareholders and ceased trading on the London Stock Exchange
(the *“Acquisition”). The Directors believe that, since the Acquisition, the current management team has
transformed the business and achieved a step change in profitability and performance. From the financial year
2003 to 2005, gross transaction value improved 15.3% to over £2 billion, department store market share increased
from 15.2% to 18.6% (source: Verdict 2005), Adjusted EBITDA grew by 51.4% and Adjusted EBITDA margins
have increased from 12.0% to 15.8%. Group operating profit increased 22.9% from the 2003 financial year to the
2005 financial year (with a decrease between the 2003 and 2004 financial years as a result of goodwill
amortisation and exceptional items which arose as a result of the Acquisition). For more information, see
“Operating and financial review — Results of operations — 2004 financial year compared to 2003 financial year
— Group operating profit” in Part 4. Since the Acquisition, the current management team has achieved an
estimated £45 million of annualised cost savings (approximately 8% of total costs}, through headcount savings,
closure of underperforming categories, restructuring and other operating efficiencies. Furthermore, the Directors
believe that the new management team has implemented strategies that will continue to increase Debenhams’
market share and profitability.

Approximately half of Debenhams’ retail gross transaction value is from sales of own-brand product developed
by, and exclusive to, Debenhams. Debenhams has a successful portfolio of over 55 own brands (such as Debut,
Maine New England, Red Herring and Thomas Nash), including 25 “Designers at Debenhams™ brands. Six of
Debenhams’ own brand ranges each accounted for sales including VAT of over £50 million in the 2005 financial
year. Through its “Designers at Debenhams” offering, Debenhams offers customers exclusive product lines at
mainstream prices by designers such as Jasper Conran, Julien Macdonald, John Rocha and Matthew Williamson.
The Directors believe that Debenhams enjoys strong relationships with these individual designers, developed
during the past ten years, and that the Debenhams relationship is important for many designers. The other half of
Debenhams’ gross transaction value is third party brands either bought by Debenhams (such as Estee Lauder or
Levis Strauss) or through in store concessions (such as Qasis). Debenhams generates approximately 30% of its
retail gross transaction value from sales of branded concession products from which it retains a pre-negotiated
percentage of gross transaction value and for whichrit bears no inventory risk. Debenhams’ mix of exclusive own
brands and third party brands enables Debenhams to offer a differentiated customer proposition with a broad
demographic appeal. In addition, the diversity of the products and brands gives it strength across all its product
categories.

The current management team has implemented a strategy of strengthening its exclusive own brands and
“Designers at Debenhams” offering. This includes an enlarged in-house design team, range extensions across
categories, the addition of new designers and expansion of the “Designers at Debenhams” concept in more
stores. The Directors believe that the own brand portfolio continues to be a key differentiator for Debenhams. In
addition to its own brand strategy, the new management team has introduced new concessions and international
brands to attract a broader and younger demographic, increase customer choice and deliver “must have” brands.

Debenhams has a portfolio of 123 stores, including three Desire by Debenhams stores, across the United
Kingdom and Ireland with approximately 9.3 million square feet of total trading space. Its department stores are
situated in various locations, including town centres, high streets and shopping centres, and cover a wide
geographic and size range. All of Debenhams’ stores that traded throughout the 2005 financial year contributed
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positively to Debenhams’ Adjusted EBITDA in the 2005 financial year (source: management accounts). The
Directors believe that this reflects the quality of the Debenhams store portfolio. Debenhams has made substantial
investments in opening new department stores in addition to modernising and refurbishing its existing department
stores in order to generate further sales. 40 stores have been opened since ] September 1998 (including eight
stores acquired from the administrators of Allders plc in February 2005) and a further 46 stores have been
modernised. Although Debenhams has developed a portfolio of 120 department stores, the Directors believe that
it is still a physically immature business and has the potential to increase to up to 240 department stores in the
United Kingdom. Debenhams has signed contracts (including conditional contracts) to open five new department
stores (including one resite of an existing department store) by the end of the 2007 financial year and 21 new
department stores by the end of the 2011 financial year. In addition, Debenhams is currently in negotiations to
open a further ten department stores by the end of the 2011 financial year.

In June 2005, Debenhams launched the first of its Desire by Debenhams stores, a new and smaller concept store
created by the current management team and featuring a mix of women’s fashion, accessories, lingerie and
cosmetics. The Directors believe Desire by Debenhams stores offer a unigue and differentiated high street
concept, designed to appeal to women by predominantly stocking a portfolio of Debenhams’ exclusive own
brands and its ““Designers at Debenhams™ range, supplemented by other international brands (primarily in the
premium cosmetics product category). Following the initial success of its Desire by Debenhams stores,
Debenhams expects to expand this format in towns that would not be large enough to support a full department
store. Debenhams has opened three Desire by Debenhams stores and expects to open one additional Desire by
Debenhams store in the summer of 2006. There are eight additional Desire by Debenhams stores intended for
each of the 2007 and 2008 financial years, and the Directors believe there is the potential to increase the number
of Desire by Debenhams stores to up to 100 stores.

Debenhams has also appointed independent franchisees of 29 international franchise stores in 14 countries
outside the United Kingdom and Iretand, 20 of which were opened in the last three years. The Directors believe
that international franchise stores represent an attractive opportunity for strong cash generation at low risk and a
further 15 franchises are scheduled to open by the end of the 2008 financial year.

Debenhams has also been extending its customer reach by making direct sales through, and is investing in, its
internet website.

History of Debenhams

The Debenhams name was first used in 1813 when Thomas Clark and William Debenham began retail operations
as the Clark and Debenhams partnership on Wigmore Street in central London. The business grew to include a
number of retail outlets across the United Kingdom and in 1905, Debenhams opened its first department store. In
1928 Debenhams listed its shares on the London Stock Exchange and traded as an independent company until
1985, when it was acquired by The Burton Group. By 1985 Debenhams had a portfolio of 65 department stores
and owned a number of other companies, including Hamleys, Harvey Nichols and Lotus.

In the late 1980s and early 1990s, Debenhams began to reposition its business, introducing exclusive ranges of
own bought merchandise in key product areas and significantly increasing its portfolio of stores. In 1997,
Debenhams introduced its first international franchise store in the Middle East. Debenhams was demerged from
The Burton Group and listed on the London Stock Exchange in 1998.

As a result of the Acquisition in 2003, Debenhams was acquired by Baroness Retail Limited, a company owned
indirectly by a group of funds managed or advised by TPG, CVC and MLGPE, other institutional investors, and
by John Lovering, Rob Templeman and Chris Woodhouse, and ceased trading on the London Stock Exchange. In
May 2005, the Group underwent a refinancing and a restructuring pursuant to which the Company became the
parent of the Group (the “Refinancing and Restructuring”).

Key strengths

The Directors believe that Debenhams has a number of key strengths that help differentiate the Group from its
competitors:

1.  Leading UK multi-category retailer;
Unique and differentiated customer proposition;
Flexible business model;

Strong management team; and

BRI e

Transformed business with a step change in profitability under current management.
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1. Leading UK multi-category retailer

Debenhams is a leading multi-category retailer in the United Kingdom with a strong presence in its key product
categories of womenswear, menswear, homewares, health and beauty, accessories, lingerie and childrenswear.
Debenhams is the second largest'department store chain in the United Kingdom and has been a consistent long
term market share winner, increasing its department store market share from 12.0% in 1996 to 18.6% in 2005.

Debenhams has a proven and successful business model with a strong track record of achieving growth in gross
transaction value over the past ten years. Debenhamsf’ gross transaction value increased at a CAGR of
6.6% between the 1996 financial year and the 2005 financial year. According to Verdict, Debenhams reported the
highest profitability amongst UK department stores for the 2005 financial year.

Debenhams is one of the most well-recognised multi-category retail brands in the United Kingdom with a strong
brand heritage. Third-party research indicates that customers believe Debenhams provides “breadth of choice®
and ‘“‘value for money” as compared to other leading UK department stores (source: Verdict Customer
Satisfaction Index 2006).

Debenhams has an attractive store portfolio of 123 stores, inciuding three Desire by Debenhams stores, across the
United Kingdom and Ireland with approximately 9.3 million square feet of total trading space. All of
Debenhams’ stores that traded throughout the 2005 financial year contributed positively to Debenhams’ Adjusted
EBITDA in that period. The Directors believe that it is still a physically immature business and has the potential
to increase to up to 240 department stores in the United Kingdom.

2. Unique and differentiated customer proposition

Debenhams offers a unique and differentiated customer proposition through its mix of exclusive own brands,
including “Designers at Debenhams”, own bought third party brands and third party concession brands. For
example, in comparison, Selfridges offers almost exclusively third party brands and Marks & Spencer offers
almost exclusively its own brands. Debenhams carries out a rigorous brand mapping analysis in order to identify
gaps in its product offering and to assist in the design of new product lines. As a result, it has built an own brand
portfolio of over 55 brands (including 25 brands under the “Designers at Debenhams” range and other brands
such as Debut, Maine New England and Red Herring). Further, Debenhams uses popular third party/international
and concession brands to increase customer visits to its stores and offer high fashion products while, in the case
of concessions, reducing associated business risk since. Debenhams retains a fixed amount on sales of concession
products without assuming any stock risk.

As a result of its mix of exclusive own brands and third party brands, Debenhams’ products appeal successfully to
two main customer segments: a broad core customer base and an aspirational designer merchandise segment.
Through the use of brand segmentation, Debenhams clearly targets specific customer demographics. Debenhams’
products are typically targeted at its core customer base, however through its “Designers at Debenhams” range
Debenhams appeals to customers seeking “high-end” branded products at more affordable prices. Through its
concessions and international brands, Debenhams targets specific customer segments, such as younger
demographics, increases customer choice and delivers “must have” brands.

As of 3 September 2005, Debenhams had approximately 2.5 million store card holders who either used their store
cards or carried balances during the preceding 12 months. Debenhams estimates that store cards were used to
make purchases of approximately £600 million at Debenhams during the 2005 financial year, representing
approximately 27% of Debenhams’ total retail gross transaction value. Gold and classic cardholders spend seven
times and 2Y: times the average customer spend, respectively. Customer data indicates that holders of the
Debenhams store card typically make more frequent purchases and are more loyal than customers that are not
holders of the card.

3.  Flexible business model

Debenhams benefits from an inherent flexibility in optimising product/brand mix and space which increases its
ability to provide rapid responses to customer trends, greater consistency in performance and lower execution
risk. Through its multi-category offer, Debenhams can flex into growth and out of declining categories, making
the business more resilient and better able to exploit category trends than its competitors. This is complimented
by its multi-brand offer, which allows Debenhams to minimise its exposure to specific brand trends. Furthermore,
Debenhams’ broad demographic appeal gives it the opportunity to target specific customer demographics that
offer more attractive dynamics with regards to growth and income.
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Debenhams derives further flexibility from its well-established supply chain. Debenhams sources from a variety
of countries and suppliers which enables it to mitigate quota, currency and other risks whilst leveraging off long
standing relationships to drive margins. Through continuous improvement to the supply chain and lead times,
Debenhams has increased its speed to market, allowing it to be more responsive to changing customer trends.

Debenhams is a highly cash generative business with a strong focus on cash and working capital. Its return on
sales and favourable cost structure enhance the business’s defensive position.

4. Strong management team

Debenhams’ management team is led by Rob Templeman (Chief Executive Officer), supported by Chris
Woodhouse (Chief Financial Officer), Michael Sharp (Chief Operating Officer), Nigel Palmer (Retail Operations
Director) and Nikki Zamblera (Human Resources Director). Between them, the team has over 100 years of retail
experience. Furthermore, Rob Templeman and Chris Woodhouse have a longstanding and proven track record of
successfully working together and running retail businesses, including Homebase and Halfords.

In addition to the senior management team, the Directors believe that there is considerable strength in depth in
management below this level, with most senior employees having been with Debenhams prior to the Acquisition.
The Directors believe that its senior employees are highly incentivised to focus on cash margin and cash
generation and have been empowered to make the decisions to achieve these targets.

5. Transformed business with a step change in profitability under current management

The Directors believe that, since the Acquisition, the current management have significantly transformed the
business and achieved a step change in profitability and performance. From the financial years 2003 to 2005,
gross transaction value has improved by 15.3% to over £2 billion, Adjusted EBITDA has grown by 51.4% and
Adjusted EBITDA margins have increased from 12.0% to 15.8%. Group operating profit increased by 22.9%
from the 2003 financial year to the 2005 financial year (with a decrease between the 2003 and 2004 financial
years as a result of goodwill amortisation and exceptional items which arose as a result of the Acquisition). For
more information, see “Operating and financial review — Results of operations — 2004 financial year compared
to 2003 financial year — Group operating profit” in Part 4. Furthermore the Directors believe that the new
management has implemented strategies that will continue to increase Debenhams’ market share and profitability.

In addition to increased profitability, current management have significantly accelerated market share gains in the
last two years. Debenhams has grown store market share from 15.2% to 18.6% in the last two years (source:
Verdict 2005). Furthermore, according to TNS data, Debenhams has also achieved market share gains or stability
in its four largest product categories from 2003 to 2005. The following table provides Debenhams’ market share
in each of Debenhams’ four largest product categories:

Market Share

Product Category 2003 2004 2005
Womenswear') .. 3.9% 4.0% 4.5%
Menswear' . . o 3.3% 3.5% 3.9%
Homewares™ . ... ... . 3.4% 3.4% N/A
Health and beauty™ ... ... ... .. ... . .. 2.1% 2.3% 2.5%

(1) Source: TNS Worldpanel Fashion data
(2) Source: Verdict 2005

The management team has achieved an estimated £45 million of annualised cost savings (approximately 8% of
total costs), through headcount savings, closure of underperforming categories, restructuring and other operating
efficiencies. Debenhams has seen a considerable improvement in capital efficiency under current management,
particularly in new store openings and refurbishments, where costs per square foot on store openings have been
reduced from £178 prior to the Acquisition to £108 for new department stores opened during the 2006 financial
year and from £30 for refurbishments prior to the Acquisition to £7 for department stores refurbished during the
2006 financial year respectively. The result of this improved capital efficiency has been to substantially increase
Debenhams’ returns on invested capital.

In addition, the Directors believe that Debenhams has outperformed many of its UK retailer competitors in like
for like sales growth and EBITDA margin for the 2003, 2004 and 2005 financial years, as well as for the 26 week
period ended 4 March 2006.
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Since the Acquisition, management has transformed the culture of the organisation through the introduction of a
strong ownership and trading culture, rather than an “employee” mentality. This has been driven by a faster and
more proactive and empowered management style focused on margin and cash generation, rather than just sales.

Debenhams growth strategy

Debenhams’ strategy is to maintain and build on its core strengths and to leverage these further by supporting
continued growth through:

. Organic growth;
. New space growth; and

. Other channel growth.

Organic growth — Sales and margin growth from design, buying and merchandising transformation

The Directors intend to grow gross transaction value and margin organically through their strategy for continuing
to improve Debenhams’ product offering. There are six elements to the design, buying and merchandising
strategy: ‘

s Enhancing and leveraging Debenhams’ unique own brands

Debenhams’ unique and exclusive own brands are a key component of its product strategy. Debenhams has
built up a successful portfolio of own brands which cover a wide spectrum of customers and product
categories. Improvements in the supply chain and the expansion of the in-house design team will allow
Debenhams to further build on its proven own brand expertise. The Directors intend to increase own brand
sales by developing its popular brands and leveraging them into new product areas. For example, annual
sales (including VAT) in the 2005 financial year of its Red Herring brand were £81 million and Debenhams
continues to successfully extend this range both within womenswear and into new product categories. The
Directors intend to replicate this approach across other own brands which will drive Debenhams’ gross
transaction value and margin.

*  Growing the “Designers at Debenhams” offering

“Designers at Debenhams” is a key differentiator for Debenhams and the product icon for the Group’s
marketing. The range provides customers with unique access to catwalk trends and designers at affordable
high street prices. The Directors believe that it has contributed significantly to increases in Debenhams’
gross transaction value and intend to continue to expand the range. In the 2005 financial year, “Designers at
Debenhams” accounted for sales (including VAT) of £324 million (source: management accounts).

Debenhams’ strategy for growing the “Designers at Debenhams” offering includes promoting established
designers and extending their product offerings into new categories, developing more-recently added
designers, extending “Designers at Debenhams” product offerings (including into smaller stores through the
flexible “Designer Boutique” concept) and continuing to introduce new designers and concepts such as
Limited Edition. Debenhams has recently added new product lines such as Black by Beity Jackson, St
George by Duffer and Star by Julien Macdonald. The Directors believe that there are continued growth
opportunities for “Designers at Debenhams™ and are targeting annual sales of £450 million in the medium
term. Furthermore, “Designer at Debenhams” merchandise has, on average, a higher average selling price
than own brands as well as superior cash margins. This has the impact of further driving growth and margins
in addition to being a key differentiator for Debenhams.

¢ Extending existing ranges

Debenhams intends to extend its product offerings in areas related to its current offer, including a wider
children’s offering, mainstream cosmetics, expansion of women’s sportswear/fitness, fashion accessories
and small electrical equipment. These opportunities are identified through a rigorous planning process and
are expected to further drive cash profit.

»  Customer-led space management

Debenhams dynamically manages its space to maximise revenue. Current management recognise space as a
key resource to be optimised on a continuous basis to drive profit growth through space management.
Debenhams is achieving this through investing in people and systems for individual store merchandising,
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more effective use of trading space by season and customer requirements (such as Christmas gifts, calendar
events, Back to School and holiday shopping), flexing in and out of brands and product categories as trends
come and go, through more flexible fixturing and visual branding and improvements in square to linear
conversion, which increases the choice and options of products in the trading space.

Customer-led visual merchandising

Debenhams’ trading strategy emphasises broad customer appeal with clear brand segmentation. Visual
merchandising is now managed by Debenhams’ creative team, rather than the buying and merchandising
teamn, giving it a greater customer focus. Debenhams is driving average transaction value by merchandising
outfits and lifestyles, rather than individual garments, which encourages customers to buy more products
(known as basket build). This has been further enhanced through increasing the use of focus fixtures,
including mannequins, and improving product adjacency and availability. Key products are presented as
“must haves” (being the key item or fashion look) and “Blockbusters™ (being the most important volume
lines). The Directors believe that improved visual merchandising will increase both the number of
transactions and average transaction values.

Effectiveness of marketing spend

Debenhams will seek to continue increasing the effectiveness of its marketing spend through more cost
effective and high impact advertising. A new marketing strategy, called “Styling the Nation”, was launched
in the spring of 2004, differentiating Debenhams by focusing on brand and product strength. In addition, the
Desire magazine was launched and is fully supplier funded through advertising. The Debenhams Desire
magazine is the United Kingdom’s largest circulation women’s lifestyle/fashion magazine with a circulation
of 745,126 per issue (source: ABC July-December 05).

Organic growth — End-to-end supply chain transformation

Since the Acquisition, an ongoing end-to-end review of the supply chain has been conducted to improve sales,
availability, margin and stock turn, including the following:

Sourcing and supplier rationalisation

Debenhams plans to continue to source from fewer and better suppliers by offering them higher volumes in
return for better margins and terms. Debenhams currently has 380 suppliers with the medium term target of
approximately 260 supptliers. The top 30 suppliers account for around one half of Debenhams’ purchases.
Between the Acquisition and the end of the 2005 financial year, Debenhams reduced terminal stock from
7.2% of stock to 2.2%, increased days payable from 27 days to 60 days including renegotiated concession
payment terms which, coupled with an efficient and improving supply chain, has resulted in Debenhams
achieving negative working capital. In terms of its sourcing strategy, Debenhams is concentrating on three
main sourcing hubs: China, Turkey and India. Debenhams is developing a strategy of sourcing by country
and category (rather than just supplier) in order to ensure a balance in its sourcing mix. In addition,
Debenhams has adopted a “Best Country” approach, sourcing products from the appropriate countries to
improve margin and reduce lead time whilst playing to manufacturing expertise. The Directors believe that
fewer, better suppliers allow Debenhams to build stronger relationships, drive higher margins and improve
profitability.

Improving supply chain management

In order to improve operating efficiency and speed to market, benefiting sales and margin, Debenhams aims
to continue to improve the management of its supply chain. This includes lowering freight rates from better
utilisation of container loads and lower processing charges, maximising demurrage, reducing transit
packaging and improving management of shipments generally.

Shortening lead times and improving markdown management

Between the Acquisition and the end of the 2005 financial year, the average lead time across product
categories was reduced from 18 weeks to 13 weeks for own bought clothing products. This has been
achieved through improved product development, supplier rationalisation and greater logistical efficiencies.
Through this shortening of lead times, Debenhams has improved availability, driven gross transaction value
and reduced markdowns. Furthermore, increasing the frequency of buying is driving faster stockturn and
de-risking stock holding. Debenhams has a target of achieving an average lead time across product
categories of between eight and twelve weeks in the medium term.
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Debenhams has trialled potential further supply chain improvements on Red Herring’s womenswear
products, including upfront planning for in-season flexibility, more frequent buying, faster repeats and
reduced lead times. The impact of these initiatives has been to transform supplier intake margins,
markdowns, stock turn and cash margin. The Directors believe that an opportunity exists to replicate this
success across other categories and brands. The Directors believe that these initiatives and a move to
progressive markdowns during the season rather than relying only on end of season sales are driving
improvements in markdowns.

e Investment in logistics

In July 2003, Debenhams invested in the operational logistics of its business through opening a new
700,000 square foot distribution centre in Peterborough at a cost of £29 million, supporting up to the next
ten years of growth. This will support the business growth of new stores (including international franchise
stores) and will improve operating efficiency (for example throngh improved trading bays enhancing
container through-put). On a more general basis, as a result of cross-functional involvement of the buying
and merchandising, logistics and stores teams, Debenhams is reducing the time from delivery to display in
the store, reducing the store costs of handling the product and allowing store personnel to concentrate on
customer service rather than “back of house” activities.

Organic growth — Department store refurbishments programme

Following the Acquisition, a new approach to store refurbishments has been developed, with a focus on
modernising key areas which have a direct impact on customers and gross transaction value. This includes
improving visual merchandising, increasing linear conversion, ensuring individual brand identity and improving
the customer experience. The efficient deployment of capital, focus on visual merchandising and brand
delineation have significantly reduced the average capital expenditure on the refurbishment of a Debenhams store
from £30 per square foot prior to the Acquisition to £7 per square foot for department stores refurbished during
the 2005 financial year. This more disciplined and efficient capital expenditure spend has allowed for
considerably improved returns on capital invested. Debenhams has successfully trialled the refurbishment of three
department stores across the full range of stores in its portfolio (i.e. previously invested, partly invested and
uninvested stores). These trial refurbishment stores have seen sales uplifts of 4.7%, 12.3% and 16.3% over a
12 month period, with annualised returns on investment of 94.1%, 106.7% and 47.2%, respectively. The
Directors believe, following these successful trials, that significant sales opportunities exist through store
refurbishment across Debenhams’ department store portfolio, underpinning medium term sales and margin
growth. The next phase of store refurbishments is currently underway with 11 stores having recently been
refurbished and delivering strong initial results.

New space growth — New department store roll-out

Although Debenhams has developed a portfolio of 120 department stores, the Directors believe that it is still a
physically immature business and has the potential to increase to up to 240 department stores in the United
Kingdom. Debenhams has signed contracts (including conditional contracts) to open five new department stores
(including one resite of an existing department store) by the end of the 2007 financial year and has, in total,
signed contracts including conditional contracts to open 21 new department stores by the end of the 2011
financial year. In addition to these stores, Debenhams is currently in negotiations to open a further ten new
department stores by the end of the 2011 financial year. At the end of the 2005 financial year, Debenhams traded
from 9.1 million square feet of total trading space. By the end of the 2011 financial year, contracted and planned
new department stores are expected to add approximately 2.4 million net square feet of trading space to
Debenhams’ portfolio increasing its space by approximately 26%. Debenhams continues to focus its new
department store strategy on attractive new catchments without impacting adversely on existing stores.

As with the refurbishments, the current management team has applied a more disciplined and effective approach
to capital expenditure on new department stores. The result of this is that the capital expenditure spend of a new
department store has reduced by 40% since the Acquisition to an average £108 per square foot for new
department stores opened during the 2005 financial year. Combined with improved trading margins and a lower
cost base relative to sales, the returns on capital invested have improved by 15%.

In addition to opening new department stores, current management will also look to acquire parcels of attractive
stores when available. In February 2005 Debenhams acquired eight stores from the administrators of Allders plec.
Debenhams commenced trading from these stores shortly after the acquisition converting them to full Debenhams
format over the subsequent months, According to Verdict, Debenhams’ ability to “refurbish and supply an extra
eight stores in such a short time demonstrates Debenhams’ operational skills and the fast response of its supply
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chain”. As part of its strategy for store expansion, Debenhams has the proven ability to acquire additional stores
and assets that can be converted to the Debenhams format and integrated into the Debenhams business.

New department store openings, as well as department store refurbishments, can have a significant impact on
Debenhams’ gross transaction value and subsequently, Debenhams’ gross merchandising margin, EBITDA and
cash flow. The gross transaction value generated by Debenhams’ new and modernised stores has typically grown
at a faster like for like sales growth rate for up to the first five years after opening or completion of modernisation
than the gross transaction value generated by its other stores. In addition, new department store openings and
store modernisations/ refurbishments are the principal components of Debenhams’ capital expenditure.

New space growth — New Concept, Desire by Debenhams stores

In June 2005, Debenhams launched the first of its Desire by Debenhams stores, a new and smaller concept store
created by the current management team and featuring a mix of women’s fashion, accessories, lingerie and
cosmetics. The Directors believe Desire by Debenhams stores offer a unique and differentiated high street
concept, designed to appeal to women, by predominantly stocking a portfolio of Debenhams’ exclusive own
brands and its “Designers at Debenhams™ range, supplemented by other international brands (primarily in the
premium cosmetics product category). The concept has been tested in both a strong and difficult market,
delivering higher margins and densities than the department store chain.

Debenhams expects to expand this format into markets that would not be able to support a full department store.
Debenhams has opened three Desire by Debenhams stores and expects to open one additional Desire by
Debenhams store in the summer of 2006. There are eight additional Desire by Debenhams stores intended for
each of the 2007 and 2008 financial years, and the Directors believe that there is the potential to increase the
number of Desire by Debenhams stores to up to 100 stores.

Other channel growth — International franchise roll-out

Debenhams has focused on expanding internationally through a low risk/low resource franchise model.
Debenhams now has a presence in 14 countries with 29 stores and a further 15 stores are scheduled to open by the
end of the 2008 financial year. To ensure strong brand and product control, Debenhams has a dedicated team
focused on international franchisees.

Debenhams has agreed business plans with franchisees for a further 17 stores and an additional 12 stores are at an
advanced stage of negotiation. It is therefore anticipated that, by the end of the 2009 financial year, there will be
71 international franchise stores (compared to 29 currently). The Directors also regard the Desire by Debenhams
concept as being capable of being developed internationally.

Other channel growth — Multi-channel, internet and financial services growth

Apart from its core store formats (department stores and Desire stores) and international franchises, Debenhams
has two other growing sales channels: Multi-channel/internet and financial services.

Internet: Verdict’s e-Retail Report 2006 estimates retail spending on-line for clothing and footwear accounts for
2.3% of all such retail spending in 2005 and estimates that it will increase to 5.0% by 2010. Debenhams’ website
has come under severe strain since the beginning of 2005 and currently fails to cope with the traffic volumes the
brand is attracting (in the 2006 financial year to date there has been a 37% increase in visits compared to the same
period in the 2005 financial year and a 78% increase from the 2004 financial year). In the 2005 financial year,
internet direct sales were 0.8% of gross transaction value (source: management accounts). Debenhams has
embarked on a £7 million upgrade of its internet website, the first phase of which is expected to be completed in
the summer of 2006. The upgraded website is designed to be able to cope with levels of on-line customer traffic
volumes which far exceed those volumes currently experienced by the website and thereby allow significant
growth. Further, the Directors believe there is in-store growth potential, through offerings such as “Click and
Collect” (whereby customers will be able to order merchandise on-line and collect such items at a chosen
Debenhams store) and “Customer Ordering” (whereby customers at any store, irrespective of size, will be able to
order merchandise from the full range of Debenhams’ department stores through a computerised system) to
further increase internet sales. In addition, Debenhams intends to increase the range of products available on the
website.

Financial services: To complement its core product offering and provide further value added services to its
customers, Debenhams also operates a store card, credit card, general insurance and gift card/voucher business
which it intends to expand. As of 3 September 2005, Debenhams had built a customer base of approximately
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2.5 million active cardholders and now also offers co-branded credit cards to its customers. In addition, in the
2005 financial year, gift card and voucher sales were £87 million.

Other aspects of the business .
Other aspects of the Debenhams business model are explained below under the following headings:
. Customers and competition;
. Debenhams’ brand and products;
. Debenhams’ stores and service offerings;
. Other retail channels, ‘including Direct and International; and

d Employees and other ’operations.

Customers and competition

Debenhams’ customer base

Debenhams’ product mix and broad offering, with a clearly targeted brand and product strategy, allow it to target
a wide demographic as well as the aspirational designer segment. Third-party research indicates that customers
believe Debenhams provides “breadth of choice” and “value for money” as compared to other leading UK
department stores (source: Verdict Customer Satisfaction Index 2006). Debenhams’ customer base spans a range
of ages and socio-economic groups. The Company’s research suggests that approximately 80% of visitors to
Debenhams’ stores are females, many of whom shop not only for themselves but also for their spouses, partners
and families. In the 2005 financial year, approximately 16 million customers visited Debenhams’ stores.

Competition

As a multi-category retailer, Debenhams competes with other department stores (such as House of Fraser, John
Lewis Partnership and Marks & Spencer), supermarkets and discounters, as well as the specialist retailers in each
individual product category. Outside of the department store sector, Debenhams faces competition from retailers
of different sizes and with different sales strategies. Amongst others, Debenhams competes against Next and Bhs;
fashion retailers such as FCUK, New Look, Topshop and Zara; specialty retailers such as Boots (cosmetics),
Adams (childrenswear), Burton (menswear) and Habitat (homewares); discount stores such as Matalan;
supermarkets; warehouse clubs; local independent retailers; catalogues; and various internet websites.
Debenhams competes with -all of these entities for the same customers and they, together, impact Debenhams’
pricing strategies and sales.

The department store market is highly competitive, particularly with respect to merchandise selection and quality,
store location and design, inventory, pricing, customer service and advertising. Debenhams has the second largest
market share among UK department store retailers based on gross transaction value and it competes with national
store chains, such as House of Fraser, John Lewis Partnership and Marks & Spencer, premium department stores
and smaller regional chains. Marks & Spencer is the market leader in the UK department store sector, with 399
stores in the United Kingdom and Ireland as of October 2005 (source: Verdict), including department stores and
regional centres. In addition, Marks & Spencer operates a number of smaller food outlets and other stores that are
based on different formats, and has stated it is also planning to expand its homewares oftering. Marks & Spencer
predominantly sells own brand products. Marks & Spencer differs from Debenhams and its other competitors in
the UK market in that a significant proportion of its sales are of food.

John Lewis Partnership operated 26 department stores as of October 2005 and has a particularly strong
homewares product offering. During recent years, John Lewis Partnership has made significant investments in
modernising and refurbishing its department store portfolio, in its direct sales channels and in increasing the
fashion emphasis of its womenswear, menswear and other product categories. John Lewis Partnership also owns
the Waitrose supermarket chain and has introduced store formats that sell grocery, homewares and other products.

House of Fraser is the fourth largest department store chain in the United Kingdom and operated 46 department
stores as of October 2005 (source: Verdict). Its product categories include clothing, accessories, cosmetics and
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The following table provides an overview of the contribution from each of Debenhams’ principal product
categories to its retail gross transaction value for the 2005 financial year:

Retail Gross

Transaction

Value

(excluding

Product Category VAT)
WVOTIEISWEAT .+ o v v vt e ot et e e et e e et e et e et e e e e e 28%
LD WAL « .« . o vt ettt et e e e e e e e e e e 17%
Homewares ) . .ot 17%
Health and beauty . ... ... o i e 14%
A CCESOTIES . « v e v v e et et e e e e et e e e e e e e 10%
(00 ST Ta T Yo 7= S PN 6%
LIngerie . o 5%

FOOd SEIVICES . . o vt et s e e e e e e 3%

Note:
® Homewares division also includes certain seasonal products sold as gifts.

Within the product categories, Debenhams continually reviews its plans so that it can allocate more trading space
to its product categories that generate higher sales densities and can improve overall flexibility so that it can
devote more space to the products that are in season or that are selling well during any particular period.

Womenswear

Womenswear is Debenhams’ largest product offering and accounted for 28% of retail gross transaction value for
the 2005 financial year. Womenswear products include formal wear such as suits, trousers and blouses; casual
wear such as jeanswear, knitwear and jersey tops; occasionwear such as dresses; and outerwear such as coats and
jackets. Own brands offered in womenswear inciude Casual Club, Debut and J. Taylor. Debenhams also offers a
wide range of “Designers at Debenhams” brands, including Black by Betty Jackson, Butterfly by Matthew
Williamson, J by Jasper Conran and Rocha.John Rocha. Third-party own bought brands include Kangol and Levi
Strauss. The concession operations in Debenhams’ womenswear department include, Jane Norman, Oasis,
Principles and Top Shop.

Menswear

Menswear is Debenhams’ second largest product offering and accounted for 17% of retail gross transaction value
for the 2005 financial year. Menswear products include formal wear such as suits, jackets, trousers, shirts and
ties; casual wear such as jeanswear, shirts, knitwear, tee shirts and shorts; accessories such as shoes, underwear
and socks; and games, gifts and gadgets.

The substantial majority of sales in menswear comes from Debenhams’ own bought products. Debenhams’
menswear own brands include Maine New England, Osborne, Red Herring and Thomas Nash. Menswear
department also offers a wide range of “Designers at Debenhams™ brands including J by Jasper Conran, JOHN
by John Richmond and Rocha.John Rocha. Key third-party own bought brands include Adidas, Ben Sherman and
Nike, and concessions include BMB Menswear (for suits) and Parkes & Wolfe.

Homewares

Homewares is Debenhams’ third largest product offering and accounted for 17% of retail gross transaction value
for the 2005 financial year. Homewares includes china, cookware, glass, linens and soft furnishings (such as
blinds, curtains, cushions, rugs and throws). Debenhams’ homewares department includes product offerings such
as the bath shop, bed linens, china and cook shop. More expensive purchases such as furniture are sold over the
internet and in selected stores. Debenhams own bought homewares lines include Jasper J. Conran and Rocha.John
Rocha and other Debenhams own bought brands include Le Creuset and Tefal, and concessions include Royal
Doulton, Dorma and Wedgwood. Products sold under the Debenhams name are an important part of Debenhams’
homewares offering. Homewares division also includes certain seasonal products sold as gifts.

Health and beauty

Health and beauty, which accounted for 14% of Debenhams’ retail gross transaction value for the 2005 financial
year, includes the premium cosmetics lines that are an important part of Debenhams’ product offering and




2.5 million active cardholders and now also offers co-branded credit cards to its customers. In addition, in the
2005 financial year, gift card and voucher sales were £87 million.

Other aspects of the business .
Other aspects of the Debenhams business model are explained below under the following headings:
. Customers and competition;
¢ Debephams’ brand and products;
. Debenhams’ stores and service offerings;
. Other retail channels, including Direct and International; and

. Employees and other operations.

Customers and competition

Deberhans’ customer base

Debenhams’ product mix and broad offering, with a clearly targeted brand and product strategy, allow it to target
a wide demographic as well as the aspirational designer segment. Third-party research indicates that customers
believe Debenhams provides ‘“‘breadth of choice” and “value for money” as compared to other leading UK
department stores {source: Verdict Customer Satisfaction Index 2006). Debenhams’ customer base spans a range
of ages and socio-economic groups. The Company’s research suggests that approximately 80% of visitors to
Debenhams’ stores are females, many of whom shop not only for themselves but also for their spouses, partners
and families. In the 2005 financial year, approximately 16 million customers visited Debenhams’ stores.

Competition

As a multi-category retailer, Debenhams competes with other department stores (such as House of Fraser, John
Lewis Partnership and Marks & Spencer), supermarkets and discounters, as well as the specialist retailers in each
individual product category. Outside of the department store sector, Debenhams faces competition from retailers
of different sizes and with different sales strategies. Amongst others, Debenhams competes against Next and Bhs;
fashion retailers such as FCUK, New Look, Topshop and Zara; specialty retailers such as Boots (cosmetics),
Adams (childrenswear), Burton (menswear) and Habitat (homewares); discount stores such as Matalan;
supermarkets; warehouse clubs; local independent retailers; catalogues; and various internet websites.
Debenhams competes with all of these entities for the same customers and they, together, impact Debenhams’
pricing strategies and sales.

The department store market is highly competitive, particularly with respect to merchandise selection and quality,
store location and design, inventory, pricing, customer service and advertising. Debenhams has the second largest
market share among UK department store retailers based on gross transaction value and it competes with national
store chains, such as House of Fraser, John Lewis Partnership and Marks & Spencer, premium department stores
and smaller regional chains. Marks & Spencer is the market leader in the UK department store sector, with 399
stores in the United Kingdom and Ireland as of October 2005 (source: Verdict), including department stores and
regional centres. In addition, Marks & Spencer operates a number of smaller food outlets and other stores that are
based on different formats, and has stated it is also planning to expand its homewares offering. Marks & Spencer
predominantly sells own brand products. Marks & Spencer differs from Debenhams and its other competitors in
the UK market in that a significant proportion of its sales are of food.

John Lewis Partnership operated 26 department stores as of October 2005 and has a particularly strong
homewares product offering. During recent years, John Lewis Partnership has made significant investments in
modernising and refurbishing its department store portfolio, in its direct sales channels and in increasing the
fashion emphasis of its, womenswear, menswear and other product categories. John Lewis Partnership also owns
the Waitrose supermarket chain and has introduced store formats that sell grocery, homewares and other products.

House of Fraser is the fourth largest department store chain in the United Kingdom and operated 46 department
stores as of October 2005 (source: Verdict). Its product categories include clothing, accessories, cosmetics and
homewares.
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Debenhams’ brand and products
Debenhams’ brand and product offering is explained below under the following headings:
. Debenhams overall brand and product strategy;
d Own brands (including “Designers at Debenhams™);
. Third party brands (both own-bought and concessions);
. Broad range across multiple product categories;
. Pricing and promotional strategy; and

. Gift product offering.

Debenhams’ overall brand and product strategy

Debenhams tracks fashion and other trends and carries out a rigorous brand mapping analysis to identify gaps in
its product offering and to assist in the design of new product lines. Debenhams also constantly monitors and
adjusts the allocation of trading space dedicated to each of its product categories in order to maximise the profit
potential of each store, to reflect fashion trends and to provide customers with more product choices.

Debenhams’ own bought products are goods that it purchases itself and holds in its inventory until sale. Own
bought products consist of both own brands, which are product lines that Debenhams has developed and has
manufactured to order, and third-party brands that Debenhams acquires to sell in its stores. During the 2005
financial year, own bought products accounted for 70% of Debenhams’ gross transaction value from its stores.

Almost all of Debenhams’ stores include concessions, which involve agreements between Debenhams and third
parties for the sale of their brand-name products in Debenhams’ stores. Debenhams retains an agreed amount on
sales of concession products without assuming any stock risk. In the 2005 financial year, 30% of Debenhams’
retail gross transaction value was derived from concessions.

Own brands

Debenhams has an extensive portfolio of approximately 55 own brands. Debenhams has its own design and
buying teams, which it has strengthened in the recent past, that develop the own brands. These teams also oversee
the development and launch of the products and co-ordinate supply arrangements, providing for more effective
management of product categories.

In addition to ‘“Designers at Debenhams”, Debenhams’ portfolio of own brands includes Casual Club,
Debenhars, J. Taylor, Maine New England and Red Herring for clothing; and Debenhams for homewares. In the
2005 financial year, six of Debenhams’ own brands each accounted for sales (including VAT) of over £50 million.
In general, Debenhams achieves higher margins on its own brands than on other goods.

“Designers at Debenhams”

The “Designers at Debenhams” offering is an important part of Debenhams’ own brand range and a key
differentiator and product icon for the Group’s marketing effort. Under the “‘Designers at Debenhams”™ banner,
Debenhams sells clothing, accessories and homewares designed by well-known fashion designers. There are
approximately 25 brands in the portfolio, including BDL by Ben De Lisi, Black by Betty Jackson, Butterfly by
Matthew Williamson, Floozie by FrostFrench, J by Jasper Conran, JOHN by John Richmond, Rocha.John Rocha,
Star by Julien Macdonald and Reger by Janet Reger. The products, offered under the ‘“‘Designers at Debenhams”
lines are exclusive to Debenhams, and typically the designers agree not to design lines (except for their main
designer labels and product categories that are not included in their Debenhams ranges) for competing retailers in
the United Kingdom and Ireland.

Designers are only added to Debenhams’ collection if Debenhams believes their reputation, customer recognition
and product design are sufficiently strong. Debenhams also expands its relationships with designers by extending
their product offerings into other categories, with some designers providing product lines ranging from
womenswear to homewares. Debenhams continually evaluates and refines the range of designer lines included in
its “Designers at Debenhams” offering based on their success. According to Verdict, Debenhams is the “prime
mover in own brand development among the traditional department stores.”

The Directors believe that the “Designers at Debenhams” collection strengthens its own brand portfolio by
enhancing its reputation for fashion, quality and value. The Directors believe that it has contributed significantly
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to increases in Debenhams’ gross transaction value and intend to continue to expand the range. In the 2005
financial year, “Designers at Debenhams” accounted for sales (including VAT) of £324 million.

Third party brands

Approximately half Debenhams’ offer is third party or intemétional brands. Depending on the brand and the risk
reward profile, Debenhams will either choose to source a product as own bought (taking staffing costs and
stock risk) or via a concession (without staffing cost and stock risk).

Own bought third party brands

COwn bought products also include third-party brands that Debenhams acquires to sell in its stores. These third
party brands complement Debenhams’ own brands, enabling it to fill gaps in its product offering, increase
customer choice and attract customers into its stores who are drawn by particular brand names. Products in these
categories include Ben Sherman, Clinique, Denby, Estee Lauder, Jane Norman, Kickers, Le Creuset, Levi Strauss
and Reebok. Some manufacturers, such as Le Creuset and Meyer, have developed product ranges that are
exclusively designed for Debenhams.

Concessions

Almost all of Debenhams’ stores include concessions, which involve agreements between Debenhams and third
parties for the sale of their brand-name products in Debenhams’ stores. Debenhams retains a fixed amount on
sales of concession products without assuming any stock risk. Debenhams uses concessions across its product
categories when these arrangements offer the most profitable and lower risk way to provide products and/or
enhance the choice Debenhams offers to its customers (particularly customers in younger age brackets).
Debenhams frequently uses concessions, particularly in higher fashion categories, to mitigate the risk involved in
identifying new fashion trends and in areas where Debenhams is introducing new products of which it has limited
experience. Over 150 external brands currently operate concessions in Debenhams’ stores in the United Kingdom
and Ireland including Coast, Dorma, Jane Norman, Jon Richard, Oasis, Royal Doulton, Tripp and Wedgwood.

Debenhams’ concession terms usually require concession operators to pay for their own fixtures and fittings,
employ their own staff (who must comply with Debenhams’ standard in-store procedures), bear the full stock risk
on products sold, and participate in Debenhams’ schedule of sales and promotional periods. Debenhams’
concession agreements can usually be terminated, sometimes after a set minimum period, on six months notice
by either party. In certain agreements, however, termination periods are shorter or phase out over a longer period
of up to four years.

Debenhams sees concessions as an important part of its ongoing strategy to complement its own bought
merchandise by focusing on select concessions which drive increased footfall and average transaction value and
in turn higher turnover with relatively lower risk profile.

Broad range across multiple product categories

Within the broad grouping of own bought and concession merchandise, Debenhams offers its customers a
diversified range of product categories. These include womenswear, menswear, homewares, health and beauty,
accessories, childrenswear and lingerie. Compared to Debenhams’ principal department store competitors,
Debenhams dedicates more of its trading space to clothing and accessories, which usually generate comparatively
higher margins than other product categories.




The following table provides an overview of the contribution from each of Debenhams’ principal product
categories to its retail gross transaction value for the 2005 financial year:

Retail Gross

Transaction

Value

(excluding

Product Category VAT)
WOMEBISWEAL . . . o ottt it e ettt e et e e e e e e e 28%
MIBIISWEAT .« o o v et et et e e et s et e e e e 17%
Homewares . ... 17%
Health and beauty ... ... o 14%
BB BOTI S . o vttt ittt et e e e e e e e 10%
ChIdren S WAL . . .. i e e 6%
ngerie . oo e 5%

OO0 SBIVICES ot v vt st ettt s e e e e e e e e e 3%

Note:

M Homewares division also includes certain seasonal products sold as gifts.

Within the product categories, Debenhams continually reviews its plans so that it can allocate more trading space
to its product categories that generate higher sales densities and can improve overall flexibility so that it can
devote more space to the products that are in season or that are selling well during any particular period.

Womenswear

Womenswear is Debenhams’ largest product offering and accounted for 28% of retail gross transaction value for
the 2005 financial year. Womenswear products include formal wear such as suits, trousers and blouses; casual
wear such as jeanswear, knitwear and jersey tops; occasionwear such as dresses; and outerwear such as coats and
jackets. Own brands offered in womenswear include Casual Club, Debut and J. Taylor. Debenhams also offers a
wide range of “Designers at Debenhams” brands, including Black by Betty Jackson, Butterfly by Matthew
Williamson, J by Jasper Conran and Rocha.John Rocha. Third-party own bought brands include Kangol and Levi
Strauss. The concession operations in Debenhams’ womenswear department include, Jane Norman, Qasis,
Principles and Top Shop.

Menswear

Menswear is Debenhams’ second largest product offering and accounted for 17% of retail gross transaction value
for the 2005 financial year. Menswear products include formal wear such as suits, jackets, trousers, shirts and
ties; casual wear such as jeanswear, shirts, knitwear, tee shirts and shorts; accessories such as shoes, underwear
and socks; and games, gifts and gadgets.

The substantial majority of sales in menswear comes from Debenhams’ own bought products. Debenhams’
menswear own brands inclode Maine New England, Osborne, Red Herring and Thomas Nash. Menswear
department also offers a wide range of “Designers at Debenhams” brands including J by Jasper Conran, JOHN
by John Richmond and Rocha.John Rocha. Key third-party own bought brands include Adidas, Ben Sherman and
Nike, and concessions include BMB Menswear (for suits) and Parkes & Wolfe.

Homewares

Homewares is Debenhams’ third largest product offering and accounted for 17% of retail gross transaction value
for the 2005 financial year. Homewares includes china, cookware, glass, linens and soft furnishings (such as
blinds, curtains, cashions, rugs and throws). Debenhams’ homewares department includes product offerings such
as the bath shop, bed linens, china and cook shop. More expensive purchases such as furniture are sold over the
internet and in selected stores. Debenhams own bought homewares lines include Jasper J. Conran and Rocha.John
Rocha and other Debenhams own bought brands include Le Creuset and Tefal, and concessions include Royal
Doulton, Dorma and Wedgwood. Products sold under the Debenhams name are an important part of Debenhams’
homewares offering. Homewares division also includes certain seasonal products sold as gifts.

Health and beauty

Health and beauty, which accounted for 14% of Debenhams’ retail gross transaction value for the 2005 financial
year, includes the premium cosmetics lines that are an important part of Debenhams’ product offering and
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“well-being” products that have steadily gained popularity among consumers. The health and beauty department
normally occupies space near the front entrance of each store in order to attract customers. Many of Debenhams’
stores also offer hairdressing, massage and spa services, which increase the opportunity that Debenhams has to
sell its various health and beauty and other products.

Health and beauty products include internationally known brands such as Clarins, Clinique and Estee Lauder, as
well as newer brands such as BeneFit. Almost all of Debenhams’ sales in health and beauty are of own bought
third-party products, although Debenhams often has agreements with the manufacturers of its health and beauty
ranges whereby they bear a portion of the cost related to constructing product display areas and the cost of sales
staff.

As part of its product strategy, Debenhams also plans to supplement its premium health and beauty offering with
more mass market cosmetics brands like Rimmel which will further help improve basket-building and increase
average transaction value.

Accessories

Debenhams’ accessories accounted for 10% of retail gross transaction value for the 2005 financial year.
Accessories include belts, footwear, gloves, handbags, hats, jewellery and watches, scarves, stationery, sunglasses
and swimwear. Accessories brands include Fiorelli, J by Jasper Conran, JOHN by John Richmond, Rocha.John
Rocha, Tomfoolery by Theo Fennell and Vicenza. Approximately half of accessory sales are concessions, with a
majority of concessions in footwear.

Childrenswear

Debenhams’ childrenswear department, which accounted for 6% of retail gross transaction value for the 2005
financial year, sells babywear and boys and girlswear up to age 14. The childrenswear department is split by age
group and gender for ease of shopping. Childrenswear brands include, J Junior by Jasper Conran, Babbleboom,
Tigerlily and Rocha.Little Rocha by John Rocha. The substantial majority of products sold in childrenswear are
own bought products. Debenhams seeks to differentiate its childrenswear offering from those of discount stores
and supermarkets by focusing on higher fashion products and gift items, including substantial offerings from its
“Designers at Debenhams” lines.

Lingerie

Lingerie products include bras, hosiery, lingerie, sleepwear and underwear, and accounted for 5% of Debenhams’
retail gross transaction value for the 2005 financial year. Nearly all of Debenhams’ lingerie sales are of its own
bought brands, including “Designers at Debenhams” lines such as Floozie by FrostFrench, J by Jasper Conran
and Reger by Janet Reger, as well as celebrity-endorsed ranges such as those by Caprice. Debenhams is a market
leader in offering international lingerie brands such as Gossard, Playtex and Sloggi. Concessions from La Senza
and Calvin Klein also operate in Debenhams’ stores.

Food services

For the 2005 financial year, Debenhams’ restaurants and cafes catered for shoppers through 160 eating
establishments, accounting for 3% of retail gross transaction value. Debenhams has two distinct food services
formats: a family-style self-service restaurant trading as ‘“The Restaurant’ (or “Style Café” in the newer stores)
which serves all day meals and snacks and a coffee bar format called “Café Venue” which specialises in coffee
and light refreshments. Debenhams’ restaurants and cafes are managed in-house on a commercial and profitable
basis. The Directors believe that restaurants and cafes in Debenhams’ stores enhance the overall shopping
experience of its customers and that food service patrons tend to spend more time and money in its stores than
other customers. Debenhams’ restaurants enable it to make profitable use of space not only by making food sales
but also by attracting shoppers to the upper floors of its department stores, where Debenhams’ restaurants are
usually located.

Pricing and promotional strategy

Debenhams aims to provide value for all of the products that it offers, and constantly monitors customer
feedback, competitor price benchmarks and product performance to optimise its prices. Debenhams has a clear
price architecture with different price levels for each product type both within and across brands. Debenhams
seeks to offer products to customers at entry price points that emphasise the value of its offering and with price
levels that encourage customers to trade up to higher priced, higher-quality products.
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Debenhams aims to be competitive for each product Debenhams sells. For each product Debenhams sells,
Debenhams aims to improve the value of the product to its customers each year by offering new features without
raising the product’s price.

Traditionally, Debenhams has relied on large end-of-season sales to clear stock from the current and earlier
seasons. This practice often requires Debenhams to offer deep discounts on its products in an effort to clear older
“terminal” merchandise from its stores and warehouses. Debenhams is now implementing a process of using
progressive markdowns on slow-moving products throughout the course of each season rather than relying only
on end of season sales. The Directors believe this will limit the need for deeper reductions and allow Debenhams
to realise higher margins.

Gift product offering

Customers regard Debenhams as a leading source of gift items, and Debenhams is increasing its gift ranges in all
product categories. Gifts are a particularly important part of Debenhams’ product offering during the Christmas
season, when Debenhams adjusts its offerings to reflect distinct customer shopping behaviours. Debenhams’ gift
offering is complemented by its gift voucher business, which Debenhams markets to both customers and
businesses. In addition, Debenhams launched the first UK department store gift card, a concept that has already
gained significant market share in the United States. The gift card is an electronic gift voucher that can have
varying amounts of money loaded on to it, the value of which can then be redeemed for merchandise in
Debenhams’ stores. Gift cards have enhanced the growth of Debenhams’ gift voucher business and Debenhams
generated £87 million in sales from gift cards and gift vouchers in the 2005 financial year.

Debenhams’ stores and service offerings:

Debenhams’ stores and service offerings are explained below under the following headings:

. Department stores;

. Store layout and design;
. New department and Desire stores rollout and store refurbishment programme;
. Customer services and wedding gift service; and

. Debenhams store card, branded credit card and other financial services.

Department stores

Debenhams operates 120 department stores in the United Kingdom and Ireland which contributed 97.5% of
Debenhams’ gross transaction value for the financial year ended 3 September 2005. Debenhams’ department
stores vary in size and character, from traditional centre-of-town department stores with multiple floors, to newer
out-of-town department stores based on a two or three floor open plan design. Debenhams’ department stores
have an average of 78,000 square feet of total trading space, with two of Debenhams’ flagship department stores,
on Oxford Street in London and in the Bullring shopping complex in Birmingham, offering total trading space of
over 200,000 square feet and 130,000 square feet, respectively.

Store layout and design

The Directors believe the creation of an attractive selling environment is an important aspect of successful
retailing. Debenhams devotes a substantial amount of management time to improving store layout and design,
together with the visual merchandise. Merchandise is displayed in clearly marked sections that are supported by
photographic and point of sale displays to emphasise product quality, fashionability and other benefits. Decisions
on space allocations and the range of products that Debenhams offers, including the mix of own bought products
and concessions, and the use of “Designers at Debenhams” lines, are made by central management with input
from individual stores as to local selling conditions, customer demographics, preferences and competition. Within
each product offering, most of Debenhams’ products are grouped by brand to reinforce customer brand
recognition and enhance the customer’s shopping experience. The Directors believe improvements in visual
merchandising and in store clarity of the product offer strengthen the development of customer recognition and

loyalty.
Over the last few years, Debenhams’ management has increasingly focused on improved visual merchandising
and fixture development which has helped improve product branding, outfit building and product adjacencies
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leading to higher average transaction values. For example, Debenhams is driving average transaction value by
merchandising outfits and lifestyles, rather than individual garments, which encourages customers to basket build.

New department and Desire stores rollout and store refurbishment programme

In June 2005, Debenhams launched the first of its Desire by Debenhams stores, a new and smaller concept store
featuring a mix of women’s fashion, accessories, lingerie and cosmetics. In November 2005, Debenhams opened
a second store and a third store was opened in April 2006. Debenhams expects to expand this format into markets
that would not be able to support a full department store.- There are eight additional Desire stores planned for each
of the 2007 and 2008 financial years, and the Directors believe that there is the potential to increase the number of
Desire by Debenhams stores to up to 100 stores.

An important part of Debenhams’ strategy to increase sales is to continue to expand its department store
portfolio, modernise its existing department stores and continue to rollout Desire by Debenhams stores, its new
and smaller concept store. Although Debenhams has developed a portfolio of 120 department stores in the United
Kingdom and Ireland, the Directors believe that it is still a physically immature business and has the potential to
increase to up to 240 department stores in the United Kingdom. Debenhams has signed contracts (including
conditional contracts) to open five new department stores (including one resite of an existing department store) by
the end of the 2007 financial year and has, in total, signed contracts to open 21 new department stores by the end
of the 2011 financial year and is in negotiations to open a further ten new department stores by the end of the
2011 financial year.

At the end of the 2005 financial year, Debenhams tradéd from 9.1 million square feet of total trading space. By
the end of the 2011 financial year, contracted and planned new department stores are expected to add
approximately 2.4 million net square feet of trading space to Debenhams’ portfolio, increasing its space by
approximately 26%. As with the refurbishments, the capital expenditure of a new store has decreased
substantially since the Acquisition, reduced by 40% to an average £108 per square foot.

New department store openings, as well as core refurbishments, can have a significant impact on Debenhams’
gross transaction value and subsequently, Debenhams” gross merchandising margin, EBITDA and cash flow.

Customer services and wedding gift service

Debenhams is dedicated to providing exceptional customer service to ensure the highest levels of shopper
satisfaction. Debenhams monitors its customer service through regular third-party testing of all of its stores. The
restructuring of Debenhams’ store-based workforce over the last two years has focused on enabling floor staff to
provide high levels of customer service. Debenhams has examined all tasks that take place on and off the shop
floor and the impact these functions have on the customer. Debenhams aims to increase the customer service it
provides by, for example, improving store ready deliveries to allow the store resources to be customer facing.
Debenhams also offers a number of specialist services that provide the opportunity to increase sales. These
offerings include health and beauty services, a personal shopping service and a wedding gift service.

The Directors believe Debenhams is one of the UK’s largest wedding gift service operators. Debenhams’
wedding gift service is currently offered in most of its stores. Couples can use a hand held device to scan the bar
code of each item they want to include on their list, This information is then downloaded onto Debenhams’
central computer system and guests can purchase gifts through touch-screens located in Debenhams’ stores, over
the internet or through Debenhams’ call centre. Wedding gift sales are generally concentrated on homewares
products.

Debenhams store card, branded credit card and other financial services

The Debenhams store card is a proprietary credit card provided to Debenhams’ customers for use within
Debenhams stores and for purchases through Debenhams’ internet site. Debenhams has outsourced its store card
operations to GE Consumer Finance to 2015 in an agreement that contains certain exclusivity provisions. Unlike
the previous profit-sharing arrangement with GE, the agreement is commission based and therefore is no longer
subject to credit losses or GE operational costs. Payments to Debenhams are made up of a number of components
including a commission on purchases made by customers using the card, which in part covers Debenhams’
operational and marketing costs. Additionally, Debenhams receives a percentage of net revenue from the credit
operations that is initially lower and follows a stepped increase in the first four years before reaching a flat rate for
the remaining period of the contract. In part, in lieu of this reduced profit share for the first four years,
Debenhams receives a number of cash payments over this period. In return for a payment per new card opened,
Debenhams has granted GE cross sell rights for GE branded credit products that do not conflict with the
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Debenhams’ branded credit products. In September 2005, Debenhams introduced a branded credit card as an
alternative credit product in order to increase customer choice while offering a lower APR. Debenhams’ branded
credit cards allow customers not only to make purchases at Debenhams stores but also at any other location where
Mastercard is accepted for the purchase of goods and services.

Holders of the Debenhams store and credit cards (“account cards”) are entitled to privileges such as special sale
previews. In addition, certain customers are eligible for Debenhams’ gold card status, which entitles them to
additional benefits such as a 20% discount on purchases in Debenhams restaurants and cafés. Debenhams intends
for these privileges to develop increased customer loyalty and allow Debenhams to learn more about its
customers’ preferences so that Debenhams can better tailor its product offerings to satisfy their preferences.
Debenhams uses data collected from its cardholders for its direct marketing efforts and to offer special cardholder
events.

As of 3 September 2005, Debenhams had approximately 2.5 million account cardholders who used their account
cards or carried balances during the preceding 12 months. Debenhams estimates that account cards were used to
make purchases of approximately £600 million at Debenhams during the 2005 financial year, representing
approximately 27% of Debenhams’ total retail gross transaction value for that period. The gold and classic
cardholders spend seven times and 2Y% times the average customer spend, respectively. Customer data indicates
that holders of the Debenhams account cards make more frequent purchases and are more loyal than customers
that are not holders of the card.

Debenhams has conducted trial offerings over the last two years on a range of additional financial services. As a
result of these trial offerings, Debenhams has rolled out travel, wedding, personal accident, home and motor
insurance, as well as identity theft protection and child trust funds. The Directors expect that these additional
financial services and other products being tested will further strengthen Debenhams’ relationship with its
customers by expanding the products Debenhams provides them.

Debenhams also participates in the Nectar Card loyalty programme, which allows holders to earn redeemable
award points for purchases at Debenhams’ stores and other participating retailers and service providers, such as
BP and Sainsbury’s.

Other retail channels, including Direct and International
Direct sales

At the time of the Acquisition, Debenhams’ direct sales division generated sales through Debenhams’ internet
website, a mail-order catalogue and an in-store ordering service. The catalogue business was loss making and was
closed in the autumn of 2004. Debenhams’ direct sales division now focuses solely on internet sales and was
profitable in the 2005 financial year. Product offerings on the website include goods available in Debenhams’
department stores, in addition to larger homewares products, such as furniture, and other clothing lines. Sales in
the direct sales division are supported by production, business development and marketing teams.

Debenhams has entered into a contract with IBM UK to develop a website upgrade, the first phase of which is
expected to be completed this summer.

International franchises

In 1997, Debenhams opened its first international franchise store in Bahrain. Debenhams now has 29
international franchise stores that its regional partners operate in 14 countries, being Bahrain, Cyprus, the Czech
Republic, Denmark, Iceland, Indonesia, Kuwait, Malaysia, the Philippines, Qatar, Saudi Arabia, Sweden, Turkey
and the United Arab Emirates. International sales (sales by Debenhams to its franchisees) in the 2005 financial
year were £35.2 million, representing 1.7% of Debenhams’ total gross transaction value, of which the Middle
East is the most important franchise region. A further 15 stores are scheduled to open by the end of the 2008
financial year. It is anticipated that, by the end of the 2009 financial year, there will be approximately 70
international franchise stores (compared to 29 currently). The Directors also believe the Desire by Debenhams
concept is capable of being developed internationally.

Under Debenhams’ arrangements with the franchise operators, Debenhams supplies products to the franchise
stores and is paid the cost of these products plus a margin, and also retains a percentage of gross transaction value
from sales of products from third-party suppliers. Each season Debenhams recommends price positions and
product trends to its international franchise partners and inspects stores on a quarterly basis. Debenhams and the
franchise store work together to agree on profile ranges. Specific store strategies and product ranges depend on
local selling conditions, which often include different customer shopping habits and seasonal trends. As a result,
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Debenhams’ franchise partners generally stock their stores with merchandise from Debenhams’ general product
lines and supplement these offerings with product lines from other suppliers. Debenhams processes international
store merchandise through its UK distribution centres.

Debenhams often seconds a small number of employees to the franchise stores for short periods of time and
contributes management, marketing, store opening and training support. The franchise partner is responsible for
the financial investment required to acquire the store site, open the store, manage working capital and acquire
stock. Debenhams provides photographics, graphics, signage and an operating manual free of charge to the
franchise store. Fixtures and fittings can be purchased by the franchise store from Debenhams at cost or can be
sourced locally to Debenhams’ specifications. Franchise agreements generally are long-term arrangements
(generally between ten and 20 years) that can be usually terminated, among other reasons, for failure to meet
agreed-upon development and performance targets or after a change of control of Debenhams’ franchise partner.
Debenhams’ licences its registered trademark to its franchise partners as appropriate for use in their franchise
territories. Debenhams generally does not commit capital or invest directly in a franchise store, except in Cyprus
where Debenhams acquired a 10% interest in the franchisee.

Employees and other operations
Employees and other operations are explained below under the following headings:

¢  Employees;

e Property;

*  Suppliers and logistics;

e Advertising and marketing;
*  Information technology;

¢ Intellectual property;

* [Insurance; and

¢ Regulatory matters.

Employees

As of 4 March 2006, Debenhams employed 20,262 people worldwide, nearly all of whom work in the United
Kingdom and Ireland, of which 37% were full time and 63% part time. Debenhams also has a small sourcing
office in Hong Kong. In addition, Debenhams hired approximately 8,000 temporary employees to work in its
stores during different stages of the 2005 Christmas season. The following table reflects the number of
Debenhams’ employees as of the dates indicated:

As of As of As of As of

30 August 28 August 3 September 4 March

Employees 2003 2004 2005 2006
Head office base head count™ .. ................ 1,638 1,345 1,423 1,449
Stores base head count® . ...... ... ... ... ... 19,556 16,302 17,042 16,937
Customer contact centre & HR connect .......... ' N/A 126 160 193
NeW StOTES . vttt N/A 264 1,947 1,876
Total head office ............ ... ... ... ...... 1,638 1,471 1,583 1,642
Total Stores . ... vt 19,556 16,440 18,829 18,620
Total ................... P 21,194 17,911 20,412 20,262

Note:
I Reflects the headcount for each relevant period relating to head office operations existing as of 30 August 2003,
@ Reflects the headcount for each relevant period relating to stores and their operations existing as of 30 August 2003 (which includes in

each period store switchboard and HR support that was transferred from individual stores to the Customer contact centre and HR connect
in 2004).

As part of Debenhams’ initiative to increase efficiency and reduce costs across its business, in early 2004
Debenhams reduced the number of employee positions in its head office and in its stores by approximately 2,000.
Headcount still remains below August 2003 numbers although 17 new stores employing around 2,000 new
employees have been added to the portfolio during this time. Head office headcount at 4 March 2006 includes
193 human resources and customer contact centre employees who were previously categorised as stores
headcount. In the United Kingdom, Debenhams has an employee consultation forum although it currently has no
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collective bargaining arrangements with any trade union. For employees in its stores in Ireland, Debenhams has
an agreement with Mandate, the union of retail, bar and administrative workers, pursuant to which Debenhams
follows an established negotiation process to make changes to terms and conditions of employment and proposed
business transfers. The Directors believe Debenhams’ relations with its employees and the labour unions are
good.

In addition to their salary, some head office staff, store managers and sales managers are eligible for an annual
bonus which is based on a combination of Debenhams’ overall profits and sales and/or specific sector or
departmental factors. Store managers and sales managers’ bonuses are based on store performance. Typically a
store manager could earn up to 30% of base salary as a bonus and a senior manager could earn up to 50% of base
salary as a bonus. Retail staff participate in a number of incentive initiatives that match the retail calendar.
Managers also receive other benefits, including private medical cover and cars that are offered under a flexible
reward scheme. Debenhams also provides personal accident insurance for all staff, together with a sliding scale of
staff discounts.

A total of 37 senior employees (including Michael Sharp but no other Executive Director) have an indirect
interest in 18,416,400 Shares and hold directly loan notes with a value of £19.6 million by virtue of their interests
as limited partners in the Baroness Employee Limited Partnership (the “Partnership’). The Baroness Employee
General Partner Limited (the “General Partner”) (as general partner of the Partnership) intends to transfer 30% of
the Shares held in the Partnership to the limited partners. The limited partners may sell these Shares at any time.
The General Partner does not intend to make any further disposals or distributions of Shares for a period of
twelve months following Admission.

In addition, selected senior managers and employees parsticipate in the Employee Option Plan, which was
established in September 2004, giving them the right in certain circumstances (including on the Offer) to acquire
Shares, at a specified option price per Share, and to receive the gain on a fixed income loan note and the proceeds
of the redemption of a deep discount bond (the “Non-Equity Instrument”). In total, options have been granted
over 6,913,300 Shares to some 300 employees. The Debenhams Retail Employee Trust 2004 holds
11,325,550 Shares for the purpose of satisfying these options and otherwise for the benefit of employees of the
Group.

On Admission, an option will become exercisable as to the entire Non-Equity Instrument and 50% of the Shares
comprised in an option for a period of one month and will lapse, to the extent unexercised, at the end of that
period. The remaining 50% of the Shares comprised in an option will become exercisable on the first anniversary
of Admission for a period of one month and will lapse, to the extent unexercised, at the end of that period.

Participants who choose to exercise the relevant proportion of their option immediately on Admission will be
entitled to sell into the Offer all the Shares they acquire on the exercise of their option.

Property

Debenhams’ principal executive offices are located at 1 Welbeck Street, London. Debenhams leases its executive
offices in London, its administrative centre in Taunton, its distribution centres and its stores. Although
Debenhams does not have a standard lease for every department store, lease terms are typically between 25 and
99 years, with upwards-only rent reviews every five years based on an assessment of the open market rental value
of the property at the time of the review. In general, these leases contain industry standard terms, including
requirements that Debenhams bears the cost of repairs and insurance for the leased facilities. Some of these leases
contain clauses that require Debenhams to keep its premises open during the term of the lease. Also some leases
provide for an additional turnover rent to be paid. Debenhams is likely to lease its new store properties.

In 1988, The Burton Group plc (now known as Arcadia Group Limited) sold a number of properties to Lloyds
Property Investment Company Limited (of which £42.7 million related to Debenhams) by way of 125-year leases
at peppercorn rentals. Lloyds Property Investment Company Limited leased back the properties on the basis of
full tenant repairing sub-leases for terms of 125 years. Debenhams currently holds ten of its department stores by
way of such sub-leases.

The rentals payable under the relevant lease arrangements are structured so as to give the lessors a variable
financing return linked to LIBOR in the first 25 years. In the early years the amounts payable are below LIBOR
and in the later years, in excess of LIBOR. The financing costs over the 25 year period are allocated so as to
achieve an average annual funding cost which is consistent with LIBOR.

In the following ten years the rental payments are fixed and comprise interest and capital.
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For the remaining 90 years, opén market rents are payable (subject to upwards and downwards review every five
years). These property sub-lease obligations are secured by a fixed charge over the corresponding Group
properties.

In February 2005, Debenhams concluded a transaction with British Land in relation to 23 of its stores, totalling
3.28 million square feet. British Land (indirectly through its wholly owned subsidiary Delta Retail Properties
Limited) acquired an interest in the companies owning the properties and Debenhams Retail plc leases these
stores. The terms of the leases are 30 or 35 years. The rents are subject to fixed annual increases for the first
15 years. The fixed increases are at the rate of 2.5% until the end of the sixth year, 3.0% for the next four years
and 2.5% for the remaining five years. The rents payable from 25 March 2019 are the higher of the rents payable
immediately prior thereto increased by 2.5% and the open market rent. These rents are then reviewed at five
yearly intervals in an upwards direction only to the open market rent. The reviews at 25 March 2019 and
subsequent reviews are subject to minimum specified rents calculated by taking the initial rent payable under the
relevant lease and increasing it annually by 2.5% between the commencement of the lease and the relevant review
date. In general, these leases contain industry standard terms, including requirements that Debenhams bears the
cost of repairs and insurance for the leased facilities and include options to renew.

Suppliers and logistics

One of the areas of focus for the management team since the Acquisition has been ensuring the development of a
supply chain which allows Debenhams to compete effectively with its key competitors.

Debenhams concentrates its sourcing of products around three main sourcing hubs: China, Turkey and India.
Debenhams decides where to have particular products manufactured based on a variety of factors, primarily
quality and vaiue. For products where Debenhams needs to make manufacturing decisions as late as possible
because of uncertain fashion trends or other reasons, Debenhams will choose manufacturers with shorter lead
times. Debenhams intends to continue to grow these vertical sourcing hubs. Ongoing initiatives to improve the
sourcing strategy include growing the amount of direct sourcing, reducing hanging shipped products, improving
accuracy of shipments and utilization of container loads, stock management improvements and volume related
discount based upon mutually beneficial business growth.

Since the Acquisition, management has reduced the average lead time across clothing product categories from
18 weeks to 13 weeks for own bought products. This has been achieved through the integration of design into the
buying and merchandising team, increased buying frequency and a faster replenishment cycle through dual
sourcing.

Since the Acquisition, Debenhams has also focused on extracting the benefits of working with fewer, and the
Directors believe, better suppliers which has aided Debenhams in developing stronger relationships and
improving profitability. Since the 2003 financial year, Debenhams has reduced the number of its suppliers from
approximately 579 to 380 by the end of the 2005 financial year, while the proportion of its top 30 suppliers has
increased from 47% to 49% over the same period.

Debenhams has three main operational distribution centres, two of which are located in Northampton (Lodge
Farm and Brackmills) and one is located in Peterborough. Debenhams opened its new 700,000 square foot
distribution centre in Peterborough in July 2005. The opening of the new distribution centre has allowed
Debenhams to shift its operational demands from two smaller distribution centres (one of which is now closed
and one which Debenhams expects to close in June 2006) while extracting significant operational improvements.

Advertising and marketing

Debenhams promotes the Debenhams brand, its own brands and the third-party brands that Debenhams offers in
its stores. Debenhams frequently engages in joint branding and marketing campaigns with providers of products
included in its health and beauty department, and is seeking to increase the use of joint campaigns with third-
party brands sold in other areas.

In the 2004 financial year, Debenhams launched the. “*Styling the Nation™ campaign with the aim of targeting a
wider audience, reaching younger more fashionable customers without alienating core customers. The focus also
has been on “Designer at Debenhams” products and “making the catwalk more accessible to a wider audience”.
Debenhams conducted four premium advertising campaigns during the 2005 financial year across a variety of
channels, including print, radio and television media and the internet, to reach national and local markets.
Debenhams’ latest television advertising campaign features a number of its designers from the “Designers at
Debenhams” range endorsing their exclusive Debenhams collections and reinforcing the differentiating
proposition of “Designers at Debenhams.”
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In addition, Debenhams conducts targeted mailings to customers based on information from the Nectar card and
its proprietary store card databases, offers special events for its cardholders and includes advertising inserts in
store card bills sent to customers.

Debenhams has also successfully launched the Desire Magazine, fully funded through supplier advertising, which
showcases the latest fashion trends and products encouraging readers to visit the stores.

Information technology

Debenhams’ central network operations are located in its Taunton administrative centre. The Directors believe
that information technology, or IT, is an important tool for the management of Debenhams’ business.
Consequently, Debenhams invested just under £110 million in its IT from the 2000 financial year through the
2005 financial year. Each of Debenhams’ stores is equipped with electronic point of sale tills with chip and pin
devices that record sales information and distribute it to a central retail information system that manages and
controls its inventory. This is further augmented by a range of planning and forecasting tools, proprietary
markdown computer models and other analytical capabilities including a data warehouse. Debenhams also uses
advanced computer-aided design systems to support the quick, efficient development and design of new ranges of
own brands. Images created by the design systems are retained for use in store design, advertising and planning,
and are distributed to Debenhams’ suppliers to ensure that products are produced in accordance with its quality
and design specifications. Other operational capabilities include a warehouse management system and a business
to business collaboration system. Debenhams is currently redeveloping its eCommerce capability for launch in
early summer 2006 to grow its online business and its future multi-channel capability. A business continuity
facility is in place to provide continued IT operations in the event of disaster at the Taunton or London sites.
Capital investment in the current 2006 financial year is planned to be £15 million and it is anticipated that a
similar level of spend will be required over the next several years. In addition, the Directors anticipate that
approximately £3.5 million of incremental investment would be required to make Debenhams’ systems euro
comphiant, should the United Kingdom introduce the euro.

Intellectual property

Debenhams owns the rights to the Debenhams name, which is Debenhams’ most important trademark and which
Debenhams has registered in over 50 countries. Debenhams uses the Debenhams name as a trade name, as a
trademark in connection with various merchandise and as a service mark. Debenhams has also registered
numerous trademarks in connection with its own brand products in both the United Kingdom and abroad, and has
licences to use the names of the brands that are part of its “Designers at Debenhams™ offering. Debenhams
licences its registered trademarks to its franchise partners as appropriate for use in their franchise territories.
Debenhams has registered variations of the “Debenhams” domain name and other domain names with the
appropriate authorities in the United Kingdom and abroad. In general, Debenhams owns the copyrights in the
designs created or commissioned by Debenhams. Debenhams also owns certain intellectual property rights with
respect to customer data associated with its store card, to which Debenhams grants its store card provider limited
access. Debenhams has no material patents. Debenhams regards its trademarks and other intellectual property as
valuable assets in the marketing of its products and takes appropriate action when necessary to protect them.

Insurance

Through its insurance brokers, Debenhams arranges insurance to cover risks associated with operating a general
retail organisation, such as property damage, terrorism, business interruption, public and product liability,
employer’s liability and directors and officers liability.

Regulatory matters

Debenhams offers certain financial services to its customers, including the Debenhams store card, an account card
and its insurance offerings, each of which is subject to various degrees of government regulation. Debenhams’
store and credit card operations are subject to numerous laws, including laws that impose disclosure and other
requirements upon the origination, servicing and enforcement of credit accounts and these regulations change
from time to time. Debenhams provides its financial services in partnership with third parties.

Debenhams’ operations are also subject to governmental regulation from UK, Irish and European Union and
other international regulatory authorities concerning, among other things, export and import quotas and other
customs regulations; consumer and data protection; the advertisement, promotion and sale of merchandise;
product safety; the health, safety and working conditions of Debenhams’ employees; the safety of Debenhams’
stores and their accessibility for the disabled; the safety of Debenhams’ food products; environmental matters;
and Debenhams’ competitive and marketplace conduct.

40




PART 3: DIRECTORS AND CORPORATE GOVERNANCE
Directors

The following table lists the names, positions and ages of the Directors:

Name Age Position(s)

John Lovering ..................... 56 Chairman

Rob Templeman.................... 48 Chief Executive Officer

Chris Woodhouse . .................. 44 Finance Director

Michael Sharp ..................... 49 Chief Operating Officer

Philippe Costeletos ................. 40 Non-Executive Director

Adam Crozier...................... 43 Independent Non-Executive Director
Jonathan Feuver................... .. 43 Non-Executive Director

Richard Gillingwater ................ 49 Senior Independent Non-Executive Director
Peter Long ........................ 33 Independent Non-Executive Director
Dennis Millard . . ......... ... .. ... 57 Independent Non-Executive Director
Guido Padovano.................... 50 Non-Executive Director

Paul Pindar........................ 47 Independent Non-Executive Director

John Lovering became director of Baroness Holdings UK Limited in September 2003, Chairman of Debenhams
Limited in December 2003 and a director of the Company in April 2006. From 1996 to 2002, he served as
Chairman of Birthdays Group Limited. Concurrently, he also served as Chairman of Fired Earth Limited from
1998 to 2001, the Peacock Group from 1997 to 2004, Odeon Cinemas Limited from 2000 to 2003, The Laurel
Pub Company Limited from 2002 to 2005, Homebase Group Limited from 2000 to late 2002 and Fitness First
Limited from 2003 to 2005. From 1992 to 1995, Mr Lovering was Chief Operating Officer of Tarmac Limited
and, from 1988 to 1992, Mr Lovering was Finance Director of Sears Limited, whose holdings at the time
included the Selfridges department stores. Mr Lovering is also currently a director of New House Farm (Bodiam)
Limited, New House Leisure Limited, Halfords Holdings Limited, Ermes Department Stores Public Limited
(Debenhams’ Cyprus franchisee) and Somerfield Limited, where he is also chairman. Mr, Lovering is also a
partner of Lovering and Lovering, Echelon Capital LLP and Echelon Investments LLP.

Rob Templeman became director of Baroness Holdings UK Limited in September 2003, Chief Executive Officer
of Debenhams Limited in December 2003 and a director of the Company in April 2006. Mr Templeman has also
served as Chairman of Halfords Group plc since February 2003. From March 2001 to February 2003, he served
as Chief Executive Officer of Homebase Group Plc and between 1990 and 2000 he was Chief Executive Officer
of Harveys Furnishing plc. He is currently a director of Halfords Holdings Limited.

Chris Woodhouse became a director of Baroness Holdings UK Limited in September 2003, the Company in
April 2006 and Executive Director and Chief Financial Officer of Debenhams Limited in December 2003. Since
February 2003, Mr Woodhotise has been a director of Halfords Holdings Limited and previously he served as the
Deputy Chairman of Halfords Group plc. From March 2001 to February 2003, he was Commercial Director and
Deputy Chief Executive Officer of Homebase Limited. Previously, Mr Woodhouse served as Finance Director of
various companies including Birthdays Group Limited and Superdrug Stores plc, which was then a division of
Kingfisher plc. Mr Woodhouse, a Fellow of the Institute of Chartered Accountants in England and Wales, was
voted Finance Director of the Year in 2002 and is an Associate of the Association of Corporate Treasurers.

Michael Sharp became a director of Debenhams Limited in 1999, and was appointed its Chief Operating Officer
in January 2004. He became a director of the Company in April 2006. From 1997 to 2004, Mr Sharp was Trading
Director of Debenhams Limited, and previously served from 1985 to 1997 in various capacities within the Burton
Group, including as Managing Director of Principles and Racing Green and Buying and Merchandising Director
of Top Shop and Top Man. Prior to joining The Burton Group Mr Sharp worked for Littlewoods and Sears.

Philippe Costeletos became a director of Baroness Holdings in September 2003, a director of the Company in
April 2006 and is a Partner of Texas Pacific Group Limited, which he joined in 2003. From 1995 to 2002,
Mr Costeletos was a member of the Management Committee at Investcorp Limited. Prior to joining Investcorp,
he worked at JPMorgan Capital. Mr Costeletos is also currently Chairman of TIM Hellas SA, Vice Chairman of
Q Telecom SA and a Director of Sparkle Fashion Limited.

Adam Crozier became a director of the Company in April 2006. Mr Crozier has served as Chief Executive of
Royal Mail since 2003. From 2000 to 2002, he was Chief Executive of the Football Association Limited. He
joined Saatchi & Saatchi UK Limited in 1988 and he served as Joint Chief Executive there from 1995 to 1999.
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Jonathan reuer became a director of baroness holdings UK Limuted 1n september 2UU5, a director or (ne
Company in April 2006 and is a managing partner of CVC Capital Partners. He joined CVC in 1988, having
previously worked in the Corporate Finance Department of Baring Brothers & Co Ltd and for Emst & Whinney
Limited, where he qualified as a chartered accountant. Mr Feuer also serves on the Board of Directors of CVC
Capital Partners Ltd, IG Group Limited and Halfords Holdings Limited.

Richard Gillingwater became a director of the Company in April 2006 and has been appointed as senior
independent Non-executive Director. Mr. Gillingwater is also Chief Executive of the Shareholder Executive and
is currently a director of Faber Music Holdings Limited, Faber Music Limited, Rights Worldwide Limited and
Tomkins ple. His past directorships include Homebase Limited, Kidde plc, The Peninsular and Oriental Steam
Navigation Company and Qinetig. Mr. Gillingwater is also Head of the Shareholder Executive, the body
responsible for the Government’s shareholdings in major publicly owned businesses.

Peter Long became a director of the Company in April 2006. Mr Long has served as Chief Executive of First
Choice Holidays plc since 1999 and served as Managing Director from 1996 to 1999. He is currently a
Non-Executive Director of Rentokil Initial plc. He was Chief Executive of Sunworld Holidays Limited from 1991
to 1996. He served as Non-Executive Director at RAC plc from 2000.

Dennis Millard became a director of the Company in April 2006. He was Group Finance Director of Cookson
Group plc from 1996 until 2005. His previous executive positions included that of Finance Director of Medeva
plc from 1994 to 1996 and directorships at the Plate Glass Group, a South African public company from 1980 to
1993. He was a non-executive director and chairman of the audit committee of both Exel plc (2003-2005) and
Arc International (2000-2003) and is currently a non-executive director of Xchanging Limited. Mr. Millard is a
member of the South African Institute of Chartered Accountants.

Guido Padovane became a director of Baroness Holdings in September 2003 and a director of the Company in
April 2006. He is a Managing Director in the Merrill Lynch Global Private Equity Division, with a focus on
Europe (since 2003) and Latin America (since 1998). In that capacity, Mr Padovano has served on various Boards
of Directors, and currently also serves on the Board of Directors of Cremer Holdings, L.L.C., Despegar.com, Inc.
and Rexel S.A.

Paul Pindar became a director of the Company in April 2006. He has served as Chief Executive of The Capita
Group plc since 1999 and was previously a Managing Director in 1991 and Finance Director in 1987. From 1985
to 1987, he was an Investment Controller of 3i plc.

Business address

The business address of all the Directors and the registered office of the Company is 1 Welbeck Street, London,
WI1G 0AA.

Appointment of Directors by Principal Shareholders

In a letter of 21 April 2006, the Company agreed with each of the CVC Shareholder Group and the TPG
Shareholder Group that they may each appoint one Director to the Board of the Company for so long as they hold
at least 10% of the Company’s issued share capital.

Corporate governance
Combined Code

As envisaged by the Combined Code, the Board has established three committees: an audit commitiee, a
nomination committee and a remuneration committee. If the need should arise, the Board may set up additional
committees as appropriate.

The Combined Code recommends that at least half the board of directors of a UK listed company, excluding the
chairman, should comprise non-executive directors determined by the board to be independent in character and
judgement and free from relationships or circumstances which may affect, or could appear to affect, the director’s
judgement. As the Board will consist of the Chairman, three Executive Directors, five independent Non-executive
Directors and three Non-executive Directors who are not independent by virtue of their relationships with the
Principal Shareholders, the Company will not comply with this recommendation of the Combined Code. As the
three Non-executive Directors that are not independent, Philippe Costeletos, Jonathan Feuer and Guido Padovano,
have made a valued contribution to the Board since they became Directors and that contribution is expected to
continue, and the Board will have five strong independent Non-executives Directors, the Board is satisfied that no
individual will dominate the Board’s decision taking, no undue reliance will be placed on particular individuals
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and the Board will be capable of operating effectively on Admission. The Company will comply with the
Combined Code in all other respects.

Audit committee

The audit committee’s role is to assist the Board with the discharge of its responsibilities in relation to internal
and external audits and controls, including reviewing the Group’s annual financial statements, considering the
scope of the annual audit and the extent of the non audit work undertaken by external auditors, advising on the
appointment of external auditors and reviewing the effectiveness of the internal control systems in place within
the Group. The audit committee will normally meet not less than three times a year.

The audit committee is chaired by Dennis Millard and its other members are Adam Crozier, Richard
Gillingwater, Peter Long and Paul Pindar. The Combined Code recommends that all members of the audit
commiittee be non executive directors, independent in character and judgment and free from any relationship or
circumstance which may, could or would be likely to, or appear to, affect their judgment. The Board considers
that the Company complies with the requirements of the Combined Code in this regard, and the chairman of the
Committee has recent retail and financial experience.

Nomination committee

The nomination committee assists the Board in determining the composition and make up of the Board. It is also
responsible for periodically reviewing the Board’s structure and identifying potential candidates to be appointed
as Directors, as the need may arise. The nomination committee also determines succession plans for the
Chairman and Chief Executive. The nomination committee will meet when appropriate.

The nomination committee is chaired by Paul Pindar and its other members are Richard Gillingwater, John
Lovering and Dennis Millard. The Combined Code recommends that a majority of the nomination committee be
non executive directors, independent in character and judgment and free from any relationship or circumstance
which may, could or would be likely to, or appear to, affect their judgment. The Board considers that the
Company complies with the requirements of the Combined Code in this regard.

Remuneration committee

The remuneration committee recommends what policy the Company should adopt on executive remuneration,
determines the levels of remuneration for each of the Executive Directors and recommends and monitors the
remuneration of members of senior management. The remuneration committee will also generate an annual
remuneration report to be approved by the members of the Company at the annual general meeting. The
remuneration committee will normally meet not less than twice a year.

The remuneration commiittee is chaired by Richard Gillingwater, and its other members are Adam Crozier, Peter
Long and Dennis Millard. The Combined Code recommends that all members of the remuneration commiittee be
non executive directors, independent in character and judgment and free from any relationship or circumstance
which may, could or would be likely to, or appear to, affect their judgment. The Board considers that the
Company complies with the requirements of the Combined Code in this regard.

t

Model code
The Company has adopted, with effect from Admission, a code of securities dealings in relation to the Shares

which is based on, and is at least as rigorous as, the model code as published in the Listing Rules. The code
adopted will apply to the Directors and other relevant employees of the Group.
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FAKLT 4 OPERATING AND FINANCIAL REVIEW

The section that follows should be read in conjunction with “The business” in Part 2 and “Financial
information™ in Part 5. Prospective investors should read the entire document and not just rely on the information
set out below. The audited combined and consolidated financial information of the Group for each of the three
Sinancial years ended 3 September 2005 referred to in this discussion is in respect of the underlying business of
the Group, which has been owned under various different corporate structures during the three financial years
ended 3 September 2005, and has been prepared in accordance with UK GAAP. The audited consolidated
financial information of the Group for the 26 week period ended 4 March 2006 and the 26 week period ended
26 February 2005 referred to in this discussion has been prepared under International Financial Reporting
Standards, as adopted for use in the EU (“IFRS”), including International Accounting Standards (*“JAS”) and
Interpretations, adopted by the International Accounting Standards Board ( “IASB”). In addition, the Group has
prepared restated consolidated financial information for the year ended 3 September 2005 in accordance with
IFRS, which appear in Section B of Part 5. For a discussion of the main differences between IFRS and UK GAAP,
see Section B of Part 5.

In this Part 4, unless otherwise indicated, the “Group,” and “Debenhams” and other similar terms refer to
Debenhams plc or its predecessor and its consolidated subsidiaries.

Presentation of financial information

Percentages in tables have been rounded and accordingly may not add up to 100%. Certain financial data has
been rounded. As a result of this rounding, the totals of data presented in this document may vary slightly from
the actual arithmetic totals of such data. Unless otherwise stated herein, all gross transaction value amounts are
reported exclusive of value added tax.

Overview

Debenhams is a leading multi-category retailer in the United Kingdom with a strong presence in key product
categories such as womenswear, lingerie, accessories, menswear, childrenswear, homewares, health and beauty
and food services.

Key definitional terms for the profit and loss accounts
Group turnover, Revenue and Gross transaction value

The term “Group turnover,” as discussed in this Part 4, unless otherwise indicated, means Debenhams’ turnover
in accordance with UK GAAP, which is equivalent to gross transaction value less payments to concessions, staff
discounts and costs related to points awarded under the Nectar Card loyalty programme. Debenhams’ gross
transaction value and Group turnover consists primarily of:

*  sales of merchandise in Debenhams’ stores across the United Kingdom and in Ireland, which contributed
97.5% of Debenhams’ gross transaction value in the 2005 financial year;

e sales of Debenhams’ merchandise from its international sales division, which contributed 1.7% of
Debenhams’ gross transaction value during the 2005 financial year and which, as of 4 March 2006,
constituted 23 international franchise stores. Since 4 March 2006, Debenhams has opened an additional
six international franchise stores; and

*  sales of merchandise from Debenhams’ direct sales division (being sales made through Debenhams’ internet
website), which contributed 0.8% to Debenhams’ gross transaction value during the 2005 financial year.

In its stores, Debenhams primarily sells own bought products, which are products that Debenhams purchases
itself and holds in its inventory. Debenhams’ own bought products include its own brands and third-party brands.
Debenhams also generates gross transaction value from sales of branded concession products on which it retains
a pre-negotiated percentage of gross transaction value (“‘concession net margin™) and for which Debenhams
bears no stock holding risk.

The term “Revenue” is used by the Group in its financial information prepared in accordance with IFRS and is
equivalent to the term “Group turnover” under UK GAAP.

Gross transaction value (which is a non GAAP measure) presents sales excluding VAT on a gross basis, including
the sales excluding VAT of concessions rather than just the commission received from them. The Directors
believe gross transaction value represents a guide to the value of the overall activity of the Group.
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Changes in Debenhams’ gross transaction value, Group turnover and Revenue from period to period are generally
affected by the following factors:

¢ the prices at which Debenhams sells its merchandise, which are equal to the original price Debenhams seeks
to obtain for its merchandise less any temporary promotional price reductions or permanent clearance
markdowns;

* the volume of merchandise sold and changes in the mix of products sold within Debenhams’ different
product categories, both of which are impacted by its allocation of trading space across product categories;

*  the mix of customer purchases across various price levels;

* the level and effectiveness of Debenhams’ advertising, marketing, customer loyalty initiatives and
promotions;

* the opening of new stores, including Desire by Debenhams stores, and store modernisations/refurbishments;
*  the quality and availability of its products;
*  general economic and market conditions;

*  the extent to which Debenhams accurately predicts, plans for and implements trends (including fashion
trends);

*  competition from Debenhams’ retail competitors, which may impact sales of Debenhams’ merchandise and
its pricing policies; and

*  seasonality and weather.

In addition to the factors set forth above, changes in Debenhams’ Group turnover and Revenue from period to
period are impacted by changes in Debenhams’ mix of own bought and concession products sold, the amount of
gross transaction value that Debenhams retains in connection with concession sales, the level of credit sales
(including store cards sales) and the Nectar Card loyalty programme including costs related to points awarded
under such programme,

Cost of sales

Cost of sales consists of direct merchandise costs (the cost of purchasing Debenhams’ own bought merchandise
from its international and domestic suppliers, including freight and delivery charges, taxes and foreign exchange
gains or losses) and other direct cost of sales. Debenhams’ other direct cost of sales primarily consist of the
following:

¢ payroll for its store staff, including salaries, bonuses, social security and pension costs;

¢ establishment costs such as rent, amortisation of landlord and developer contributions received, rates, service
charges, and other operating costs at Debenhams’ stores, including cleaning, maintenance, energy and
sundry costs;

* depreciation expense related to capital expended on its stores;

*  various corporate overhead costs, including costs associated with its management, buying and merchandise,
communications and marketing, advertising, food services, press office and market research and certain
other information technology systems;

e the majority of non-distribution costs associated with operating its direct sales and international sales
divisions; and

¢ all costs associated with providing Debenhams’ store card.

Changes in Debenhams’ direct merchandise costs from period to period are affected by a number of factors,
including:

e exchange rate fluctuations (Debenhams purchases own bought goods totalling approximately
US$200 million per annum);

* the amount of duties paid on purchases from outside the EU;
*  freight cost increases as a result of shortages of supply or increases in oil prices;

* the base price of fabric and raw material costs, as well as costs of individual garment components;
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*  manufacturing costs (both labour and overhead costs);

»  discount levels agreed with suppliers; and

* the method of purchase from a supplier or through a third party.

Changes in Debenhams’ other direct cost of sales from period to period are affected by a number of factors,
including:

*  the general level of payroll and benefit increases given to its store employees;
» rental increases agreed to as part of Debenhams’ store lease agreements;

*  the opening of new stores, including pre-opening costs, the related impact of amortisation of landlord and
developer contributions received, and the modernisation of existing stores, including the associated
depreciation charge;

« changes in costs associated with Debenhams’ direct sales and international sales divisions;
* the level of Debenhams’ marketing and advertising costs, including costs associated with market research;

*  costs relating to the volume of merchandise sold, including increases in transaction charges related to credit
card usage; and

* changes in costs associated with providing Debenhams’ store card.

Distribution costs

Distribution costs consist primarily of the costs of operating Debenhams’ distribution centres and the costs
associated with transporting merchandise from Debenhams’ distribution centres to its stores. Most of these
distribution costs are incurred pursuant to Debenhams’ distribution contract with Exel UK Limited (a subsidiary
of Deutsche Post AG), to whom Debenhams outsources the majority of its distribution functions.

Changes in Debenhams’ distribution costs from period to period are affected primarily by the following factors:
¢ the terms and conditions of Debenhams’ distribution contract with Exel UK Limited;

e the volume and weight of Debephams’ merchandise transported;

*  the method of transport and distance over which Debenhams’ merchandise is transported;

+  the total number of Debenhams’ distribution centres and any opening or closing costs;

*  the cost of the new Peterborough distribution centre, including the depreciation of the capital costs relating
to the construction of the warehouse;

¢ the rental expense related to Debenhams’ distribution centres;
*  the general level of payroll and benefit increases given to Exel UK Limited distribution staff; and

* the growth of Debenhams’ direct sales division.

Administrative expenses
Administrative expenses consist primarily of the following:

*  payroll for employees of selected head office departments, including salaries, bonuses, social security costs
and pension costs;

. various corporate overhead costs associated with Debenhams’ human resources, finance, information
technology and facilities and secretarial departments;

*  depreciation expense related to Debenhams’ head office and the amortisation of goodwill (under UK GAAP)
and other intangible assets;

*  depreciation and maintenance expense related to certain information technology systems; and

¢ other head office facility costs.
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Changes in Debenhams’ administrative expenses from: period to period are affected primarily by:
*  the general level of payroll and benefit increases.given to selected head office employees;

*  expenses related to new and revised information technology systems; and

¢ changes to Debenhams’ head offices.

One of the key determinants of Debenhams’ financial success is its ability to put in place strategies and actions
that maintain or improve its ratio of cost of sales, distribution costs and administrative expenses to gross
transaction value. For example, if Debenhams forecasts that consumer spending levels will be low or will decline,
Debenhams endeavours to lower its costs or delay investments until Debenhams sees improvements in such
spending levels. ‘

Factors affecting resulits of operations
The Acquisition, British Land Transaction, Refinancing and Restructuring

During the 2003 financial year and prior to the Acquisition, Debenhams was listed on the London Stock
Exchange. Subsequent to the Acquisition, Debenhams reported results of operations for Baroness Group
Holdings Limited and its consolidated subsidiaries. Since the Refinancing and Restructuring in May 2005,
Debenhams has reported results of operations for Debenhams Retail Holdings Limited and its consolidated
subsidiaries. Such results of operations may not be .comparable to one another or to Debenhams’ previously
reported results of operations prior to the Acquisition as a result of the application of purchase accounting
adjustments related thereto, and as a result of the British Land Transaction in February 2005 and the Refinancing
and the Restructuring.

In particular:

* the indebtedness incurred in connection with the: Acquisition and the Refinancing significantly increased the
interest expense of the Company and its consolidated subsidiaries;

* the substantial indebtedness incurred to finance the Acquisition and the indebtedness that incurred in
connection with the Refinancing increased the total liabilities (excluding debt issuance costs) of the
Company and its consolidated subsidiaries, and the repayment of certain shareholder loan notes by the
Company in connection with the Refinancing significantly decreased the cash balance of the Company and
its consolidated subsidiaries;

s the significant adjustment to goodwill and intangible assets recorded in connection with the Acquisition and,
subsequently, the Restructuring has led to a significant increase in amortisation expense under UK GAAP;

e the British Land Transaction, which resulted in certain properties and related indebtedness ceasing to be
included within the consolidated accounts of Baroness Group Holdings Limited/the Company (as
appropriate) and their subsidiaries led to a significant reduction in Debenhams’ tangible fixed assets; and

¢  the completion of the British Land Transaction in relation to certain freehold and long leasehold properties
which were subject to market rate lease agreements with Debenhams Retail plc, and the disposal to third
parties of certain other properties subject to such leases, led and will continue to lead to an increase in rental
expense in future periods.

For more information on the Acquisition, the British Land Transaction and the Restructuring and Refinancing,
please see ‘“Additional information — Material contracts — Framework Agreement” in Part 7, “Additional
information — Material Contracts — New Credit Agreement” in Part 7 and “Additional information — Material
Contracts — Senior Credit Agreement” in Part 7.

Implementation of Debenhams’ business strategy

Following the Acquisition, Debenhams implemented, and will continue to implement, various initiatives to
reduce its operating costs, capital expenditure and investment in working capital, and to increase Debenhams’
gross transaction value and improve its gross merchandise margin. These initiatives include:

+ reductions in costs associated with opening new stores and store modernisations;

¢ reductions in Debenhams’ working capital investment, including improvements to its inventory management
and to the terms and conditions of its agreements with trade and concession creditors;

* reductions in store and head office employees, certain store costs and central overhead costs;
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* reductions in costs related to the supply chain through the new Peterborough distribution centre;

* increases in the flexibility of the trading space of Debenhams’ stores and the reallocation of that space to
Debenhams’ more profitable products; and

»  other business initiatives aimed at increasing Debenhams’ gross transaction value and improving its gross
merchandise margins.

Debenhams has realised the benefits of its cost saving measures primarily during the second half of the 2004
financial year and during the 2005 financial year.

Store openings and modernisations/refurbishments

New store openings and store modernisations/refurbishments can have a significant impact on Debenhams’ gross
transaction value and, subsequently, Debenhams’ gross merchandise margin, EBITDA and cash flow. The gross
transaction value generated by Debenhams’ new and modernised stores has typically grown at a faster like for
like sales growth rate for up to the first five years after opening or completion of modernisation than the gross
transaction value generated by its other stores. Furthermore, the Directors believe that new stores may continue to
grow at a faster rate beyond the first five years following their opening.

Since the Acquisition, management has established a ten year refurbishment cycle across the store base. The
approach to store refurbishments has changed under the current management team with a focus on modernising
key areas that the Directors believe have a direct impact on sales, applying standard specifications, as well as
reducing the overall cost per square foot.

Debenhams’ has a portfolio of 120 department stores, three Desire by Debenhams stores and 29 international
franchise stores.

From 1 September 2002 to 4 March 2006, Debenhams opened 21 new stores, including two Desire by
Debenhams stores, and modernised or refurbished a total of 32 stores. The following table shows Debenhams’
store openings and store modernisations/refurbishments during that time period:

’ 26 weeks
2003 2004 2005 ended
Financial Financial Financial 4 March
Year Year Year 2006
New department store openings . ................ 5 2 132
Store modernisations/refurbishments® ., ... ... ... 9 6 6@ 11
Desire by Debenhams openings................. N/A N/A Iy

(1) In addition, since 4 March 2006, Debenhams has opened two new department stores and one new Desire by Debenhams store.
(2) Includes eight former Allders stores rebranded and traded as Debenhams.
(3) Refurbishments and modernisations have been classified as occurring in the year the refurbishment/modernisation is completed.

(4) Excludes the format conversion of eight former Allders stores.

Debenhams has signed contracts (including conditional contracts) to open 23 new department stores by the end of
the 2011 financial year. Of these department stores two have opened since 4 March 2006 and a further five are
scheduled to open by the end of the 2007 financial year. In addition, Debenhams is in negotiations to open a
turther ten new department stores by the end of the 2011 financial year. Debenhams also plans to continue with
its store modernisation/refurbishment programme with a focus on releasing additional space in its stores for new
products, improving the flexibility of its trading space so that Debenhams can devote additional space to more
profitable product categories and making minor improvements to signage and in-store eavironments.

In June 2005, Debenhams launched the first of its new concept stores, Desire by Debenhams, in Truro, aimed at
women and featuring a mix of women’s fashion, accessories, lingerie and cosmetics. In November 2005,
Debenhams opened a second Desire by Debenhams store in South Shields and a third opened in Orpington in
April 2006. The initial results of Debenhams’ Desire stores have yielded gross margins that are higher than
Debenhams’ department stores, which the Directors believe is due to the focus on own brands. There are eight
additional Desire by Debenhams stores planned for each of the 2007 and 2008 financial years.

In addition, a further 15 international franchise stores are scheduled to open and Debenhams expects that by the
end of the 2009 financial year, there will be approximately 70 international franchise stores and Debenhams is
currently expected to increase its global presence to eight more countries.
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Debenhams made capital expenditure of more than £400 million to open new stores and modernise existing
department stores from 1 September 1998 to 4 March 2006. Following the Acquisition, Debenhams initiated an
in-depth programme to reduce the cost per square foot of opening new stores by adopting a more efficient
approach to store openings. The new approach has enabled Debenhams to reduce contracting costs and the cost of
supplies, as well as simplifying design and construction in areas which do not impact Debenhams’ customers. For
new department stores, management has reduced capital expenditure costs per square foot by approximately 40%,
from £178 per square foot prior to the Acquisition to £108 per square foot for department stores opened during
the 2006 financial year. For department store refurbishment and modernisations, capital expenditure costs have
decreased from £30 per square foot prior to the Acquisition to £7 per square foot for department stores
refurbished during the 2006 financial year.

For more information on new store openings and istore modernisations/refurbishments, please see “The
business — Debenhams growth strategy — Organic growth — Department store refurbishments programme” and
“The business — Debenhams growth strategy — New space growth — New department store roll-out” in Part 2.

Financial periods

Debenhams presents its annual accounts as of the Saturday closest to 31 August of each year, which occasionally
results in a 53-week financial year. Debenhams experienced this effect in the 2005 financial year, which means
that results for that year are not directly comparable to results for the 2003 financial year, the 2004 financial year,
or on a proportionate basis.

Variations in results, seasonality and weather

Debenhams’ business is subject to seasonal peaks. During the two 26 week periods in the 2005 financial year,
Debenhams generated 54% and 46% (excluding week 53) of its full-year gross transaction value, respectively.
Debenhams’ most important trading period in terms of: gross transaction value, turnover, EBITDA and cash flow
is the Christmas season, with approximately one-third of its gross transaction value generated from the beginning
of November through to the end of January. In previous years, Debenhams’ investment in working capital has
peaked in early October. In addition to the Christmas season, sales also peak in May as a result of promotional
events and seasonal factors.

Debenhams’ results can also be affected by periods of abnormal, severe or unseasonal weather conditions. For
example, Debenhams and other retailers were adversely affected during the summer of 2003 as a result of the
exceptionally hot weather that affected all of Western Europe during that time, as well as in September and
October 2005 due to unseasonally warm weather. In addition, the rate of like for like sales growth slowed in the
latter stages of the 2005 financial year as a result of continued low footfall and declining consumer confidence
following the London bombings in July 2005, as well; as the impact of Live 8 and various large sporting events
during the 2005 summer period.

Inflation

Inflation generally affects Debenhams by increasing its payroll costs, direct merchandise cost and the cost of
goods and services not for resale that Debenhams purchases. The general rate of inflation in the United Kingdom
has been low in recent years.

Current trading and prospects

The Directors believe that Debenhams’ performance since the end of the last financial year compares favourably
with other UK retailers, particularly when added to the strong performance achieved in the comparative period in
the previous year. Debenhams continues to grow market share, sales, gross merchandise margin and EBITDA
margin, thereby demonstrating the resilience of the business in challenging trading conditions.

For the 26 week period ended 4 March 2006, Debenhams achieved like for like sales growth of 0.6% and for the
32 week period ended 15 April 2006 like for like sales growth of 1.7%. Sales growth during both periods has
been achieved with improved gross margins.

The prospects for Debenhams’ trading for the financial year ending August 2006 remain in line with management
expectations.

The Directors believe that Debenhams has significant opportunities for further growth organically, through
further store openings, including new Desire by Debenhams stores, and through other channels.
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Results of operations

The following discussion and analysis of Debenhams’ results of operation and financial condition is based on
Debenhams’ historical results. Principally as a result of the Acquisition in the 2004 financial year and the British
Land Transaction and Refinancing and Restructuring in the 2005 financial year Debenhams’ historical results of
operations for the three financial years ended 3 September 2005 are not comparable from period to period.
Financial information for the 2003, 2004 and 2005 financial years has been prepared in accordance with UK
GAAP. In addition, Debenhams has prepared restated financial information for the 2005 financial year and the
26 weeks periods ending 4 March 2006 and 25 February 2005 in accordance with IFRS.

The following table sets forth certain financial information relating to the Group’s income statements, as
extracted without material adjustment from the consolidated financial information of the Group in Section B of
Part 5 prepared under IFRS:

Consolidated income statements

26 weeks ended 26 weeks ended

26 February 4 March
2005 2006 % Change
IFRS IFRS
(£ in millions, except as otherwise indicated)
Gross transaction value®™® .. 1,113.3 1,216.8 9.3%
Revenue ........ ... . ... 869.2 957.8 10.2%
Cost 0f SAleS . ... it e (673.2) (755.6) 12.2%
Grossprofit . ........ ... ... ... .. 196.0 202.2 3.2%
Distribution COStS . ... v (22.5) 26.7) 18.7%
AdminisStrative eXpenses. . ..o v v it e (29.0) (22.4) (22.8%)
Operating profit before deemed disposal of subsidiary ... .. 144.5 153.1 6.0%
Profit on deemed disposal of subsidiary.................... 117.7 — —
Operating profit . ........... ... ... ... ... .. .. ... ... 262.2 153.1 (41.6%)
Interest receivable and similar income ..................... 4.5 3.8 (15.6%)
Interest payable and similar charges . ...................... (94.5) (79.0) (16.4%)
Profit before taxation . ................................. 172.2 77.9 (54.8%)
FaXatOn .ot e e 14.5 23.2) (260.0%)
Analysed as:
Taxation before exceptional items. ........................ (21.4) (23.2) 8.4%
Taxation credit due to deemed disposal of subsidiary ......... 35.9 — —
Profit for the financial period attributable to equity
shareholders ............. ... ... ... .. .. .. ... 186.7 54.7 (70.7%)

(1) Gross transaction value presents turnover or revenue on a gross basis, including the sales excluding VAT of concessions rather than just
the commissions received from them. The Directors believe gross transaction value represents a guide to the value of the overall activity
of the Group. Gross transaction value is a non GAAP measure.

(2) See Note S to the financial information for the 26 week periods ended 4 March 2006 and 26 February 2005 (set forth in Section B of
Part 5) for information on gross transaction value on a memorandum basis.

26 week period ended 4 March 2006 compared to 26 week period ended 26 February 2005
Gross transaction value

Gross transaction value increased by £103.5 million, or 9.3%, from £1,113.3 million for the 26 week period
ended 26 February 2005 to £1,216.8 million for the 26 week period ended 4 March 2006. This increase resulted
primarily from a 0.6% increase in like for like sales (including 11 store modernisations/refurbishments), ten new
department store openings (including the eight former Allders stores) and two new Desire by Debenhams store
openings since 26 February 2005. Increased marketing and promotional activity at key points within the pre-
Christmas trading cycle increased sales and contributed to the 0.6% like for like sales growth achieved over the
previous year.

The rate of increase in like for like sales has slowed in the 26 week period ended 4 March 2006 from 4.2% in the
26 week period ended 26 February 2005 to 0.6% in the 26 week period ended 4 March 2006 due to unseasonally
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warm weather in September and October 2005 which resulted in lower than expected footfall and poor sales of
the new autumn ranges, a generally more competitive retail sector and low consumer spending over the Christmas
and January sale period, as well as to significantly heavy snowfall in northern parts of the United Kingdom that
affected sales in some of Debenhams’ department stores in Scotland and resulted in weaker sales in the last week
of the period. The Directors believe that 0.6% like for like sales growth achieved by Debenhams compares
favourably against a number of key competitors over the same period particularly when added to the strong
performance achieved in the comparative period in the previous year.

Among its own bought products, Debenhams experienced strong sales growth in its womenswear, childrenswear,
health and beauty, accessories, menswear and gift product categories, which management attributes to the
additional space generated from new stores, a moderate increase in womenswear sales per square foot (“sales
density”’) and a strong increase in childrenswear sales density. Own bought menswear growth increased despite
the impact of unseasonally warm weather in September and October 2005 (which affected sales of autumn
knitwear and outerwear products). Homewares was the only product category to have a sales decline over the
previous season and this is due to declining market conditions and Debenhams’ subsequent reallocation of space
away from this product category. '

Debenhams experienced strong growth in its concessions businesses, particularly from its womenswear
concession and accessories concessions. Womenswear, menswear and childrenswear all showed good sales per
square foot increases over the previous year. Homewares concessions had a difficult season similarly to own
bought as a result of declining market conditions.

Revenue

Revenue increased by £88.6 million, or 10.2%, from £869.2 million in the 26 week period ended 26 February
2005 to £957.8 million for the 26 week period ended 4 March 2006. This increase was primarily due to the
growth generated by new store openings, an increase in like for like sales and an increase in sales of own bought
products. '

Cost of sales

Cost of sales as a percentage of gross transaction value increased from 60.5% in the 26 week period ended
26 February 2005 to 62.1% in the 26 week period ended 4 March 2006, primarily due to the fact that cost of sales
increased at a faster rate than gross transaction value. This was attributable mainly to an increased rent expense of
£14.1 million (in the 26 week period ended 4 March 2006) as a result of the British Land Transaction which was
not incurred in the comparative 26 week period. In addition, payroll cost inflation was higher than the like for like
sales growth achieved during the 26 week period ended 4 March 2006 and Debenhams had a larger number of
employment vacancies at the start of the 26 week period 26 February 2005. Lastly, Debenhams invested more
heavily in marketing and visual merchandising in the 26 week period ended 4 March 2006.

Cost of sales increased by £82.4 million, or 12.2%, from £673.2 million in the 26 week period ended 26 February
2005 to £755.6 million in the 26 week period ended 4 March 2006. This increase was primarily due to the ten
(including eight former Alldérs stores) new department store openings and two new Desire by Debenhams stores
opening since 26 February 2005, and a £14.1 million increase in rent expense as a result of the British Land
Transaction which occurred, in February 2005. Substantially all of Debenhams’ department stores are now
operated as leasehold properties at market rates rather than as freehold properties.

Distribution costs

Distribution costs increased by £4.2 million, or 18.7%, from £22.5 million in the 26 week period ended
26 February 2005 to £26.7 million in the 26 week period ended 4 March 2006. Distribution costs as a percentage
of gross transaction value increased slightly from 2.0% in the 26 week period ended 26 February 2005 to 2.2% in
the 26 week period ended 4 March 2006. The increaée in distribution costs was primarily due to increased costs
associated with the new distribution centre in Peterborough which was opened in July 2005 and increased volume
sold as a result of the new store openings and refurbishments.

Administrative expenses

Administrative expenses decreased by £6.6 million, or 22.8%, from £29.0 million in the 26 week period ended
26 February 2005 to £22.4 million in the 26 week period ended 4 March 2006. Administrative expenses as a
percentage of gross transaction value decreased from 2.6% in the 26 week period ended 26 February 2005 to
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1.8% in the 26 week period ended 4 March 2006. The decrease in administrative expenses was primarily due to
cost savings initiatives in the finance, human resources and systems departments.

Operating profit

Operating profit decreased by £109.1 million, or 41.6%, from £262.2 million in the 26 week period ended
26 February 2005 to £153.1 million in the 26 week period ended 4 March 2006. This decrease is primarily
attributable to a one-time exceptional operating profit in the amount of £117.7 million recognised by Debenhams
in the 26 week period ended 26 February 2005 in connection with the British Land Transaction, as well as an
increased rent expense amounting to £14.1 million (which was not paid in the 26 week period ended 26 February
2005). For more information on this one-time exceptional operating profit, see Notes 8 and 31 to the financial
information for the 26 week periods ended 4 March 2006 and 26 February 2005 (set forth in Section B of Part 5).
Adjusting for these amounts, Debenhams’ operating profit increased by £22.7 million, or 17.4%, from
£130.4 million in the 26 week period ended 26 February 2005 to £153.1 million in the 26 week period ended
4 March 2006, primarily due to like for like sales and new store growth combined with good cost control.

Interest payable and similar charges

Interest payable and similar charges decreased by £15.5 million, or 16.4%, from £94.5 million in the 26 week
pericd ended 26 February 2005 to £79.0 million in the 26 week period ended 4 March 2006. This decrease is due
to a reduction in interest costs following the repayment of Debenhams’ deep discount bonds and high yield bonds
and the refinancing in May 2005.

Taxation

Debenhams’ taxation increased from a tax credit of £14.5 million in the 26 week period ended 26 February 2005
to a tax charge of £23.2 million in the 26 week period ended 4 March 2006. Debenhams’ tax credit in the
26 week period ended 26 February 2005 related to the release of certain deferred tax liabilities which were
triggered by the British Land Transaction.

Profit for the financial period attributable to equity shareholders

Profit for the financial period attributable to equity shareholders decreased from £186.7 million in the 26 week
period ended 26 February 2005 to £54.7 million in the 26 week period ended 4 March 2006, which is attributable
to the items mentioned above.
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2003, 2004 and 2005 financial years

The following table sets forth certain financial information relating to the Group’s profit and loss account, as
extracted without material adjustment from the combined and consolidated financial information of the Group in
Section A of Part 5 prepared in accordance with UK GAAP:

Combined and consolidated profit and loss account

% change % change
from 2003 from 2004
financial financial
52 weeks 52 weeks year to 53 weeks year to
ended ended 2004 ended 2005
30 August 28 August financial 3 September financial
2003 2004 year 2005 year
UK GAAP UK GAAP UK GAAP
(£ in millions, except as otherwise indicated)
Gross transaction value™®. .. ... ... 1,810.2 1,902.9 5.1% 2,086.8 9.7%
Group turnover ................. 1,4359 1,491.8 3.9% 1,608.7 7.8%
Costofsales .................... (1,187.4) (1,235.4) 4.0% (1,272.4) 3.0%
Analysed as:
Cost of sales before exceptional costs (1,187.4) (1,219.4) 2.7% (1,269.8) 4.1%
Exceptional cost of sales .......... — (16.0) — (2.6) (83.8%)
Gross profit ............. e 248.5 256.4 3.2% 336.3 31.2%
Distribution costs ................ 37.7) (41.1) 9.0% (43.5) 5.8%
Analysed as:
Distribution costs before exceptional
COSES . vttt it (37.7) (38.3) 1.6% (43.5) 13.6%
Distribution exceptional costs ...... — (2.8) — — —
Administrative expenses ........... (61.7) (106.9) 73.3% (109.6) 2.5%
Analysed as:
Administrative expenses before
exceptional costs . .............. (47.5) (76.4) 60.8% (107.8) 41.1%
Administrative exceptional costs . . .. (14.2) (30.5) 114.8% (1.8) (94.1%)
Group operating profit. ... ....... 149.1 108.4 (27.3%) 183.2 69.0%
Profit on deemed disposal of
subsidiary ........... . . . ... — — — 117.7 —
Profit on sale of fixed assets ....... — 8.5 — — —
Profit on ordinary activities before
interest ...................... 149.1 116.9 (21.6%) 300.9 157.4%
Net interest payable .............. (7.4) (157.0) NM (252.4) 60.8%
Analysed as:
Net interest payable before
exceptional COStS . .. ............ (7.4) (123.4) NM® (159.5) 29.3%
Exceptional net interest costs....... — (33.6) — 92.9) 176.5%
Other finance income ............. 2.5 2.5 — 2.8 12.0%
Profit/(loss) on ordinary activities
before taxation................ 144.2 (37.6) (126.1%) 51.3 236.4%
Taxation ...............c.ounnn. (40.0) 9.3 (123.3%) 13.0 39.8%
Analysed as: ‘
Taxation before exceptional costs . .. 40.2) (9.6) (76.1%) (33.6) 250.0%
Taxation on exceptional costs ...... 0.2 18.9 NM 46.6 146.6%
Profit/(loss) for the financial year .. 104.2 (28.3) (127.2%) 64.3 3272%
Dividends....................... (48.5) — — — —
Retained profit/(loss) for the
financial year . ................ 55.7 (28.3) 150.8% 64.3 327.2%
Earnings/(loss) per share (pence)”
Basicand diluted ................ 20.8 5.7 12.9

(1) Gross transaction value presents turnover or revenue on a gross basis, including the sales excluding VAT of concessions rather than just
the commissions received from them. The Directors believe gross transaction value represents a guide to the value of the overall activity
of the Group. Gross transaction value is a non GAAP measure.
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(2) See Note 4 to the financial information for the three financial years ended 3 September 2005 (set forth in Section A of Part 5) for
information on gross transaction value on a memorandum basis.

(3) Basic and diluted earnings per share is calculated using the share capital at Admission.

(4) NM means “not meaningful”.
2005 financial year compared to 2004 financial year

Gross transaction value

Gross transaction value increased by £183.9 million, or 9.7%, from £1,902.9 million for the 2004 financial year
to £2,086.8 million for the 2005 financial year. This increase resulted primarily from a 2.8% increase in like for
like sales which was driven by six department store modernisations /refurbishments, the basket building strategy
(that is an emphasis on increasing the number of products bought by customers), the implementation of new
visual merchandising techniques, as well as the “Styling the Nation” advertising campaign. The increase was
also attributable to 13 new department store openings during the 2005 financial year, including eight stores
acquired from the administrators of Allders plc in February 2005 which were converted to the Debenhams format
by the end of August 2005. Growth is also attributable to the 53rd week and an increase in concessions sales per
square foot following the expansion of young fashion concessions.

Among its own bought products, Debenhams experienced strong growth in its womenswear, childrenswear and
health and beauty product categories, as well as growth in lingerie, accessories, menswear and food services,
driven by continued strong growth in Debenhams’ “‘Designers at Debenhams” product offerings and sales of gift
items during the Christmas season, offset, in part, by the full year impact of the closure of the media and
entertainment product line and the home shopping catalogue during the 2004 financial year.

Debenhams experienced strong growth in its concession businesses during the 2005 financial year, which was
mainly driven by Debenhams’ womenswear product category, especially with respect to its young fashion
concessions, but also driven by notable increases in concession sales in the accessories and menswear categories.

Group turnover

Group turnover increased by £116.9 million, or 7.8%, from £1,491.8 million in the 2004 financial year to
£1,608.7 million for the 2005 financial year. This increase was primarily due to like for like sales growth
(including department store modernisations/refurbishments) and new department store openings as described
above, offset, in part, by the full year impact of the closure of the media and entertainment product line and the
home shopping catalogue during the 2004 financial year. Group turnover growth was lower than gross transaction
value growth as only concession net margins are included in turnover and during the 2005 financial year
Debenhams increased the percentage of its concession space.

Cost of sales

Cost of sales as a percentage of gross transaction value decreased from 64.9% in the 2004 financial year to 61.0%
in the 2005 financial year. This improvement was driven by gross transaction value growing at a faster rate than
the increase in cost of sales. The lower cost of sales growth was primarily attributable to the full year impact of
cost savings which were achieved following the Acquisition and included headcount savings, reductions in
supplier costs and improvements to concession margin terms. In addition, exceptional costs charged to cost of
sales decreased by £13.4 million (as described below). The improvement to the cost of sales ratio was offset by
increased pre opening costs associated with the opening of 13 new stores and the additional rent expense of
£14.1 million rent incurred in the 2005 financial year as a result of the British Land Transaction (which occurred
in February 2005).

Cost of sales before exceptional items increased by £50.4 million, or 4.1%, from £1,219.4 million in the 2004
financial year to £1,269.8 million in the 2005 financial year. The increase in cost of sales before exceptional items
was primarily due to 13 new department store openings (including eight former Allders stores) and increased rent
expense in the amount of £14.1 million as a result of the British Land Transaction which occurred in February
2005. The increase in cost of sales before exceptional items was offset, in part, by cost savings initiatives
discussed above.

Exceptional cost of sales decreased by £13.4 million, or 83.8%, from £16.0 million in the 2004 financial year to
£2.6 million in the 2005 financial year. Exceptional cost of sales in the 2005 financial year consisted of costs
arising following the liquidation of a supplier. Exceptional cost of sales in the 2004 financial year consisted of
costs related to the Group’s reorganisation following the Acquisition.
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Distribution costs

Distribution costs before exceptional costs increased by £5.2 million, or 13.6%, from £38.3 million in the 2004
financial year to £43.5 million in the 2005 financial year, primarily due to costs related to the new distribution
centre and increased volume associated with the 13 new department store openings. Distribution exceptional costs
were £2.8 million in the 2004 financial year and related to the closure of a warehouse. In 2005, no exceptional
costs were incurred. Distribution costs as a percentage of gross transaction value decreased slightly from 2.2% in
the 2004 financial year to 2.1% in the 2005 financial year. This decrease is attributable to the £2.8 million
exceptional cost in the 2004 financial year.

Administrative expenses

Administrative expenses before exceptional costs increased by £31.4 million, or 41.1%, from £76.4 million in the
2004 financial year to £107.8 million in the 2005 financial year, primarily due to goodwill amortisation, which
increased from £31.8 million in the 2004 financial year to £64.5 million in the 2005 financial year as a result of
the Restructuring. ‘

Administrative costs before exceptional costs as a percentage of gross transaction value increased from 4.0% to
5.2% as a result of goodwill amortisation, offset in part by cost savings.

Administrative exceptional costs decreased by £28.7 million, or 94.1%, from £30.5 million in the 2004 financial
year to £1.8 million in the 2005 financial year. The administrative exceptional costs in the 2005 financial year
were attributable to costs relating to the Refinancing. 2004 exceptional costs related primarily to the Acquisition,
as well as to settlements made to former directors following the Acquisition.

Group operating profit

Group operating profit increased by £74.8 million, or 69.0%, from £108.4 million in the 2004 financial year to
£183.2 million in the 2005 financial year. Group operating profit as a percentage of gross transaction value
increased from 5.7% in the 2004 financial year to 8.8% in the 2005 financial year. These increases are primarily
due to increased turnover, a reduction in the cost of sales percentage and a reduction of £44.9 million in
exceptional costs, offset by increased goodwill amortisation of £32.7 million as a result of the Restructuring and
increased rent expense in an amount of £14.1 million as a result of the British Land Transaction.

Profit on ordinary activities before interest

Profit on ordinary activities before interest increased by £184.0 million, or 157.4%, from £116.9 million in the
2004 financial year to £300.9 million in the 2005 financial year. This increase is primarily due to a one time
exceptional profit of £117.7 million realised by Debenhams in connection with the British Land Transaction and
the improvement in Group operating profit discussed above.

Net interest payable

Net interest payable increased by £95.4 million, or 60.8%, from £157.0 million in the 2004 financial year to
£252.4 million in the 2005 financial year, primarily due to the full year effect of the Acquisition and an increase
of £59.3 million in exceptional net interest costs from:£33.6 million in the 2004 financial year to £92.9 million in
the 2005 financial year. During the 2004 financial year, these exceptional interest costs related to the repayment
of Debenhams’ bridge finance facilities. During the 2005 financial year, these costs related primarily to the
“make whole premium” of £70.6 million paid in connection with the early repayment of Debenhams’ high yield
bonds, as well as the write off of unamortised debt issue costs as a result of the issuance of the high yield bonds
and the draw down of amounts available under the Senior Credit Facilities.

Taxation

Debenhams’ tax credit increased by £3.7 million, or 39.8%, from a tax credit of £9.3 million in the 2004 financial
year to a tax credit of £13.0- million in the 2005 financial year, primarily due to exceptional interest charges that
resulted in an increased tax credit.
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2004 financial year compared to 2003 financial year

Gross transaction value

Gross transaction value increased by £92.7 million, or 5.1%, from £1,810.2 million for the 2003 financial year to
£1,902.9 million for the 2004 financial year. This increase resulted primarily from opening two new department
stores, a 1.6% increase in like for like sales (including six department store modernisations/refurbishments),
which the Directors believe was driven by the launching of the new “Styling the Nation” marketing campaign,
implementation of the basket building strategy and clearing terminal stock during Debenhams’ winter sale. The
rate of increase in like for like sales slowed in 2004 from 3.7% in the 2003 financial year to 1.6% in the 2004
financial year. A large element of this decrease arose in the first quarter of the 2004 financial year prior to the
Acquisition.

Among Debenhams’ own bought products, it experienced strong growth in its health and beauty product
category, as well as growth in womenswear and menswear, driven by continued growth in its “Designers at
Debenhams” product offering and sales of gift items during the Christmas season, offset, in part, by the loss of
sales from the closure of the media and entertainment product range during the 2004 financial year.

Debenhams experienced strong growth in its concession businesses during the 2004 financial year. This growth
was mainly driven by Debenhams’ womenswear product category, especially with respect to its young fashion
and contemporary clothing concessions.

Group turnover

Group turnover increased by £55.9 million, or 3.9%, from £1,435.9 million for the 2003 financial year to
£1,491.8 million for the 2004 financial year, primarily due to an increase in like for like sales (including
department store modernisations/refurbishments) and new department store openings as described above, offset
by the fact that only concessions net margins are included in turnover and Debenhams expanded its concessions
space in the 2004 financial year.

Cost of sales

Cost of sales as a percentage of gross transaction value decreased from 65.6% in the 2003 financial year to 64.9%
in the 2004 financial year. This improvement was driven by gross transaction value growing at a faster rate than
cost of sales. The lower cost of sales growth was primarily due to the partial year impact of cost savings which
were achieved as part of a reorganisation in March 2004 following the Acquisition. These cost savings initiatives
included headcount savings, reductions in supplier costs and improvements to concession margin terms, and were
in part offset by a £16.0 million increase in exceptional costs charged to cost of sales in the 2004 financial year
and additional markdowns taken to reduce terminal stock.

Cost of sales before exceptional items increased by £32.0 million, or 2.7% from £1,187.4 million for the 2003
financial year to £1,219.4 million for the 2004 financial year. The increase in cost of sales before exceptional
items was primarily due to two new department store openings.

There were no exceptional costs of sales in the 2003 financial year and exceptional costs of £16.0 million in the
2004 financial year, which related to reorganisation costs following the Acquisition.

Distribution costs

Distribution costs increased by £3.4 million or 9.0%, from £37.7 million for the 2003 financial year to
£41.1 million for the 2004 financial year. Distribution costs as a percentage of gross transaction value increased
slightly from 2.1% in the 2003 financial year to 2.2% in the 2004 financial year. The increase in distribution costs
was primarily due to exceptional warehouse closure costs in an amount of £2.8 million, which included
redundancy costs for personnel who operated from one of Debenhams’ distribution centres.

Administrative expenses

Administrative expenses before exceptional costs increased by £28.9 million, or 60.8%, from £47.5 million for
the 2003 financial year to £76.4 million for the 2004 financial year. The increase in administrative expenses
before exceptional costs was attributable to £31.8 million of goodwill amortisation in the 2004 financial year,
offset by cost savings in other head office areas such as finance, legal and human resources. A minimal amount of
goodwill amortisation (amounting to £0.2 million) was incurred in the 2003 financial year.
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Administrative exceptional costs increased by £16.3 million, or 114.8%, from £14.2 million in the 2003 financial
year to £30.5 million in the 2004 financial year, primarily due to costs related to the Acquisition. In the 2004
financial year, administrative exceptional costs relating to the Acquisition totalled £21.7 million and included
£9.7 million of professional advisors fees, an £8.5 million inducement fee paid to Permira following their failed
bid to acquire Debenhams, £2.1 million related to the termination of a number of former directors’ contracts
following the Acquisition, as well as National Insurance and stamp duty costs totalling £1.4 million. In addition,
there were administrative exceptional costs of £4.1 million related to the Group’s Restructuring and £4.7 million
consisting mainly of professional fees relating to the reorganisation of the Group’s properties and personnel
restructuring. Administrative exceptional costs in the 2003 financial year principally related to fees payable to
professional advisors for services rendered in connection with the Acquisition.

Administrative expenses as a percentage of gross transaction value increased from 3.4% in the 2003 financial year
to 5.6% in the 2004 financial year primarily due to the goodwill amortisation and exceptional cost movements
described above.

Group operating profit

Group operating profit decreased by £40.7 million, or 27.3%, from £149.1 million for the 2003 financial year to
£108.4 million for the 2004 financial year. Group operating profit as a percentage of gross transaction value
decreased from 8.2% during the 2003 financial year to 5.7% during the 2004 financial year. These decreases are
primarily due to goodwill amortisation of £31.8 million charged in the 2004 financial year and exceptional
operating costs of £49.3 million incurred in the 2004 financial year (compared to £14.2 million in the 2003
financial year) as discussed above, offset by improved turnover and gross transaction value as described above.

Net interest payable

Net interest payable increased by £149.6 million from £7.4 million for the 2003 financial year to £157.0 million
for the 2004 financial year. This increase was attributable to Debenhams’ higher net debt level as a result of the
Acquisition and Refinancing.

Taxation

Taxation decreased by £49.3 million, or 123.3%, from a tax charge of £40.0 million for the 2003 financial year to
a tax credit of £9.3 million for the 2004 financial year. This decrease was the result of a loss for the 2004 financial
year compared to a profit for the 2003 financial year, as well as a tax deduction claimed by Debenhams in the
amount of £10.1 million for costs relating to the exercise of options by employees. The loss in the 2004 financial
year was primarily due to higher interest charges and higher exceptional costs.

Exceptional items

Exceptional items include non-recurring costs which Debenhams primarily incurred in relation to the Acquisition
and the subsequent reorganisation of Debenhams’ business. During the 2003 financial year, these costs amounted
to £14.2 million (all of which were administrative exceptional costs) and were mainly comprised of professional
advisory fees. During the 2004 financial year, these costs amounted to £49.3 million (£30.5 million of
administrative exceptional costs, £16.0 million of exceptional cost of sales and £2.8 million of distribution
exceptional costs) and primarily consisted of professional advisory and inducement fees, business reorganisation
charges and finance charges. During the 2005 financial year, these costs amounted to £4.4 million (£2.6 million of
exceptional costs of sales and £1.8 million of administrative exceptional costs) and primarily consisted of costs
arising following the liquidation of a supplier and refinancing charges.

Exceptional items also include exceptional net interest costs. During the 2004 financial year, these costs
amounted to £33.6 million and related to the repayment of Debenhams’ bridge finance facilities. During the 2005
financial year, these costs amounted to £92.9 million and related primarily to the “make whole premium” of
£70.6 million paid as a result of the early repayment of Debenhams’ high yield bonds, as well as the write off of
unamortised debt issue costs as a result of the issuance of the high yield bonds and the draw down of amounts
under the Senior Credit Facilities.

During the 26 week period ended 26 February 2005, the Group recognised an exceptional profit totalling
£117.7 million in connection with the British Land Transaction.

For more information on non-recurring items, please see Note 6 to Section A of “Financial information™ in
Part 5.
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Other operating data

Parts of this prospectus, including this section, contain information regarding gross transaction value, gross
merchandise margin, EBITDA, Adjusted EBITDA, EBITDAR, (each of which is before exceptional items) and
EBITDA ratios and other percentages, which are sometimes used by investors to evaluate the efficiency of a
company’s operations and its ability to employ its earnings toward repayment of debt, capital expenditures and
working capital requirements. The financial information included in this prospectus is not intended to comply
with SEC reporting requirements. Compliance with such requirements would require the modification or
exclusion of such financial measures.

Gross transaction value, gross merchandise margin, EBITDA, Adjusted EBITDA, EBITDAR, EBITDA ratios and
other percentages, like for like sales growth in gross transaction value, cash flows from operating activities and
taxation and certain other items included herein are non GAAP measures and an investor should not consider
such items as alternatives to the applicable GAAP measures. In particular, an investor should not consider
Adjusted EBITDA, EBITDA or EBITDAR or Adjusted operating profit as a measurement of Debenhams’ financial
performance or liquidity under UK GAAP or IFRS or as an alternative to profit for the period, operating profit or
any other performance measures derived in accordance with UK GAAP or IFRS or as an alternative to cash flow
from operating activities as a measure of the Company's activity. Unless otherwise stated herein, all gross
transaction value amounts are reported exclusive of value added tax.

Key definitions for non GAAP financial measures

Gross transaction value

‘%

For a description of gross transaction value, see “—Key definitional terms for the profit and loss accounts.”

Gross merchandise margin

Debenhams’ gross merchandise margin consists of its gross transaction value less direct merchandise costs and
reflects the direct profit made from the sale of its products. Direct merchandise cost consists of purchases of own
bought merchandise from Debenhams’ international and domestic suppliers, including freight and delivery
charges, taxes and foreign exchange gains or losses.

Changes in Debenhams’ gross merchandise margin and corresponding changes in its gross merchandise margin
as a percentage of gross transaction value, from period to period, are primarily affected by the following factors:

* the supplier intake margin, or “markup,” Debenhams negotiates with its suppliers, which, in turn, may be
impacted by the volume of products Debenhams purchases from such suppliers. The markup is equivalent to
the original price Debenhams seeks to obtain for its merchandise less the direct merchandise cost of such
merchandise;

* the level of Debenhams’ markdowns, which include (i) “point of sale” markdowns, which are temporary
promotional reductions designed to increase customer visits and growth in like for like sales or new retail
gross transaction value and (ii) clearance markdowns, which are permanent reductions in price used to clear
poor selling stock;

*  changes in the mix of own bought and concession products sold; own bought products produce higher gross
merchandise margins;

* the mix of suppliers from whom Debenhams purchases its products, especially as it relates to the lead times
required to secure merchandise from, and the geographical location of, such suppliers and the mix of
products sold by them;

* fluctuations in the exchange rates of the currencies in which Debenhams purchases its products, the majority
of which Debenhams aims to hedge against using an associated forward exchange contract or other
appropriate derivative product;

* freight and shipping costs for transport of merchandise to Debenhams’ distribution centres and directly to its
stores; and

*  other factors such as duties, import quotas, supplier discounts for settlement and distribution, and stockloss
or shrinkage, which refers to Debenhams’ provision for theft, breakage and other stock losses.

Debenhams views gross merchandise margin as a key measure of its performance. Debenhams’ statutory
accounts reflect gross profit, which is calculated as Group turnover less cost of sales.
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EBITDA and EBITDAR

EBITDA is calculated as Group operating profit before exceptional items under UK GAAP or operating profit
before deemed disposal of subsidiary and before exceptional items under IFRS (both of which include
amortisation of landlord and developer contributions received), plus depreciation of tangible fixed assets and
amortisation of goodwill (for the purposes of UK GAAP) and other intangible assets plus profits or losses on the
disposal of fixed assets where these are included in operating profit.

EBITDAR is calculated as Group operating profit before exceptional items under UK GAAP or operating profit
before deemed disposal of subsidiary and before exceptional items under [FRS (both of which include
amortisation of landlord and developer contributions received), plus depreciation of tangible fixed assets and
amortisation of goodwill (for the purposes of UK GAAP) and other intangible assets plus profits or losses on the
disposal of fixed assets where these are included in operating profit, plus property lease rental costs.

EBITDA and EBITDAR have limitations as analytical tools, and an investor should not consider them in isolation
from, or as substitutes for, analysis of the Group’s resuits of operations, including the Group’s cash flows, as
reported under UK GAAP or IFRS, as applicable. Some of the limitations of EBITDA and EBITDAR as
measures are:

¢ they do not reflect the Group’s cash expenditures or future requirements for capital expenditure or
contractual commitments, nor do they reflect the actual cash contributions received from landlords and
developers;

* they do not reflect changes in, or cash requirements for, the Group’s working capital needs;

*  they do not reflect the significant interest expense, or the cash requirements necessary to service interest or
principal payments, on the Group’s debt;

*  although depreciation and amortisation are non cash charges, the assets being depreciated and amortised will
often have to be replaced in the future, and EBITDA and EBITDAR measures do not reflect any cash
requirements for such replacements;

*  EBITDAR does not include current and future property lease rental costs;
* they include the positive contribution from the amortisation of landlord and developer contributions; and

¢ other companies in Debenhams’ industry may calculate these measures differently to Debenhams, limiting
their usefulness as a comparative measure.

Adjusted

In this prospectus, “Adjusted” items refer to the reflection of a lease cost adjustment to show the additional costs
that would have been incurred if the British Land Transaction described in ““Additional information — Material
Contracts — Framework Agreement” in Part 7 had been complete for the full duration of the relevant reporting
period.

Debenhams also measures the performance of its business through non-financial indicators, including terminal
stock percentages of total stock, Debenhams’ market share as a UK retailer and average lead times across product
categories. For more information on these non-financial performance indicators, please see “The business —
Overview” and “The business — Debenhams growth strategy — Organic growth — End-to-end supply chain
transformation — Shortening lead times and improving markdown management” in Part 2.
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26 week period ended 26 February 2005 compared to 26 week period ended 4 March 2006

The following table sets forth certain financial and unaudited operating data relating to the Group for the 26 week
periods ended 26 February 2005 and 4 March 2006, based on the Group’s IFRS financial information.

26 weeks 26 weeks

ended ended

26 February 4 March
2005 2006 Difference %

(£ in million unless otherwise indicated)

Other operating data
Gross transaction value™® 1,113.3 1,216.8 93%

Gross merchandise margin®®® | 474.7 521.7 9.9%
Gross merchandise margin %™, ... .. ... ... 42.6% 42.9% +30bps

Operating profit before deemed disposal of subsidiary........ 144.5 153.1 6.0%
Depreciation ... ... ...t 43.2 40.4 (6.5%)
AMOTTISALION L o\ttt vt e et ettt 1.6 4.3 168.8%
Loss on disposal of fixed assets...............ooiiiuivnn... 1.1 0.4 (63.6%)
EBITDA® .. 190.4 198.2 4.1%
Lease cost adjustments™® . (14.1) — —

Adjusted EBITDA®®® 176.3 198.2 12.4%

EBITDA growth %7 . .. . 4.1%
EBITDA margin %7 ... . . 17.1% 16.3% (0.8%)
Adjusted EBITDA growth %©7® ... .. ... ... 12.4%
Adjusted EBITDA margin %©7® . ... ... ... ... .. 15.8% 16.3% 0.5%

(M

@
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#

&)
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)]
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Gross transaction value presents turnover or revenue on a gross basis, including the sales (excluding VAT) of concessions rather than just
the commissions received from them. The Directors believe gross transaction value represents a guide to the value of the overall activity
of the group.

Gross merchandise margin is calculated as gross transaction value less direct merchandise costs and refiects the direct profit made from
the sale of products.

EBITDA is calculated as operating profit before deemed disposal of subsidiary and before exceptional items (which includes
amortisation of landlord and developer contributions received) plus depreciation of tangible fixed assets and amortisation of intangible
assets and profits or losses on the disposal of fixed assets where these are included in operating profit. EBITDA is not a measurement of
performance under IFRS and an investor should not consider EBITDA (a) as an alternative to operating result or net result (as determined
in accordance with generally accepted accounting principles) as a measure of Debenhams’ operating performance, (b) as an alternative to
net cash outflows or inflows from operating, investing and financing activities (as determined in accordance with generally accepted
accounting principles) as a measure of Debenhams® ability to meet its cash needs or (c) as an alternative to any other measure of
performance under generally accepted accounting principles. EBITDA is commonly reported and widely used by investors and other
interested parties as a measure of a company’s operating performance and debt servicing ability because it assists in comparing
performance on a consistent basis without regard to depreciation and amortisation, which can vary significantly depending upon
accounting methods (particularly when acquisitions are involved) or non-operating factors (such as historical cost). Accordingly, this
information has been disclosed in this document to permit a more complete and comprehensive analysis of Debenhams’ operating
performance. Because companies do not calculate EBITDA identically, Debenhams’ presentation of EBITDA may not be comparable to
similarly titled measures of other companies.

The lease costs adjustment shows the additional lease costs that would have been incurred if the British Land Transaction described in
“Additional information — Material contracts — Framework Agreement” in Part 7 had been complete for the full duration of the
reporting period. This is a non GAAP measure.

Adjusted EBITDA is calculated as operating profit before deemed disposal of subsidiary and before exceptional items (which includes
amortisation of landlord and developer contributions received) plus depreciation of tangible fixed assets and amortisation of intangible
assets plus profits or losses on the disposal of fixed assets where these are included in operating profit and includes a rent expense that
would have been incurred if the British Land Transaction described in paragraph 11 of Part 7 had been complete for the full duration of
the reporting period. Like EBITDA, Adjusted EBITDA is not a measurement of performance under IFRS and an investor should not
consider Adjusted EBITDA to be alternative to any other measure of performance under generally accepted accounting principles.
Accordingly, this information has been disclosed in this document to permit a more complete and comprehensive analysis of
Debenhams’ operating performance. Because companies do not calculate Adjusted EBITDA identically, Debenhams’ presentation of
Adjusted EBITDA may not be comparable to similarly titled measures of other companies.

Gross transaction value, gross merchandise margin and the adjusted figures are not measurements of performance under IFRS and an
investor should not consider them to be an alternative to any other measure of performance under generally accepted accounting
principles.

EBITDA, Adjusted EBITDA and gross merchandise margin percentages are calculated as a percentage of gross transaction value. These
are non GAAP measures.

Unaudited.
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Gross merchandise margin

Gross merchandise margin as a percentage of gross transaction value increased from 42.6% in the 26 week period
ended 26 February 2005 to 42.9% in the 26 week period ended 4 March 2006. This growth is as a result of
improved cost prices, changes in own bought versus concessions mix and favourable foreign currency
movements, offset, in part, by price point realignments in response to increased competition within the market
which led to increased cost of promotional activity to drive sales during the period.

Gross merchandise margin increased by £47.0 million, or 9.9%, from £474.7 million in the 26 week period ended
26 February 2005 to £521.7 million in the 26 week period ended 4 March 2006. This increase is attributable to an
increase in like for like sales including 11 department store modernisations/refurbishments, the growth in gross
transaction value generated from ten new department store openings (including eight former Allders stores), two
new Desire by Debenhams store openings since 26 February 2005 and growth in Debenhams’ international
franchise stores and internet website.

EBITDA

EBITDA increased by £7.8 million, or 4.1%, from £190.4 million in the 26 week period ended 26 February 2005
to £198.2 million in the 26 week period ended 4 March 2006. EBITDA growth in 2006 was primarily attributable
to an increase in like for like sales, new store openings and modernisations/refurbishments, combined with
improvements in gross merchandise margin as outlined above and continued improvements in business
efficiencies following the Acquisition, offset by an increased rent expense in the amount of £14.1 million as a
result of the British Land Transaction.

As a result of this performance, Debenhams’ EBITDA margin as a percentage of gross transaction value
decreased from 17.1% in the 26 week period ended 26 February 2005 to 16.3% in the 26 week period ended
4 March 2006 primarily due to the increased rent expense of £14.1 million as a result of the British Land
Transaction.

Adjusted EBITDA increased £21.9 million, or 12.4%, from £176.3 million in the 26 week period ended
26 February 2005 to £198.2 million in the 26 week period ended 4 March 2006. Adjusted EBITDA margin
increased between the two periods from 15.8% to 16.3% as a result of the items discussed above save for the
increase in rent expense.

2003, 2004 and 2005 financial years

The following table sets forth certain financial and unaudited operating data relating to the Group for 2003, 2004
and 2005 financial years, based on the Group’s UK GAAP financial information.

52 weeks 52 weeks 53 weeks
ended ended ended
30 August 28 August 2004 to 2003 3 September 2005 to 2004
2003 2004 Difference % 2005 Difference %

(£ in million unless otherwise indicated)

Other Operating Data

Gross transaction value®® ... ... ... ... 1810.2 1902.9 5.1% 2086.8 9.7%
Gross merchandise margin®®®® . ..., 763.2 796.7 4.4% 894.9 12.3%
Gross merchandise margin %"® ... ... ... 42.2% 41.9% (30 bps) 429%  +100 bps
Group operating profit .................. 149.1 108.4 (27.3%) 183.2 69.0%
Exceptional costs™. ... ................. 14.2 493 247.2% 44 (91.1%)
Depreciation . ... 829 91.3 10.1% 89.1 (2.4%)
Goodwill amortisation .................. - 0.2 31.8 NM{? 64.5 102.8%
(Profit)/loss on disposal of fixed assets. . . .. (1.6) 0.9 (156.3%) 3.0 233.3%
EBITDA® .. ... ... .. ... .. ......... 244.8 281.7 15.1% 344.2 22.2%
Lease cost adjustments™® ... ... (26.8) (27.5) (14.1)

Adjusted EBITDAWD . ... . ..., 218.0 254.2 16.6% 330.1 29.9%
EBITDA growth %™ .. ................. 15.1% 222%

EBITDA margin %% ... .............. 13.5% 14.8% 1.3% 16.5% 1.7%
Adjusted EBITDA growth (%)V®® ... 16.6% 29.9%

Adjusted EBITDA margin (%) ........ 12.0% 13.4% 1.4% 15.8% 2.4%

(1) Unaudited. Source: Management accounts.
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(2) Gross transaction value presents turnover or revenue as a gross basis, including the sales (excluding VAT) of concessions rather than just
the commissions received from them. The Directors believe gross transaction value represents a guide to the overall activity of the group.

(3) Gross merchandise margin is calculated as gross transaction value less direct merchandise costs and reflects the direct profit made from
the sale of products.

(4y Exceptional costs comprise the aggregate of exceptional cost of sales, distribution exceptional costs and administrative exceptional costs
for the 2003, 2004 and 2005 financial years, respectively.

(5) EBITDA is calculated as Group operating profit before exceptional items (which includes amortisation of landlord and developer
contributions received) plus depreciation of tangible fixed assets and amortisation of goodwill and other intangible assets plus profits or
losses on the disposal of fixed assets where these are included in operating profit. EBITDA is not a measurement of performance under
UK GAAP and an investor should not consider EBITDA (a) as an alternative to operating result or net result {as determined in
accordance with generally accepted accounting principles) as a measure of Debenhams’ operating performance, (b) as an alternative to
net cash outflows or inflows from operating, investing and financing activities {as determined in accordance with generally accepted
accounting principles) as a measure of Debenhams’ ability to meet its cash needs or (c) as an alternative to any other measure of
performance under generally accepted accounting principles. EBITDA is commonly reported and widely used by investors and other
interested parties as a measure of a company’s operating performance and debt servicing ability because it assists in comparing
performance on a consistent basis without regard to depreciation and amortisation, which can vary significantly depending upon
accounting methods (particularly when acquisitions are involved) or non-operating factors (such as historical cost). Accordingly, this
information has been disclosed in this document to permit a more complete and comprehensive analysis of Debenhams’ operating
performance. Because companies do not calculate EBITDA identically, Debenhams’ presentation of EBITDA may not be comparable to
similarly titled measures of other companies.

(6) The lease costs adjustment shows the additional lease costs that would have been incurred if the British Land Transaction described in
“Additional information — Material Contracts — Framework Agreement” in Part 7 had been complete for the full duration of the
reporting period. This is a non GAAP measure.

(7) Adjusted EBITDA is calculated as Group operating profit before exceptional items (which includes amortisation or landlord and
developer contributions received) plus depreciation of tangible fixed assets and amortisation of goodwill and other intangible assets plus
profits or losses on the disposal of fixed assets where these are included on operating profit and includes a rent expense which would
have been incurred if the British Land Transaction described in paragraph 11 of part 7 had been completed for the full duration of the
reporting period. Like EBITDA, Adjusted EBITDA is not 2 measurement of performance under UK GAAP and an investor should not
consider Adjusted EBITDA to be an alternative to any other measure of performance under generally accepted accounting principles.
Accordingly, this information has been disclosed in this document to permit a more complete and comprehensive analysis of
Debenhams’ operating performance. Because companies do not calculate Adjusted EBITDA identically, Debenhams’ presentation of
Adjusted EBITDA may not be comparable to similarly titled measures of other companies.

{8) Gross merchandise margin, EBITDA margin and Adjusted EBITDA margin are calculated as a percentage of gross transaction value.
These are non GAAP measures.

(9) Gross transaction value, gross merchandise margin and the adjusted figures are not measurements of performance under UK GAAP and
an investor should not consider them to be an alternative to any other measure of performance under generally accepted accounting
principles.

(10) NM means “not meaningful.”

Gross merchandise margin

Gross merchandise margin as a percentage of gross transaction value totalled 42.2%, 41.9% and 42.9% for each
of the 2003, 2004 and 2005 financial years, respectively. The growth in the percentage in the 2005 financial year
was due to margin improving initiatives, such as cost price negotiations, markdown reductions, supply chain
initiatives and currency benefits, offset by a higher mix of concession sales.

The 0.3% decrease in gross merchandise margin which occurred in 2004 was a result of current management’s
strategy to significantly reduce terminal stock and introduce a strategy of progressive markdowns rather than
relying only on end of term sales.

Gross merchandise margin increased £98.2 million, or 12.3%, from £796.7 million in the 2004 financial year to
£894.9 million in the 2005 financial year. In addition, gross merchandise margin increased £33.5 million, or 4.4%
from £763.2 million in the 2003 financial year to £796.7 million in the 2004 financial year. Gross merchandise
margin has increased for each of the three financial years under review (totalling £763.2 million, £796.7 million
and £894.9 million for each of the financial years 2003, 2004 and 2005, respectively) with a CAGR of 8.3% from
the 2003 financial year to the 2005 financial year.

The increase in the 2005 financial year is attributable to variety of factors, including an increase in like for like
sales, including the modernisation/refurbishment of six department stores, the opening of 13 new department
stores during the 2005 financial year and the full year impact of two new department stores which were opened in
the previous year. Debenhams also realised reductions in direct merchandise costs in the 2005 financial year as a
result of initiatives implemented in 2004, namely, the reduction of supplier cost prices and improvements to
concession margin terms. The increases from the 2003 financial year to the 2004 financial year and the 2004
financial year to the 2005 financial year are in part as a result of the favourable impact of movements in foreign
currency which amounted to £9.5 million and £13.0 million in the 2004 and 2005 financial years, respectively. In
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addition, the Group increased its higher price point offerings through its “Designers at Debenhams™ offering.
From the 2003 financial year to the 2005 financial year, the Group’s gross merchandise margin also benefited
from reduced clearance and point of sale markdowns as a result of shorter lead times and the implementation of
progressive and differential mark downs strategies.

EBITDA

EBITDA increased £62.5 million, or 22.2% from £281.7 million in the 2004 financial year to £344.2 million in
the 2005 financial year. In addition, EBITDA increased £36.9 million, or 15.1%, from £244.8 million in the 2003
financial year to £281.7 million in the 2004 financial year. EBITDA has increased for each of the three financial
years with a CAGR of 18.6% from the 2003 financial year to the 2005 financial year.

EBITDA growth in 2005 was primarily attributable to the increase in like for like sales (including department
store modernisation/refurbishments), improvements in gross merchandise margin and new store openings
combined with improvements in business efficiencies following the Acquisition which resulted in the realisation
of significant full year cost savings offset by an increased rent expense of £14.1 million as a result of the British
Land Transaction. '

Increased EBITDA in the 2004 financial year as compared to the 2003 financial year is due primarily to increased
sales driven by like for like sales growth, including six department store modernisations/refurbishments for the
2004 financial year, as well as the opening of two new department stores in the 2004 financial year. EBITDA in
the 2004 financial year also benefited from six months of the estimated £45 million of cost savings implemented
as part of current management’s strategy following the Acquisition and the increased discounts and reduced cost
. prices received from suppliers through the renegotiation of supplier terms, offset by the reduction in gross
merchandise margin as a result of terminal stock clearance and concession space expansion initiatives as
described above.

As a result of this performance, Debenhams’ EBITDA margin as a percentage of gross transaction value
increased from 13.5% in the 2003 financial year to 14.8% in the 2004 financial year. In the 2005 financial year it
increased by a further 1.7% to 16.5%. '

Between the 2004 and 2005 financial years, Adjusted EBITDA increased by £75.9 million, or 29.9%, from
£254.2 million in the 2004 financial year to £330.1 million in the 2005 financial year. Between the 2003 and 2004
financial years, Adjusted EBITDA increased by £36.2 million, or 16.6%, from £218.0 million in the 2003
financial year to £254.2 million in the 2004 financial year.

Adjusted EBITDA margin increased over the three year period from 12.0% to 13.4% to 15.8% in the 2003, 2004
and 2005 financial years, respectively, for the reasons described above save for the increase in the rent expense.

Dividend peolicy

The Directors intend to adopt a progressive dividend policy, which will reflect the long-term earnings potential of
Debenhams, whilst maintaining an appropriate level of dividend cover. The Directors will be targeting a dividend
cover of approximately two times, based on underlying earnings.

The first dividend to be declared by Debenhams foliowing the Offer will be the final dividend in respect of the
financial year ending August 2006. In the absence of unforeseen circumstances, the Directors expect to
recommend a dividend for this period, which will be payable in January 2007, to shareholders on the register in
November 2006, based on one third of a full year dividend for the financial year ending August 2006, reflecting
the capital structure and dividend policy of Debenhams following Admission.

Thereafter, it is envisaged that Debenhams will pay an interim dividend in July and a final dividend in the
following January of each year, in the approximate proportions of one third and two thirds, respectively, of the
total annual dividend.

As is the case with all forward-looking statements, this statement regarding the Company’s dividend policy is
subject to a variety of risks and uncertainties. The Company may revise its dividend policy from time to time. For
a discussion of certain other factors that could cause Debenhams’ actual dividends to deviate from its current
policy and estimates see “Risk factors” in Part 1.
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Liquidity and capital resources

Capital resources

Debenhams maintains cash, which is primarily held in pounds sterling, to fund the daily cash requirements of its
business. Going forward, Debenhams expects that investments in the internet website and store refurbishments
will be funded using cash and investments in stores will be funded through a combination of cash and borrowing
capacities available to the Group. As of 4 March 2006, the Company and its consolidated subsidiaries held
£145.7 million of unrestricted cash. Debenhams also has a revolving credit facility of £150 million, which is
available to Debenhams under the Senior Credit Facilities until 31 May 2012, of which, as at 4 March 2006,
£9.0 million was utilised under ancillary facilities in the form of a standby letter of credit. Debenhams also has
available up to £60 million under BACS facilities that Debenhams primarily uses to make payments to its
suppliers, to pay its employees and to make payments under lease and rates obligations to third parties. On
19 April 2006, the Company entered into a credit agreement with, inter alia, The Royal Bank of Scotland plc,
The Governor and Company of the Bank of Scotland, Lloyds TSB Bank plc and Barclays Capital as mandated
lead arrangers (the “New Credit Agreement’). The term loan facility of the New Credit Agreement is a five-year
term loan available for the purpose of refinancing the Senior Credit Facilities, the costs associated with the Offer
and general corporate purposes and can be drawn down only upon repayment in full of the Senior Credit
Facilities. For more information on the Group’s material unused source of liquidity, please see ““Additional
information — Material contracts — New Credit Agreement” in Part 7. The agreements governing some of these
credit facilities include operating and financial covenants. For further information regarding the covenants as well
as information on relevant ratios in the Senior Credit Facilities and the New Credit Facilities, see “Additional
information — Material contracts — New Credit Agreement and ‘“‘Additional information — Material
contracts — Senior Credit Agreement” in Part 7.

In addition to the facilities mentioned above, a principal source of Debenhams’ liquidity is net cash inflow from
operating activities and, as a result, significant risks to Debenhams’ sources of liquidity include operational risks,
such as the risk of stagnant or declining revenues.

The Company is a holding company with no source of operating income. It is therefore dependent on its capital
raising abilities and dividend payments from subsidiaries. The terms of the Senior Credit Facilities and the New
Credit Facilities contain a number of significant covenants that restrict Debenhams’ ability and the ability of its
subsidiaries to, among other things, incur additional debt and grant guarantees.

The Directors believe that Debenhams’ cash flow from operations and its existing cash resources, together with
available borrowings under the Senior Credit Facilities and, after it has been refinanced, under the New Credit
Facilities will be sufficient to fund its anticipated working capital needs, capital expenditure (including new store
openings and store refurbishments) and debt service requirements for the foreseeable future.

For additional information on Debenhams’ capital resources, please see “Financial information” in Part 5.

Use of proceeds

Debenhams intends to use the net proceeds of the Offer of approximately £680 million, together with £38 million
of existing cash, to repay £700 million of borrowings under the Senior Credit Facilities, to pay £13.5 million into
the Debenhams Retirement Scheme and to pay £4.5 million into the Debenhams Executive Pension Plan. The
payments into the pension schemes, totalling £18.0 million, represent the remaining additional contributions that
the Company agreed would be paid in to the pension schemes as a result of the Refinancing and Restructuring in
May 2005. The pension schemes had a deficit of £7.6 million recognised in the Group’s balance sheet as at
4 March 2006. The expenses of the Offer payable by the Company are estimated to be approximately £20 million.

Historical cash flows for the 26 week periods ended 26 February 2005 and 4 March 2006

The following table summarises the cash flow for the periods indicated in accordance with IFRS:

26 weeks ended 26 weeks ended
26 February 2005 4 March 2006

IFRS IFRS
(£ in millions)

Net cash generated from operating activities .......................... 163.7 150.1
Net cash generated from/(used in) investing activities................... 83.8 (51.5)
Net cash used in financing activities . .. ..........onitneinennann .. (97.5) (9.5)
Net increase in cash and cash equivalents ................. ........ 150.0 89.1




Net cash generated from operating activities

The following table sets forth the principal components of Debenhams’ net cash flow from operating activities for
the periods indicated in accordance with IFRS:

26 weeks ended 26 weeks ended
26 February 2005 4 March 2006

IFRS IFRS
(£ in millions)

Profit for the financial period .. . .. ... ... .. .. ... .. ... .. ... ... 186.7 54.7

TaXaAtION Lttt e e (14.5) 23.2

Depreciation . ... vt e e e 43.2 40.4

AMOTTISALION . o . oottt e e 1.6 4.3

Loss on disposal of property, plant and equipment ... .................. 1.1 0.4

Profit on deemed disposal of subsidiary .......... ... .. ... il (117.7) —
Net movements in provisions for liabilities and charges ................. 3.9 (1.2)
INEEIeSt INCOIME . . o\ vttt et et e e e et e 4.5) (3.8)
Interest eXPeNSE . ..ot e 94.5 79.0

Difference between pension charge and contributions paid ............... 0.6 0.5)
Net movement in long-term creditors ................. ..., 6.3 16.7

Changes in working capital

Increase in Inventories ... ...t e (13.9) (28.9)
Increase in Trade and other recelvables ...................... e 6.8) (1.6)
Increase in Trade and other payables .......... ... ... .. ............. 47.3 20.7

Cash generated from operations . ............... ... ... .. ... ..... 220.0 203.4

Interest received .. ... e 4.4 34

Interest paid . ... ..o e (54.2) (74.7)
Tax (paid)/received . . ... ..ot e (6.5) 18.0

Net cash generated from operating activities .. ...................... 163.7 150.1

Between the 26 week periods ended 26 February 2005 and 4 March 2006, net cash generated from operating
activities decreased by £13.6 million, or 8.3%, from £163.7 million in the 26 week period ended 26 February
2005 to £150.1 million in the 26 week period ended 4 March 2006. This decrease was primarily due to increased
inventories in 2006 and one-off benefits in 2005 as a result of the supplier payment term changes and higher
interest payments as a result of increased debt levels in the 26 weeks to 4 March 2006, offset, in part, by lower tax
payments. For more information, see Note 30 to the financial information for the 26 week periods ended 4 March
2006 and 26 February 2005 (Section B of Part 5).

Net cash generated from/(used in) investing activities

The following table sets forth the principal components of Debenhams’ net cash flow from investing activities for
the periods indicated in accordance with [FRS:

26 weeks ended 26 weeks ended
26 February 2005 4 March 2006

IFRS IFRS
(£ in millions)

Cash flows from investing activities

Net cash received on deemed disposal of subsidiary .................... 121.8 —
Purchase of property, plant and equipment .............. ... ... ... ... (34.0) (51.7)
Proceeds from sale of property, plant and equipment ................... 0.2 0.2
Purchase of investments . . .......... ..ttt it 4.2) —
Net cash generated from/(used in) investing activities ............. ... 83.8 (51.5)
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Between the 26 week periods ended 26 February 2005 and 4 March 2006, net cash generated from/(used in)
investing activities changed from a cash inflow of £83.8 million in the 26 weeks ended 26 February 2005 to an
outflow of £51.5 million in the 26 weeks ended 4 March 2006, primarily due to a cash inflow in the 26 week
period ended 26 February 2005 of £121.8 million as a result of the British Land Transaction, offset by a
£34.0 million capital expenditure outflow and an investment in the amount of £4.2 million in Ermes Department
Stores Limited (Cyprus franchise) compared with a capital expenditure outflow in 2005 of £51.5 million. The
principal components of Debenhams’ capital expenditure have typically been new department store openings and
store modernisations/refurbishments. For the 26 week period ended 4 March 2006, capital expenditure included
costs related to the opening of one new department store and one new Desire by Debenhams store.

Net cash used in financing activities

The following table sets forth the principal components of Debenhams’ net cash flow from financing activities for
the periods indicated in accordance with IFRS:

26 weeks ended 26 weeks ended

26 February 2005 4 March 2006

IFRS IFRS
(£ in millions)

Cash flows from financing activities

Drawdown of Senior Term Loan........... ... .. .. .. ... ... .... — 0.8
Senior Term Loan repayment ............ ...t s — (9.5)
Mortgage Facility repayment . . . ...t 5.7 —
Repayment of Senior Loan Facilities ........... ... ... .. .. ... .. .... (10.9) —
Appropriation — settlement of ‘B’ Loan NOES -+ oot — (0.8)
Repayment of Deep Discounted Bonds ............. . ... . ... ... ... {80.9) —
Net cash used in financing activities ............................... (97.5) (9.5)

Between the 26 week periods ended 26 February 2005 and 4 March 2006, net cash used in financing activities
decreased from an outflow of £97.5 million in the 26 weeks ended February 2005 to an outflow of £9.5 million in
the 26 weeks ended 4 March 2006, primarily due to the repayment of Debenhams’ deep discounted bonds
(totalling £80.9 million) and the repayment of the mortgage facility (totalling £5.7 million) in the 26 weeks ended
26 February 2005.

Historical cash flows for the 2003, 2004 and 2005 financial years

The following table summarises cash flow for the periods indicated in accordance with UK GAAP:

52 weeks 52 weeks 53 weeks

ended ended ended

30 August 2003 28 August 2004 3 September 2005

UK GAAP UK GAAP UK GAAP

(£ in millions)
Net cash inflow from operating activities ............... 263.5 290.0 381.9
Net cash (outflow) from returns on investments and

servicing of finance.......... ... ... ... ... (7.7 (112.8) (328.9)

Taxation paid. . ... ... ... 44.7) (22.8) (10.4)
Net cash (outflow) from capital expenditure and financial

INVESIMENt . .. . . e e e e (132.3) (63.6) (104.3)

Net cash (outflow)/inflow from acquisition ... ........... 2. (1,757.5) 121.8

Equity dividends paid ... ...... .. . .. i i (46.0) — —

Net cash (outflow)/inflow from financing ............... (31.5) 1,883.1 (143.6)

{(Decrease)/increase incash ......................... 0.8) 2164 (83.5)
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Net cash inflow from operating activities

The following table sets forth the principal components of Debenhams’ net cash flow from operating activities for
the periods indicated in accordance with UK GAAP:

52 weeks 52 weeks 53 weeks

ended ended ended

30 August 2003 28 August 2004 3 September 2005

UK GAAP UK GAAP UK GAAP

(£ in millions)

Operating Profit ........... ... ... ... ... ...... 149.1 108.4 183.2
Depreciation charge ................ ... ... 0 . 82.9 91.3 89.1
Goodwill amortisation ............ ... .. iiien... 0.2 31.8 64.5
(Profit)/loss on disposal of fixed assets ................. (1.6) 0.9 3.0
Difference between pension charge and contributions made 5.9 1.9 (26.7)
Decrease/(increase) in stocks . ... ..o .. 53 30.8 (29.8)
Increase in debtors ......... e . (1.6) 3.5) (7.2)
Increase in creditors and provisions.................... 23.3 28.4 105.8
Net cash inflow from operating activities ......... A 263.5 290.0 381.9

Between 2004 and 2005, net cash inflow from operating activities increased by £91.9 million, or 31.7%, from
£290.0 million in the 2004 financial year to £381.9 million in the 2005 financial year. This increase was primarily
due to improved working capital management (as the negative working capital position achieved in the 2004
financial year increased in the 2005 financial year), which resulted in a significant increase in Debenhams’
creditors’ balances which more than offset a small increase in Debenhams’ debtors and an increase in stock
holdings as a result of new department store openings. This increase is also as a result of an overall increased
operating profit, as well as the speedier clearance of terminal stock which generated cash, offset by the
£29.4 million pension payment made in the 2005 financial year as a result of the Refinancing and Restructuring.

Between 2003 and 2004, net cash inflow from operating activities increased by £26.5 million, or 10.1%, from
£263.5 million in the 2003 financial year to £290.0 million in the 2004 financial year. This increase was primarily
due to improved working capital management, which resulted in an increase in Debenhams’ creditors and
provisions and a decrease in stocks offset by a small increase in Debenhams’ debtors. These improvements were
mainly accomplished following Debenhams’ Acquisition through reductions in Debenhams’ overall stock levels
(primarily generated through reductions in terminal stock levels and improved supply chain management which
enabled lower levels of stock cover) and the negotiation of extended payment terms with Debenhams’ suppliers.
In the 2004 financial year, Debenhams achieved a negative working capital profile.

Net cash outflow from returns on investments and servicing of finance

The following table sets forth the principal components of Debenhams’ net cash flow from returns on investments
and servicing of finance for the periods indicated in accordance with UK GAAP:

52 weeks 52 weeks 53 weeks

ended ended ended

30 August 2003 28 August 2004 3 September 2005

UK GAAP UK GAAP UK GAAP

(£ in millions)
Interest received .. ... .. ... . ... 0.5 33 8.1
Interest paid. . ... ..o 5.1) (46.7) (294.5)
Interest element of finance lease payments . ............. 3.1 (2.5) 3.4)
Issue costs on funding facilities . ...................... — (66.9) (39.1)
Net cash (outflow) from returns on investment and

servicing of finance . ............. ... ... ... ....... (7.7) (112.8) (328.9)

Between 2004 and 2005, net cash outflow from returns on investments and servicing of finance increased by
£216.1 million, or 191.6%, from £112.8 million in the 2004 financial year to £328.9 million in the 2005 financial
year, primarily due to the iriterest on three additional months of Acquisition related debt in the 2005 financial
year, and the payment of accrued interest on the repayment of the deep discounted bonds and high yield notes in
2005.
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Between 2003 and 2004, net cash flow from returns on investments and servicing of finance increased by
£105.1 million, from £7.7 million in the 2003 financial year to £112.8 million in the 2005 financial year,
primarily due to increased interest payments on debt obligations and the issue costs of raising debt (since prior to
the Acquisition, the Group had almost no debt obligations).

Taxation paid

Debenhams achieved further cash flow improvement through a reduction in taxation paid from a tax payment of
£44.7 million during the 2003 financial year to tax payments of £22.8 million and £10.4 million for the 2004 and
2005 financial years, respectively, primarily due to increased tax deductions related to the Group’s increased debt
burden.

Net cash outflow from capital expenditure and financial investment

The following table sets forth the principal components of Debenhams’ net cash flow from capital expenditure
and financial investment for the periods indicated in accordance with UK GAAP:

52 weeks 52 weeks 53 weeks
ended ended ended
30 August 2003 28 August 2004 3 September 2005
UK GAAP UK GAAP UK GAAP

(£ in miilions)
Payments to acquire intangible fixed assets ............. 0.1) — —
Payments to acquire StOTes . .. .......coviiennninn..n, — — (34.0)
Proceeds from sale of freehold premises. .. ............. — — 22.0
Payments to acquire tangible fixed assets ............... (134.5) (84.6) (114.2)
Receipts from sale of tangible fixed assets .. ............ 23 21.0 26.1
Purchase of investment .. ............. ... ... ... ... — — {4.2)

Net cash (outflow) from capital expenditure and
financial investment ............................. (132.3) (63.6) (104.3)

Between 2004 and 2005, net cash outflow from capital expenditure and financial investment increased by
£40.7 million from £63.6 million in the 2004 financial year to £104.3 million in the 2005 financial year. This
increase was primarily due to increased new department store openings (there were 13 new department store
openings in the 2005 financial year including the eight ex-Allders stores) and the refurbishment of six new
department stores and the investment in the Ermes Department Stores Limited (Cyprus franchise) offset in part
from additional cash inflow from the sales of freehold premises and tangible fixed assets.

Between 2003 and 2004, net cash outflow from capital expenditure and financial investment decreased by
£68.7 million, or 51.9%, from £132.3 million for the 2003 financial year to £63.6 million for the 2004 financial
year. This decrease resulted primarily from decreased payments to acquire tangible fixed assets due in part to the
relative timing of capital expenditure related to new stores and store modernisations, as well as management’s
initiatives to reduce capital expenditure spend per square foot on new and modernised department stores.

Debenhams’ capital expenditure varies from period to period, primarily based on the number of stores that
Debenhams opens and modernises during the relevant period. New department store openings and store
modernisations/refurbishments were a significant proportion of total capital expenditure in the 2003, 2004 and
2005 financial years. In addition, the Directors believe that capital expenditure levels have benefited from the
lower average cost of new store openings and refurbishments under the current management team.
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Net cash (outflow)/inflow from financing

The following table sets forth the principal components of Debenhams’ net cash (outflow)/inflow from financing
for the periods indicated in accordance with UK GAAP:

52 weeks 52 weeks 53 weeks
ended ended ended
30 August 28 August 3 September
2003 2004 2005
UK GAAP UK GAAP UK GAAP
(£ in millions)

Issue of ordinary share capital ............. ... ... .. ...... 7.3 15.5 —
Purchase of own shares ............. ... . .. ... ... ... .. ... (20.4) — —
Purchase of own shares by ESOPs ... ... ... ... ... ... ... (20.0) — —
Sale of own shares by ESOPs . .. ... ... ... ... ... ... ... 1.6 38.7 —
Senjor term 10an . ... . o e — — 1,827.6
Senior facility . ... e — 621.0 —
Repayment of senior facility ........... ... ... ... — — (621.0)
Bridge facility ............. O — 3547 —
Repayment of bridge facility ............ .. ... ... . o — (354.7) —
Mezzanine facility. .. ... .. ... — 325.0 —
Repayment of mezzanine facility ... ............... e — (325.0) —
Deep discounted bonds . . ......... .. — 606.6 —
Repayment of deep discounted bonds .................. ... ... — (92.3) (514.3)
Highyield bonds....... ... .. . i — 324.4 —
Repayment of high yieldbonds . ............ ... ... ... .. ... — — (326.7)
Settlement of ‘A’ loan NOteS ... ... ... i — — (516.8)
Restricted cash held in Debenhams Retail Employee Trust 2004 . . — — 13.3
Mortgage facility . ... ... e — 369.2 (5.7)
Net cash (outflow)/inflow from financing . ................... (31.5) 1,883.1 (143.6)

Between 2004 and 2005, there was a change from a net cash inflow of £1,883.1 million in the 2004 financial year
to a net cash outflow of £143.6 million for the 2005 financial year. In 2004, the net cash inflow was primarily a
result of a draw down of the Senior Credit Facilities, as well as proceeds received in connection with Debenhams’
issuance of high yield notes and deep discounted bonds to finance, in part, the Acquisition. In 2005, Debenhams
repaid amounts borrowed under the Senior Credit Facilities, as well as the amounts borrowed through the
issuance of high yield notes and deep discounted bonds as part of the debt restructuring.

Net cash flow from financing increased from a net cash outflow of £31.5 million for the 2003 financial year to a
net cash inflow of £1,883.1 million for the 2004 financial year, primarily as a result of proceeds received from
amounts borrowed by Debenhams under the Senior Credit Facilities and the issuance of high yield notes and deep
discounted bonds to finance the Acquisition.
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Capitalisation and indebtedness

The following table sets out the consolidated capitalisation and indebtedness of Debenhams as at 4 March 2006:

Capitalisation and indebtedness

(DB £m

Total current debt

Guaranteed® . ... (49.2)
Secured T (29.6)
Unguaranteed/unsecured(s)(g) ........................................................ (5.8)
(84.6)
Total non-current debt (excluding current portion of the long-term debt)
GUArANIEEA .. . o e e —
Secured T (1,851.8)
Unguaranteed/unsecured . . .. .. ... —
(1,851.8)
Shareholders’ equity
Share capital . ... ... .. —
Legal TESEIVES . o ottt 1,200.9
Reverse acqQuIsSition TESETVE . .. ...t ittt ittt it et e e e e (1,199.9)
Hedging Teserve . ... oot 5.1
ORET TESBTVES v v ettt ettt e e e e e 1.0

Notes:

(1) Shareholders’ equity does not include the profit and loss account reserve.

(2) This statement of capitalisation and indebtedness has been prepared under IFRS using policies which are consistent with those used in
preparing the Group’s interim financial information for the 26 week period ended 4 March 2006 set out in Section B of Part 5.

(3) This information is unaudited.

(4) The Group’s debt is shown gross of unamortised issue costs.

(5) The Group has B loan notes of £49.2 million which are unsecured, but guaranteed under Tranche A of the senior facility. Accrued
interest of £0.4 million on the B Loan Notes is not guaranteed.

(6) The Group has syndicated senior facilities of £2,050 million, which are secured by a charge over the Group’s assets by debenture. As at
4 March 2006, £1,820.4 million of this facility was drawn, of which £27.9 million is within current debt and £1,792.5 million within
non-current debt.

(7) Hire purchase and finance leases of £61.0 million are secured upon the assets to which they relate. £1.7 million of the hire purchase and
finance lease obligations is within current debt and £59.3 million within non-current debt.

(8) The Group’s overdraft of £5.4 million is unguaranteed and unsecured.

(%) On 20 March 2006 B loan notes of £49.2 million were repaid. This was funded by an increase in Tranche A of the senior facility.

(10) Refer to paragraph 1 of Part 7 for details of changes to the capitalisation of the Group which have taken place since 4 March 2006.
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The following table sets out the net financial indebtedness of the Group as at 4 March 2006:

Net indebtedness

£m
Cash . e e 159.0
Cash equivalents ........... e —
Trading SECULIIES . . .. o\ vttt ettt e ettt e —
Total liquidity . ....... ... e 159.0
Current bank debt® .. ... ... S 5.4)
Current portion of non current debt D (77.5)
Other current financial debt” . . .. ... (1.7)
Current financial debt . .. ... ... . ... . . e (84.6)
Net current financial indebtédness ................................................. 74.4
Non-current bank 1oans® (1,792.5)
Bonds issued .. ... e e —
Other non-current financial debt'” . . ... (59.3)
Non current financial indebtedness . .......... .. ... . .. . . . . .. (1,851.8)
Net financial indebtedness .. ... ... ... .. . . (1,777.4)
Notes:

(11) Other current financial debt and other non-current financial debt includes hire purchase and finance lease obligations.
(12) The Group’s debt is shown gross of unamortised issue costs.
(13) The Group has no indirect or contingent indebtedness as at 4 March 2006.

(14) The guarantees entered into by the Group at 4 March 2006 were a Credit Suisse counter indemnity for Barclays duty deferment
guarantees of £4.0 million and standby letters of credit of £5:0 million.

(13) The Group also has derivatives not reflected in the analysis above with the following fair values as at 4 March 2006:

Asset/(Liability)
£m
Foreign currency — held for trading ‘
ASSRIS L o it e e e e e e e e 0.8
HADILHES . ..o e 0.1)
Foreign currency hedging
ASSELS . ... e e 0.3
THADILItIES . . oot e e 0.5)
Interest rate hedging
BSOS L Lt e e e e e e e 2.3
Habilies . ... oo e (8.5)
Total . (5.7)

For more information on the Group’s indebtedness, please see Additional information — “Material contracts —
New Credit Agreement” in Part 7 and ‘‘Additional information — Material contracts — Senior Credit
Agreement” in Part 7. ’
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Contractual obligations and contingent liabilities

The Group has various contractual obligations and commercial commitments, which are items for which it is
contractually obligated or committed to pay a specified amount at a specific point in time. Debenhams’ aggregate
contractual obligations as at 4 March 2006, are as follows:

Payments Due by Period

Less than
Contractual obligations Total 1 year 1-3 years 4-5 years  After 5 years
(£ in millions)

Senior Credit Facilities and Notes . . . 1,870.0 77.5 108.0 184.8 1,499.7
Finance lease obligations .......... 99.5 7.6 14.7 16.7 60.5
Existing operating lease obligations. . 2,763.2 81.7 174.7 178.2 2,328.6
New property operating lease

obligations .. .................. 1,257.0 28.4 58.8 61.9 1,107.9
Total contractual obligations ....... 5,089.7 195.2 356.2 441.6 4,996.7

Debenhams’ finance lease obligations reflect the payments due under the 125-year lease-leaseback agreement
with Lloyds TSB that governs ten of Debenhams’ store locations. Debenhams’ existing operating lease
obligations relate primarily to its store leases, which typically extend for terms between 25 and 99 years, and
reflect the sum of all rental payments due under these leases and leases for its head office facilities and
distribution centres. Debenhams’ new property operating lease obligations reflect the sum of all rental payments
due under the leases relating to the properties which were subject to the British Land Transaction, the majority of
which extend for terms of 30 years. A portion of Debenhams’ operating lease obligations is guaranteed by certain
of its subsidiaries.

As at 4 March 2006, £9.0 million was utilised under ancillary facilities in the form of a standby letter of credit.
Debenhams also guaranteed, and secured against certain of its properties, £59.0 million and £59.5 million of
property lease obligations as at 4 March 2006 and 3 September 2005, respectively.

Off-balance sheet arrangements

Historically, Debenhams has not used special-purpose vehicles or similar financing arrangements. Debenhams
does not have any off-balance sheet financing arrangements with any of its affiliates or with any unconsolidated
entities.

Quantitative and qualitative disclosures about market risk

The Group’s exposure to market risk is a function of its borrowing and business activities. The Group is exposed
to market risk from changes in both foreign currency exchange rates and interest rates. The Group faces foreign
exchange risk to the extent the business’s sales, costs, assets or liabilities are denominated in currencies other
than pounds sterling. Its interest rate risk results from changes in interest rates which may affect the cost of its
financings. The Group does not hold or issue derivative or other financial instruments for trading purposes.

For a discussion of the Group’s financial risk management and treasury policies see Note 26 to the financial
information for the three financial years ended 3 September 2005 prepared in accordance with UK GAAP and set
forth in Section A of Part 5 of this document, and Note 3 to the financial information for the 26 week periods
ended 26 February 2005 and 4 March 2006, respectively, prepared in accordance with IFRS and set forth in
Section B of Part 5 of this document.

Foreign exchange risk

A substantial proportion of the Group’s imports are paid for in US dollars. The impact of currency movements is
managed through the use of forward contracts or currency options with a settlement period of twelve months or
less. Up to 80% of the first six months forecast purchases and up to 70% of the second six months are hedged.

The Group does not hedge either economic exposure or the translation exposure arising from the profits, assets
and liabilities of non sterling business whilst they remain immaterial.
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Interest rate risk

Substantially all of the borrowing facilities and cash deposits of the Company and its consolidated subsidiaries
are denominated in pounds sterling and euros.

As at 4 March 2006, Debenhams had borrowed £1818.9 million of term loans, (excluding accrued interest) and
£9.0 million was utilised under ancillary facilities in the form of a standby letter of credit. In relation to the term
loans, Debenhams has entered into interest rate hedges for £1465.1 million, which expire on or before
30 November 2011. In addition, £25 million of Debenhams’ finance lease obligations were hedged against
movements in interest rates using interest rate swaps. 76.3% of the total indebtedness of the Company and its
consolidated subsidiaries as at 4 March 2006 was hedged against movements in interest rates. Assuming no
changes in the borrowings and interest rate swaps described above, it is estimated that a rise of 1.0% in interest
rates would reduce profits before taxation for the 2006 financial year by £4.6 million.

Impact of inflation

A portion of Debenhams’ costs is affected by inflation, but the Directors believe that Debenhams is not subject to
material risk due to inflation.

Critical accounting policies

Debenhams’ discussion and analysis of its financial condition and resvlts of operations are based upon
Debenhams’ consolidated financial information, which has been prepared in accordance with accounting
principles generally accepted in the United Kingdom: or IFRS, as applicable. The preparation of this financial
information requires Debenhams to make estimates and judgements that affect the reported amounts of assets,
liabilities, turnover and expenses, and related disclosure of contingent assets and liabilities.

The Directors believe that the estimates, assumptions and judgements involved in the accounting policies
described below have the greatest potential impact on Debenhams’ financial information, so Debenhams
considers these to be its critical accounting policies. Due to the uncertainty inherent in these matters, actual
results could differ from the estimates Debenhams uses in applying the critical accounting policies described
below.

Critical accounting policies under IFRS
Goodwill and other intangible assets

Goodwill on acquisition of subsidiaries is included in intangible assets. Goodwill is not amortised, but tested
annually for impairment, or when trigger events occur, and carried at cost less accumulated impairment losses.

Other intangible assets, including internally generated software costs, are amortised over their useful lives and are
measured for impairment only when events or circumstances indicate that their carrying value may be impaired.

Taxes

Current tax is based on taxable profits for the financial period using tax rates that have been enacted or
substantially enacted by the balance sheet date. ’

Deferred tax is provided in full, using the liability method, on temporary differences arising between the tax bases
of assets and liabilities and their carrying amounts for financial reporting purposes. If deferred tax 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 profit or loss, it is not accounted for. Deferred tax is determined
using tax rates that have been enacted or substantially enacted at the balance sheet date and are expected to apply
when the related deferred income tax asset is realised or the deferred tax hability is settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be available
against which the temporary differences can be utilised.

Deferred tax is provided on temporary differences arising on investments in subsidiaries, except where the timing
of the reversals of the temporary differences is controlled by Debenhams and it is probable that the temporary
differences will not reverse in the foreseeable future.
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Deferred tax is charged or credited in the income statement, except when it relates to items charged or credited
directly to equity, in which case the deferred tax is also dealt with in equity.

On an interim basis, Debenhams estimates what its effective tax rate will be for the full financial year and records
an interim corporate tax provision in accordance with the anticipated annual rate. As the financial year
progresses, Debenhams continually refines its estimate based upon actual events during the year. This continual
estimation process periodically results in a change to Debenhams’ expected effective tax rate for the financial
year.

Share based payments

The fair value of shares issued through the employee share schemes is charged as an operating cost over the
period of performance of the employee in respect of which rights to acquire the shares are granted. The effect of
uncertainty, as to whether any performance criteria will be met, is dealt with by estimating the probability of the
shares vesting.

Pension liability

The liability recognised in respect of defined benefit schemes is the present value of the defined obligation at the
balance sheet date less the fair value of the plan assets. The defined benefit obligation is calculated annually using
the projected unit credit method. The present value of the defined benefit obligations is determined by discounting
the estimated future cash outflows using interest rates of high-quality corporate bonds that are denominated in
sterling, and that have terms to maturity which approximate to the terms of the related pension liabilities.

Actuarial gains and losses are recognised in full in the period in which they occur. They are recognised outside
the income statement and presented in the statement of recognised income and expenses. Past service costs are
recognised immediately in the income statement, unless the changes in pension plans are conditional on the
employees remaining in service for a specified period of time (the vesting period). In this case, the past service
costs are amortised on a straight-line basis over the vesting period.

Debenhams’ pension liability, which is assessed each year by actuaries, is based on key assumptions including
return on plan assets, discount rates, mortality rates, inflation, future salary and pension costs. These assumptions,
individually or collectively, may be different to actual outcomes.

Property, Plant & Equipment — Depreciation and Impairment

Tangible fixed assets, including buildings, equipment, and computer hardware, are recorded at cost (including, in
some cases, the cost of internal labour) and, except for land, are depreciated on a straight-line basis over their
estimated useful life.

Changes in circumstances, such as technological advances or changes to Debenhams’ business operations, can
result in differences between the actual and estimated useful lives. In those cases where Debenhams determines
that the useful life of a tangible fixed asset should be shortened, Debenhams increases depreciation expense over
the remaining useful life to depreciate the asset’s net book value to its recoverable amount. These values are
retained subject to the requirement to test assets for impairment in accordance with IAS 36 “Impairment of
assets.”

Debenhams periodically reviews the carrying value, or book value, of its tangible fixed assets whenever events or
changes in circumstances indicate that potential impairment has occurred. When a potential impairment is
deemed to have occurred, an impairment charge is recorded and the carrying value of the tangible fixed asset is
reduced accordingly. The amount of the impairment charge is equivalent to the difference between the carrying
value of the asset or group of assets and recoverable value, which is based on Debenhams’ estimate of the value
of the asset or group of assets.

Leased assets

Leases of property, plant and equipment which transfer substantially all the risks and rewards of ownership to
Debenhams are classified as finance leases. Finance leases are classified as a financial liability and measured at
amortised cost. Finance leases are capitalised at the inception of the lease at the lower of the fair value of the
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leased property, plant and equipment or the present value of the minimum lease payments and depreciated over
the period of the lease. The resulting lease obligations are included in liabilities.

Lease payments are apportioned between finance charges and reduction of the lease obligation so as to achieve a
constant rate of interest on the remaining balance of the liability.

All other leases are classified as operating leases. Rentals payable under operating leases, net of lease incentives,
are charged to the income statement on a straight-line basis over the period of the lease.

Where property lease contracts contain guaranteed fixed minimum incremental rental payments, the total
committed cost is determined and is calculated and amortised on a straight-line basis over the life of the lease.

Derivatives

The derivative instruments used by Debenhams to manage its interest rate and currency risk are interest rate
swaps and forward currency contracts respectively.

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are
subsequently re-measured at 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. Debenhams
designates certain derivatives as hedges of highly probable forecast transactions (cash flow hedges).

Derivatives are recognised using trade date accounting.

Debenhams documents at the inception of the transaction the relationship between hedging instruments and
hedged items as well as its risk management objective and strategy for undertaking various hedge transactions.
Debenhams also documents its assessment, both at the inception and on an ongoing basis, of whether the
derivatives that are used in hedging transactions are highly effective in offsetting changes in cash flows of hedged
items.

The effective portion of the changes in fair value of derivatives that are designated and qualify as cash flow
hedges are recognised in equity. The gain or loss relating to the ineffective portion is recognised immediately in
the account of the income statement which will be affected by the underlying hedged item.

Amounts accumulated in equity are recycled and adjusted against the initial measurement of the underlying
hedged item when the underlying hedged item is recognised on the balance sheet or in the income statement.

When a hedged instrument expires or when a hedge no longer meets the criteria for hedge accounting, any
cumulative gain or loss existing in equity at that time is immediately recognised in the account of the income
statement which will be affected by the original underlying hedged item. When a forecasted transaction is no
longer expected to occur, the cumulative gain or loss that was reported in equity is immediately transferred to the
account in the income statement which would have been affected by the forecasted transaction.

Where derivatives do not qualify for hedge accounting, the changes in fair value of these derivative instruments
are recognised immediately in the income statement as cost of sales.

Where the risks and characteristics of derivatives embedded in other contracts are not closely related to those of
the contracts, and the whole contract is not carried at fair value with gains or losses reported in the income
statement, the derivative is separated from that host contract and measured at fair value, with fair value
movements reflected in the account in the income statement which will be affected by the underlying host
contract.

Critical accounting policies under UK GAAP
Goodwill and other intangible assets

Goodwill arising on acquisitions is calculated as the excess of the fair value of the purchase consideration over
the fair value of net assets acquired. Goodwill is amortised on a straight-line basis over its estimated useful life.

Changes in circumstances, such as changes to Debenhams’ business operations, can result in ditferences between
the actual and estimated useful lives. In those cases where Debenhams determines that the useful life of goodwill
should be shortened, Debénhams increases amortisation expense over the revised useful economic life.
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As required by FRS 11, in Debenhams’ impairment tests for goodwill, Debenhams compares the estimated
recoverable value of goodwill to the carrying value. The impairment charge is equivalent to the difference
between the carrying value and the recoverable value. Debenhams’ estimates of fair value utilised in goodwill
impairment tests may be based upon a number of factors, including Debenhams’ assumptions about its expected
future operating performance. Debenhams’ estimates may change in future periods due to, among other things,
technological change, economic conditions, changes to its business operations, or an inability to meet business
goals. Such changes may result in impairment charges recorded in future periods.

Other intangible assets are amortised over their useful lives and are measured for impairment only when events or
circumstances indicate that their carrying value may be impaired.

Taxes

Debenhams records valuation allowances against its deferred tax assets, when necessary, in accordance with FRS
19 “Deferred tax.” Realisation of deferred tax assets (such as operating losses) is dependent on future estimated
taxable earnings and is therefore uncertain. Debenhams assesses the likelihood that any deferred tax asset balance
will be recovered from future taxable profits. Deferred tax assets are only recognised to the extent that there are
sufficient estimated taxable profits against which the deferred tax assets can be utilised.

Debenhams records reserves for estimates of probable settlements of tax audits. At any one time, many tax years
are subject to audit. The results of these audits and negotiations with taxing authorities may affect the ultimate
settlement of these issues.

On an interim basis, Debenhams estimates what 1ts effective tax rate will be for the full financial year and records
an interim corporate tax provision in accordance with the anticipated annual rate. As the financial year
progresses, Debenhams continually refines its estimate based upon actual events during the year. This continual
estimation process periodically results in a change to Debenhams’ expected effective tax rate for the financial
year.

Pension liability

For defined benefit schemes the amounts charged to operating profit are the current service costs and gains and
losses on settlement and curtailment. They are included as part of staff costs. Past service costs are recognised
immediately in the profit and loss account if the benefits have vested. If the benefits have not vested immediately,
the costs are recognised over the period until vesting occurs. Net interest accrued on pension liabilities and the
expected return on pension assets are charged or credited to other finance expense or income. Actuarial gains and
losses are recognised immediately in the statement of total recognised gains and losses.

Defined benefit schemes are funded with the assets of the scheme held separately from those of Debenhams, in
trustee administered funds. Pension scheme assets are measured at market value and liabilities are measured on
an actuarial basis using the projected unit method and discounted at a rate equivalent to the current rate of return
on sterling AA corporate bonds of similar duration to the mean term of the liabilities. The actuarial valuations are
obtained at least triennially and are updated at each balance sheet date. The resulting defined benefit asset or
liability, net of related deferred tax, is presented separately on the face of the balance sheet.

For the stakeholder pension scheme the amount charged to the profit and loss account in respect of pension costs
and other post retirement benefits is the contribution payable in the period. Differences between contributions
payable in the period and contributions actually paid are shown as either accruals or prepayments in the balance
sheet.

Tangible fixed assets

Tangible fixed assets, including buildings, equipment, and computer hardware and software, are recorded at cost
(including, in some cases, the cost of internal labour) and, except for land, are depreciated on a straight-line basis
over their estimated useful life, Changes in circumstances, such as technological advances or changes to
Debenhams’ business operations, can result in differences between the actual and estimated useful lives. In those
cases where Debenhams determines that the useful life of a tangible fixed asset should be shortened, Debenhams
increases depreciation expense over the remaining useful life to depreciate the asset’s net book value to its
recoverable amount. These values are retained subject to the requirement to test assets for impairment in
accordance with FRS 11 “Impairment of fixed assets and goodwill.”
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Debenhams periodically reviews the carrying value, or book value, of its tangible fixed assets whenever events or
changes in circumstances indicate that potential impairment has occurred. When a potential impairment is
deemed to have occurred, an impairment charge is recorded and the carrying value of the tangible fixed asset is
reduced accordingly. The amount of the impairment charge is equivalent to the difference between the carrying
value of the asset or group of assets and recoverable value, which is based on Debenhams’ estimate of the value
of the asset or group of assets.

Derivative financial instruments

Debenhams uses various derivative financial instruments, as defined in its Treasury policy, to reduce exposure to
foreign currency and interest rate risks. Derivative financial instruments are accounted for using hedge accounting
to the extent that they are held to hedge a financial asset or liability or future expenditure. When a derivative
financial instrument ceases to be a hedge, either as a result of the underlying asset or liability being extinguished,
or because a future event is no longer likely to occur, the derivative is accounted for in the profit and loss account
when the underlying exposure ceases to exist. Debenhams policy is not to use derivative financial instruments for
speculative purposes. During the three financial years presented there were no derivatives used for speculative
purposes. Short-term debtors and creditors are excluded from the disclosures on financial risk management.

Forward currency contracts are entered into as hedges, with the instrument’s impact on profit deferred until the
underlying transaction is recognised in the profit and loss account.

Interest payments and receipts under interest rate swaps, coupon rate swaps, caps and forward rate agreements are
accounted for with the net interest differential recognised in the profit and loss account by adjusting the net
interest charge. They are not revalued to fair value in the balance sheet.
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PART 5: FINANCIAL INFORMATION

Section A: Accountants’ Report and Financial Information for Debenhams plc in respect of the three
financial years ended 30 August 2003, 28 August 2004 and 3 September 2005 prepared under
UK GAAP

PRICEAVATERHOUSE(QOPERS

PricewaterhouseCoopers LLP
1 Embankment Place
London WC2N 6RH

The Directors
Debenhams plc

1 Welbeck Street
London W1A 1PF

Citigroup Global Markets Limited
Citigroup Centre

33 Canada Square

London E14 5LB

DRAFT
[4] May 2006

Dear Sirs

Debenhams ple

We report on the financial information set out on pages 80 to 138 below. This financial information has been
prepared for inclusion in the prospectus dated [4] May 2006 (the “Prospectus”) of Debenhams plc (the
“Company”) on the basis of the accounting policies set out in note 2. This report is required by item 20.1 of
Annex I to the PD Regulation and is given for the purpose of complying with that item and for no other purpose.

Responsibilities

The Directors of the Company are responsible for preparing the financial information on the basis of preparation
set out in note 1 to the financial information and in accordance with United Kingdom Generally Accepted
Accounting Principles (“UK GAAP”).

It is our responsibility to form an opinion as to whether the financial information gives a true and fair view, for
the purposes of the Prospectus, and to report our opinion to you.

Basis of opinion

We conducted our work in accordance with the Standards for Investment Reporting issued by the Auditing
Practices Board in the United Kingdom. Our work included an assessment of evidence relevant to the amounts
and disclosures in the financial information. It also included an assessment of significant estimates and judgments
made by those responsible for the preparation of the financial information and whether the accounting policies
are appropriate to the Company’s circumstances, consistently applied and adequately disclosed.

We planned and performed our work so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial
information is free from material misstatement whether caused by fraud or other irregularity or error.

Our work has not been carried out in accordance with auditing standards generally accepted in the United States
of America or auditing standards of the Public Company Accounting Oversight Board (United States) and
accordingly should not be relied upon as if it had been carried out in accordance with those standards.
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Opinion

In our opinion, the financial information gives, for the purposes of the Prospectus dated [4]) May 2006, a true and
fair view of the state of affairs of the Debenhams Group as at the dates stated and of its results, cash flows and
recognised gains and losses for the periods then ended in accordance with the basis of preparation set out in
note 1 and in accordance with UK GAAP as described in note 2.

Declaration

For the purposes of Prospectus Rule 5.5.3R(2)(f) we are responsible for this report as part of the Prospectus and
declare that we have taken all reasonable care to ensure: that the information contained in this report is, to the best
of our knowledge, in accordance with the facts and contains no omission likely to affect its import. This
declaration is included in the Prospectus in compliance with item 1.2 of Annex I of the PD Regulation and
item 1.2 of Annex Il of the PD Regulation.

Yours faithfully

PricewaterhouseCoopers LLP
Chartered Accountants
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Debenhams Group

Combined and Consolidated Profit and Loss Accounts — UK GAAP

For the financial year ended

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
Note 2003 2004 2005
£m £m £m
Group tUrnoOVET . . . .. ...t e 1,435.9 1,491.8 1,608.7
Costofsales ... . i e (1,187.4)y (1,235.4) (1,272.4)
Analysed as:
Cost of sales before exceptional costs ........... ... . .. ... (1,187.4) (1,219.4) (1,269.8)
Exceptional cost of sales ......... .. ... i 6 — (16.0) (2.6)
Grossprofit ......... ... ... . . ... 248.5 256.4 336.3
Distribution COStS ... oot (37.7) (41.1) (43.5)
Analysed as: N
Distribution costs before exceptional costs. ....................... (377 (38.3) (43.5)
Distribution exceptional COSIS .. .......crvitiiii . 6 — 2.8) —
Administrative eXpenses . . . .ot n i 61.7) (106.9) (109.6)
Analysed as:
Administrative expenses before exceptional costs ............ ... .. (47.5) (76.4) (107.8)
Administrative exceptional COSES . .. ... ... i 6 (14.2) (30.5) (1.3)
Group operating profit. . . .......... ... ... ... ... .. 149.1 108.4 183.2
Analysed as:
Operating profit before exceptional costs .. ....................... 163.3 157.7 187.6
Exceptional costs ... (14.2) (49.3) 4.4)
Profit on deemed disposal of subsidiary .................... 6 — — 117.7
Profit on sale of fixed assets . .................... .. ...... 6 — 8.5 —
Profit on ordinary activities before interest ............. .. 149.1 116.9 300.9
Net interest payable . ......... ... .. . it 8 (7.4) (157.0) (252.4)
Analysed as:
Net interest payable before exceptional costs...................... 3 (7.4) (123.4) (159.5)
Exceptional net interest COStS .. ......oou et 6 — (33.6) (92.9)
Other finance income . . ........ ... . ... . i 28 2.5 2.5 2.8
Profit/(loss) on ordinary activities before taxation....... . .. 5 144.2 (37.6) 51.3
TaXatiON. . .. 10 (40.0) 9.3 13.0
Analysed as:
Taxation before exceptional costS ....... ... it (40.2) 9.6) (33.6)
Taxation on exceptional CoStS ......... .. . . i 10 0.2 18.9 46.6
Profit/(1oss) for the financial year........................ 104.2 (28.3) 64.3
Dividends . ......... .. . 11 (48.5) — —
Retained profit/(loss) for the financial year ............. .. 24,25 55.7 (28.3) 64.3
Earnings/(loss) per share (pence)
Basicand diluted ........... ... ... 12 20.8 (5.7) 12.9

All items in the profit and loss accounts relate to continuing activities.

As a result of the development of the Group structure and the refinancing of the Group that took place during the
financial years shown above, as described in note 1, certain costs, including those relating to goodwill
amortisation, interest and tax, may not be comparable between the financial years shown above.

The financial information above may not be representative of future results: for example, the historical capital
structure does not reflect the future capital structure. Future interest income and expense, certain operating costs,
tax charges and dividends may be significantly different from those that resulted from the historical ownership

structure.

There are no material differences between the results shown in the combined and consolidated profit and loss

accounts and the results as stated on an unmodified historical cost basis.
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Debenhams Group

Combined and Consolidated Statements of Total Recognised Gains and Losses — UK GAAP

For the financial year ended

52 weeks 52 weeks 53 weeks

30 August 28 August 3 September

Note 2003 2004 2005

£m £m £m

Profit/(loss) for the financial year .......................... §5.7 (28.3) 64.3
Actuarial (loss)/gain on pension scheme ,.................... 28 (20.0) 11.2 8.5
Movement on deferred tax relating to pension scheme ......... 21 6.0 34 (2.5)
Total gains and losses recognised during the financial year . . . 41.7 (20.5) 70.3
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Debenhams Group

Combined and Consolidated Balance Sheets — UK GAAP

Note
Fixed assets
Intangible fixed assets ........... ... i, 13
Tangible fixed assets ............cuoiininiiinennnan.. 14
INVeStMENts . . ..ot t 15
Current assets
StOCK < o ot 16
Debtors .. .. e 17
Cash atbank and inhand ............................... 30
Creditors: amounts falling due within one year ........... 18
Net current liabilities. .. ...............................
Total assets less current liabilities .. ............... ... ...
Creditors: amounts falling due after one year............. 18
Provisions for liabilities and charges.................. ... 21
Net assets/(liabilities) excluding pension scheme ...........
Pension scheme (liabilities)/assets. ... ......... ... ... .. 28
Net assets/(liabilities) including pension scheme ...........
Capital and reserves
Called up share capital ......... ... ... ... ... ... .. . ... 22
Share premium account . ........... ... . i, 23
Capital redemption reserve .......... . ... ... 23
MEIZET TESETVE . o\ ottt e et et e et 23
Profit and loss account. . ... ... ... .. ... L. 24
Total shareholders’ funds/(deficits) . ..................... 25
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As at the end of each financial year ended

30 August 28 August 3 September
2003 2004 2005
£m £m £m
2.2 833.1 2,497.6
969.8 1,038.9 668.0
— — 7.2
9720  1,872.0 3,172.8
198.2 167.4 197.2
577 49.5 61.8
18.2 159.3 76.6
274.1 376.2 335.6
(392.1) (399.6) (474.5)
(118.0) (23.9) (138.9)
854.0 1,848.6 3,033.9
(59.4) (1,829.2) (1,839.1)
(66.5) (50.2) (31.4)
728.1 (30.8) 1,163.4
(41.5) (33.2) 0.1
686.6 (64.0) 1,163.5
36.6 — —
197 1.0 —
1.8 — —
432 — 1,200.9
585.3 (65.0) 37.4)
686.6 (64.0) 1,163.5




Debenhams Group

Combined and Consolidated Cash Flow Statements — UK GAAP

For the financial year ended

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
Note 2003 2004 2005
£m £m £m

Net cash inflow from operating activities .................. 29 263.5 290.0 381.9
Returns on investment and servicing
Interest received .......... JE 0.5 33 8.1
Interest paid. ........ ... ... e .. (5.1 (46.7) (294.5)
Interest element of finance lease payments ................... (3.1 2.5) (3.4)
Issue costs of funding facilities .. .......................... — (66.9) (39.1)
Net cash outflow from returns on investments and 'servicing

of finance ..... ... ... ... .7 (112.8) (328.9)
Taxation paid .. ....... .. ... .. ... . (44.7) (22.8) (10.4)
Capital expenditure and financial investment
Payments to acquire intangible fixed assets................... 13 0.1) — —
Payments to acquire Stores .. .......vitiii i 13 — — (34.0)
Proceeds from sale of freehold properties .. .................. — — 22.0
Payments to acquire tangible fixed assets .................... (134.5) (84.6) (114.2)
Receipts from sale of tangible fixed assets ................... 2.3 21.0 26.1
Purchase of investment . ... ..ot e — — (4.2)
Net cash outflow from capital expenditure and financial

Investment. . ... i e e (132.3) (63.6) (104.3)
Acquisitions and disposals,
Net cash received on deemed disposal of subsidiary ........... 33 — — 121.8
Purchase of business . ......................... S, 13 (2.1 — —
Acquisition of subsidiary .......... . .. 33 —  (1,757.5) —
Net cash (outflow)/inflow from acquisition ............... .. 2.1 (1,757.5) 121.8
Equity dividends paid . ... .......... ... ... o L. (46.0) — —
Cash inflow/(outflow) before financing . .. ................ .. 30.7 (1,666.7) 60.1
Financing
Issue of ordinary share capital ............................. 7.3 15.5 —
Purchase of own shares .......... .. ... ... . . iiiiiiinnnn. 24 (20.4) — —
Purchase of own shares by ESOPs . ....... ... .. ... ....... (20.0) — —
Sale of own shares by ESOPs . ......... ... ciiiiiiiinn. 1.6 38.7 —
Senior Term Loan .. ... e — — 1,827.6
Senior Facility ........ . — 621.0 —
Repayment of Senior Facility . .............. ... .. ... ... — — (621.0)
Bridge Facilities ........... ... . i — 3547 —
Repayment of Bridge Facility ............ ... ... .. ... — (354.7) —
Mezzanine Facility . .......... i — 325.0 —
Repayment of Mezzanine Facility .......................... — (325.0) —
Deep Discounted Bonds .. ... — 606.6 —
Repayment of Deep Discounted Bonds . ..................... — (92.3) (514.3)
High Yield Bonds ....... ... ... i i, — 324.4 —
Repayment of High Yield Bonds .. ......... ... ... ... .. — — {(326.7)
Settlement of ‘A’ Toan Notes ........ ... ... — — {516.8)
Restricted cash held in Debenhams Retail Employee Trust 2004 30 — — 133
Mortgage Facility .......... ..o — 369.2 5.7
Net cash (outflow)/inflow from financing . . ................. (31.5) 1,883.1 (143.6)
(Decrease)/increase incash. .......... ... ... ... ... ... ... (0.8) 2164 (83.5)
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Debenhams Group

Combined and Consolidated Cash Flow Statements — UK GAAP (continued)

Reconciliations of net debt

For the financial year ended

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m

Opening netdebt . ....... .. ... .. ... ... i, 30 (127.0) (127.8) (1,713.0)
(Decrease)fincrease incash................................ 30 (0.8) 216.4 (83.5)
Capitalised issue costs of funding facilities.................... — 333 39.1
Mortgage Facility. . ... ... . — (369.2) 5.7
Senior Facility ... ...t —_ (621.0) 621.0
Deep Discounted Bonds . ......... ... ... ... ... il — (514.3) 514.3
High Yield Bonds .......... ... ... . — (324.4) 326.7
Issue of Loan NOES .. ...t e s — — (566.9)
Settlement of Loan Notes . ............ .. ... ... .o, — — 516.8
Senior Term Loan .. ... ... ... . i — — (1,827.6)
Movements in borrowings ............. ... ... .. .. —  {1,795.6) (370.9)
Other non cash movements ............................... 30 — 6.0) 329.9
Closing net debt .. ......... ... ... . i, 30 (127.8) (1,713.0) (1,837.5)
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Debenhams Group

Notes to the UK GAAP financial information

For the financial years ended 30 August 2003, 28 August 2004 and 3 September 2005

1. Basis of preparation
Introduction

The principal activity of Debenhams plc (the “Company”) and its subsidiaries (together the “Group” or the
“Debenhams Group™) is the sale of fashion clothing and accessories, cosmetics and products for use in the home.
The Group trades from department stores in the UK and Ireland, on the internet and has international franchise
stores. The Company was incorporated as Debenhams Retail Holdings Limited on 10 May 2005. On 18 April
2006 the Company was re-registered as Debenhams plc.

In this financial information the Company is referred to by its former name, Debenhams Retail Holdings Limited,
in order to distinguish it from the company, Debenhams Group Holdings Limited (previously known as
Debenhams plc), which was listed on the London Stock Exchange until 4 December 2003. As a result of the 2003
Acquisition described below, Debenhams Group Holdings Limited is a member of the Debenhams Group.
Debenhams Retail Holdings Limited (“DRHL”) and its subsidiaries are referred to in this financial information
as the “DRHL Group™.

The principal companies within the Group during the three financial years ended 3 September 2005 are disclosed
in note 34.

The combined and consolidated financial information presented is in respect of the underlying business of
Debenhams Retail plc (“Debenhams Retail””) which has been owned under various different corporate structures
during the three financial years ended 3 September 2005. The Group has prepared its financial information for the
financial period ending on the nearest Saturday to 31 August of a given calendar year.

The financial information presented is for the 52 weeks ended 30 August 2003 (the “financial year ended
30 August 2003”), 52 weeks ended 28 August 2004 (the “‘financial year ended 28 August 2004”) and the
53 weeks ended 3 September 2005 (the “financial year ended 3 September 2005™).

Development of the Group
Financial year ended 30 August 2003

During the financial year ended 30 August 2003, Debenhams Group Holdings Limited (formerly Debenhams plc)
was listed on the London Stock Exchange and was the parent company of the main trading company Debenhams
Retail.

Financial year ended 28 August 2004

On 4 December 2003, Baroness Retail Limited, a, subsidiary of Baroness Group Holdings Limited acquired
Debenhams Group Holdings Limited (formerly Debenhams plc) (the “2003 Acquisition”). Foliowing the 2003
Acquisition, the acquired company was re-registered as a private limited company and as a result changed its
name to Debenhams Limited on 2 March 2004. On 18 April 2006 Debenhams Limited changed its name to
Debenhams Group Holdings Limited. Baroness Group Holdings Limited and its subsidiaries are referred to in
this financial information as the “Baroness Group”.

Baroness Group Holdings Limited (a company incorporated in Jersey) was a wholly owned subsidiary of
Baroness Group Limited Partnership, a limited partnership formed under the laws of Jersey of which Baroness
Group Limited was the general partner. The limited partners of Baroness Group Limited Partnership, were
principally funds managed or advised by subsidiaries and affiliates of CVC Capital Partners Group Sarl
(*CVC”), Texas Pacific Group (“TPG”) and by funds managed or advised by Merrill Lynch Global Private
Equity (“MLGPE”).

The 2003 Acquisition was financed through a combination of senior debt facilities (the “Senior Facility™),
property bridge financing facilities (the “Bridge Facilities’), a mezzanine facility (the ‘“Mezzanine Facility™) and
the proceeds from the issuance of subordinated deep discounted bonds (the “Deep Discounted Bonds”). The
Deep Discounted Bonds were issued by Baroness Holdings UK Limited (a whoily owned subsidiary of Baroness
Group Holdings Limited) to Baroness Group Limited Partnership, and the proceeds were distributed by way of
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inter-company loans, equity contributions, and purchases of permanent interest bearing securities through
intermediate parent companies to Baroness Retail Limited.

On 23 April 2004 the Bridge Facilities were refinanced by a mortgage facility (the “Mortgage Facility”) secured
by fixed charges over properties held by one of the Baroness Group’s wholly owned subsidiaries, BF Properties
{(No. 3) Limited. The Mezzanine Facility was also repaid in the year ended 28 August 2004, using the proceeds of
high vyield bonds (the “High Yield Bonds™) issued by Debenhams Finance Holdings plc, a wholly owned
subsidiary of the Baroness Group.

Financial year ended 3 September 2005

On the 22 February 2003, the Group’s effective interest in BF Properties (No. 4) Limited, previously a wholly
owned subsidiary of the Group, was reduced as a result of the completion of a transaction with The British Land
Company Plc. The reduction in the Group’s effective interest was accounted for as a deemed disposal in
accordance with FRS 2 ‘Accounting for subsidiary undertakings’. As at the date of the transaction, subsidiary
companies of BF Properties (No. 4) Limited held 23 of the department stores operated by the Group.

On 16 May 2003, the Baroness Group Limited Partnership was dissolved and its members received 9.9999 shares
in Baroness Group Holdings Limited for each ordinary unit held. On 24 May 2005, a newly incorporated
company, Debenhams Retail Holdings Limited, acquired the entire share capital of Baroness Group Holdings
Limited (the *“2005 Acquisition™). The shareholders in Baroness Group Holdings Limited received shares and
loan notes in Debenhams Retail Holdings Limited in direct proportion to their original shareholding in Baroness
Group Holdings Limited. The loan notes issued on acquisition amounted to £589.2 million, comprising,
£516.8 million ‘A’ loan notes (the “ ‘A’ Loan Notes™), £50.1 million ‘B’ loan notes (the ““ ‘B’ Loan Notes™) and
£22.3 million ‘C’ loan notes (the “ ‘C’ Loan Notes™), (together the “Loan Notes™).

On 26 May 2005, the DRHL Group refinanced its debt structure. A new senior term loan facility (the *“Senior
Term Loan”) was drawn down in stages, with £1.42 billion being drawn on 26 May 2005 and a further
£0.4 billion being drawn on 23 June 2005. The funds received from the new facility allowed the repayment of the
Senior Facility, High Yield Bonds, Deep Discounted Bonds, the A Loan Notes and associated costs.

On refinancing it was agreed that £47.4 million of additional contributions would be paid to the Debenhams
defined benefit pension schemes (“DDBPS™"). A payment of £29.4 million was made to the DDBPS on 26 May
2005, to be followed by three payments of £5.0 million, £6.0 million and £7.0 million respectively on the
following three anniversaries of the initial draw down date.

Combined and consolidated financial information

The combined and consolidated financial information of the Group represents the following:

Financial year ended 30 August 2003

The consolidated financial information for the financial year ended 30 August 2003 includes the consolidated
financial statements of Debenhams Group Holdings Limited (formerly Debenhams plc) and its subsidiaries for
that financial year.

Financial year ended 28 August 2004

The combined financial information for the financial year ended 28 August 2004 includes:

* the consolidated financial information of Debenhams Group Holdings Limited (formerly Debenhams plc)
and its subsidiaries from 31 August 2003 to 3 December 2003; and

¢ the consolidated financial information of Baroness Group Holdings Limited and its subsidiaries from
4 December 2003 to 28 August 2004.

Financial year ended 3 September 2005

The combined financial information for the financial year ended 3 September 2005 includes:

* the consolidated financial information of Baroness Group Holdings Limited and its subsidiaries from
29 August 2004 to 23 May 2005; and

*  the consolidated financial information of Debenhams Retail Holdings Limited and its subsidiaries from
24 May 2005 to 3 September 2005.
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The 2003 and 2005 Acquisitions were accounted for using acquisition accounting rules. However, for the
purposes of this document, the results of the Group companies acquired in those acquisitions have been included
in the combined and consolidated financial information for the three year period presented, such that the
combined and consolidated financial information includes the results of the underlying business of Debenhams
Retail for all three years.

2 Accounting policies
Accounting convention

The combined and consolidated financial information has been prepared on a going concern basis under the
historical cost convention and in accordance with applicable accounting standards in the United Kingdom.
Accounting policies have been consistently applied: throughout the combined and consolidated financial
information presented.

Combination and consolidation

The combined and consolidated financial information includes the consolidated financial statements of the
companies described in note 1. Acquisitions have been accounted for under acquisition accounting rules, except
that, as described above, the results of the businesses acquired in the 2003 and 2005 Acquisitions have been
included for the full financial years shown rather than from their dates of acquisition.

All intra-Group transactions and profit and losses have been eliminated on consolidation and combination.

Turnover

Turnover comprises sales of all merchandise to third parties, including the commission on concession sales,
excluding value added tax.

Turnover on direct sales of goods and commission on concession sales are recognised when goods are sold to the
customer. Retail sales are usually in cash or by credit or debit card. Internet sales are recognised when the goods
are delivered to the customer.

Taxation

Current tax is provided at amounts expected to be paid (or recovered) using the tax rates and laws that have been
enacted or substantively enacted at the balance sheet date.

Deferred tax is recognised in respect of all timing differences that have ori ginated but not reversed at the balance
sheet date where transactions or events that result in an obligation to pay more tax in the future or a right to pay
less tax in the future have occurred at the balance sheet date. Timing differences are differences between the
taxable profits and the results as stated in the financial statements that arise from the inclusion of gains and losses
in tax assessments in periods different from those in which they are recognised in the financial statements.

Deferred tax is measured on a non-discounted basis. A deferred tax asset is regarded as recoverable and therefore
recognised only when, on the basis of all available evidence, it can be regarded as more likely than not that there
will be taxable profits from which the future reversal of the underlying timing differences can be deducted.

Debt issue costs

Immediately after issue, all borrowings are stated at the fair value of the consideration received less issue costs.
Issue costs are charged to the profit and loss account over the term of the debt at a constant rate on the carrying
amount.

Foreign exchange

Transactions denominated in foreign currencies are translated into sterling at contracted rates or, where no
contract exists, at average monthly rates. The average monthly rate is used as this is a fair approximation of the
spot rate. Monetary assets and liabilities denominated in foreign currencies are translated into sterling at the rates
ruling at the balance sheet date or the rates fixed by forward contracts. Differences on exchange are taken to the
profit and loss account.
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Leased assets

Assets used by the Group which have been funded through finance leases are capitalised and depreciated over the
shorter of the lease term and the useful economic life of the asset. The resulting lease obligations are included in
creditors. The finance charge element of rentals is charged to the profit and loss account as incurred.

Rentals payable under operating leases are charged to the profit and loss account on a straight line basis over the
period of the leases except where incentives to sign the leases have been received. Such incentives are spread on a
straight-line basis over the lease term, or if shorter, the period to the next open market rent review date.

Pension costs

For defined benefit schemes the amounts charged to operating profit are the current service costs and gains and
losses on settlement and curtailment. They are included as part of staff costs. Past service costs are recognised
immediately in the profit and loss account if the benefits have vested. If the benefits have not vested immediately,
the costs are recognised over the period until vesting occurs. Net interest accrued on pension liabilities and the
expected return on pension assets are charged or credited to other finance expense or income. Actuarial gains and
losses are recognised immediately in the statement of total recognised gains and losses.

Defined benefit schemes are funded with the assets of the scheme held separately from those of the Group, in
trustee administered funds. Pension scheme assets are measured at market value and liabilities are measured on
an actuarial basis using the projected unit method and discounted at a rate equivalent to the current rate of return
on sterling AA corporate bonds of similar duration to the mean term of the liabilities. The actuarial valuations are
obtained at least triennially and are updated at each balance sheet date. The resulting defined benefit asset or
liability, net of related deferred tax, is presented separately on the face of the balance sheet.

For the stakeholder pension scheme the amount charged to the profit and loss account in respect of pension costs
and other post retirement benefits is the contribution payable in the period. Differences between contributions
payable in the period and contributions actually paid are shown as either accruals or prepayments in the balance
sheet.

Stock

Stocks are stated at the lower of cost and net realisable value using the retail method and represent goods for
resale.

Intangible fixed assets and amortisation

Purchased goodwill is calculated as the excess of the fair value of the purchase consideration over the fair value
of the net assets acquired. Goodwill is amortised on a straight-line basis over its estimated useful life of up to
20 years.

Acquired Licences and Trademarks are capitalised at cost and are amortised on a straight-line basis over their
useful life, not to exceed 10 years.

Intangible assets are subject to impairment reviews in accordance with FRS 11 ‘Impairment of fixed assets and
goodwill’. Any impairment is recognised in the profit and loss account in the year in which it occurs.

Tangible fixed assets and depreciation

It is the Group’s policy to hold properties at cost and values are retained subject to the requirement to test assets
for impairment in accordance with FRS 11.
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Depreciation is provided at the following rates per annum to write off the cost or valuation of tangible fixed
assets, less residual value, on a straight-line basis from the date on which they are brought into use:

Freehold land ... ... . o Not depreciated

Freehold buildings .......... R 1 per cent

Long leaseholds including landlords’ fixtures and fittings........... 1 per cent or life of lease if shorter
Short leaseholds including landlords’ fixtures and fittings .......... 1 per cent or life of lease if shorter
Retail fixtures and fittings .......... ... ... ... ... ... .. 5 - 20 per cent

Office equipment . ... ... i 10 per cent

Computer eqUIPIMENT . ... u vttt e it 162 — 333 per cent

Vehicles . ... .o 25 per cent or life of lease if shorter

In connection with the 2003 Acquisition a property valuation was carried out on the basis of existing use value,
open market value or depreciated replacement cost, according to the nature of the property, in accordance with
the Royal Institution of Chartered Surveyors’ guidance notes. The difference between this valuation and the
amounts at which these assets were carried in the books of the relevant subsidiary was recognised as a fair value
adjustment (see note 33).

Investments

Investments are held at cost less any provision for diminution in value.

Derivative financial instruments

The Group uses various derivative financial instruments, as defined in its Treasury policy, to reduce exposure to
foreign currency and interest rate risks. Derivative financial instruments are accounted for using hedge accounting
to the extent that they are held to hedge a financial asset or liability or future expenditure. When a derivative
financial instrument ceases to be a hedge, either as a result of the underlying asset or liability being extinguished,
or because a future event is no longer likely to occur, the derivative is accounted for in the profit and loss account
when the underlying exposure ceases to exist. The Group policy is not to use derivative financial instruments for
speculative purposes. During the three financial years presented there were no derivatives used for speculative
purposes. Short-term debtors and creditors are excluded from the disclosures on financial risk management in
note 26.

Share option schemes/Employee Share Ownership Plan (ESOP)

Shares held by the ESOP to satisfy obligations under Debenhams share options schemes are carried at cost, as a
deduction against the profit and loss reserve. Where the market value of the shares at the date of grant exceeds the
exercise price, the excess, except in relation to the HM Revenue and Customs approved Sharesave Scheme, is
charged to the profit and loss account over the vesting period.

Forward contracts

Forward currency contracts are entered into as hedges, with the instrument’s impact on profit deferred until the
underlying transaction is recognised in the profit and loss account.

Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at the bank, other short term liquid investments
with original maturities of three months or less, and bank overdrafts. Bank overdrafts are shown within
borrowings in current liabilities on the balance sheet.

Interest rate swaps, currency swaps, coupon rate swaps and forward rate agreements

Interest payments and receipts under interest rate swaps, coupon rate swaps, caps and forward rate agreements are
accounted for with the net interest differential recognised in the profit and loss account by adjusting the net
interest charge. They are not revalued to fair value in the balance sheet.
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3 Segmental analysis

The Group has one class of business, retailing, and all material operations are in the UK. Accordingly, no further
analysis of turnover, operating profit or net assets has been given.

4  Gross transaction value

Financial Reporting Standard 5 Application Note G ‘Revenue Recognition’ (“FRS 5 ANG”’) requires turnover to
be presented net of staff discounts and the cost of loyalty scheme points. It also requires turnover from
concessions to be shown on a net basis, being the commission received rather than the gross revenue received by
the concessionaire on the sale. The Directors believe that Gross transaction value, which presents turnover on a
gross basis before adjusting for the above items, represents a guide to the value of the overall activity of the
Group.

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Gross transaction value ............. .. .. ... ... . . .. .. 1,810.2 1,902.9 2,086.8
5  Profit/(loss) on ordinary activities before taxation
52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Profit/(loss) on ordinary activities before taxation is stated after
charging/(crediting):
Employment costs (Note 7) .. ...t e 251.9 247.3 262.5
Depreciation of tangible fixed assets (note 14)
—— OWNEA ASSELS . o i e 82.7 90.6 88.5
——deased ASSEES L. .. 0.2 0.7 0.6
Amortisation of intangible assets (note 13) ............ ... ... ...... 0.2 31.8 64.5
Operating lease payments:
— PrOpeItY L e 59.5 64.3 92.6
— Other . o e e e 54 14 1.8
Foreign exchange losses/(gains) . ...... ... ..., 1.2 2.1 4.1
Restructuring COSts . ... ov ittt e et 4.2 — —
Auditors’ remuneration
— AUdit SEIVICES . . . . 0.3 0.2 0.2
— Other fees paid toauditors .......... . .. . i 0.2 0.7 0.2
(Profit)/loss on disposal of fixed assets ............................ (1.6) 0.9 3.0
Exceptional items (NOte 6) ... ... vttt 14.2 74.4 (20.4)

Restructuring costs of £4.2 million consisted primarily of redundancy costs of certain head office and store
personnel.
Services provided by the Group’s auditors

During the three financial years the Group obtained the following services from the Group’s auditors as detailed
below:

52 weeks 52 weeks 53 weeks

30 August 28 August 3 September

2003 2004 2005

£m £m £m

AUdIt SEIVICES .. .. 0.3 0.2 0.2
Taxation services — AdVISOry SEIVICes ... ......vurninennnennan.. 0.1 0.1 0.2
Accounting and legal advice . ............ .. ... . ... . . 0.1 0.1 —
High Yield Bond Issue — Assurance Services ...................... — 0.5 —

In addition fees paid to the auditors of £158,000 relating to advisory work on the refinancing were capitalised on
26 May 2005.
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6  Exceptional items

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Operating exceptional costs: ‘
Acquisition of Debenhams Group Holdings Limited (formerly
Debenhams plc) .. ... 14.2 21.7 —
Refinancing . ..... ..ottt e e e — — 1.8
Group reorganiSation . . ... ..o vttt e —_ 229 —
Other exceptional COSES . ..ot vttt it e i e — 4.7 2.6
14.2 49.3 4.4
Of which:
Costof sales ............. L — 16.0 2.6
DisStribution COSES . . v vttt e e P — 2.8 —
Administrative eXpenses . ... ..t 14.2 30.5 1.8
Total operating exceptional costs. . .............................. 14.2 49.3 4.4
Non-operating exceptional items:
Profit on sale of fixed assets ... — 8.5) —
Profit on deemed disposal of subsidiary ........... ... ... ... ...... — — (117.7)
T 1=1 (1 AP — 33.6 92.9
Total non-operating exceptional costs/(income) ........... ... .. ... — 25.1 (24.8)
Total exceptional costs/(income) ............... e 14.2 74.4 (20.4)

Financial year ended 30 August 2003
Acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc)

On 29 July 2003, a formal offer for Debenhams Group Holdings Limited (formerly Debenhams plc) was received
from the Permira consortium (““Permira”). On 12 September 2003, CVC, TPG and MLGPE announced a counter
bid for Debenhams Group Holdings Limited (formerly Debenhams plc) which resulted in the 2003 Acquisition.

As a consequence of the offer to acquire Debenhams Group Holdings Limited (formerly Debenhams plc), the
Group incurred exceptional costs of £14.2 million, principally relating to fees payable to professional advisors.

Financial year ended 28 August 2004
Acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc)

In the financial year ended 28 August 2004, the Group incurred further exceptional administrative expenses
associated with the acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc), totalling
£21.7 million. These included £9.7 million of professional fees and an £8.5 million inducement fee which was
paid to Permira following its failed bid. The termination of a number of directors’ contracts following the
acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc) resulted in costs of £2.1 million
and as a consequence of the change in control, share options became exercisable and National Insurance and
stamp duty costs of £1.4 million were incurred, again principally as a result of a shortening of the vesting period
as dictated by the schemes’ rules.

Group reorganisation

As part of the Group’s reorganisation following, the 2003 Acquisition, a number of the operations were
terminated resulting in costs of £9.2 million. This predominantly related to the closure of all remaining own
bought media outlets and the closure of the Mea cosmetics brand. The Group also incurred £10.9 million of
redundancy and £2.8 million of other costs relating to the reorganisation of head office, store personnel and the
Group’s distribution activities. Of this £16.0 million was charged to cost of sales, £4.1 million to administrative
expenses and £2.8 million to distribution expenses.
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Other

Other exceptional administrative costs of £4.7 million mainly comprised professional fees relating to the
reorganisation of the Group’s properties and its personnel restructuring.

Property disposal

In the financial year ended 28 August 2004 seven of the Group’s properties with a net book value of
£12.5 million were disposed of for £21.0 million resulting in a profit on disposal of £8.5 million.

Refinancing

In the financial year ended 28 August 2004, the Group incurred exceptional financing costs of £33.6 million
following the repayment of the Bridge Facilities. This comprised £26.1 million of directly attributable bridge
finance set-up costs, a loss of £6.5 million on interest rate swaps not taken up, and £1.0 million of facility
commitment fees.

Financial year ended 3 September 2005
Refinancing

The Group incurred administrative costs totalling £1.8 million in relation to the 2005 refinancing. These costs
include £0.8 million of legal and professional costs incurred in respect of advice given to the Group in relation to
Debenhams Group employees, £0.6m in relation to taxation advice and £0.4m of legal costs associated with the
early repayment of the High Yield Bond and professional costs associated with the dissolution of the Baroness
Group Limited Partnership.

Other

A payment of £2.6 million was paid to Red Letter Day (“RLD”) following the acquisition of the assets of this
supplier by a new management team after it went into administration. This payment guaranteed that all old RLD
experiences purchased by the Group prior to RLD going into administration were honoured by the new
management of RLD.

Deemed disposal of subsidiary

On the 22 February 2005, the Group’s effective interest in BF Properties (No. 4) Limited, previously a wholly
owned subsidiary of the Group was reduced as a result of the completion of a transaction with The British Land
Company pic. The reduction in the Group’s effective interest in BF Properties (No. 4) Limited was accounted for
as a deemed disposal in accordance with FRS 2 ‘Accounting for subsidiary undertakings’.

As at the date of the transaction, subsidiary companies of BF Properties (No. 4) Limited held 23 of the
department stores operated by the Group and had drawn a Mortgage Facility thereon, The amount outstanding on
the Mortgage Facility was £363.5 million. On 22 February 2005 the obligation to repay the Mortgage Facility was
transferred to The British Land Company plc. With the exception of £2.0 million of inter-company debts which
were written off on 21 February 2005, all other inter-company balances between the Debenhams Group and
BF Properties (No. 4) Limited and its subsidiaries were repaid following the completion of the transaction.

The profit on the deemed disposal of BF Properties (No. 4) Limited amounted to £117.7 million. See note 33 for
further details.

Interest on refinancing

In connection with the 2005 Acquisition and refinancing, the Group wrote-off unamortised debt issue costs
associated with the Senior Facility and High Yield Bonds amounting to £18.3 million and £4.0 million
respectively. Furthermore, the repayment of the High Yield Bond in June 2005 included a ‘make whole premium’
of £70.6 million, which arose due to the early repayment of the bonds.
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7 Employees (including executive directors)

Wages and salaries .......... ..
Social security costs ...... P B
Pension costs . ...

Average number of employees:

Full time. ...
Part IMIE . . .ottt e

52 weeks 52 weeks 53 weeks
30 August 28 Angust 3 September
2003 2004 2005

£m £m £m
219.6 213.2 229.6
16.0 152 17.1
16.3 18.9 15.8
251.9 247.3 262.5
Number Number Number
8,663 8,096 7,845
14,897 14,695 15,495
23,560 22,791 23,340

In addition to the above, exceptional redundancy costs were incurred in the financial year ended 28 August 2004

(note 6).

Details of directors’ emoluments are set out in note 9.

8 Net interest payable and similar charges before exceptional items

Interest payable and similar charges

Bank loans and overdrafts. ........... .. ... ... .
Amortisation of issue costs on loans ........... ... i i
Interest payable on finance leases ......... ... .. ... ... ... ... ...
Exchange gains on foreign currency borrowings. ....................
Interest on Deep Discounted Bonds . ........... .. .. ... ... ... ...

Interest receivable and similar income
Interest receivable on cash at bank andinhand .....................

Net interest payable before exceptional costs .....................
Exceptional interest payable and similar exceptional charges (note 6)
Unamortised issue costs written off on repayment of the Senior Facility
and High Yield Bonds. ..... .. .. ..o i i
Make-whole premium payable on the repayment of the High Yield
Bonds . ...
Bridge Facilities costs . ..., F
Senior Facility commitment fees ............. .. . iiiiiiiinen..
Interest rate swaps not taken up ... ...t i

Exceptional interest payable and similar exceptional charges .......
Net interest payable after exceptional costs. . . .. e
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52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005

£m £m £m
(4.8) (73.2) (110.1)

— (3.5) (9.6)
(3.0 2.8) (3.2)

— (0.3) (2.3)

— (49.2) 42.7)
(7.8) (129.0) (167.9)

0.4 5.6 8.4
(7.4) (123.4) (159.5)

— — (22.3)

— — (70.6)

— (26.1) —

— 1.0 —

— (6.5) —

— (33.6) (92.9)
(7.4) (157.0) (252.4)




9. Directors’ emoluments

(a) Historical aggregated emoluments:

The directors’ emoluments table below includes aggregated emoluments of:

*  all directors of Debenhams Group Holdings Limited (formally Debenhams plc) who provided qualifying
services for the financial year ended 30 August 2003 and for the period from 31 August 2003 to 3 December
2003;

*  all directors of Baroness Group Hoeldings Limited who provided qualifying services for the financial year
ended 28 August 2004 and the period from 29 August 2004 to 23 May 2005; and

¢ all directors of Debenhams Retail Holdings Limited who provided qualifying services for the period from
24 May 2005 to 3 September 2005.

52 weeks 52 weeks 53 weeks

30 August 28 August 3 September

2003 2004 2005

£m £m £m

Aggregate eMOIUMENIS . ... ... ottt i e 35 2.7 —
Compensation for loss of office ....... ... ... . ... ... ... — 2.1 —
Company contributions paid to FURBS" .. ........................ 0.2 — —
37 4.8 —

(1) Funded Unapproved Retirement Benefit Schemes.
In the financial year ended 30 August 2003 B Earl, J Guillaume, N Palmer, M Roberts and M Sharp were
members of the Group’s defined benefit pension plans. In addition, contributions were made into Funded

Unapproved Retirement Benefit Schemes in respect of J Guillaume and M Roberts.

Following the 2003 Acquisition, none of the statutory directors of the Group received emoluments or benefits or
were members of the Group’s pension schemes.

The amounts in respect of the highest paid director were as follows:

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
im £m £m

Aggregate emoluments (which includes gains on share options exercised
and benefits under long-term incentive schemes) .................. 0.8 1.2 —

Defined benefit pension scheme:

Accrued pension atend of the year .. ...... .. ... ... o oo 0.2 — —

(b) Directors’ detailed emoluments for the financial year ended 30 August 2003

The directors’ emoluments for the financial year ended 30 August 2003 are those for the directors of Debenhams
Group Holdings Limited (formally Debenhams pic) for that year. The directors for the financial year ended
30 August 2003 were P Jarvis, B Earl, M Roberts, M Sharp, J Guillaume, N Palmer, M Baulk, T Clarke and
C Pearce. P Jarvis, M Baulk, T Clarke and C Pearce were non-executive directors.
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The following table shows an aﬁalysis of the remuneration of the individual executive Directors of Debenhams
Group Holdings Limited (formally Debenhams plc) during the financial year ended 30 August 2003 when the

Company was listed:

Individual directors’ emoluments

The remuneration of each director is set out in the following table:

Salary Benefits Annual
and Fees in Kind bonus Total
£ £ £ £
B Earl ... 600,000 24,704 240,000 864,704
JGuillaume . ... . e 230,000 30,905 207,920 468,825
N Palmer ................. P e 190,000 23,658 171,760 385,418
MRoberts. ... 360,000 27,472 325,440 712,912
M Sharp ... 350,000 36,134 316,400 702,534
MBaulk ... 37,000 — — 37,000
TClarke . ... e 37,000 — — 37,000
P oIarVIS . o 240,000 17,953 — 257,953
CParCE . . o e 44,500 — —_ 44,500
2,088,500 160,826 1,261,520 3,510,846

Note: Belinda Earl decided to waive £302,400 of her 2003 bonus. The reduced amount paid is set out in the table above.

Long Term Incentive Plans (LTIP)

Details of the shares conditionally awarded to executive directors under the long term incentive plan operated by
the Group prior to the 2003 Acquisition and outstanding as at 30 August 2003 are shown in the table below:

Belinda Earl ... ...

Jane Guillaume. ...

Nigel Palmer. .. ...

Matthew Roberts ..

Michael Sharp .. ..

Number Market Market
of price price
Date. shares of shares Date  Number of of shares at
of under  at date of shares shares date of
award award award Performance period vested vested vesting
(pence) (pence)
26.04.00 147,435 180.00 27.02.2000-26.02.2003  28.04.03 147,435 327
11.04.01. 104,781 44725 25.02.2001-24.02.2004 — — —
17.04.02 148,499 387.75 03.03.2002-02.03.2005 — — —
26.04.00 105,769 180.00 27.02.2000-26.02.2003 28.04.03 105,769 327
11.04.01 48,462 44725 25.02.2001-24.02.2004 — — —
17.04.02 56,681 387.75 03.03.2002-02.03.2005 — — —
26.04.00 32,051 180.00 27.02.2000-26.02.2003  28.04.03 32,051 327
11.04.01 18,337 44725 25.02.2001-24.02.2004 —_ — —
17.04.02 48,583 387.75 :03.03.2002-02.03.2005 — — —
26.04.00 147,435 180.00 27.02.2000-26.02.2003  28.04.03 147,435 327
11.04.01 73,347 44725  25.02.2001-24.02.2004 — — —_
17.04.02 89,069 387.75 03.03.2002-02.03.2005 — — —
26.04.00 147,435 180.00 27.02.2000-26.02.2003  28.04.03 147,435 327
11.04.01 73,347 44725  25.02.2001-24.02.2004 — — —
17.04.02 89,069 387.75 03.03.2002-02.03.2005 — — —
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Directors’ Interests in all employee share option schemes

Shares awarded to executive directors under the long-term incentive plan were as follows:

Grant Award  Exercise At 1 September  Options Options ~ Options At 30 August Vesting Expiry

type date  price (p) 2002 granted  exercised lapsed 2003 date* Date'®
B Earl....... (a) 26.01.98 388.5 7,722 — — — 7,722 26.01.01 25.01.08
(b) 26.01.98 388.5 101,158 — — — 101,158  26.01.01  25.01.08
(b) 09.12.98 3295 40,061 — — — 40,061  09.12.01  08.12.08
(b) 20.04.99 465.5 52,632 — — — 52,632 20.04.02 19.04.09
(by 19.10.99 300.0 39,999 — — — 39,999  19.10.02  18.10.09
(b) 18.10.00 207.0 328,503 — — — 328,503 18.10.03 17.10.10
(by 24.10.01 386.5 77,619 — — — 77,619 24.1004  23.10.11
(o) 18.04.02 396.0 75,758 — — — 75,758 18.04.05 17.04.12
(b) 30.01.03 257.0 — 233,463 — — 233,463 30.01.06 29.01.13
(c) 10.05.01 358.0 2,706 — — — 2,706 01.08.04 31.01.05
(d) 26.01.98 214.6 34,011 — — — 34011 260198 12.06.05

J Guillaume. . . (a) 26.01.98 388.5 7,722 — — — 7,722 26.01.01 25.01.08
(b) 26.01.98 3885 120,978 — — — 120,978  26.01.01  25.01.08
(b)y 09.12.98 3295 18,210 — — — 18,210 09.12.01  08.12.08
(b) 19.10.99 300.0 33,332 — — — 33,332 19.10.02  18.10.09
(b) 18.10.00 207.0 38,648 — — — 38,648 18.10.03  17.10.10
(b) 24.10.01 386.5 25,873 — — — 25,873 24.10.04 23.10.11
(b) 3001.03 2570 — 89,494 — — 89494 30.01.06 29.01.13
(c) 16.05.02 311.0 5,546 — — — 5546  01.05.03  31.10.03
N Palmer. .. .. (a) 26.01.98 388.5 7,722 — — — 7,722 26.01.01  25.01.08
(b) 26.01.98 388.5 28,314 — — — 28,314 260101 250108
(by 20.04.99 465.5 4,296 — — — 4296 20.04.02 19.04.09
(b) 12.04.00 181.0 22,102 — — — 22,102 12.04.03 11.04.10
(by 18.10.00 207.0 72,462 — — — 72462 181003 17.10.10
(b) 18.04.02 396.0 93434 — — — 93434 180405 17.04.12
(b) 30.01.03 2570 — 73,929 — — 73929 300106 29.01.13
(c) 10.05.00 145.0 11,637 — — — 11,637  01.08.05 31.01.06
M Roberts. . .. (a) 26.01.98 388.5 7,722 — — — 7,722 260101 250108
(b) 26.01.98 388.5 146,718 — — — 146,718  26.01.01  25.01.08
(b) 09.12.98 3295 48,559 — — — 48,559 091201 08.12.08
(b) 19.10.99 300.0 53,332 — — — 53,332 19.10.02  18.10.09
(b)y 18.10.00 207.0 48,310 — — — 48,310 18.10.03 17.10.10
(b) 24.10.01 386.5 46,572 — — — 46,572 24.10.04 23.10.11
(b) 18.04.02 396.0 30,303 — — — 30,303 18.04.05 17.04.12
(b) 30.01.03 257.0 — 140,077 — — 140,077  30.01.06  29.01.13
(c) 10.05.01 358.0 2,706 — — — 2,706 010804 310105
(d) 07.06.96 219.7 8,532 — — 8,532 — 07.0696 06.06.03
(d) 15.12.96 161.0 11,958 — — —_ ~ 11,958 151296 14.12.03
@ 14.12.97 176.3 1,905 — — — 1,905 14.1297 13.12.04
(d) 26.01.98 283.6 4,103 — 4,103 — — 260198 03.12.02
M Sharp ..... (a) 26.01.98 388.5 7,722 — — — 7,722 26.01.01  25.01.08
(b) 26.01.98 3885 116,602 — — — 116,602  26.01.01  25.01.08
(b) 09.12.98 3295 21,852 — — — 21,852 09.12.01 08.12.08
(b) 20.04.99 465.5 52,631 — — — 52,631 20.04.02  19.04.09
(by 19.10.99 300.0 40,000 — — — 40,000 19.10.02  18.10.09
(by 18.10.00 207.0 96,619 — — — 96,619 18.10.03 17.10.10
(by 18.04.02 396.0 50,505 — — — 50,505 18.04.05 17.04.12
(b) 30.01.03 2570 — 136,186 — — 136,186  30.01.06 29.01.13
(c) 16.05.02 311.0 5,546 — — — 5,546 01.05.03 31.10.03
(d) 07.06.96 219.7 32,424 — — 32424 — 07.0696 06.06.03
(d)y 14.12.97 176.3 5,104 — — — 5,104 141297  13.12.04
d) 260198 214.6 28,420 — — — 28,420 2601.98 120605

*  Subject to satisfaction of performance if applicable.

Notes to the previous table:

(a) The Debenhams Approved Executive Share Option Scheme.
(b) The Debenhams Unapproved Executive Share Option Scheme.
(¢) The Debenhams Sharesave Scheme.

(d) The Burton Group 1987 Executive Share Option Scheme. Outstanding options under this scheme over shares in The Burton Group ple
were converted into options over shares in Debenhams Group Holdings Limited (formerly Debenhams plc) following the demerger of
The Burton Group. On 4 November 2002 Matthew Roberts exercised his option over 4,103 shares at an option price of 283.6p. The
market price of the shares on the date of exercise was 321.5p with a gain therefore for Matthew Roberts of £1,555. Because of their
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obligations under the Listing Rules of the Financial Services Authority, Matthew Roberts and Michael Sharp were not permitted to deal
in the shares of the Group during certain periods and options granted to them in 1993 therefore lapsed.

(e) Due to the acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc) on 4 December 2003, all of the above options
either lapsed or became exercisable.

Directors’ interests — shares

The interests, all of which are beneficial, of the directors (and their immediate families) in the share capital of
Debenhams Group Holdings Limited (formerly Debenhams plc), were as follows:

At 30 August 2003 At 31 August 2002
10p ordinary shares 10p ordinary shares

number number
Executive directors
Belinda Earl ....... . ... . ... .. . . 50,740 50,664
Jane Guillaume . . ... oo e 13,840 13,764
Nigel Palmer ..... ... 2,050 2,050
Matthew Roberts .. ... oo e 30,677 26,401
Michael Sharp ... ... o 25,999 25,999
Non-executive directors
Michael Baulk . . ... ... 3,963 2,621
Tim Clarke ............... e e e e 5,092 3,673
Peter Jarvis .. ... 84,198 74,353
Christopher Pearce . ....... .. .. . 12,502 10,927

Notes: By virtue of being a member of the class of potential beneficiaries under:

(i} The Burton Group No 1 Employees Share Ownership Plan Trust (“‘the TBG ESOP™), the executive directors are deemed to be interested
in 22,395 shares of Debenhams Group Holdings Limited (formerly Debenhams plc) held by the TBG ESOP. These shares are held by
the TBG ESOP to meet the potential exercise of executive share options granted by The Burton Group to Matthew Roberts;

(ii} The Debenhams No. 1 Employee Share Ownership Plan, the executive directors are deemed to be interested, together with other
beneficiaries, in 12,874,916 shares of Debenhams Group Holdings Limited (formerly Debenhams plc) held by the Debenhams No. 1
Employee Share Ownership Plan;

(iii) The Debenhams QUEST Trust, the executive directors are deemed to be interested, together with other beneficiaries, in 1,142 shares of
Debenhams Group Holdings Limited (formerly Debenhams pic).

Pension

The five executive directors were members of the Debenhams Executive Pension Plan, an Inland Revenue
approved non-contributory defined benefit scheme. Matthew Roberts and Jane Guillaume were subject to a cap on
earnings which may be pensionable through an Inland Revenue approved scheme. Money purchase pension
benefits in respect of earnings above the cap were therefore provided for these two directors through Funded
Unapproved Retirement Benefits Scheme (FURBS), and Debenhams plc’s contributions are set out in the table
below.

The table below presents information on the pension accrued at the year end (the increase in accrued pension
reflects additional service as. a director).

Transfer Transfer

value value

as at as at

Increase in 31 August 30 August

accrued 2002 2003
Increase in pension  Accumulated of accrued of accrued  Increase in Company
accrued during the  total accrued pension pension transfer FURBS
Age at pension year pension at as at as at value  contributions
30 August during the (net of 30 August 31 August 30 August during the during the
2003 year inflation) 2003 2002 2003 year year
£pa £pa £pa £ £ £ £
Belinda Earl . . ... 41 45,996 44,117 156,543 691,454 1,029,312 337,858 —
Jane Guillaume . . 44 2,976 2,548 28,145 184,634 217,011 32,377 65,974
Nigel Palmer . ... 44 13,236 12,520 - 55,348 280,385 388,894 108,509 —
Matthew Roberts 40 2,476 2,097 24,727 126,883 148,344 21,461 101,064
Michael Sharp ... 46 20,614 19,036 113,491 700,784 900,660 199,876 —
Total ........... 85,298 80,318 378,254 1,984,140 2,684,221 700,081 167,038
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Directors’ service agreements

The executive directors’ service contracts were terminable on one year’s notice by the Group or six months notice
by the director. The remuneration and nomination committee considered the financial consequences of early
termination of directors’ service contracts. In the case of Belinda Earl, Nigel Palmer and Michael Sharp, their
contracts provided that where, without good cause, they were terminated without notice or without full notice,
they will be entitled to compensation equivalent to basic salary to reflect the period of notice to which they were
entitled. The service contracts of the other executive directors did not contain this provision, but the remuneration
and nomination committee endorsed the principle of mitigation of damages on early termination of a service
contract and would have applied this in appropriate cases should they ever arise.

Executive directors received, in addition to salary, other benefits or equivalent cash allowances, the value of
which is set out as “Benefits in Kind” in the table of directors emoluments, including company car and fuel,
permanent health, life and personal accident insurance, fees for professional advice to a maximum of £4,000 p.a.,
membership of medical and dental insurance schemes, and home telephone charges.

(¢) Key management
i) Emoluments

Emoluments of key management, who following the 2003 Acquisition performed the role of director of the
Group but were not statutory directors of either the DRHL Group or the Baroness Group were as follows:

Financial year ended 28 August 2004

Salary and Benefits Annnal Pension

@ Fees in Kind bonus contribution Total

£ £ £ £ £

R W Templeman........ Group Chief 500,000 90,753 630,900 — 1,221,653
Executive

C K Woodhouse ........ Finance 333,333 36,344 420,600 19,800 810,077
Director

JDLovering........... Group 145,833 170 184,020 21,875 351,898
Chairman

MJISharp............. Chief Operating 375,000 40,611 394,320 — 809,931
Officer

NBPalmer............ Group Retail 230,000 25,743 241,850 — 497,593
Operations
Director

NJZamblera .......... Human 41,769 4,950 42,010 — 88,729
Resource
Director

1,625,935 198,571 1,913,700 41,675  3,779.881

98




Financial year ended 3 September 2005

Role

R W Templeman........ , Group Chief
Executive

C K Woodhouse ........ ‘ Finance
Director

JD Lovering........... Group
Chairman

MJSharp............. Chief Operating
! Officer

NBPalmer............ Group Retail
Operations

Director

N J Zamblera .......... ‘ Human
Resource

Director

ii) Pension

Salary and Benefits Annual Pension
Fees in Kind bonus contribution Total
£ £ £ £ £
625,000 115,783 570,658 — 1,311,441
425,000 54,004 402,050 20,400 901,454
180,000 922 170,280 26,250 377,452
395,000 36,065 430,529 — 861,594
250,000 25,078 273,016 — 548,094
185,000 41,526 175,010 2,000 403,536
273,378 2,021,543 48,650 4,403,571

2,060,000

N B Palmer and M J Sharp are members of the Debenhams Executive Pension Plan, an HM Revenue & Customs
approved non-contributory defined benefit scheme. The tables below show the pension accrued at the year end
(the increase in accrued pension reflects additional service as an officer).

Financial year ended 28 August 2004

Transfer value

Transfer value

as at as at
30 Avgust 28 August
Increase in 2003 2004
Increase in accrued  Accumulated of accrued of accrued
accrued pension  total accrued pension pension Increase in
pension during the pension at as at as at transfer value
during the year (net-of 28 August 30 August 28 August during the
year inflation) 2004 2003 2004 year
£pa £pa fpa £ £ £
NBPalmer................ " 13,619 12,069 68,967 388,894 521,576 132,682
MISharp .............. .. . 18,650 15,472 132,141 900,660 1,126,412 225,752
Total ...................... 32,269 27,541 201,108 1,289,554 1,647,988 358,434
Financial year ended 3 September 2005
Transfer value  Transfer value
as at as at
28 August 3 September
Increase in 2004 2005
Increase in accrued  Accumulated of accrued of acerued
accrued pension  total accrued pension pension Increase in
pension during the pension at as at as at transfer value
during the year (net of 3 September 28 August 3 September during the
year inflation) 2005 2004 2005 year
£pa £pa £pa £ £ £
NBPalmer................. 14,652 12,514 83,619 521,576 811,777 290,201
MIJISharp ...l 19,115 15,019 151,256 1,126,412 1,625,374 498,962
Total ...................... 33,767 27,533 234,815 1,647,988 2,437,151 789,163
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iii) Interest in shares

Financial year ended 28 August 2004

The interest of key management in Baroness Group Limited Partnership at 28 August 2004 were:

Ordinary Preferred

Partnership Partnership

units units

R W Templeman . ... e 33,578 2,466,422
C K Woodhouse . . ... o e 32,854 1,967,146
T D Lovering. .. .o 17,151 1,482,849
M T Sharp ..o e e 15,000 385,000
N B Palmer. . ... 7,500 161,500
N J Zamblera ... 625 29,375

M J Sharp, N B Palmer and N J Zamblera held their shares via the Baroness Employee Limited Partnership.

In respect of Debenhams plc for the period to 2003 Acquisition, options granted, exercised, lapsed or held by key
management of Debenhams plc were as follows:

At Granted Exercised Lapsed At
30 August  during the  during the  during the 28 August  Exercised  Earliest date  Latest date
2003 period period period 2004 price (P) for exercise  for exercise

N B Palmer
(@) v oo 7,722 — 7,722 — — 388.5 26.01.01 25.01.08
b)Y oo 28,314 — 28,314 — — 388.5 26.01.01 25.01.08
(o) I 4,296 — 4,296 — — 465.5 20.04.02 19.04.09
By ...ooo 22,102 — 22,102 — _ 181.0 12.04,03 11.04.10
£2) J 72,462 — 72,462 — — 207.0 18.10.03 17.10.10
(2) 1 93,434 — 50,855 42,579 — 396.0 18.04.05 17.04.12
102) I 73,929 — 20,862 53,067 — 257.0 30.01.06 29.01.13
(€ 2 11,637 — 7,243 4,394 — 145.0 01.08.05 31.01.06
M ] Sharp
(€} 2P 7,722 — 7,722 — — 388.5 26.01.01 25.01.08
(€<} 116,602 — 116,602 — — 388.5 26.01.01 25.01.08
M)y 21,852 — 21,852 — — 329.5 09.12.01 08.12.08
®)y . 52,631 — 52,631 — — 465.5 20.04.02 19.04.09
1453 2 40,000 — 40,000 — — 300.0 19.10.02 18.10.09
[€2) 2 N 96,619 — 96,619 — — 207.0 18.10.03 17.10.10
® 50,505 — 27,489 23,016 — 396.0 18.04.05 17.04.12
®) o 136,186 — 38,430 97,756 — 257.0 30.01.06 20.01.13
() I N 5,546 — — 5,546 — 311.0 01.05.03 31.10.03
(€3} 2 5,104 — 5,104 — — 176.3 14.12.97 13.12.04
d ... 28,420 — 28,420 — — 214.6 26.01.98 12.06.05
Notes:

(a)

(b)

©)

The Debenhams Approved Executive Share Option Scheme. (b) The Debenhams Unapproved Executive Share Option Scheme. (c) The
Debenhams Sharesave Scheme. (d) The Burton Group 1987 Executive Share Option Scheme. Qutstanding options under this scheme
over shares in The Burton Group plc were converted into options over shares in Debenhams Group Holdings Limited (formerly
Debenhams plc) following the demerger of the Burton Group plc.

Due to the acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc) by means of a scheme of arrangement, all
options granted under the Group’s share option schemes became exercisable. All the options were therefore exercised on 28 November
2003 and then acquired for cash at 470 pence per Debenhams Share. Options granted after 11 April 2001 under the Debenhams
Executive Share Option Schemes (in the instance of Messrs Palmer and Sharp those options granted at 396p and 257p) together with
options granted under the Sharesave Scheme were only exercisable in part, and in proportion to the time elapsed between the date of
grant and the date the scheme of arrangement became effective, i.e. 28 November 2003,

The option held by Mr Sharp over 5,546 shares which lapsed under the Debenhams Sharesave Scheme occurred due to his obligations
under the listing rules of Financial Services Authority which did not permit him to deal in the shares of the company during certain
periods and he was therefore were not able to exercise his option by the lapse date.
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Financial year ended 3 September 2005

On 24 May 2005 Debenhams Retail Holdings Limited acquired the entire share capital of Baroness Group
Holdings Limited, a company registered in Jersey. Baroness Group Holdings Limited was acquired through a
share for share exchange following a group reorganisation. The shareholders in Baroness Group Holdings
Limited received shares in Debenhams Retail Holdings Limited and loan notes. The loan notes issued by
Debenhams Retail Holdings Limited on acquisition amounted to £589.2 million, which were issued to
shareholders in direct proportion to their shareholding in Baroness Group Holdings Limited. The interest of key
management in Debenhams Retail Holdings Limited at 3 September 2005 were:

Share options

Subscriber Ordinary granted on

shares of shares of 31 January

£1 each 0.1 each Loans notes 2005

No. No. £ No.

RW Templeman .............ccovouuinenaneennnn. — 335777 19,779,550® —
C K WoodhOUSE . . ... ovvoe e 3328537 19,353,065 —
TDLOVENING « o\ vvee e e e — 171,508  10,102,988" —
M Shamp. .ot — 150,000 8,835,936 2,430
N B Palmer ..o e — 75000 @ 4,417,968 1,553
NJTZamblera . .. ...oouvnein e — 6,250 368,164 —

Note: (b) represents the ‘B’ Loan Notes and (c) represeats the ‘C’ Loan Notes both of which were issued on reorganisation.
M J Sharp, N B Palmer and N J Zamblera hold their shares via the Baroness Employee Limited Partnership.

The ‘B’ Loan Notes are denominated in sterling, repayable on demand and interest is charged at 4.8% per annum.
These B Loan Notes were repaid in March 2006.

The redemption date of the ‘C’ Loans is 6 July 2006°and the loan notes are held via the Baroness Employee
Limited Partnership. The ‘C’ Loan Notes are denominated in sterling and bear interest at 4.8% per annum.

Details of options held by key management are set out below:

Number
at Number at
Exercise 28 August Granted in  Exercised Lapsed 3 September
Name Date of grant Expiry date Pprice 2004 year in year in year 2005
£
M1 Sharp ...... 31 January 2005 30 January 2015 0.10 — 2,430 — — 2,430
N B Palmer ..... 31 January 2005 30 January 2015 0.10 — 1,553 — — 1,553

The options were awarded to key Management and were in respect of past performance. The options vest on
flotation or sale, and the conditions associated with the exercise of the options are that the officers remain
employed by the Group on flotation or sale.
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iv)  Key management service contracts
Financial year ended 28 August 2004

It is Group policy that key management service contracts should either be no more than one year in duration or, if
they are a rolling contract, they should have notice periods of not more than one year.

The details of the service contracts of key management during the year were as follows:

Contract date Notice period Contractual termination payments
R W Templeman .......... 11 September 2003, contract 12 Months ~ Payment equal to basic

with Baroness Holdings UK salary, contractual benefits

Ltd and annual bonus for a

12 month notice period or
any unexpired period of

notice.
JDLovering ............. 11 September 2003, contract 1 Month No Provisions within Service
with Baroness Holdings UK Agreement.
Ltd
C W Woodhouse .......... 11 September 2003, contract 12 Months ~ Payment equal to basic
with Baroness Holdings UK salary, contractual benefits
Ltd and annual bonus for a
12 month notice period or
any unexpired period of
notice.
MIJSharp ............... 11 March 1999, contract with 12 Months ~ Payment equal to the basic
Debenhams Group Holdings from salary for a 12 month notice
Ltd (formerly Debenhams employer, period or any unexpired
plc) 6 months period of notice.
from
employee
NBPalmer .............. 12 December 2001, contract 12 Months Payment equal to the basic
with Debenhams Group from salary for a 12 month notice
Holdings Ltd (formerly employer, period or any unexpired
Debenhams pic) 6 months period of notice.
from
employee
NJZamblera............. 8 June 2004, contract with 12 Months No Provisions within Service
Debenhams Retail plc Agreement.
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Financial year ended 3 September 2005

It is Group policy that key management service contracts should either be no more than one year in duration or, if
they are a rolling contract, they should have notice periods of not more than one year.

The details of the service contracts of key management during the year were as follows:

Contract date

11 September 2003, contract

Notice period Contractual termination payments

R W Templeman .......... ‘ 12 Months Payment equal to basic
with Baroness Retail Ltd* salary, contractual benefits
and annual bonus for a
12 month notice period or
any unexpired period of
notice.
JD Lovering ............. 11 September 2003, contract 1 Month No Provisions within Service
with Baroness Retail Ltd* Agreement.
C W Woodhouse .......... 11 September 2003, contract 12 Months ~ Payment equal to basic
with Baroness Retail Ltd* salary, contractual benefits
and annual bonus for a
12 month notice period or
any unexpired period of
notice.
MIJISharp ............... 11 March 1999, contract with 12 Months ~ Payment equal to the salary
Debenhams Group Holdings from due to them for a 12 month
Ltd (formerly Debenhams employer, notice period or any
plc) ' 6 months unexpired period of notice.
from
employee
NBPalmer .............. 12 December 2001, contract 12 Months  Payment equal to the salary
with Debenhams Group from due to them for a 12 month
Holdings Ltd (formerly employer, notice period or any
Debenhams plc) 6 months unexpired period of notice.
from
employee
N JZamblera............. 8 June 2004, contract with 12 Months ~ No Provisions within Service

Debenhams Retail plc

Agreement.

*  Original contract was with Baroness Holdings UK Limited which was novated to Baroness Retail Limited on 24 May 2005.

(d) Detailed emoluments of the Directors of Debenhams plc

The following directors will become a director of Debenhams plc following its admission to the London Stock

Exchange.
Name

IJDLovering .......covvviiiiiienninnnn.
RWTempleman ........................
CK Woodhouse ........................
MISharp ...

PCosteletos .. ... v i i e
A CIOZIEr v oo e
JFeuer .. .. i e
R Gillingwater . .........................
Plong........... i,
DMillard . .. ... o i
GPadovano ........... ... o ..
PPindar......... ... .. . . i,

Position

Chairman

Chief Executive Officer
Finance Director

Chief Operating Officer

Non-Executive Director

Independent Non-Executive Director
Non-Executive Director

Senior Independent Non-Executive Director
Independent Non-Executive Director
Independent Non-Executive Director
Non-Executive Director

Independent Non-Executive Director

The individual emolument$ of J Lovering, R Templeman, C Woodhouse and M Sharp are shown in section (c) of

this note.

The non executive directors have not been remunerated by the Group during any of the three financial years
ended 30 August 2003, 28 August 2004 and 3 September 2005.
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10. Taxation

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Current tax
UK corporation tax at 30% . .. ... ... it 359 20.8 7.2
Adjustment in respect of prior periods. ... ........ ... .. i (0.9) 9.9) (0.2)
Total current tax ............. ... .. . ... 35.0 10.9 7.0
Deferred tax
Origination and reversal of timing differences ...................... 9.1 (18.3) (22.5)
Timing difference due to pension accounting ....................... (1.0) 0.1 22
Adjustment in respect of prior periods. .. ....... ... ... (3.1) 2.0) 0.3
Total deferred tax . ........ .. ... ... ... .. .. . . . ... 5.0 (20.2) (20.0)
Taxation charge/(credit) for the financial year .................... 40.0 (9.3) (13.0)

The above current tax charges reconcile with the standard rate of corporation tax in the UK as follows:

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Profit/(loss) on ordinary activities beforetax .................. ... 144.2 (37.6) 51.3
Profit/(loss) on ordinary activities at standard rate of corporation tax in
the UK Of 30% ... ..o e 433 (11.3) 15.4
Excess depreciation and unclaimed capital allowances . ............... (7.8) 25.3 4.7
Items not deductible for tax purposes ............ ... ... 7.7 13.0 7.0
Non taxable receipts . . ... ..ot e 4.9) 3.7 (1.3)
Tax relief on share scheme arrangements .......................... 3.2) (10.1) —_
Fixed asset disposal . . ... i — 2.1 (35.3)
OVerseas L INS . . ..ttt et et (0.3) (0.6) 0.5)
Adjustments tO Prior YEarS . .. ..o ueir e 0.9) 9.9) 0.2)
Other short term timing differences .. ......... ... .. ... .. oL, 1.1 0.3) (1.3)
Excess losses arising inthe year .......... ... ... ... ... ... ....... — 4.2 —
Acquisition related Items. . . ..., — 6.4 18.5
Current tax charge for the financial year ........................ 35.0 10.9 7.0
Tax relating to exceptional charges as detailed in note 6 amounted to:
52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Tax credit relating to:
Operating exceptional items ... ....... ...ttt 0.2 8.8 1.1
Non-operating exceptional items . ...........c.ooviiniinaneiinann. — — 17.6
Interest exceptional items . ........ . ... .. — 10.1 27.9
0.2 18.9 46.6
11. Dividends
52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Interim ordinary dividends paid — S3p pershare ................... 18.1 — —_
Final ordinary dividends proposed — 8.6p per share ................. 30.4 — —
48.5 — —_

As a result of the 2003 Acquisition the above proposed final dividend of £30.4 million was not paid (note 33).

104




12. Earnings/(loss) per share

The calculation of the basic and diluted earnings/loss per ordinary share has been based on the profit/(loss) for
the relevant financial period and on 500,000,000 ordinary shares being the share capital of Debenhams plc after

taking into account the restructuring of the Company’s share capital on 3 April 2006 and 3 May 2006.

In calculating both basic and diluted earnings per share for the purposes of the financial information, shares held
by Baroness Employee Limited Partnership and Debenhams Retail Employee Trust 2004 in connection with the
Group’s employee share plans have been included in the number of shares, since these shares will all vest on the
listing of the Company’s ordinary shares. There are therefore no potential dilutive shares and hence, diluted

earnings per share is equivalent to basic earnings per share.

Financial year ended 30 August 2003

Weighted Per
Earnings average share
number amournt
of shares
£m (millions) Pence
Basic and diluted Earnings per share
Earnings attributable to ordinary shareholders ........................... 104.2 500 20.8
Financial year ended 28 August 2004
Weighted Per
Loss average share
number amount
of shares
£m (millions) Pence
Basic and diluted Loss per share
Loss attributable to ordinary shareholders.......... e (28.3) 500 (5.7)
Financial year ended 3 September 2005
Weighted Per
Earnings average share
number amount
of shares
£m (millions) Pence
Basic and diluted Earnings per share
Earnings attributable to ordinary shareholders ............ .. ... ... .. .... 64.3 500 12.9
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13. Intangible fixed assets

Licences and

Cost Goodwill Trademarks Total
£m £m £m

As at 1 September 2002...... ... .. ... ... ... — 0.3 03
AQIONS . ot e e 2.1 0.1 2.2
At 30 August 2003 . ... 2.1 04 2.5
DIASPOSals . . o — (0.1) 0.1
Eliminated on acqQuiSition. .. .. ... .ttt 2.1) — 2.1
Acquisition of Debenhams Group Holdings Limited (formerly

Debenhams plc) (note 33) ... ... 864.6 — 864.6
At 28 August 2004 . ... ... 864.6 0.3 864.9
AddItIONS . . .. 12.0 — 12.0
Eliminated on acquiSition. .. .......... ottt (876.6) — (876.6)
Acquisition of Baroness Group Holdings Limited (note 33) ............. 2,529.1 —  2,529.1
At 3 September 2005 ... ... ... 2,529.1 0.3 2,529.4
Accumulated amortisation
As at 1 September 2002. . ....... .. .. .. .. ... — 0.1 0.1
Charge for the year .......... ... i i 0.2 — 0.2
At 30 Angust 2003 ... 0.2 0.1 0.3
DiSPOSALS . . o et e — 0.1) 0.1
Eliminated on acquisition. .. .......... ...t 0.2) — 0.2)
Charge forthe year ........ . ... . i 31.8 — 31.8
At 28 August 2004 ... ... 31.8 — 31.8
Charge pre acquISIHON . ... ..ottt 327 0.1 32.8
Eliminated on acquiSttion. ... ..o vt ittt e (64.5) — (64.5)
Charge post acquisition .. ....... ..t 317 — 31.7
At 3 September 2005 .. .. .. ... 31.7 0.1 31.8
Net book values
At 30 August 2003 .. .. 1.9 0.3 2.2
At 28 August 2004 . ... ... 832.8 0.3 833.1
At 3 September 2005 . ... ... .. ... 2,497.4 0.2 2497.6

(1) Goodwill

Financial year ended 30 August 2003

On 17 September 2002 the Group acquired the business of a department store in Perth, Scotland for £2.1 million.
Goodwill arising on this acquisition was £2.1 million and was attributable to the acquisition of the leasehold
property. The directors’ estimate of its useful economic life was 10 years. All of the consideration was paid in
cash and no fair value adjustments were required.

Financial year ended 28 August 2004

The goodwill arising on the 2003 Acquisition of £864.6 million (note 33) was amortised on a straight-line basis
over the directors’ estimate of its useful economic life of 20 years. All goodwill which existed in Debenhams
Group Holdings Limited (formerly Debenhams plc) was subsumed in the goodwill arising on the 2003
Acquisition.

Financial year ended 3 September 2005

Goodwill of £12.0 million arose on the acquisition of eight former Allders stores on 11 February 2005. The total
consideration for the acquisition was £34.0 million, and goodwill was attributable to the leasehold sites acquired
and was being amortised over the lives of those leases.

The goodwill arising on the 2005 Acquisition of £2,529.1 million (note 33) is being amortised on a straight-line
basis over the directors’ estimated useful life of 20 years. All goodwill which existed in Baroness Group Holdings
Limited was subsumed in the goodwill arising on the 2005 Acquisition.

(2) Licences and Trademarks

Licences and Trademarks are amortised on a straight-line basis over their estimated useful economic life, not to
exceed 10 years.
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14. Tangible fixed assets

Cost

At 1 September 2002
Additions . ..........

At 30 August 2003 ..

Pre acquisition additions ....................
Pre acquisition reclassifications . ..............
Pre acquisition disposals and write-offs ........
Eliminated on acquisition....................
Acquisition of Debenhams Group Holdings
Limited (formerly Debenhams ple) ..........
Post acquisition additions. ...................
Post acquisition reclassifications .. ............
Post acquisition disposals and write-offs........

At 28 August 2004 ..

Pre acquisition additions ....................
Pre acquisition reclassifications .. .............
Pre acquisition disposals and write-offs ........
Eliminated on acquisition....................
Acquisition of Baroness Group Holdings Limited
Post acquisition additions. .. .................
Post acquisition reclassifications ..............
Post acquisition disposals and write-offs........

At 3 September 2005

Depreciation
At 1 September 2002

Charge for the year. ..
Reclassifications . . ...

Disposals and write offs. ....................

At 30 August 2003 ..
Pre acquisition charge

Pre acquisition reclassifications ............... .

Pre acquisition disposals and write-offs ........
Eliminated on acquisition....................

Post acquisition charge

Post acquisition disposals and write-offs. ... .. .. '

At 28 August 2004 ..
Pre acquisition charge

Pre acquisition disposals and write-offs ........
Eliminated on acquisition....................

Post acquisition charge
At 3 September 2005

Net book values
At 30 August 2003 ..
At 28 August 2004 ..

At 3 September 2005

Land and buildings

Short-
leasehold
including
landiords’ Vehicles,
Long- fixtures Fixtures and
Freehold leasehold and fittings equipment Total
. £m £m £m £m £m
246.2 87.8 282.3 678.7 1,295.0
7.7 1.4 25.1 106.0 140.2
9.9 5.0 28.0 (42.9) —
— — (0.2) (19.6) (19.8)
263.8 94.2 335.2 722.2 1,415.4
— 0.6 13.7 11.2 25.5
3.0 (3.2) — 0.2 —
0.2 0.3 0.1) (57.6) (57.2)
(267.0) (91.9) (348.8) (676.0) (1,383.7)
352.7 92.6 255.7 371.2 1,072.2
— — 6.4 399 46.3
(0.6) 52 (1.5) (3.1) _
(6.1) (8.2) — 0.1) (14.4)
346.0 89.6 260.6 407.9 1,104.1
22.0 — 17.7 47.0 86.7
— —_ (4.3) 43 —_
{310.8) (79.6) — 29.9 (420.3)
(57.2) (10.0) (274.0) (429.3) (770.5)
56.8 9.7 257.8 338.0 662.3
— — — 338 338
— — 7.1 7.0 —_
2.4) 0.1 — .7) (4.2)
54.4 9.6 264.9 363.0 691.9
6.4 2.8 69.6 301.8 380.6
1.8 1.5 12.2 67.4 82.9
0.7 1.8 8.9 (11.4) —
-— — (0.2) (17.7) (17.9)
8.9 6.1 90.5 340.1 445.6
04 0.5 25 22.5 2589
0.5 0.7 0.1 0.1 —_
0.1 (0.7) — (58.2) (59.0)
9.7) (5.2) 93.1) (304.5) (412.5)
1.5 0.8 8.0 55.1 654
— 0.1y — (0.1) {0.2)
1.5 0.7 8.0 55.0 65.2
0.6 0.3 8.2 56.1 65.2
(1.7 (0.7) — (19.8) (22.2)
(0.4) (0.3) (16.2) (91.3) (108.2)
0.1 0.1 3.1 20.6 23.9
0.1 0.1 3.1 20.6 23.9
254.9 88.1 244.7 382.1 969.8
344.5 88.9 252.6 3529 1,038.9
54.3 9.5 261.8 3424 668.0
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On the 2003 Acquisition, adjustments were required to restate the book values of fixed assets acquired at their fair
value. A similar exercise was performed during the 2005 Acquisition but no additional fair value adjustments
were identified.

Assets in the course of construction included in tangible fixed assets at the financial year end were as follows:

30 August 28 August 3 September

2003 2004 2005
£m £m £m
Assets in the course of construction. . ... ... 78.1 57.1 35.7

Included within freehold and long leasehold buildings were the following assets held under finance leases:

30 August 28 August 3 September

2003 2004 2005

£m £m £m

G0t o 427 59.2 59.2
Aggregate depreciation based o1 Cost . ........ ... (1.0) (1.7) (2.0)
Netbook values ......... ... ... ... ... .. .. . ... ... 41.7 575 57.2

Fixtures and equipment included the following assets held under finance leases:

30 August 28 August 3 September

2003 2004 2005

£m £m £m

GOS8t ot e e — 1.9 2.7

Aggregate depreciation based on cost . ..., ... .. i — — {0.3)

Netbook values ...... ... .. ... ... ... . i, — 1.9 24
15. Investments

Cost

£m

At 31 August 2003 and 29 August 2004 . ... ... ... —

AddItIONS « .« o e e e e 7.2

At 3 September 2005 .. ... 7.2

On 30 November 2004 the Group acquired 10% of the issued share capital of Ermes Department Stores Limited,
a company registered in Cyprus for £4.2 million.

Following the deemed disposal of BF Properties (No. 4) Limited on 22 February 2005 (see note 33), the Group
retained a £3.0 million investment in the ordinary ‘A’ shares of the company.

BF Properties (No. 4) Limited was incorporated in Great Britain. The address of its principle place of business is
10 Cornwall Terrace, Regent’s Park, London. The Group holds 100% of the ‘A’ ordinary shares of the company.
These shares have no voting rights and represent 76% of the nominal value of the issued ordinary shares of the
company.

BF Properties (No. 4) Limited year end has changed to 31 March (previously 22 February 2004). The aggregate
amount of the capital and reserves at 31 March 2005 was £141,000,023. The profit of BF Properties (No. 4)
Limited for the period from 22 February 2005 to 31 March 2005 was £600,740.

16. Stock
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Items held forresale ......... ... . . ... .. . . ... 198.2 167.4 197.2




17. Debtors

Trade debtors .............. ... ...
Other debtors .....................
Corporation tax ...................
Prepayments and accrued income. . ...

Amounts recoverable after more than one year included in debtors were:

Other debtors . ....................
Prepayments and accrued income. . . ..

18. Creditors

Amounts falling due within one year

Funding debt (note 19) .............
Trade creditors . ...................
Other creditors .. ..................
Other taxation and social security costs
Corporation tax ...................
Accruals and deferred income .......
Proposed dividends ................

Amounts falling due after more than one year

Funding debt (note 19) .............
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30 Angust 28 August 3 September
2003 2004 2005

£m £m £m

18.8 20.1 19.6

5.2 2.2 0.4

— 1.5 54

337 25.7 36.4
57.7 49.5 61.8

30 August 28 August 3 September
2003 2004 2005

£m £m £m

04 0.2 —

1.1 0.7 0.3

1.5 0.9 0.3

30 August 28 August 3 September
2003 2004 2005

£m £m £m

86.6 43.1 75.0
66.8 142.9 189.7
77.4 79.5 77.6
27.3 28.1 22.1
10.3 — —
93.3 106.0 110.1
30.4 — —
392.1 399.6 474.5

30 August 28 August 3 September
2003 2004 2005

£m £m £m

59.4 1,829.2 1,839.1




19. Funding debt

30 August 28 August 3 September

2003 2004 2008
£m £m £m
Bank overdrafts .. ....... .. ... 86.6 11.3 12.1
Senior Facility — Term Loan A . ... ... ... .. . . . — 289.4 —
Senior Facility — Term Loan B. . ... ....... .. ... ... ... .......... — 165.8 —
Senior Facility — Term Loan C...... ... ... ... ... — 165.8 —
B Loan NOteS ..ot e e — — 50.1
Senior Term Loan — Tranche A .. .. ... .. .. .. . . . ... ... . .. —_ —_ 407.6
Senior Termm Loan — Tranche B ... ..... ... ... ... ... ... .. ... — —_ 560.0
Senior Term Loan — Tranche C ... ... ... .. .. ... .. .. .. .. ... — — 560.0
Sentor Term Loan — Tranche D ....... ... ... ... ... ... ... ... .... — — 300.0
Mortgage Facility. . ...... . ... — 369.2 —
Lease obligations . . ... .o i 59.4 61.6 61.9
Deep Discounted Bonds . ... .. i — 514.3 —
High Yield Bonds . ... ... . ... . . — 3247 —
146.0 1,902.1 1,951.7
Less: unamortised ISSUE COSIS . . .. oo ottt e e et — (29.8) (37.6)
146.0 1,872.3 1,914.1
30 August 28 August 3 September
Maturity of debt 2003 2004 2005
£m £m £m
Amounts falling due:
In one year orlessorondemand .............. . ... .. 86.6 43.1 80.4
In more than one year but not more than two years.................. — 43.2 30.2
In more than two years but not more than five years................. — 211.6 199.4
In more than five YEars . .. ... ..ot e 59.4 1,604.2 1,641.7
146.0 1,902.1 1,951.7
Less: unamortised 1SSUE COSIS ... .. .0 ittt e — (29.8) (37.6)
146.0 1,872.3 1,914.1
Less: amounts falling due withinone year ........... ... ....... .. (86.6) (43.1) (75.0)
Amounts falling due afterone year ............................. 59.4 1,829.2 1,839.1

Financial year ended 30 August 2003

Lease obligations due in more than five years included property lease obligations secured by a fixed charge over
certain of the Group’s properties (see note 20).

Financial year ended 28 August 2004

The 2003 Acquisition was financed through a combination of the Senior Facility, the Deep Discounted Bonds, the
Bridge Facilities and the Mezzanine Facility (see note 1).

For the Senior Facility, which is split between the three Term Loans A, B and C, repayments were payable in
stages with the final instalments due in 2012. Interest rates were floating and varied on each tranche of the Senior
Facility. All were based on LIBOR. The Senior Facility was secured by a first ranking fixed security and a
floating charge over the assets of Baroness Holdings UK Limited and its subsidiaries.

The Deep Discounted Bonds were issued by Baroness Holdings UK Limited to Baroness Group Limited
Partnership. They were due in 2014 and represented an aggregate principal amount at maturity of £2.2 billion and
a subscription price £606.6 million. The effective interest rate for the Deep Discounted Bonds was 12.5 per cent.
The proceeds were distributed by way of inter-company loans, equity contributions and purchases of permanent
interest bearing securities through intermediate parent companies to Baroness Retail Limited.

On 23 April 2004 the Bridge Facilities of £354.7 million, with an effective interest rate of 6.5 per cent were
refinanced by the Mortgage Facility. The Mortgage Facility of £369.2 million was secured by a fixed charge over
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properties held by BF Propertieé (No. 3) Limited. The facility was due in 2011 and bore interest at a rate based on
LIBOR. During the year the effective interest rate on the Mortgage Facility was 6.5 per cent.

During the 2004 financial year Debenhams Finance Holdings plc issued £209 million 10.5 per cent senior notes
due 2012 and €172 million 9.5 per cent senior notes due 2012 (the “High Yield Bonds”). The proceeds were
used to repay the Mezzanine Facility of £325.0 million, which carried interest at 10.5 per cent per annum. The
Mezzanine Facility was one of the principal components of the 2003 Acquisition finance.

Issue costs of £33.3 million were incurred upon the draw down of the Senior Facility, High Yield Bonds and
Mortgage Facility. These issue costs were amortised over the term of the respective facilities at a constant rate on
the carrying amount of each Joan. Costs of £3.5 million were amortised during the financial year ended 28 August
2004. The issue costs associated with the Mezzanine and Bridge Facilities were expensed immediately (note 6).

As part of the Group’s interest rate management strategy a number of interest rate swaps were held with a total
notional value of £939.0 million with fixed interest payments varying from 4.9 per cent to 6.0 per cent (note 26).

Financial year ended 3 September 2005

The 2005 Acquisition was financed in part by the issuance of Loan Notes of £589.2 million by Debenhams Retail
Holdings Limited to the shareholders of Baroness Group Holdings Limited, comprising £516.8 million ‘A’ Loan
Notes, £50.1 million ‘B’ Loan Notes and £22.3 million ‘C* Loan Notes.

The ‘C’ Loan Notes were held for shareholders by the Baroness Employee Limited Partnership, a Shareholder in
Debenhams Retail Holdings Limited. With effect from 20 March 2006 the ‘C’ Loan Notes are held directly by
senior employees.

The ‘B’ Loan Notes outstanding as at 3 September 2005 were repayable on demand after 24 November 2005. The
redemption date of the ‘C’ Loan Notes is 6 July 2006. Fixed interest on the ‘B’ and ‘C’ Loan Notes is charged at
4.8 per cent per annum and they are guaranteed under Tranche A of the Senior Term Loan facilities.

On 26 May 2005 the DRHL Group refinanced its debt structure through the draw down of a new Senior term loan
of £1.8 billion (the “Senior Term Loan”). The funds received from the new facility allowed the repayment of the
former Senior Facility, the High Yield Bonds, Deep Discounted Bonds, the ‘A’ Loan Notes and associated costs
(see note 1).

Repayments on the Senior Term Loan Tranche A are due in stages with final repayment due in 2012.

The Senior Term Loan Tranche B is repayable in full in 2013 and Tranches C and D of the Senior Term Loan are
repayable in full in 2014. Interest rates on the Senior Term Loan are floating and vary on each Tranche of the
loan. All are based on LIBOR and are denominatéd in sterling. The Senior Term Loan is secured by a first
ranking fixed security and a floating charge over the assets of Debenhams Retail Holdings Limited and its
subsidiaries.

Issue costs of £39.1 million were incurred upon the draw down of the Senior Term Loan and are being amortised
over the term of the loan at a constant rate on the carrying amount of the loan. Costs of £1.5 million were
amortised during the financial year ended 3 September 2005.

Following the deemed disposal of BF Properties (No. 4) Limited on 22 February 2005, the obligation to repay the
Mortgage Facility was transferred to The British Land Company plc (see note 33). The amount outstanding on the
Mortgage Facility at this date was £363.5 million.

As at 3 September 2005 as part of the Group interest rate management strategy a number of interest rate swaps
and a cap were held with a total notional value of £1.5 billion with fixed interest payments varying from 4.5 per
cent to 6.0 per cent (note 26).

20. Finance lease obligations

In 1988 a number of the Group’s properties with a market value of £42.7 million were sold to certain banks on
125 year leases at peppercorn rentals. The Group subsequently entered into full tenant and landlord repairing sub
leases for 125 years. At 'each of 30 August 2003, 28 August 2004 and 3 September 2005, the principal of
£42.7 million remained outstanding under the leases. The rentals payable are structured so as to give the lessors a
financing return linked to LIBOR in the first 25 years and, in the following 10 years, a LIBOR linked return
together with the repayment of capital. Thereafter, market rentals are payable subject to revision every 5 years. In
the early years, the amounts payable are below LIBOR and in the later years are in excess of LIBOR. The
financing costs are, however, allocated over the 25 year period so as to achieve an annual funding cost which is
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consistent with LIBOR. The Group has limited rights up to the 25th year of the leases to vary the terms of the
leases to buy out the rental obligations based on the properties’ original sales proceeds. The properties are
reflected in fixed assets at their cost to the Group. Other lease obligations relate to cars leased under hire purchase
contracts.

The related lease obligations are as follows:

30 August 28 August 3 September

Property lease obligations 2003 2004 2005
£m £m £m
Amounts falling due:
In one year orlessorondemand ............ ... ... ... .. . ... — — 1.1
In more than one year but not more than two years. ................. — 1.1 1.1
In more than two years but not more than five years . ................ 7.0 7.0 7.0
In more than five years . .. ....... ... .. 52.4 51.6 50.3
59.4 59.7 59.5
Other lease obligations £m £m £m
Amounts falling due:
Inoneyearorlessorondemand ........ ... ... ... .. ... . ... — 0.1 0.9
In more than one year but not more than two years.................. — 0.6 0.6
In more than two years but not more than five years . ................ — 1.2 0.7
In more than five years . .. ... i — — 0.2
— 1.9 24
21. Provisions for liabilities and charges
Deferred
taxation
asset on
Deferred Vacant  Taxation Closure Other Total pension
taxation properties Provision provisions provisions provisions deficit
£m £m £m £m £m £m £m
At 1 September 2002............ 57.9 1.0 1.1 — 1.7 61.7 (10.7)
Charged/(credited) to the profit and
loss accounts ................. 6.0 — — —_ 0.6 6.6 (1.0)
Unused amounts reversed in the year — — — — (0.8) 0.8) —_
Utilised during the year........... — ©.2) — — (0.8) (1.0) —
Credited to the statement of total
recognised gains and losses. .. ... — — — — — — (6.0)
At 30 August 2003 ............ .. 63.9 0.8 11 — 0.7 66.5 a7.7n
Charged/(credited) to the profit and
loss accounts ................. (20.3) 0.2 1.5 6.5 0.5 (11.6) 0.1
Arising on acquisition . ........... (6.4) — —_ — 5.5 0.9) —_
Unused amounts reversed in the year — 0.4) — — — (0.4) —
Utilised during the year........... — 0.1) (1. 2.2) 3.4 —
Charged to the statement of total
recognised gains and losses. ... .. — — — — — o 3.4
At 28 August 2004 .. ... .. ... ... 37.2 0.5 2.6 5.4 4.5 50.2 (14.2)
Charged/(credited) to the profit and
loss accounts ................. (22.2) 0.7 — 0.8 —_— (20.7) 2.2
Arising on acquisition ............ 24 — — — 10.3 7.9 —
Utilised during the year........... —_ — (2.6) (1.3) 2.1) (6.0) —_
Charged to the statement of total
recognised gains and Josses. . .. .. — — — — — — 2.5
At 3 September 2005............ 12.6 1.2 — 4.9 12.7 314 (9.5)
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Deferred taxation

The potential liability at 30 per cent for deferred taxation, all of which was provided for, is set out below:

30 August 28 August 3 September

2003 2004 2005

) £m £m £m

Capital allowances ......... e 68.4 40.5 16.7
Other timing differences . ... ...... ... ... ... .. . ... 4.5) (3.3) 4.1)
63.9 37.2 12.6

The liability for deferred taxation is stated after anticipated rollover relief in respect of capital gains which may
arise in the event of the sale of properties at their revalued amounts.

As at 30 August 2003, 28 August 2004 and 3 September 2005, no provision was made for deferred tax on gains
arising on the sale of properties where potentially taxable gains were rolled over into replacement assets. Such tax
becomes payable only if the properties are sold without it having been possible to claim rollover relief. As at
30 August 2003 there was no unprovided deferred tax in this respect (28 August 2004: £18.2 million and
3 September 2005: £nil). In addition, as at 30 August 2003 there was £0.9 million of rollover relief claims still
awaiting HM Revenue and Customs approval (28 August 2004: £1.5 million and 3 September 2005: £nil).

Deferred taxation on post-retirement benefits is recognised in full for each of the three financial years. The
pension (liability)/asset on the balance sheet is shown net of deferred tax (note 28).

Other provisions

Other provisions as at 3 September 2005 were included at the fair value of derivative financial instruments held to
manage interest rate risk which will be utilised over the life of the financial instrument. The remainder of the
other provisions, none of which were individually significant, represented the directors’ best estimate of
expenditure required to settle obligations in respect of other liabilities. As at 3 September 2005, the directors
expected that these provisions would be utilised within one year.

Vacant properties provision

Vacant properties provision represents residual lease commitments, after taking into account existing sub-lease
arrangements which the directors expect would be utilised over the remaining lease period.

Taxation provision

Taxation provision represents potential liabilities surrounding the VAT freatment of intra-group transactions.

Closure provisions

Closure provisions established in the financial year ended 28 August 2004 relate to the closure of the Group’s
media outlets, the cessation of its mail order catalogue and closure of distribution outlets. At the financial year
ended 3 September 2005 the directors expect that the provision would be utilised on demand.

22. Share capital

Debenhams Group Holdings Limited (formerly Debenhams plc)

30 August
2003
£
Authorised
750,000,000 Ordinary shares of 10 pence each ....... ... . . ... . . oo, 75,000,000
Called up, allotted and fully paid
365,666,437 Ordinary shares of 10 pence each . ........ ... ... . i, 36,566,644



Baroness Group Holdings Limited

28 August
2004
£
Authorised
10,000 Ordinary shares of £1 each .. ... .. .. . . 10,000
Called up, allotted and fully paid
10,000 Ordinary shares of £1 each .. ... .. .. . i 10,000

Debenhams Retail Holdings Limited

3 September

2005
£
Authorised
10,000,000 Ordinary shares of £0.001 each ... ... . i it it 10,000
100,000 Governance shares of £0.01 each . ... . ... .. . 1,000
3 Subscriber shares of £1 each . ... ... 3
11,003
Called up, allotted and fully paid
10,000,000 Ordinary shares of £0.001 each ......... ... . it 10,000
100,000 Governance shares of £0.01 each . ... ... . . . 1,000
3 Subscriber shares of £1 each .. ... .. . . .. . . 3
11,003
Movements in share capital
Number of
shares £
At 1 September 2002 . ... ... ... . e 368,509,881 36,850,988
Purchase of own shares . ............ .. i e (7,119,593) (711,959)
Issue Of SRAreS . .. i e 4,276,149 427615
At 30 August 2003 ... e 365,666,437 36,566,644
Issue of shares . ... 6,454,673 645,467
Elimination on 2003 AcquiSition. . ... ....... . vt (372,121,110) (37,212,111)
Issue of Baroness Group Holdings Limited shares ........................ 10,000 10,000
At 28 August 2004 . ... ... 10,000 10,000
Elimination on 2005 Acquisition. . ......... .. .00 (10,000) (10,000)
Issue of Debenhams Retail Holdings Limited subscriber shares.............. 3 3
Share for share exchange .. ....... ... i i 10,100,000 11,000
At 3 September 2005 ... ... .. ... 10,100,003 11,003

Financial year ended 30 August 2003

During the financial year ended 30 August 2003 Debenhams Group Holdings Limited (formerly Debenhams plc)
purchased and subsequently cancelled 7.1 million ordinary shares of 10 pence each, representing 1.95% of its
issued share capital, at a total cost of £20.4 million, which was charged to distributable reserves. These purchases
were made at prices ranging from 256 pence per share to 318 pence per share, the weighted average price of all
purchases being 286 pence.

During the financial year ended 30 August 2003, 4.3 million ordinary shares of Debenhams Group Holdings
Limited (formerly Debenhams plc) with an aggregate nominal value of £0.4 million were issued at prices ranging
from 220 pence per share to 433 pence per share under the Sharesave and Executive Share Option Schemes
following the exercise of options, for a total consideration of £7.3 million. The market value of the shares allotted
was £16.8 million and an adjustment to reflect the difference between this value and the proceeds has been made
10 reserves.
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During the financial year ended: 30 August 2003 Debenhams Group Holdings Limited (formerly Debenhams pic)
operated the following share schemes:

Long Term Incentive Plan

In the financial year ended 30 August 2003, Debenhams Group Holdings Limited (formerly Debenhams plc)
operated a Long Term Incentive Plan. Under the Long Term Incentive Plan, awards of shares at a nominal price of
£1 in aggregate were normally exercisable between three and ten years from the date of grant, subject to
performance conditions being achieved over a three-year period. These awards were to be satisfied by the delivery
of existing shares from Debenhams Group Holdings Limited (formerly Debenhams plc)’s ESOP trusts (see
note 24). Details of the options outstanding as at 30 August 2003 are set out below.

Options

Exercfse outstanding

Date of grant Price 2003
m

26 April 2000 . ... Nil 0.8
11 April 2001 ............ R P Nil 0.7
17 April 2002 .. e Nil 0.7
16 APril 2003 . ... i Nil 04
2.6

During the financial year ended 30 August 2003, options over 809,851 shares were exercised under the Long
Term Incentive Plan.

Executive Share Option Schemes

In the financial year ended 30 August 2003, Debenhams Group Holdings Limited (formerly Debenhams plc)
operated an HM Revenue and Customs Approved Executive Share Option Scheme and an Unapproved Executive
Share Option Scheme for executive directors and sehior employees. Subject to satisfaction of the performance
conditions, options were normally exercisable between three and ten years from the date of grant. These options
could be satisfied, at Debenhams Group Holdings Limited (formerly Debenhams plc)’s discretion, either by the
issue of new shares or by the delivery of existing shares from its ESOP trusts (see note 24). Details of the options
outstanding as at 30 August 2003 are set out below:

Options

: . Exercise outstanding

Date of grant Price 2003
i m

26 January 1998 ........ e e e e e 388.50p 2.8
4 Iune 1998 . oo 394.00p 0.1
9 December 1998 .. ... 329.50p 0.5
20 April 1999 .o e 465.50p 0.3
19 October 1999 .. ... ... S 300.00p 0.6
12 April 2000 ..o e e e 181.00p 0.6
18 October 2000 ....... e e e T, 207.00p 1.4
L1 Aprl 2001 ..o e 447.25p 0.3
24 October 2001 .. ... 386.50p 0.7
18 April 2002 .. e 396.00p 0.7
24 October 2002 . .. it e 284.25p 0.6
30 January 2003 ....... P A 257.00p 4.5
13.1

During the financial year ended 30 August 2003, options over 1,314,570 shares were exercised under the
Executive Share Option Schemes.

All Employee Share Option Scheme

In the financial year ended 30 August 2003, Debenhams Group Holdings Limited (formerly Debenhams plc)
operated an HM Revenue and Customs Approved Employee Share Option Scheme for all employees in the UK
not eligibie to participate in the Executive Share Option Schemes. The options were normally exercisable
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between the third and tenth anniversaries of the date of grant. There were two conditions, firstly that the growth in
EPS of Debenhams Group Holdings Limited (formerly Debenhams plc) exceeded the growth in RPI over a three
year period, and secondly that the average price of an Ordinary share, over the period of thirty days ending at
least three years after the date of grant, had increased by 25 per cent from the option price. Debenhams Group
Holdings Limited (formerly Debenhams plc) growth in EPS was substantially above the growth in RPI between
August 1998 and August 2001 and the first condition was therefore satisfied. Options under the All Employee
Scheme therefore became exercisable, only within 14 day periods after Debenhams Group Holdings Limited
(formerly Debenhams plc) announced its interim and final results, if the average share price, for any 30 business
day period ending after 15 February 2002, was at or above 500 pence. The options could be satisfied, at
Debenhams Group Holdings Limited (formerly Debenhams plc)’s discretion, either by the issue of new shares or
by the delivery of existing shares from its ESOP trusts (see note 24). Options for Irish employees were
unapproved and would be satisfied from existing shares held in ESOP trusts. Details of the options outstanding as
at 30 August 2003 are set out below. All movements on these options during the year were due to them lapsing.

Options

Exercise outstanding

Date of grant Price 2003
m

16 February 1999 ... 400.0p 2.5

Sharesave Schemes

In the financial year ended 30 August 2003, Debenhams Group Holdings Limited (formerly Debenhams plc)
operated Sharesave Schemes for all employees in the UK and Ireland. Under the Sharesave Schemes, options
were normally exercisable within six months of either the third, fifth or seventh anniversary of the savings
contract commencement dates. Under the UK’s HM Revenue and Customs approved scheme, these options could
be satisfied, at Debenhams Group Holdings Limited (formerly Debenhams plc)’s discretion, either by the issue of
new shares or by the delivery of existing shares from its ESOP trusts (see note 24). Under the Irish schemes,
options could be satisfied from existing shares held in ESOP trusts. Details of the options outstanding as at
30 August 2003 are set out below.

Options

Contract Exercise outstanding

Date of grant Term Price 2003
m

24 February 1998 .. .. .. .. 5 years 311.0p 0.2
24 February 1998 ... ... ... . 7 years 311.0p 0.2
25 November 1998 ... .. . e 5 years 294 0p 0.1
25 November 1998 ... ... ... 7 years 294.0p —
25 May 1999 . ... 3 years 373.0p —
25 May 1990 . e 5 years 373.0p —
25 May 1999 . .. o 7 years 373.0p —
I0May 2000. .. ..o 3 years 145.0p 0.3
10 May 2000 . ... o 5 years 145.0p 1.5
10 May 2000 . . . oo 7 years 145.0p 04
10 May 2001 . i e 3 years 358.0p 0.6
I0May 2001 . . ..o 5 years 358.0p 0.2
10 May 2001 . .. oo 7 years 358.0p —
16 May 2002 . . ... 3 years 311.0p 0.8
16 May 2002 . . ..o S years 311.0p 0.3
15 May 2003 . .. .o e 3 years 247.0p 2.6
I5May 2003 . ..o 5 years 247.0p 1.5
8.7

During the financial year ended 30 August 2003 options over 3,341,797 shares were exercised under the
Sharesave Scheme.

The Group has taken advantage of the exemptions applicable to HM Revenue and Customs approved SAYE share
option schemes and equivalent overseas schemes under UITF Abstract 17 (revised 2003), whereby the
requirements of the Abstract need not be applied to HM Revenue and Customs approved SAYE schemes.
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Financial year ended 28 August 2004
Following the 2003 Acquisition all share schemes were terminated and the related options vested.

Baroness Group Holdings Limited was incorporated on 4 September 2003 in Jersey, with an authorised share
capital of £10,000 of which £10,000 was allotted and fully paid.

Share based payments
Baroness Employee Limited Partnership (“BELP”)

In June 2004, senior management of the Group were invited by the Remuneration Committee to invest in the
Group through the purchase of units in the BELP which in turn invested in the Baroness Group Limited
Partnership. Management purchased their holding in the Baroness Group Limited Partnership at fair value and
therefore no equity based costs arose in relation to these awards. The partnership is closed to new entrants. As at
28 August 2004, 40,375 ordinary units in Baroness Group Limited Partnership were held by the Baroness
Employee Limited Partnership.

Financial year ended 3 September 2005

As a result of the 2005 Acquisition on 24 May 20035, the shareholders of Baroness Group Holdings Limited, a
company registered in Jersey, received shares and loan notes in Debenhams Retail Holdings Limited in exchange
for their shareholding in Baroness Group Holdings Limited.

The 10,000,000 called up, allotted and fully paid ordinary shares of Debenhams Retail Holdings Limited which
do not carry voting rights, were issued on 24 May 2005 on acquisition of Baroness Group Holdings Limited.
Shareholders are entitled to receive dividends in proportion to the nominal value of their holding of shares. In the
event of a winding up, shareholders are entitled to receive the amount paid in respect of their nominal value
together with any surplus so arising in proportion to the number of ordinary shares held. The holders of ordinary
shares are not entitled to attend or speak at general meetings of members.

The 100,000 called up, allotted and fully paid governance shares of Debenhams Retail Holdings Limited, which
carry voting rights, were issued on 24 May 2005 on acquisition of Baroness Group Holdings Limited.
Shareholders are not entitled to receive dividends. In the event of a winding up, shareholders are entitled to
receive the amount paid in respect of their nominal value together with any surplus so arising in proportion to the
number of Governance shares held. The holders of Governance shares are entitled to attend and vote at general
meetings of members.

The 3 subscriber shares, which do not carry voting rights, were issued on incorporation on 10 May 2005 at £1.00
per share. Following the issue of governance and ordinary shares the subscriber shareholders are no longer
entitled to a dividend. In the event of a winding up, the subscriber shareholders are entitled to receive the amount
paid in respect of the nominal value of their shareholding. The holders of subscriber shares are not entitled to
attend or speak at a general meeting of members.

Share based payments

Following the 2003 Acquisition the Group operated two employee share option/ownership plans during the
financial periods, both of which are described below.

i)  Employee Option Plan

The Employee Option Plan was introduced on 2 September 2004 and options over units in the Baroness Group
Limited Partnership were awarded to certain management of the Group.

On 16 May 2003, the Baroness Group Limited Partnership was dissolved and its members received 9.9999 shares
in Baroness Group Holdings Limited for each ordinary unit held. On 24 May 2005, Debenhams Retail Holdings
Limited acquired the entire share capital of Baroness Group Holdings Limited through a share for share
exchange. The shareholders in Baroness Group Holdings Limited received shares and loan notes in Debenhams
Retail Holdings Limited in exchange for their shareholding in Baroness Group Holdings Limited. The loan notes
issued by Debenhams Retail Holdings Limited were issued to shareholders in direct proportion to their initial
shareholding in Baroness Group Holdings Limited. The Debenhams Retail Employee Trust 2004 received ‘A’
loan notes of £12.8 million as a result of this exchange, which were immediately repaid.

Options are awarded at the discretion of the Group’s remuneration committee and can be awarded to any employee
within the Group at any point in time during each financial period. The contractual life of the options is 10 years.
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The condition associated with the award of the options is that the recipients must be employed by the Group on
flotation or sale. The options do not vest until either the flotation or sale of Debenhams Retail Holdings Limited
therefore no charge has been recognised in this financial information in respect of these options.

A reconciliation of movements in the options issued by the Debenhams Retail Employee Trust 2004 over the
financial periods to 4 March 2006 is shown below:

36 weeks from 17 weeks from

29 August 2004 24 May 2005 to

to 24 May 2005 3 September 2005

Number Number
Outstanding at start of financial period ............................. — 143,189
Granted ... o 15,652 4,615
Forfeited . ... .o (1,332) (4,350)
Qutstanding at the end of the financial period (*)..................... 14,320 142,954
Converted on 16 May 2005. .. ... ... 143,189 N/A

*  As stated above on 16 May 2005 one ordinary unit in Baroness Group Limited Partnership was exchanged for 9.9999 shares in Baroness
Group Holdings Limited. Prior to the conversion, certain employees held options over fractions of ordinary units in Baroness Group
Limited Partnership whereas following the exchange, options could only be held over a whole number of shares.

Baroness Employee Limited Partnership (“BELP”)

In June 2004, senior management of the Group were invited by the Remuneration Committee to invest in the
Group through the purchase of units in the BELP which in turn invested in the Baroness Group Limited
Partnership. Management purchased their holding in the Baroness Group Limited Partnership at fair value. The
partnership is closed to new entrants.

On 16 May 2005, the Baroness Group Limited Partnership was dissolved and its members received 9.999 shares
in Baroness Group Holdings Limited for each ordinary unit held. These shares were subsequently exchanged for
shares and loan notes issued by Debenhams Retail Holdings Limited. In the case of the BELP, a shares in
Baroness Group Holdings Limited was exchanged for a share and a ‘C” loan note in Debenhams Retail Holdings
Limited, in total, ‘C’ loan notes of £22.3 million were issued to the BELP.

377,913 ordinary shares in Debenhams Retail Holdings Limited were held by Baroness Employee Limited
Partnership as at 3 September 2005.

23. Reserves

Share Capital

Premium Redemption Merger
Account Reserve reserve Total
£m £m £m £m
At 1 September 2002 . ......... ... ... ... ... ... ..... 3.3 1.0 43.2 47.5
Purchase of own shares (note 22) ...................... — 0.8 — 0.8
Issue of shares (note 22) ......... ..., 16.4 — — 16.4
At 30 August 2003 ... ... ... 19.7 1.8 43.2 64.7
Issueof shares .......... ... .. . . . i 13.9 — — 139
Elimination on 2003 Acquisition....................... (33.6) (1.8) (43.2) (78.6)
Issue of shares on 2003 Acquisition .................... 1.0 — — 1.0
At 28 August 2004 ... ... ... ... 1.0 — — 1.0
Elimination on 2005 acquisition ....................... (1.0) — — 1.0)
Issue of shares on 2005 acquisition. . ................... — — 1,2009 1,200.9
At 3 September 2005 .. ..... ... ... ... — — 1,200.9  1,200.9

The elimination of the share premium, capital redemption and merger reserve totalling £78.6 million in 2004
represents the pre-acquisition reserves of Debenhams Group Holdings Limited (formerly Debenhams plc) at the
date of the 2003 Acquisition.

Merger reserve
The merger reserve exists as a result of the 2005 Acquisition. The merger reserve represents the difference

between both the nominal value of the share capital and loan notes issued by Debenhams Retail Holdings Limited
and the fair value of Baroness Group at 24 May 2003, the date of the 2005 Acquisition (note 33).
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24. Profit and loss account

‘ £m
At 1 September 2002 .. ... ... 590.8
Purchase of own shares (note 22) . ................. O (20.5)
Purchase of Treasury shares by ESOP . (20.0)
Tssue Of Shares ... .. o e (9.5)
Shares issued from the ESOP on the exercise of options . ...... .. ... .. ... . iiieiinn... 2.8
Actuarial loss on pension scheme . .. ... ... e (20.0)
Movement on deferred tax relating to the pension scheme . ......... ... .. ... ... . .cvion... 6.0
Retained Profit ... .. e e 55.7
At 30 August 2003 ..... ... P 585.3
Retained profit pre 2003 Acquisition (note 33) .. ... ... e 333
Actuarial gain on pension scheme pre 2003 Acquisition....... ... ... .. .. oL S 16.0
Shares issued from the ESOP on the exercise of options .......... ... ... 387
Movement on deferred tax relating to the pension scheme pre 2003 Acquisition . ................ (4.8)
Eliminated on 2003 ACQUISIEION . . ...ttt e (668.5)
Actuarial loss on pension scheme post 2003 Acqu151t1on .................................... (4.8
Movement on deferred tax relating to the pension scheme post 2003 Acquisition ................ 1.4
Retained loss post 2003 Acquisition (Ote 33) ... .. oottt e (61.6)
At 28 August 2004 . . . (65.0)
Retained profit pre 2005 Acqhisition (MOt B33) 1554
Actuarial loss on pension scheme pre 2005 Acquisition . ...... ... it (17.9)
Movement on deferred tax relating to the pension scheme pre 2005 Acquisition ................. 5.3
Eliminated on 2005 ACQUISIHON . . ..ttt ettt e ettt e et (77.8)
Actuarial gain on pension scheme post 2005 AcquisSition .. ...........v i 26.4
Movement on deferred tax relating to the pension scheme post 2005 Acquisition ... ............. (7.8)
Proceeds from settlement of “A” Loan Notes held by DRET ... ..... ... ... ... ... .. .. 12.8
‘C” Loan Notes held by BELP ... ... o 223
Retained loss post 2005 ACqUISIHOM . .. .ottt e e (91.1)
At 3 September 2005 . .. .. (37.4)

The elimination of the profit and loss account totalling £668.5 million in 2004 and £77.8 million in 2005
represents the pre-acquisition reserves of Debenhams Group Holdings Limited (formerly Debenhams plc) and
Baroness Group Holdings Limited at the dates of the 2003 and 2005 Acquisitions.

During the year ended 30 August 2003 the Company. purchased and subsequently cancelled 7.1 million ordinary
shares of 10 pence each, representing 1.95 percent of the issued share capital at the beginning of the year, at a
total cost of £20.4 million, which has been charged to distributable reserves. These purchases were made at prices
ranging from 256 pence per share to 318 pence per share, the weighted average price of all purchases being
288 pence.

Treasury shares

In the financial year ended 30 August 2003, a hedging strategy existed in conjunction with the trustee of the
Employee Share Ownership Plan (“ESOP”) for the provision of shares required on the exercise of options under
Debenhams Group Holdings Limited (formerly Debenhams plc) various employee share schemes. In this
combined and consolidated financial information the assets held within the ESOP are included in the Group’s
balance sheet. A Qualifying Share Ownership Trust (“QUEST”) facilitated the administration of the Sharesave
scheme. As at 30 August 2003 the ESOP and QUEST held 13.1 million shares in Debenhams Group Holdings
Limited (formerly Debenhams plc) with a nominal value of £1,305,599, all of which have been allocated to share
schemes. The market value of these shares at 30 August 2003 was £56.5 million. During the financial year ended
30 August 2003, the ESOP purchased 6.8 million shares with a nominal value of £680,000 for £20.0 million, and
1.2 million shares with a nominal value of £120,000 were issued for £2.8 million.

During the financial year ended 3 September 2005, employee share ownership plans were established (see
note 22). As at 3 September 2005 the nominal value of the shares held by the Group in respect of these schemes
was £594.84. On 24 May 2005 the ordinary units in Baroness Group Limited Partnership held by Debenhams
Retail Employee Trust 2004 (“DRET”) were converted into 216,928 shares in Debenhams Retail Holdings
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Limited and £12.8 million ‘A’ Loan Notes and the ordinary units in Baroness Group Limited Partnership held by
Baroness Employee Limited Partnership (“BELP”) were converted into 377,913 shares in Debenhams Retail
Holdings Limited and £22.3 million ‘C” Loan Notes. The ‘A’ Loan Notes were subsequently repaid resulting in a
cash balance of £12.8 million being held by the DRET.

25. Reconciliation of movements in shareholders’ funds

30 August 28 August 3 September

2003 2004 2005

£m £m £m

Profit/(loss) for the financial year. . ...................... ... 104.2 (28.3) 64.3
Dividends (note 11) .. ... .. {48.5) — —
Retained profit/(loss) for the financial year ................ .. 55.7 (28.3) 64.3
Actuarial (loss)/gain on pension scheme (note 28) .............. (20.0) 112 8.5
Movement on deferred tax relating to pension scheme ........... 6.0 (3.4) 2.5)
Purchase of own shares .......... ... .. .. (20.4) — —
Purchase of Treasury shares by ESOP ............. ... ... ... (20.0) — —
Proceeds from settlement of ‘A’ loan notes heid in ESOP ... .. ... — — 12.8
‘C' Loan Notes held by DRET . . ... ....... ..o, — 223
Elimination on acquisition ... ........ .. . i, — (784.3) (78.8)
Shares transferred by ESOP on the exercise of options. .......... 2.8 38.7 —
[ssue of share capital ............. ... . ... . ... 7.3 15.5 1,200.9
Net increase/(decrease) in shareholders’ funds ............... 114 (750.6) 1,227.5
Opening shareholders’ funds/(deficit) ......................... 675.2 686.6 (64.0)
Closing shareholders’ funds/(deficit) . . ...................... 686.6 (64.0) 1,163.5

26. Financial risk management
Financial Risks and Treasury Management

During the financial year presented the Group had an established treasury policy and had approved procedures
and authority levels within which the treasury function must operate. The Group’s policy during the periods was
to manage risks within an agreed framework whilst not taking speculative positions. The financial risks faced by
the Group during the periods included funding and liquidity, foreign currency risk and interest rate risk.

The policies and strategies for managing these risks which have been used by the Group since the 2003
Acquisition are summarised as follows:

Funding and Liguidity

The Group finances its operations by a combination of debt finance, leases, and retained profits. The objective is
to ensure that there is sufficient cash or working capital facilities to meet the cash flow requirements of the
Group’s business plan. Cash surpluses are placed on deposit for no longer than 3 months only with financial
counterparties with a short term credit rating of A1/P1 or better.

Foreign Currency Risk Management

A substantial proportion of the Group’s imports are paid for in US dollars. The impact of currency movements is
managed through the use of forward contracts or currency options with a settlement period of twelve months or
less. Up to 80 per cent of the first six months forecast purchases and up to 70 per cent of the second six months
are hedged.

The Group does not hedge either economic exposure or the translation exposure arising from the profits, assets
and liabilities of non sterling business whilst they remain immaterial.
Interest Rate Risk Management

Given that since 4 December 2003, the Group has been private equity owned and debt financed, the objective has
been to manage the interest cost of the Group within the constraints of the Group’s business plan and its financial
covenants. During the financial years presented, the Group’s exposure to floating rate interest was within financial
covenants and plan expectation. The aim of the Group’s policy has been to reduce exposure to the effect of
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interest rate movements and to take advantage of low interest rates by hedging an appropriate amount of interest
rate exposure whilst maintaining the flexibility to minimise early termination costs.

The impact of movements in interest rates has been managed through the use of fixed and floating rate debt and
interest rate swaps. Interest rate swaps are usually matched with specific loans for a period of time up to their
maturity or call date.

The Group’s exposure is based on the debt structure. The interest rate profile during the periods presented is
detailed below.

Other than the currency risk disclosures, short term debtors and creditors have been excluded from the following
analysis.

Interest rate risk
Financial year ended 30 August 2003

The maturity and interest rate profiles of financial assets and liabilities after taking account of the interest rate
swaps, used to manage the interest profile were as follows:

30 August 2003

Non-interest
Fixed Floating bearing Total

£m £m £m £m

Sterling borrowings:

— due within One year . .........uiuiiinn i 20.0 66.6 — 86.6
— due after one year but no more than two years ............. — — — —
— due after more than two years but no more than five years . . — —
— due after more than five years. ............ ... ... ... 25.0 34.4 — 59.4

Financial labilities. .. .. ........ ... ... .. ... .. ... ... . ... 45.0 101.0 —  146.0
Sterling:

— Cashatbank andinhand ............. .. ... ... ... .. ... — 13.4 438 18.2
~— Other debtors .. ... . i e — — 0.4 0.4
Financial assets. . ........... .. .. it — 134 5.2 18.6

The weighted average interest rate on the fixed rate borrowings as at 30 August 2003 was 4.9 per cent, with the
weighted average time for which rates were fixed being 3.9 years. Floating rate borrowings were interest bearing
at interest rates based on LIBOR, fixed for periods of up to 12 months. Sterling cash deposits were interest
bearing at rates based on base rates. Non-interest bearing cash refers to cash in stores and a payment to HM
Revenue and Customs. The interest free debtors were payable over the next three years.
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Financial year ended 28 August 2004

The maturity and interest rate profiles of financial assets and liabilities after taking account of interest rate and
currency swaps used to manage the interest profile were as follows:

28 August 2004
Non-interest

Fixed Floating bearing Total
£m £m £m im

Sterling borrowings:
—duewithinone year ........... ... ...ciiiiiinin... 25.0 18.1 —_ 43.1
— due after one year but no more than two years .......... 31.4 11.8 — 43.2
-— due after more than two years but no more than five years 152.7 589 — 2116
— due after more than five years. . ...................... 1,338.5 150.0 — 1,488.5
Euro borrowings:
— due after more than five years. .. ..................... 115.7 — — 115.7
Financial liabilities. . . ........... ... ... ... ... ... ... 1,663.3 238.8 —  1,902.1
Sterling:
— Cashatbank andinhand ............ ... ... ........ 141.4 14.7 1.7 157.8
— Otherdebtors ....... ... .. .. ... .. . — — 0.2 0.2
Euro: :
— Cashatbank andinhand ........................... — 1.5 — 1.5
Financial assets ................ ... ... ... ... v ... 1414 16.2 1.9 159.5

The weighted average interest rate on the fixed rate borrowings as at 28 August 2004 was 9.3 per cent for sterling
borrowings and 9.5 per cent for Euro borrowings, with the weighted average time for which rates are fixed being
6.7 years for sterling borrowings and 8.0 years for Euro borrowings. Floating rate borrowings were interest
bearing at interest rates based on LIBOR. Sterling and Euro cash deposits were interest bearing at rates based on
base rates. Non-interest bearing cash refers to cash in stores. The interest free debtors were receivable over
2 years.

Financial year ended 3 September 2005
The maturity and interest rate profiles of financial assets and liabilities after taking account of interest rate and
currency swaps used to manage interest and currency profile were as follows:

3 September 2005
Non-interest

Fixed Floating bearing Total
£m £m £m £m

Sterling borrowings:
—due withinone year .............. ..., 533 27.1 — 80.4
— due after one year but no more than two years .......... 234 6.8 — 30.2
— due after more than two years but no more than five years 153.8 45.6 — 199.4
— due after more than fiveyears........................ 1,267.6 374.1 —  1,641.7
Financial liabilities. .. ................................ 1,498.1 4536 — 19517
Sterling:
— Cashatbank andinhand ........................... 40.4 19.7 2.0 62.1
— Restricted cash ........... ... ... .. 133 — — 133
Euro:
— Cashatbank andinhand ........................... — 1.1 0.1 1.2
Financial assets ............. . ... ... ... .. ... ........ 53.7 20.8 2.1 76.6

The weighted average interest rate on the fixed rate borrowings as at 3 September 2005 was 7.9 per cent including
the cost of the guarantee for the Loan Notes, with the weighted average time for which rates were fixed being
3.5 years, Floating rate borrowings were interest bearing at interest rates based on LIBOR. Sterling and Euro cash
deposits were interest bearing at rates based on base rates. Non-interest bearing cash refers to cash in stores.
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In all of the periods presented, borrowings have been classified as fixed if there were derivative financial
instruments hedging the floating rate interest for more than one year.

Borrowing facilities
Financial year ended 30 August 2003

At 30 August 2003 the Group had a £250 million multi-currency revolving credit facility in respect of which all
conditions precedent had been met. At this date £50 million had been drawn leaving undrawn committed
borrowing facilities of £200 million. This facility had an expiry date in December 2006. The Group also had a
number of undrawn uncommitted facilities available to: it. At 30 August 2003 these amounted to £55 million.

Financial year ended 28 August 2004

At 28 August 2004 the Group had an undrawn £125 million multi-currency revolving credit facility in respect of
which all conditions precedent had been met.

Financial year ended 3 September 2005

Under the Senior Term Loan agreement a £150 million multi currency revolving credit facility exists. The facility
expires on 31 May 2012. As at 3 September 2005 £¢41.6 million remains undrawn under this facility.

The maturity profile of the Group’s finance leases as at 30 August 2003, 28 August 2004 and 3 September 2005
is shoewn in note 20.

Fair values of financial assets and liabilities

The notional principal amounts and fair values of financial instruments used by the Group in interest risk
management as at 30 August 2003, 28 August 2004 and 3 September 2005 were as follows:

30 August 2003

Notional
principal Book Fair
amount Value Value
£m £m £m
Primary financial instruments
Borrowings: :
— due WIthin ONE YEAT . .. ..ttt i e (86.6) (86.6)
-— due after one year but in no more than two years . .................. — —
— due after more than two years but in no more than five years ......... — —
— due after more than five years . . ... .. .. . i (59.4) (59.4)
Cash at bank and in hand . ......... e 18.2 18.2
Other debtors ... ... e 04 04
Derivative financial instruments held to manage interest rate and
currency risk
INEErest Tate SWAPS « . vt vttt et e 25.0 —_ 2.7
Forward rate agreements .. ... ...t e 20.0 — —
Forward foreign cuirency CORIacts ..............ooeuieinnnnennnann. 136.5 — (3.1)
CUITENCY SWAPS .« . oottt ettt ettt 4.2 — —
Net financial liabilities . . . .............. ... ... .. ... ... . ... ... .... (127.4) (133.2)
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28 August 2004

Notional
principal Book Fair
amount Value Value
£m £m £m
Primary financial instruments
Borrowings:
— due WIthIn ONE YEAr . ..ottt i i it et it i e (43.1) 43.1)
— due after one year but in no more than two years . .................. (43.2) (43.2)
-— due after more than two years but in no more than five years ......... (211.6) (211.6)
—- due after more than five years . ........... ... . . i (1,604.2) (1,622.3)
Cashatbank andinhand ......... ... ... ... .. . . ... i it 159.3 159.3
Other debtors ... ..o e e 0.2 0.2
Derivative financial instruments held to manage interest rate and
currency risk
INEETESE TALE SWADS .+« o vt ettt e e et 939.0 0.6 3.8
Forward foreign CUItency CONIactS .. ..........viuueuneeunennnronnnn 50.5 (0.5) (5.2)
Net financial liabilities . . .. ....... ... .. .. .. .. ... ... ... ... (1,742.5) (1,762.1)
3 September 2005
Notional
principal Book Fair
amount Value Value
£m £m £m
Primary financial instruments
Borrowings:
— due withinone year .......... ... ... .. .. ... (80.4) (80.4)
— due after one year but in no more than two years . . ................. (30.2) (30.2)
— due after more than two years but in no more than five years ......... (199.4) (199.4)
—- due after more than five years . . ....... ... ... ... i (1,641.7) (1,643.3)
Cashatbank and inhand ........ .. ... .. ... . ... .. .. 76.6 76.6
Derivative financial instruments held to manage interest rate and
currency risk
INEErest Tate SWAPS . .. oottt e e e 995.6 (9.6) (21.3)
Interestrate cap ......... ..ot 500.0 — 0.8
Forward foreign currency contracts ..............ooveiviinnnenenn... 84.5 2.0 0.1
Net financial labilities . . ........... . ... .. ... ... . .. (1,882.7) (1,897.3)

As at 30 August 2003, quoted market prices have been used to estimate the fair value of the Group’s currency
hedging instruments.

As at 28 August 2004, quoted market prices have been used to estimate the fair value of listed debt. Fair values of
derivative financial instruments have been calculated at the net present value of future cash flows based on market
rates and the fair value of the quoted deep discounted bonds is quoted at the accrued discounted book value.

As at 3 September 2005, the fair values of derivative financial instruments have been calculated at the net present
value of future cash flows based on market rates.

Currency and exchange risk management
The Group’s functional currency 1s sterling.

During the financial periods presented the principal differences on exchange related to foreign currency
expenditure made by the Group and foreign currency borrowings. The Group used foreign currency forward
coniracts, options and swaps to hedge this exposure. Afier taking account of these derivative instruments the
Group had the following monetary liabilities and assets:

30 August 28 August 3 September

2003 2004 2005

£m £m £m

Net monetary liabilities denominated in US dollars.............. (1.6) 4.6) (19.8)
Net monetary (liabilities)/assets denominated in Euros ........... 0.9) (115.7) 0.4
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Hedges

Unrecognised gains and losses on instruments used for hedging, and the movements during the financial years,

were as follows:

Unrecognised gains and losses on hedges at 1 September 2002 .............

Gains and losses arising in previous years that were recognised during the year

Gains and losses arising in previous years not recognised during the year ... ..
Gains and losses arising during the year not recognised during the year ......

Unrecognised gains and losses on hedges at 30 August 2003 .............

Of which:

Gains and losses expected to be recognised within one year

Gains and losses expected to be recognised after more than one year ........

Unrecognised gains and losses on hedges at 31 August 2003
Gains and losses arising in previous years that were recognised during the year

Gains and losses arising in previous years not recognised during the year . . ...
Gains and losses arising during the year not recognised during the year ......

Unrecognised gains and losses on hedges at 28 August 2004 ...... .. .. ..

Of which:

Gains and losses expected to be recognised within one year

Gains and losses expected to be recognised after more than one year ........

Unrecognised gains and losses on hedges at 29 August 2004
Gains and losses arising in previous years that were recognised during the year

Gains and losses arising in previous years not recognised during the year . . ...
Gains and losses arising during the year not recognised during the year ......

Unrecognised gains and losses on hedges at 3 September 2005 ...........

Of which:

Gains and losses expected to be recognised within one year

Gains and losses expected to be recognised after more than one year ........

30 August 2003

Total net

Gains Losses gains/(losses)
£m £m £m
—  (15.3) (15.3)
— 11.2 11.2
— 4.1) 4.1
0.9 (2.6) (1.7
0.9 (6.7) (5.8)
0.3 4.4 4.1
0.6 2.3) (1.7
09  (6.7) (5.8)

28 August 2004

Total net

Gains Losses gains/(losses)
£m £m £m
0.9 (6.7) (5.8)
(0.9) 6.7 5.8
5.3 (6.2) (0.9)
5.3 (6.2) (0.9)
02  (4.9) @7
5.1 (1.3) 3.8
5.3 (6.2) 0.9)

3 September 20058

Total net

Gains Losses losses

£m £m £m
53 (6.2) (0.9)

(5.3) 6.2 0.9
0.9 (13.1) (12.2)
0.9 (13.1) (12.2)
0.1 .1 2.0
0.8 (11.0) (10.2)
09 (13.1) (12.2)

As at each of 30 August 2003, 28 August 2004 and 3 September 2005, all the unrecognised losses on the hedging

instruments detailed above were expected to be fully matched by gains on the hedged transactions.

At both the 2003 Acquisition and 2005 Acquisition all unrecognised gains and losses were recognised as part of

the fair value exercise performed at each acquisition.
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27. Commitments and contingent liabilities

Annual commitmenis under operating leases:

30 August 28 August 3 September

2003 2004 2005
£m £m £m
Land and buildings:
Expiring withinone year ............ ... i, 0.3 — 1.5
Expiring between two and five years . ... ... ... i 34 39 6.4
Expiring in five years or MOL€ ... ..o ittt i, 516 60.9 99.3
55.3 64.8 107.2
Other:
Expiring within one year ........ ... ... . ... . 1.0 0.1 0.1
Expiring between two and five years . ............ .o, 2.8 1.4 1.6
Expiring in five years o7 MOIe . ... ...ttt 0.3 — —
4.1 1.5 1.7

Financial year ended 30 August 2003

As at 30 August 2003, capital commitments contracted but not provided for by the Group amounted to
£5.3 million.

As at 30 August 2003, Debenhams Group Holdings Limited (formerly Debenhams plc) was committed to pay
inducement fees under a number of different scenarios. It had been agreed with Permira that a fee of £8.5 million
would be paid if, prior to the withdrawal or lapse of Permira’s offer, a higher competing offer for Debenhams
Group Holdings Limited (formerly Debenhams plc) was announced and such an offer subsequently become
unconditional. It had also been agreed with CVC/TPG that in the event of a third party announcing a competing
offer which was subsequently declared unconditional Debenhams Group Holdings Limited (formerly
Debenhams plc) would pay CVC/TPG a fee of up to £8.5 million. On 26 September 2003, Debenhams Group
Holdings Limited (formerly Debenhams plc) modified the inducement fee arrangement with CVC/TPG such that
Debenhams Group Holdings Limited (formerly Debenhams plc) would pay up to £8.5 million in the case of the
withdrawal or lapse of any CVC/TPG offer.

At 30 August 2003, Debenhams Group Holdings Limited (formerly Debenhams plc) also had additional
professional fees of £4.3 million which would become payable contingent upon the Permira offer of 425 pence
per share becoming unconditional. These fees to professional advisors were also contingent upon a final
successful offer price. It was estimated that for every 1 pence increase in the offer price the fees would rise by
approximately £60,000. Based on the offer price of 455 pence per share by CVC/TPG which was announced on
12 September 2003, the Company had contingent fees of £6.1 million as at 30 August 2003. The fees payable by
the Group in connection with the 2003 Acquisition are disclosed in note 6.

Financial year ended 28 August 2004
As at 28 August 2004, capital commitments contracted but not provided for by the Group amounted to
£5.4 million.

Financial year ended 3 September 2005

As at 3 September 20035, capital commitments contracted but not provided for by the Group amounted to
£0.3 million.

As at 3 September 2005, options had been awarded to key management under the Employee Option Plan. These
options will vest on floatation or sale of Debenhams Retail Holdings Limited. The conditions associated with the
awards are that recipients must be employed by the Group on flotation or sale.

28. Pension commitments

During the period under review those Debenhams employees who were eligible on the basis of age, contractual
hours and length of service were entitled to be members of the Group’s UK pension schemes. These schemes are
of the funded, defined benefit type, the assets of which are held in separate trustee administered funds.
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In this financial information, the Group’s pension schemes have been accounted for using the valuations of the
Debenhams Retirement Scheme and the Debenhams Executive Employment Plan as at 31 March 2002.

As at 31 March 2002, the market value of the schemes’ assets was £340.9 million, the actuarial value of which
represented approximately 116 per cent of the benefits that had accrued to members at that date, after allowing for
future increases in earnings. Following the 2002 valuation, contributions to these schemes were increased due
primarily to lower than expected investment returns since the previous valuation and improvements in life
expectancy. There was also a corresponding increase in the Group’s pension cost.

Following the 2005 Acquisition, it was agreed that £47.4 million of additional contribution would be paid to the
Debenhams defined benefit pension schemes. An initial payment of £29.4 million was made on 26 May 2005, the
date of initial draw down of the Senior Term Loan. This will be followed by three payments of £5.0 million,
£6.0 million and £7.0 million respectively on the following three anniversaries of the initial draw down date.

The information required by FRS 17 has been based on the actuarial valuation of the schemes as at 31 March
2002 and was updated at each financial year end by Watson Wyatt, the scheme actuaries. The following
assumptions applied at each financial year end:

31 August 30 August 28 August 3 September

2002 2003 2004 2005

Per annum Per annum Per annum Per annum

% % % %

Price inflation .......... ... ... . i . 2.50 2.50 2.75 2.60
General salary and wage inflation .................... 4.00 4.00 4.25 3.60
Pension increase rate .............cciiiiiiinin... 2.50 2.50 2.75 2.60
Discount rate ............. [P 5.60 5.40 5.75 5.00

In accordance with FRS 17, the assets in the scheme and the expected rates of return were:

At 31 August 2002 30 August 2003 28 August 2004 3 September 2005
Long term Long term Long term Long term
rate of rate of rate of rate of
return return return return
expected expected expected expected
per annuim Value per annum Value per annum Value  per annum Value
% Im % fm % £m % fm
Assets:
Equities...................... 850 1814 850 197.0 840 217.8 8.00 287.0
Bonds ....................... 480 1087 480 1177 490 1238 430 1493
Cash and other assets .......... 4.00 10.1 4.00 6.8 3.75 12.2 3.60 17.3
Total market value of assets. ... 300.2 321.5 353.8 453.6
Present value of scheme liabilities (336.0) (380.7) (401.2) (463.0)
Deficit in scheme ............. (35.8) (59.2) (47.4) (9.4)
Related deferred tax assets ...... 10.7 17.7 14.2 9.5
Net pension (liability)/asset . . . . . (25.1) (41.5) 33.2) 0.1

Deferred tax has been provided for on the pension deficit and on the special contribution paid during the year
ended 3 September 2005. The tax arising on the special contribution during the financial year ended 3 September
2005 has been spread over a number of years causing an increasing in the relevant deferred tax asset at
3 September 2005.
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Analysis of the amount charged to operating profit

CUITENT SETVICE COSL . v vttt it ts sttt ettt e e e s
Past SEIVICE COSL .ottt ettt et e e e e

Total operating charge .............. ... .. ... .. ... .. . ..

Analysis of the amount credited to other finance income
Expected return on pension scheme assets . ..................coou...
Interest on pension scheme liabilities. . .......... ... .. ... ... ...,

Total other finance income . . ............ ... .. ... ... ... .........

30 August 28 August 3 September

2003 2004 2005

£m £m £m

15.7 17.2 14.9

0.3 0.6 0.4

16.0 17.8 15.3

21.0 22.7 25.5
{18.5) (20.2) 22.7)

25 2.5 2.8

Analysis of the amount recognised in statement of total recognised gains and losses (STRGL)

30 August 28 August 3 September
2003 2004 2005
£m £m £m
Actual return less expected return on pension scheme assets. .......... (1.6) 3.1 45.2
Experience gains and losses arising on scheme liabilities ............. 4.4) 1.9 2.0)
Changes in assumption underlying the present value of the scheme
HabIlItES . o ot (14.0) 10.0 (34.7)
Actuarial (loss)/gain recognised in STRGL ... ................. ... (20.0) 11.2 8.5
Movement in deficit during the financial year
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Deficit in the scheme at the start of the year ....................... (35.8) (59.2) 47.4)
Movement in the year:
CUITent SEIVICE COSIS . v vt vt vttt et ettt (15.7) (17.2) (14.9)
COntri bULIONS . oo ittt i e e e s 10.1 15.9 42.0
Past SEIVICE COSES . . ottt e e (0.3) (0.6) (0.4)
Other fiNance iNCOME ... ...ttt ettt e 2.5 2.5 2.8
Actuarial (10SS)/8IN ... ... .. (20.0) 11.2 8.5
Deficit in the scheme at the end of the year ......... ........... .. (59.2) 47.4) 9.4)
History of experience gains and losses
31 August 30 August 28 Avgust 3 September
2002 2003 2004 2005
Difference between the expected and actual return on
SCHEIME @SSEIS: .\ vttt e et ettt e i £(57.6)m £(1.6)m £3.1m £45.2m
Percentage of scheme assets .......................... (19.2)% 0.5)% 0.9% 10.0%
Experience gains/(losses) on scheme liabilities: .......... £5.9m £(4.4)m £(1.9m £2.0)m
Percentage of the present value of scheme liabilities . ... .. 1.8% (1.2)% 0.5)% 0.4)%
Total actuarial (loss)/gain recognised in statement of total
recognised gains and losses: ........... ... .. .. ..., £854)m £20.0)m £11.2m £8.5m
Percentage of the present value of scheme liabilities . ... .. 25.4)% (5.3)% 2.7% 1.8%

Debenhams Stakeholder Pension Scheme

The stakeholder pension scheme was established in April 2005. The contributions made to the scheme during the

year ended 3 September 2005 were £0.1 million.
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29. Reconciliation of operating profit to net cash flow from operations

52 weeks 52 weeks 53 weeks

30 August 28 Angust 3 September

2003 2004 2005

£m £m £m

Operating profit . . ... ... ... .. . . ... 149.1 108.4 183.2
Depreciation charge .. ........ .. i 829 91.3 89.1
Goodwill amOrtisation . . . ... ...\ttt 0.2 31.8 64.5
(Profit)/loss on disposal of fixed assets ................... ... (1.6) 0.9 3.0
Difterence between pension charge and contributions made ........... 59 1.9 (26.7)
Decrease/(increase) in stocks ... .. ... e 5.3 30.8 (29.8)
Increase indebtors. .. ... .. .. e (1.6) (3.5) (7.2)
Increase in creditors and provisions . .............. i 233 28.4 105.8
Net cash inflow from operating activities. .. ............... ... ... 263.5 290.0 381.9

Exceptional cash outflows from operating activities and from returns on investment and servicing of finance were
as follows:

52 weeks 52 weeks 53 weeks
30 August 28 August 3 September
2003 2004 2005
£m £m £m
Cash flows included within ‘Net cash inflow from operating
activities’
Acquisition of Debenhams Group Holdings Limited (formerly
Debenhams ple) ... .. o — 359 —
Group reorganisation . ... ... — 20.7 —
Additional pension contribution on refinancing ..................... — — 29.4
Red Letter Day payment (note 6) ............... ..., — — 2.6
Other exceptional cash outflows . ... ... .. ... .. .. ... ... ..., — 4.7 0.7
Cash flows included within ‘Returns on investment and servicing of
finance’
Finance costs relating to the 2003 refinancing ...................... — 66.9
Finance costs relating to the 2005 refinancing . .............. ... ... — — 39.1
Payment of ‘make whole premium’ on early redemption of High Yield
Bond ... — — 70.6

Financial year ended 28 August 2004
Acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc)

The Group paid exceptional expenses associated with the acquisition of Debenhams Group Holdings Limited
(formerly Debenhams plc), totalling £35.9 million. As a consequence of the failed bid for the acquisition of the
Group, professional fees of £23.9 million and inducement fees to Permira of £8.5 million were incurred. In
addition, termination costs on a number of directors” contracts of £2.1 million and the National Insurance and
stamp duty costs on exercisable share options of £1.4 million were also incurred.

Group reorganisation

As part of the Group’s reorganisation following the 2003 Acquisition, the Group paid £11.5 million of
redundancy costs and £9.2 million of costs associated with the closure of media outlets and the Mea cosmetics
brand.

2003 Refinancing

Exceptional refinancing costs of £66.9 million comprised £33.3 million issue costs on the draw down of the
Senior Facility, High Yield Bonds and Mortgage Facility (see note 19), £26.1 million of directly attributable
bridge finance set-up costs, £6.5 million payment for interest rate swaps not taken up and £1.0 million of Senior
Facility commitment fees.



Other

Other exceptional payments of £4.7 million mainly comprised professional fees relating to the reorganisation of
the Group’s properties and its personnel restructuring.

Additional pension contribution

On refinancing it was agreed that £47.4 million of additional contributions would be paid to the Debenhams
defined benefit pension schemes (“DDBPS”). A payment of £29.4 million was made to the DDBPS on 26 May
2005 (the date of the initial draw-down), to be followed by three payments of £5.0 million, £6.0 million and
£7.0 million respectively on the following three anniversaries of the initial draw down date.

2005 Refinancing

Debt issue costs capitalised in respect of the 2005 refinancing amounted to £39.1 million. See note 19.

The repayment of the High Yield Bond in June 2005 included a ‘make whole premium’ of £70.6 million, which
arose due to the early repayment of the bonds (see note 6).

Red Letter Day

A payment of £2.6 million was paid to Red Letter Day (“RLD") following the acquisition of the assets of this
supplier by a new management team after it went into administration (see note 6).

Other

The Group paid legal and professional costs totalling £0.7 million in relation to the 2005 refinancing (see note 6),
the remaining £1.1 million of exceptional costs include in note 6 were accrued at 3 September 2005 and paid after

the year end.

30. Analysis of net debt
Financial year ended 30 August 2003

At At
1 September Non cash Exchange 30 August
2002 Cash flow movements movement 2003
£m £m £m £m £m

Analysis of net debt
Cash ... .. 294 (11.2) — — 18.2
Bank overdrafts .............. ... ... ...... (97.0) 10.4 — — (86.6)
(67.6) (0.8) — — (68.4)
Debt due within one year .................. — — — — —
Debt due afterone year . ................... — — — — —_
Finance lease obligations . .................. (589.4) — — — (59.4)
(127.0) (0.8) — — (127.8)

Financial year ended 28 August 2004

At At
30 August Non cash Exchange 28 August
2003 Cash flow movements movement 2004
£m £m £m £m £m

Analysis of net debt
Cash ... .. 18.2 141.1 — — 159.3
Bank overdrafts . ......... ... ... ... ... . ... (86.6) 75.3 — — (11.3)
(68.4) 216.4 — — 148.0
Debt due withinone year ................. ... — 31.7) —_ — (31.7)
Debt due afterone year. . ............ .. ...... —  (1,763.9) (3.5) (0.3 (1,767.7)
Finance lease obligations due within one year ... —_ —_ 0.1 — 0.1
Finance lease obligations due after one year .. ... (59.4) — (2.1) — (61.5)
(127.8) (1,579.2) (5.7) (0.3 (1,713.0)
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Financial year ended 3 September 2005

At At
29 August Non cash Exchange 3 September
2004 Cash flow movements movement 2005
£m £m £m £m £m

Analysis of net debt
Cash ... ... . . 159.3 (82.7) — — 76.6
Bank overdrafts ......... ... ... ... ...... (11.3) (0.8) — — (12.1)
148.0 (83.5) — — 64.5
Debt due within one year .................. (31.7) (392.7) 363.5 — (60.9)
Debt due afterone year.................... (1,767.7) 21.8 (30.7) (2.6) (1,779.2)
Finance lease obligations due within one year. . (0.1) — (1.9) — 2.0)
Finance lease obligations due after one year ... (61.5) — 1.6 — (59.9)
(1,713.0) (454.4) 332.5 (2.6) (1,837.5)

As at 3 September 2005 Cash includes restricted cash of £13.3 million held by DRET in relation to the repayment
of the ‘A’ Loan Notes and the accrued interest thereon (see note 24).

In the financial year ended 3 September 2005 the main component of non-cash movements related to the transter
of the Mortgage Facility to The British Land Company Plc. In connection with the deemed disposal of
BF Properties (No. 4) Limited and its subsidiaries the obligation to repay the Mortgage Facility was transferred
(see note 33).

Other non-cash changes in the financial years ended 28 August 2004 and 3 September 2005 comprised
amortisation of issue costs relating to the Group’s debt and increased finance lease obligations.

31. Ultimate parent undertaking
Financial year 30 August 2003

As at 30 August 2003, Debenhams Group Holdings Limited (formerly Debenhams plc) was listed on the London
Stock Exchange.

Financial year 28 August 2004

As at 28 August 2004, the controlling party and ultimate controlling party of Baroness Group Holdings Limited
was Baroness Group Limited, a company incorporated in Jersey, as the general partner of Baroness Group
Limited Partnership, a limited partnership formed under the Limited Partnerships (Jersey) Law 1994. The limited
partners of Baroness Group Limited Partnership were principally funds managed or advised by CVC, TPG and
MLGPE.

Financial year ended 3 September 2005

On 16 May 20035, the Baroness Group Limited Partnership was dissolved and its members received 9.9999 shares
in Baroness Group Holdings Limited for each ordinary unit held. As part of the 2005 Acquisition the
shareholders of Baroness Group Holdings Limited received shares and Loan Notes in Debenhams Retail
Holdings Limited in exchange for their shareholding in Baroness Group Holdings Limited. As at 3 September
2005 the Group is controlled by funds managed or advised by CVC, TPG and MLGPE.

32. Related party transactions

As permitted by FRS 8 ‘Related Party Transactions’ no separate disclosure has been made of transactions and
balances between companies in the Group that have been eliminated in the preparation of this financial
information. All other transactions and balances with related parties of the Group have been detailed below.
Information in respect of key management is given in note 9.
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Financial year ended 28 August 2004

The acquisition of the Debenhams Group Holdings Limited (formerly Debenhams plc) was financed in part, from
the proceeds of the issuance of subordinated deep discounted bonds (due 2014) by Baroness Holdings (UK)
Limited, with a subscription price of £606.6 million (the “Deep Discounted Bonds”). The Deep Discounted
Bonds were issued to Baroness Group Limited Partnership and the proceeds were invested by way of inter-
company loans, equity contributions and purchases of permanent interest bearing securities through intermediate
parent companies to Baroness Retail Limited.

The controlling and related parties held Deep Discounted Bonds. The payments during the year ended 28 August
2004 and the amounts owed to these related parties at 28 August 2004 were as follows:

52 weeks
28 August 2004

Amount
DDB owed at
Repayments 28 August
in the period 2004
£m £m
CVC Y 50.3 177.9
TP G . o e e 58.8 208.2
MLGPE .. e 32.1 113.6
C W00dNOUSE o i e e 04 1.7
R Templeman ... ...t e e 0.5 2.1
L OVering . o 0.3 1.3

(1) Includes amounts paid to the CVC Sharcholder Group and third party investment vehicles controlled by Standard Life (being European
Strategic Partners LP, European Strategic Partners Scottish B LP, European Strategic Partners Scottish C LP, ESP Co-Investment LP,
European Strategic Partners 1-LP and ESP 1I Conduit LP) and TCW (being TCW/Crescent Mezzanine Partners 111 LP, TCW/Crescent
Mezzanine Trust LP and TCW/Crescent Mezzanine Partners III Netherlands LP), to which the CVC Shareholder Group syndicated a
portion of its original investment.

Pursuant to the Amended and Restated Investor Fees Letter between Baroness Retail Limited and entities
affiliated with CVC, TPG and MLGPE, Baroness Retail Limited paid these parties an aggregate advisory fee of
£3.3 million and an aggregate arrangement fee of £14.7 million in connection with services rendered as part of
the 2003 Acquisition and related debt financing. Baroness Retail Limited also agreed to pay an aggregate
monitoring fee of £1.0 million at the end of each financial year to entities affiliated with CVC, TPG and MLGPE.
Under the terms of the agreement, to the extent the monitoring fee cannot be paid each year due to restrictions in
the financing agreements of Baroness Retail Limited, such amounts are deferred until the period in which they
can be paid. In the year ended 28 August 2004 a fee of £0.7 million was charged under this arrangement.

Charges under this arrangement and the amount owed at 28 August 2004 were as follows:

52 weeks
28 August 2004

Charge for Due at
the period period end
£m £m
OV e 0.3 0.3
TP G . 0.3 0.3
MLGPE . e 0.1 0.1
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Financial year ended 3 September 2005

The directors of Debenhams Retail Holdings Limited are officers of the controlling parties. None of the directors
are remunerated by Debenhams. Retail Holdings Limited or any of its subsidiary undertakings.

During the Group reorganisation that took place in May 2005 the shareholders of Baroness Group Holdings
Limited received shares and loan notes in Debenhams Retail Holdings Limited in exchange for their shareholding
in Baroness Group Holdings Limited. The shares and loan notes received were in direct proportion to each
party’s shareholding in Baroness Group Holdings Limited. Funds managed by CVC, TPG and MLGPE received
loan notes to the value of £178.8 million, £210.3 million and £114.8 million respectively on reorganisation. On
26 May 2005 the DRHL Group refinanced its debt structure and the loan notes to the controlling parties were
repaid in full. Interest at a fixed rate of 4.8 per cent per annum was charged on the loan notes. On repayment of
the loan notes interest of £47,000, £55,000 and £30,000 was paid to funds managed by CVC, TPG and MLGPE
respectively. The figures attributable to CVC, above, include warrants paid to the CVC Shareholder Group and
third party investment vehicles controlled by Standard Life (being European Strategic Partners LP, European
Strategic Partners Scottish B LP, European Strategic Partniers Scottish C LP, ESP Co-Investment LP, European
Strategic Partners 1-LP and ESP II Conduit LP) and TCW (being TCW/Crescent Mezzanine Partners HI LP,
TCW/Crescent Mezzanine Trust LP and TCW/Crescent Mezzanine Partners III Netherlands LP), to which the
CVC Shareholder Group syndicated a portion of its original investment.

The controlling and related parties held Deep Discounted Bonds which were repaid in full on 26 May 2005. The
payments during the year ended 3 September 2005 and the amounts owed to these related parties at 3 September
2005 were as follows:

52 weeks
3 September 2005

Amount
DDB owed at
Repayments 3 September
in the period 2005
£m £m
CVC 192.7 —
PG . o e e e 225.5 —
ML GPE . . 123.1 —
C WO0OAROUSE ..ot e 1.8 —
R Templeman .. ...t i e i e 2.2 —
FLOVETIIE « oottt e e 1.4 —

(1) Includes warrants paid to the CVC Shareholder Group and third party investment vehicles controlled by Standard Life (being European
Strategic Partners LP, European Strategic Partners Scottish B LP, European Strategic Partners Scottish C LP, ESP Co-Investment LP,
European Strategic Partners 1-LP and ESP II Conduit LP) and TCW (being TCW/Crescent Mezzanine Partners III LP, TCW/Crescent
Mezzanine Trust LP and TCW/Crescent Mezzanine Partners Il Netherlands LP), to which the CVC Shareholder Group syndicated a
portion of its original investment.

In the financial year ended 3 September 2005, a charge of £1.0 million was incurred under the arrangement for
monitoring fees described above.

Charges under this arrangement and the amount owed at 3 September 2005 were as follows:

53 weeks
3 September 2005

Charge for Due at
the period period end
£m £m
OV . 0.4 0.7
PG . 0.4 0.3
ML GRPE .« e e e 0.2 0.3




33. Acquisitions and disposals of subsidiaries
Financial year ended 28 August 2004
a) Acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc)

The Group purchased Debenhams Group Holdings Limited (formerly Debenhams plc) on 4 December 2003 by
means of a Scheme of Arrangement for a total consideration of £1,757.5 million. The adjustments required to the
book values of the assets and liabilities of the company acquired in order to present the net assets of that company
at fair values, in accordance with Group accounting principles, were £91.4 million.

Book value at

4 December
2003  Revaluation Other Fair value
£m £m £m £m

Acquisition of a subsidiary
Fixed assets
Tangible assets ... ... .. 971.2 101.0 — 1,072.2
Intangible assets . ...... .. . i 0.3 — — 0.3
Current assets
Stock . .o 2539 — — 253.9
Debtors . ... oo 100.3 0.1 (13.1) 87.3
Cashatbank and inhand ...... ... .. ................. 333 — — 333
Current liabilities
Funding debt ... ... . ... i i i (83.0) — _— (83.0)
Other creditors . ........oo i (337.9) (7.8) 29.5 (316.2)
Creditors due in greater than one year
Funding debt ......... ... . ... ... ... .. ... (59.4) — — (59.4)
Provisions for liabilities and charges ................... (66.9) (1.9 2.8 (66.0)
Net assets before pension deficit ..................... 811.8 91.4 19.2 922.4
Pensiondeficit ........ .. .. ... . .. . e (29.5) — — (29.5)
Net assets acquired . ............................... 782.3 91.4 19.2 892.9
Goodwill . ... .. 864.6
Consideration (including transaction costs of £8.8 million) . . . 1,757.5
Satisfied by:
Cash ... e 1,807.2
Net Overdraft acquired .......... ... ... ... ......... (49.7)

1,757.5

The book value of assets and liabilities have been taken from the management accounts of Debenhams Group
Holdings Limited (formerly Debenhams ple) at 4 December 2003 (the date of acquisition).

Revaluation adjustments in respect of tangible fixed assets comprised primarily the valuations of certain
properties and preliminary adjustments to the value of store assets. Professional advisor fees and an inducement
to another potential acquirer of Debenhams Group Holdings Limited (formerly Debenhams plc) have been treated
as fair value adjustments to debtors as they had been prepaid at the acquisition date.

Upon the acquisition of Debenhams Group Holdings Limited (formerly Debenhams plc) a proposed dividend of
£30.4 million ceased to be payable. The proposed dividend would only be payable if the acquisition did not
proceed, and therefore this item was treated as a fair value adjustment to other creditors. Additionally
£0.9 million was provided relating to the fair value of other creditors.

The revaluation of other creditors related to an adjustment of £7.8 million to reflect forward exchange rates at the
date of acquisition on existing forward contracts.

The revaluation of provisions and long term creditors related to the valuation of interest rate swaps at forward
interest rates prevailing at the date of acquisition. Other adjustments related principally to the reassessment of
dilapidation obligations, and deferred taxation on the fair value adjustments referred to above.
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Results of Debenhams Group Holdings Limited (formerly Debenhams plc) prior to acquisition

Set out below are the summarised consolidated profit and loss accounts of Debenhams Group Holdings Limited
(formerly Debenhams plc) for the previous financial year and the period prior to the acquisition extracted from
the Group’s accounting records.

31 August 2003 to 1 September 2002 to

3 December 2003 30 August 2003

£m £m

Gross Transaction Value ... ... .. . . o i, 517.4 1810.2
TUINOVEr ... . e 405.5 1,435.9
OPperating €XpPemSes . . ..o vttt ettt (358.7) (1,272.6)
Profit on ordinary activities before exceptional items ........... 46.8 163.3
Exceptional items........... G 7.7 (14.2)
Profit on ordinary activities before interest . ................ ... 29.1 149.1
Nt INETeSt . . e e (2.1) (4.9)
Taxation . ... ... 6.3 (40.0)
Profit after taxation ... ....... ... .. ... .. .. .. .. e 333 104.2

There were no recognised gains and losses other than those included in the profit and loss account for each
financial year.

Financial year ended 3 September 2005
b) Deemed disposal of BF Properties {No. 4) Limited

On 22 February 2005, the Baroness Group’s effective interest in BF Properties (No. 4) Limited, previously a
wholly owned subsidiary, was reduced as a result of the completion of a transaction with The British Land
Company plc. The reduction in the Baroness Group’s effective interest was accounted for as a deemed disposal in
accordance with FRS 2 ‘Accounting for subsidiary undertakings’.

At the date of the transaction, subsidiary companies of BF Properties (No. 4) Limited held 23 of the department
stores operated by the Baroness Group and had drawn a Mortgage Facility thereon. The amount outstanding on
the Mortgage Facility was £363.5 million. On 22 February 2005 the obligation to repay the Mortgage Facility was
transferred to The British Land Company plc. With the exception of £2.0 million of intercompany debts which
were written off on 21 February 2005, all other intér-company balances between the Baroness Group and BF
Properties (No. 4) Limited and its subsidiaries were repaid following completion of the transaction. Following the
transaction, the Baroness Group continues to operate the relevant department stores under operating lease
agreements with the BF Properties (No. 4) Limited group.

The book value of BF Properties (No. 4) Limited and its subsidiaries on 22 February, the date of the deemed
disposal for accounting purposes, were as follows:

£m
Tangible fixed @sS@tS . . . ..o e e e 3732
Debtors — Baroness Group debtors . ......... .. ... 6.2
Debtors — Other .. ... 0.2
Cash at Bank . ... ..o 59
Creditors — Mortgage facility . ... . ... e (363.5)
Creditors — Baroness Group credifors .. ......ooiii i e (134.4)
CredItOrS — O OT . o\ttt ettt e e e (2.8)
Net liabilities on disposal . . . ..ot (115.2)
Profit on deemed disposal .. ... ... .. ... 117.7
Investment in BF Properties (No. 4) Limited retained after the deemed disposal ............. (3.0)
Consideration paid on deemed disposal ........... ... ... .. ... ... .. . ... 0.5
Consideration satisfied by:
Cash to purchase additional shares in BF Properties (No. 4) Limited ...................... 0.5
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The cash generated by the Baroness Group from the repayment of intercompany debt following the deemed
disposal of BF Properties (No. 4) Limited and its subsidiaries were as follows:

£m
Amounts received in settlement of intercompany creditors . .......... .. ... ... oL 134.4
Amounts paid in settlement of intercompany debtors ......... ... .. .. i, {6.2)
Net cash received on deemed disposal .. ........ ... .. .. 128.2
Less: Cash to purchase additional shares ....... ... ... .. . . i 0.5)
Less: Cash held on disposal . .. ... . (5.9
Net cash received on deemed disposal of subsidiary ......... .. ... ... ... ... ... 0. 121.8

¢)  Acguisition of Baroness Group Holdings Limited (“BGHL”)

Debenhams Retail Holdings Limited purchased Baroness Group Holdings Limited on 24 May 2005 by means of
a share for share exchange. The consideration of £1,790.1 million reflected the value of the Baroness Group
Holdings Limited Group at the date of acquisition. This valuation was based upon external valuations received by
the Directors. The shareholders in Baroness Group Holdings Limited received shares in Debenhams Retail
Holdings Limited together with loan notes, which were in direct proportion to their initial shareholding in
Baroness Group Holdings Limited. The loan notes issued by Debenhams Retail Holdings Limited on
reorganisation amounted to £589.2 million and the value of the shares issued was £1,200.9 million, these shares
had a nominal value of £11,003 (note 22). This purchase was accounted for as an acquisition.

On acquisition, Baroness Group Holdings Limited held goodwill of £812.1 million. For the purposes of
acquisition accounting and in accordance with FRS 7 ‘Fair values in acquisition accounting’ this goodwill has
been excluded from the table below.

Book value at

24 May 2005 Revaluations Fair value
£m £m £m
Acquisition of a subsidiary
Fixed assets
Tangible assets .. ..., 662.3 — 662.3
Intangible assets .. ... 0.2 — 02
Investments . ....... ... . . e 7.2 — 7.2
Current assets
SHOCK . oo 206.0 —_ 206.0
DeEbtors . . 54.5 2.3 56.8
Cashatbankandinhand ......... ... ... ... ... ... ........ 177.8 — 177.8
Current liabilities
Funding debt ... ... .. .. ... . (10.3) — (10.3)
Other creditors . ... e (463.3) — (463.3)
Creditors due in greater than one year
Funding debt ... ... .. . . . (1,302.2) — (1,302.2)
Provisions for liabilities and charges ............. ... ... .... (20.1) (7.9) (28.0)
Net liabilities before pension deficit .. ........ ... ... .. .. .... (687.9) (5.6) (693.5)
Pension deficit . ........ . (45.5) — (45.5)
Net liabilities acquired . ......... ... ... ... ... .. .. ...... (733.4) (5.6) (739.0)
GoodWill . . .o e 2,529.1
Consideration . ...t e 1,790.1
Consideration satisfied by:
Shares issued . ... .. 1,200.9
Loan Notesissued ... ... . i i 589.2
1,790.1

The book value of assets and liabilities have been taken from the management accounts of Baroness Group
Holdings Limited at 24 May 2005.
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The revaluation of debtors of £2.3 million was to reflect the forward exchange rates at the date of acquisition on
existing forward contracts, The revaluation of provisions for liabilities and charges related to the valuation of
interest rate swaps at market value at the date of acquisition.

Results of Baroness Group Holdings Limited prior to acquisition

Set out below are the summarised consolidated profit and loss accounts of Baroness Group Holdings Limited for
the previous financial period and the period to acquisition extracted from the Group’s accounting records.

29 August 2004 to 3 December 2003
24 May 2005  to 28 August 2004

£m £m
Gross transaction value .. ... ..ot e 1,563.9 1,385.5
TUMOVeT . . . e e 1,209.0 1,086.3
OPerating eXPeISES . « . v vt ettt et e e (1,043.1) (671.2)
Profit on ordinary activities before exceptional items....... ... ... 1659 115.1
Exceptional items . ................... e e 116.9 (21.7)
Profit on ordinary activities before interest ...................... 282.8 93.4
FA S A 14105 =) (114.7) (154.9)
TaXAHOM . « . ot ettt e e e e e {12.7) 0.1
Profit/(loss) after taxation .................. ... ... ... . ... . ..... 1554 (61.6)

On 29 November 2004 a Group reorganisation occurred within the Baroness Group. As a result of the
reorganisation the Mortgage Facility was novated to a different Group undertaking and unamortised debt issue
costs of £3.9 million relating to the initial draw down of the Mortgage Facility were written off as an exceptional
item. Legal and professional costs of £566,000 associated with the Group reorganisation were also charged as
exceptional costs. As disclosed in note 6, the Mortgage Facility was subsequently transferred to The British Land
Company Plc Group in connection with the deemed disposal of a group of the Group’s subsidiaries (note 6),
giving rise to exceptional profits of £117.7 million.

34. Principal subsidiaries
Financial year ended 30 August 2003
The principal subsidiary undertakings of Debenhams plc at 30 August 2003 were as follows:

Country of Country of
Company operation registration Activity
Debenhams Retail pic” ...................... UK England Department Store Retailing
Debenhams Retail (Ireland) Limited . ........... Ireland Ireland  Department Store Retailing
Debenhams Properties Limited ................ UK England Property Investment
Debenhams Card Handling Services Limited . . . .. UK England Financial Services
Debenhams Direct Limited ................... UK England Internet Retailing

(1) Investments held directly by Debenhams plc. All other investments are held by subsidiary undertakings.

All of the above companies were wholly owned.
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Financial years ended 28 August 2004 and 3 September 2005

The principal subsidiary undertakings of Baroness Group Holdings Limited at 28 August 2004 and Debenhams
Retail Holdings Limited at 3 September 2005 were as follows:

Company

Baroness Group Holdings Limited' . ..
Debenhams Retail plc .............
Debenhams Group Holdings Limited
(formerly Debenhams plc) ........
Debenhams Finance Holdings
Limited'................. ... ..
Baroness Retail Limited. ...........
Debenhams Retail (Ireland) Limited . .
Debenhams Properties Limited . . . ...
BF Properties (No. 1) Limited. ... ...
BF Properties (No. 2) Limited. . .....
BF Properties (No. 3) Limited. ... ...
Debenhams Card Handling Services
Limited .......................

Date of Country of Country of
Incorporation operation  registration Activity
Jersey Jersey Holding Company
UK England  Department Store Retailing
UK England Holding Company
UK England Holding Company
UK England Holding Company
Ireland Ireland  Department Store Retailing
UK England Property Investment
1 March 2004 UK England Property Investment
26 February 2004% UK England Property Investment
15 March 2004 UK England Property Investment
UK England Financial Services
UK England Internet Retailing

Notes:

(1) Denotes investments held directly by Debenhams Retail Holdings Limited as at 3 September 2005. All other investments were held by

subsidiary undertakings.

(2) Date of incorporation if the Company was incorporated during the financial year ended 28 August 2004 of Financial year ended

3 September 2005.

All of the above companies were wholly owned.
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Section B: Accountants’ Reports and Special Purpose Restated Financial Information for Debenhams
plc in respect of the financial year ended 3 September 2005 and the 26 weeks ended 26 February 2005
and 26 weeks ended 4 March 2006 prepared under IFRS

PRICEAATERHOUSE( QOPERS

PricewaterhouseCoopers LLP
1 Embankment Place
London WC2N 6RH

The Directors

Debenhams plc

1 Welbeck Street

London W1A 1PF

Citigroup Global Markets Limited
Citigroup Centre

33 Canada Square

London E14 5LB

{4] May 2006

Dear Sirs

Debenhams plc — Special Purpose Restated Consolidated Financial Information for the 53 weeks ended
3 September 2003

We report on the special purpose restated consolidated financial information set out on pages 143 to 207 of the
prospectus dated [4] May 2006 of Debenhams ple (the “Company”) for the financial year ended 3 September
2005 (the “2005 restated financial information™). This has been prepared for inclusion in the prospectus dated
[4] May 2006 (the “‘Prospectus’) and in anticipation of the transition by Debenhams plc to preparing
consolidated financial statements using accounting standards endorsed for use by EU entities required to comply
with Regulation EC 1606/2002 (“accounting standards as adopted for use in the EU”) on the basis described in
notes 1 and 2, following the recommendations of the Committee of European Securities Regulators (“CESR”)
for companies preparing one-year financial information for inclusion in prospectuses (CESR/05-054b). As set out
in note 1, the basis may differ from the basis applicable if the 2005 restated financial information comprised the
first financial statements of Debenhams plc under accounting standards as adopted for use in the EU and from the
basis which will be adopted for the 53 weeks ended 3 September 2005 comparative financial information in
Debenhams plc’s consolidated financial statements for the financial year ending 2 September 2006 prepared for
the first time under accounting standards as adopted for use in the EU.

This report is required by item 20.1 of Annex I of the PD Regulation and is given for the purpose of complying
with that item and for no other purpose.

Responsibility

The Directors of Debenhams plc are responsible for preparing the special purpose 2005 restated financial
information on the basis of preparation set out in note 1.

It is our responsibility to form an opinion on the special purpose 2005 restated financial information and to report
our opinion to you.

Basis of opinion

We conducted our work in accordance with Standards for Investment Reporting issued by the Auditing Practices
Board. Our work included an assessment of evidence relevant to the amounts and disclosures in the financial
information. It also included an assessment of the accounting principles used and significant estimates and
judgements made by those responsible for the preparation of the financial information, and whether the
accounting policies are appropriate to the entity’s circumstances, consistently applied and adequately disclosed.
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We planned and performed our work so as to obtain all the information and explanations which we considered
necessary to provide us with sufficient evidence to give reasonable assurance that the financial information is free
from material misstatement whether caused by fraud or other irregularity or error.

Our work has not been carried out in accordance with auditing standards generally accepted in the United States
of America or auditing standards of the Public Company Accounting Oversight Board (United States) and
accordingly should not be relied upon as if it had been carried out in accordance with those standards.

Opinion
In our opinion, the 2005 restated financial information gives, for the purposes of the Prospectus a true and fair
view of the state of affairs of the Debenhams Group as at 3 September 2005 and of its profits, cash flows and

changes in equity for the period then ended, in accordance with the basis of preparation set out in note 1 and in
accordance with the accounting policies as described in note 2.

Declaration

For the purposes of Prospectus Rule 5.5.3R(2)(f), we are responsible for this report as part of the Prospectus and
declare we have taken all reasopable care to ensure that the information contained in this report is, to the best of
our knowledge, in accordance with the facts and contains no omission likely to affect its import. This declaration
is included in the Prospectus in compliance with item 1.2 of Annex I and item 1.2 of Annex III of the
PD Regulation.

Yours faithfully

PricewaterhouseCoopers LLP
Chartered Accountants
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PRICEATERHOUSH(QOPERS

PricewaterhouseCoopers LLP
1 Embankment Place
London WC2N 6RH

The Directors

Debenhams plc

1 Welbeck Street

London W1A 1PF

Citigroup Global Markets Limited
Citigroup Centre

33 Canada Square

London E14 5LB

[4] May 2006

Dear Sirs

Debenhams plc — Special Purpose Consolidated Financial Information for the 26 weeks ended
26 February 2005 and the 26 weeks ended 4 March 2006

We report on the special purpose consolidated financial information set out on pages 143 to 207 of the prospectus
dated {4 May 2006] of Debenhams plc (the “Prospectus™) for the 26 weeks ended 26 February 2005 and the 26
weeks ended 4 March 2006 (together the “interim financial information’’). This has been prepared for inclusion
in the prospectus dated [4] May 2006 and in anticipation of the transition by Debenhams plc to preparing
consolidated financial statements using accounting standards endorsed for use by EU entities required to comply
with Regulation EC 1606/2002 (“accounting standards as adopted for use in the EU”) on the basis described in
notes 1 and 2. As set out in note 1, the basis may differ from the basis which will be adopted in Debenhams ple’s
consolidated financial statements for the financial year ending 2 September 2006 prepared for the first time under
accounting standards as adopted for use in the EU.

This report is required by item 20.1 of Annex I of the PD Regulation and is given for the purpose of complying
with that item and for no other purpose.

Responsibility

The Directors of Debenhams plc are responsible for preparing the interim financial information on the basis of
preparation set out in note 1.

It is our responsibility to form an opinion on the interim financial information set, and to report our opinion to
you.

Basis of opinion

We conducted our work in accordance with Standards for Investment Reporting issued by the Anditing Practices
Board. Our work included an assessment of evidence relevant to the amounts and disclosures in the financial
information. It also included an assessment of the accounting principles used and significant estimates and
judgements made by those responsible for the preparation of the financial information, and whether the
accounting policies are appropriate to the entity’s circumstances, consistently applied and adequately disclosed.

We planned and performed our work so as to obtain all the information and explanations which we considered
necessary to provide us with sufficient evidence to give reasonable assurance that the financial information is free
from material misstatement whether caused by fraud or other irregularity or error.

Our work has not been carried out in accordance with auditing standards generally accepted in the United States
of America or auditing standards of the Public Company Accounting Oversight Board (United States) and
accordingly should not be relied upon as if it had been carried out in accordance with those standards.
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Opinion

In our opinion, the interim financial information gives, for the purposes of the Prospectus a true and fair view of
the state of affairs of the Debenhams Group as at 26 February 2005 and 4 March 2006 and of its profits, cash
flows and changes in equity for the periods then ended, in accordance with the basis of preparation set out in
note 1 and in accordance with the accounting policies described in note 2.

Declaration

For the purposes of Prospectus Rule 5.5.3R(2)(f), we are responsible for this report as part of the Prospectus and
declare we have taken all reasonable care to ensure that the information contained in this report is, to the best of
our knowledge, in accordance with the facts and contains no omission likely to affect its import. This declaration
is included in the Prospectus in compliance with item 1.2 of Annex I and item 1.2 of Annex III of the PD
Regulation.

Yours faithfully

PricewaterhouseCoopers LLP
Chartered Accountants
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Debenhams Group

Consolidated Income Statements — IFRS

For the financial periods ended

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
Note 2005 2006 2005
£m £m £m
Revenue .......... ... ... ... i, 1,608.7 957.8 869.2
Costofsales ......... .. (1,294.9) (755.6) (673.2)
Analysed as:
Cost of sales before exceptional items ................ (1,292.3) (755.6) (673.2)
Exceptional cost of sales ........... .. ... ... ... 8 (2.6) — —
Grossprofit .............. ... ... ... .. ... .... 313.8 202.2 196.0
Dastribution COStS oo vt vi e (43.5) (26.7) (22.5)
Administrative eXpenses ... ..............0.. ... (45.6) (22.4) (29.0)
Analysed as:
Administrative expenses before exceptional items ....... (43.8) (22.4) (29.0)
Exceptional administrative expenses .. ................ 8 (1.8) — —
Operating profit before deemed disposal of
subsidiary . ......... ... . ool 224.7 153.1 144.5
Profit on deemed disposal of subsidiary .......... 8,31 117.7 — 117.7
Operating profit ............................ 7 3424 153.1 262.2
Analysed as:
Operating profit before exceptional items .. ............ 220.1 153.1 144.5
Exceptional operating profit......................... 8 113.3 — 1177
Interest receivable and similar income ........... 10 7.9 3.8 4.5
Interest payable and similar charges ............. 11 (261.1) (79.0) (94.5)
Analysed as:
Interest payable and similar charges before exceptional
TS Lo 11 (168.2) (79.0) (94.5)
Exceptional interest payable and similar charges ........ 8 (92.9) — —
Profit before taxation . ....................... 89.2 77.9 172.2
Taxation . .o e 12 37.6 (23.2) 14.5
hAnalysed as:
Taxation before exceptional items . ... ................ (27.4) (23.2) (21.4)
Taxation credit on exceptional items.................. 12 65.0 — 359
Profit for the financial period attributable to
equity shareholders .. ................. ... .. 28 126.8 54.7 186.7
Earnings per share attributable to the equity shareholders (expressed in pence per share)
Pence Pence Pence
per share per share per share
Basic ... 13 254 10.9 373
Diluted . . ... ... . 13 25.4 10.9 37.3

All Group operations during the financial periods were continuing operations.

The financial information above may not be representative of future results; for example, the historical capital
structure does not reflect the future capital structure. Future interest income and expense, cerfain operating costs,
tax charges and dividends may be significantly different from those that resulted from the historical ownership

structure.
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Debenhams Group

Consolidated Statements of Recognised Income and Expenses — IFRS

For financial periods ended:

53 weeks 26 weeks 26 weeks

3 September 4 March 26 February

Note 2005 2006 2005

£m £m £m

Profit for the financial period . ..................... 126.8 54.7 186.7

Actuarial gain/(loss) recognised in the pension scheme. . . 23 8.5 13 (8.7

Movement on deferred tax relating to the pension scheme 24 (2.5) 0.4) 2.6

Cash flow hedges

— Net fair value gains (net of tax)................... — 12.1 —
— Recycled and adjusted against the initial measurement

of the acquisition cost of inventory............... — 2.0) —

— Reclassified and reported in net profit . ............. — (0.3) —

Net gains/(losses) recognised directly in equity .. ... .. 6.0 10.7 (6.1)

Total recognised income. .......................... 132.8 65.4 180.6

Attributable to the equity shareholders of the Group. . . .. 132.8 654 180.6

Adoption of IAS 32 and IAS 39 (net of tax)........... 2 — (11.6) —
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Debenhams Group

Consolidated Balance Sheets — IFRS

ASSETS

Non current assets

Intangible assets ............ ... .. ..,
Property, plant and equipment . .................
Financial assets ‘

— Auvailable for sale investments ...............
— Derivative financial instruments ..............
Deferred tax assets . ........coovivi ...

Current assets

Financial assets — Derivative financial instruments
Cash and cash equivalents .....................

LIABILITIES

Current liabilities

Financial liabilities

— Bank overdraft and borrowings...............
— Derivative financial instraments ..............
Trade and other payables . .....................
Current tax liabilities .........................
Provisions ............... e e

Net current (liabilities)/assets .................

Non current liabilities

Financial liabilities

— Bank overdraft and borrowings...............
— Derivative financial instruments ..............
Deferred tax liabilities ........................
Other non-current Habilities . ...................
Provisions ........... ..t
Retirement benefit obligation ... ................

Net liabilities . ........ ... ... ... ... . ......

SHAREHOLDERS’ EQUITY

Share capital ......... ... ... i
Share premium account .......................
Other reserves .......... e
METEer IESEIVE ...ttt
Reverse acquisition reserve ....................
Hedging reserve . ........c.ooiiieieninnnnnnn..
Retained earnings ..............ccoovivinn...

Totalequity ............ ... ... .. .. . ...,

As at the end of each financial period
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3 September 4 March 26 February

Note 2005 2006 2005
£m £m £m

14 862.6 864.0 841.0
15 6504 653.6 646.7
16 7.2 8.2 7.2
22 — 2.3 —
24 58.9 65.1 63.9
1,579.1 1,593.2 1,558.8

17 197.2 226.1 181.3
18 54.5 55.4 50.7
54 — —

22 — 1.1 —
19 76.6 159.0 307.1
333.7 441.6 539.1
21 (75.0) (77.6) (15.2)
22 — (1.3) —
20 (387.1) (403.1) (379.9)
—_ (36.9) (17.8)
26 (6.8) (6.0) (6.4)
(468.9) (524.9) (419.3)

(135.2) (83.3) 119.8
21 (1,839.1) (1,824.0) (1,426.2)
22 — (1.8) —
24 (73.8) (78.2) (79.0)
25 (158.8) (175.5) (149.7)
26 (2.4) (2.0) 2.7
23 (9.4) (7.6) (56.7)
(2,083.5) (2,095.1) (1,714.3)
(639.6) (585.2) (35.7)

27 — — —
28 — — 1.0
28 — 1.0 —
28 1,200.9 1,200.9 —
28 (1,199.9) (1,199.9) —
28 — (5.1) —
28 (640.6) (582.1) (36.7)
(639.6) (585.2) (35.7)




Debenhams Group

Consolidated Cash Flow Statements — IFRS

For the financial periods ended

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
Note 2005 2006 2005
£m £m £m
Cash flows from operating activities
Cash generated from operations............... 30 381.9 203.4 220.0
Interest received .. ... ... .. .. i, 8.1 34 44
Interestpaid............ ... ... ... ... (337.0) (74.7) (54.2)
Tax (paid)freceived ......................... (10.4) 18.0 (6.5)
Net cash generated from operating activities . . .. 42.6 150.1 163.7
Cash flows from investing activities
Net cash received on deemed disposal of
subsidiary . ........ ... 3 121.8 — 121.8
Purchase of property, plant and equipment. .. ... (114.2) (51.7) (34.0)
Purchase of stores . .. ...... ... . ... 14 (34.0) —_ —
Proceeds from sale of freehold properties....... 22.0 — —
Proceeds from sale of property, plant and
EQUIPIENt ... .ot 30 26.1 02 0.2
Purchase of investments ..................... 16 (4.2) — 4.2)
Net cash generated from /(used in) investing
activities .. .. ...... ... ... ... . 17.5 (51.5) 83.8
Cash flows from financing activities
Drawdown of Senior Term Loan .............. 21 1,827.6 0.8 —
Senior Term Loan repayment................. 21 — 9.5 —
Mortgage Facility repayment . ................ 21 3.7 —_ 8.7
Repayment of Senior Loan Facilities. .......... 21 (621.0) — (10.9)
Appropriation — settlement of ‘A’ Loan Notes . . 21 (516.8) — —
Appropriation — settlement of ‘B’ Loan Notes . . 21 — (0.8) —
Restricted cash held in DRET ................ 19 13.3 — —
Repayment of Deep Discounted Bonds . ...... .. 21 (514.3) — (80.9)
Repayment of High Yield Bonds.............. 21 (326.7) — —
Net cash used in financing activities ........... (143.6) 9.5) (97.5)
Net (decrease)/increase in cash and cash :
equivalents ................. ... ... ... ... (83.5) 89.1 150.0
Cash and cash equivalents at beginning of financial
period. ... 148.0 64.5 148.0
Cash and cash equivalents at end of financial
period ......... ... ... ... . 19 64.5 153.6 298.0
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Debenhams Group

Notes to the IFRS financial information

For the financial year ended 3 September 2005, financial period ended 4 March 2006 and financial period ended
26 February 2005

1  Basis of preparation and general information
Introduction

The principal activity of Debenhams plc (the “Company”) and its subsidiaries (together the *“‘Group” or the
“Debenhams Group™) is the sale of fashion clothing and:accessories, cosmetics and products for use in the home.
The Group trades from department stores in the UK and Ireland, on the internet and has international franchise
stores. The Company (formerly Debenhams Retail Holdings Limited) was re-registered as Debenhams plc on
18 April 2006.

The financial information presented is for the 26 weeks ended 26 February 2005 (the “financial period ended 26
February 20057), the 53 weeks ended 3 September 2005 (the “financial year ended 3 September 2005") and the
26 weeks ended 4 March 2006 (the “financial period ended 4 March 2006”). The Group prepares its financial
information for the financial year ending on the nearest Saturday to 31 August of a given calendar year, and for
the half year which represents the first twenty six weeks of the financial year.

The principal companies within the Group during the financial period ended 26 February 2003, financial year
ended 3 September 2005 and financial period ended 4 March 2006 are disclosed in note 35.

Basis of preparation

Following admission to the Official List, the Company will be required to prepare statutory consolidated financial
statements which comply with accounting standards as adopted for use in the EU for the year ending 2 September
2006 (the “2006 Financial Statements”) and subsequently.

As a company seeking admission, Debenhams plc is required to present certain historical financial information in
its prospectus on a basis consistent with the accounting policies to be adopted in its financial statements for its
next financial period. Therefore, in addition to financial information for the Group under UK GAAP for the three
financial years ended 30 August 2003, 28 August 2004 and 3 September 2003, the directors of the Company (the
“Directors”) have prepared financial information for the Group (the “IFRS Financial Information™) for the
financial period ended 26 February 2005, the financial year ended 3 September 2005 and the financial period
ended 4 March 2006, on the basis expected to be applicable, insofar as this is currently known, to the first
financial statements of the Company to be prepared in accordance with accounting standards as adopted for use in
the EU.

When the 2006 Financial Statements of the Company are prepared, they will be the first financial statements
prepared by Debenhams plc in accordance with accounting standards as adopted for use in the EU, and as such
will take account of the requirements and options in IFRS 1 ‘First-time Adoption of International Financial
Reporting Standards’ as they relate to the comparatives included therein, being the financial year ended
3 September 2005, and the financial information for the period, being the financial year ended 2 September 2006.

Note 2 below describes how, in preparing the IFRS Financial Information, the Directors have applied accounting
standards as adopted for use in the EU under the, first-time adoption provisions set out in IFRS 1, and the
assumptions they have made about the standards and interpretations expected to be effective and the policies they
expect to adopt in the 2006 Financial Statements. However, certain of the requirements and options in IFRS 1
relating to comparative financial information presented on first-time adoption may result in a different application
of accounting policies in the financial information for the year ended 3 September 2005 from that which would
apply if the financial information were the first financial statements of Debenhams Retail Holdings Limited
prepared in accordance with accounting standards as adopted for use in the EU and, if there are subsequent
changes to the standards or interpretations applicable to the 2006 Financial Statements, the financial information
for the financial year ended 3 September 2005 rhay require adjustment before constituting the comparative
financial information to be included in those 2006 Financial Statements. Furthermore, the Directors, in drawing
up the 2006 Financial Statements, may refine the assumptions used in preparing the IFRS Financial Information
with respect to the options in [FRS 1.

Similarly, if the standards or interpretations applicable to the Group’s consolidated results for the 26 week period
ending 3 March 2007 are different from those: applied in the IFRS Financial Information, the financial
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information for the financial period ended 4 March 2006 may require adjustment before constituting the
comparative financial information to be included in the Group’s consolidated interim results for the 26 week
period ending 3 March 2007.

The Company is not required by the Prospectus Rules of the Financial Services Authority to prepare, for
inclusion in its prospectus, financial information in accordance with accounting standards as adopted for use in
the EU for any financial period commencing before 1 January 2004. Accordingly, the Directors have elected not
to prepare any such information. As a result, this IFRS Financial Information does not include full comparative
financial information and is therefore not a complete set of financial statements in accordance with accounting
standards as adopted for use in the EU.

The TFRS Financial Information has been prepared in accordance with the recommendations of CESR for the
consistent implementation of the European Commission’s Regulation on Prospectuses 809/2004 (CESR/05-054b)
as to the presentation of one financial period information in prospectuses for entities transitioning to accounting
standards as adopted for use in the EU.

Development of the Group

The Company was incorporated on 10 May 2005 and on 24 May 2005, acquired the entire share capital of
Baroness Group Holdings Limited (the “2005 Acquisition”). As a result of this transaction, the ultimate
shareholders in Baroness Group Holdings Limited (being principally funds managed or advised by subsidiaries
and affiliates of CVC Capital Partners Group Sarl (“CVC”), Texas Pacific Group (“TPG”) and funds managed or
advised by Merrill Lynch Global Private Equity (“MLGPE”)) received shares and loan notes in the Company in
direct proportion to their original shareholdings in Baroness Group Holdings Limited. The loan notes issued on
acquisition amounted to £589.2 million, comprising, £516.8 million ‘A’ loan notes (the * ‘A’ Loan Notes”),
£50.1 million ‘B’ loan notes (the *“ ‘B” Loan Notes™) and £22.3 million ‘C’ loan notes (the *“ ‘C’ Loan Notes™),
(together the “Loan Notes™).

Under IFRS 3 ‘Business Combinations’, the acquisition of Baroness Group Holdings Limited by the Company
has been accounted for as a reverse acquisition and the consolidated IFRS Financial Information of the Company
is therefore a continuation of the financial information of Baroness Group Holdings Limited and its subsidiaries.

Prior to the 2005 Acquisition, the ultimate shareholders in Baroness Group Holdings Limited held their shares in
the company through ownership of ordinary units in the company’s immediate parent, the Baroness Group
Partnership Limited. On 16 May 2005, the Baroness Group Limited Partnership was dissolved and its members
received 9.9999 shares in Baroness Group Holdings Limited for each ordinary unit held.

On 26 May 2005, the Group refinanced its debt structure. New senior term loan facilities (the “Senior Term
Loan™) of £2.05 billion were obtained and drawn down in stages, with £1.42 billion being drawn on 26 May 2005
and a further £0.4 billion being drawn on 23 June 2005. The funds received from the new facility allowed the
repayment of the Senior Facility, High Yield Bonds, Deep Discounted Bonds, the A Loan Notes and associated
Ccosts.

2 Accounting policies
First time adoption of International Financial Reporting Standards (FFRS)

In preparing this consolidated financial information the Group has elected to apply certain exemptions available
under IFRS 1 ‘First time adoption of International Reporting Standards’. These are set out in note 34.

Except as discussed below in connection with the adoption of 1AS 32 and IAS 39, with effect from 4 September
2005 and as stated in note 34 in connection with the first time adoption of IFRS, the following principal
accounting policies have been applied consistently in the preparation of this consolidated financial information.

Basis of preparation

This consolidated financial information has been prepared in accordance with IFRS and International Financial
Reporting Interpretations Committee (“IFRIC”) interpretations and with those parts of the Companies Act 1985
applicable to companies reporting under accounting standards as adopted for use in the EU. The consolidated
financial information for the financial period ended 26 February 2005 and for the financial year ended
3 September 2005 has been prepared under the historical cost convention. The consolidated financial information
for the financial period ended 4 March 2006 has been prepared under the historical cost convention, as modified
by the revaluation of certain financial instruments, which include available for sale investments and derivatives.
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The preparation of financial information in conformity with generally accepted accounting principles requires the
use of estimates and assumptions that affect the reporting amounts of assets and liabilities at the date of the
financial information and the reported amount of revenue and expenses during the reporting period. Although
these results are based on management’s best knowledge of the amounts, events or actions, actual results
ultimately may differ from those estimates. '

Consolidation

The financial information comprises a consolidation of the accounts of Debenhams plc and all its subsidiaries.
Subsidiaries include all entities (including special purpose entities) over which the Group has the power to govern
the financial and operating policies. The existence and effect of potential voting rights that are currently
exercisable or convertible are considered when assessing whether the Group controls another entity. Subsidiaries
are fully consolidated from the date on which the Group has the power to control. They are de-consolidated from
the date that control ceases.

Inter-company transactions, balances and unrealised gains on transactions between Group companies are
eliminated. Unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the
asset transferred. Accounting policies of subsidiaries have been changed where necessary to ensure consistency
with the policies adopted by the Group.

Segmental reporting

A business segment is a group of assets and operations engaged in providing products or services that are subject
to risks and rewards that are different from those of other business segments. A geographical segment is engaged
in providing products or services within a particular economic environment that are subject to risks and rewards
that are different from those of segments operating in other economic environments.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents amounts
receivable for goods and services provided in the normal course of business, net of staff discounts and the cost of
loyalty scheme points, and is stated net of VAT and other sales related taxes.

Revenue on department store sales of goods and commission on concession sales are recognised when goods are
sold to the customer. Retail sales are usually in cash or by credit or debit card. Internet sales are recognised when
the goods are delivered to the customer. Revenue from gift vouchers and gift cards sold by the Group are
recognised on the redemption of the voucher.

It is the Group’s policy to sell its products to the end customer with a right of return. Accumulated experience is
used to estimate and provide for such returns at the time of sale.

Interest and dividend income recognition

Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective interest
rate applicable, which is the rate that exactly discounts estimated cash receipts through the expected life of the
financial asset to the asset’s net carrying amount.

Dividend income from investments is recognised when the shareholders’ rights to receive payment have been
established.

Dividend distribution

A dividend distribution to the Group shareholders is recognised as a liability in the Group’s financial statements
in the period in which the dividends are approved by the Group shareholders.

Retirement benefit costs

The liability recognised in respect of defined benefit schemes is the present value of the defined obligation at the
balance sheet date less the fair value of the plan assets. The defined benefit obligation is calculated annually by
independent actuaries using the projected unit credit method. The present value of the defined benefit obligations
is determined by discounting the estimated future cash outflows using interest rates of high-quality corporate
bonds that are denominated in sterling, and that have terms to maturity which approximate to the terms of the
related pension liabilities.
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Actuarial gains and losses are recognised in full in the period in which they occur. They are recognised outside
the income statement and presented in the statement of recognised income and expenses.

Past service costs are recognised immediately in the income statement, unless the changes in pension plans are
conditional on the employees remaining in service for a specified period of time (the vesting period). In this case,
the past service costs are amortised on a straight-line basis over the vesting period.

For the stakeholder pension scheme the amount charged to the income statement in respect of pension costs and
other post retirement benefits are the contributions payable in the period. Differences between contributions
payable in the period and contributions actually paid are shown as either accruals or prepayments in the balance
sheet.

Share based payments

The fair value of shares issued through the employee share schemes is charged as an operating cost over the
period of performance of the employee in respect of which rights to acquire the shares are granted. The effect of
uncertainty, as to whether any performance criteria will be met, is dealt with by estimating the probability of the
shares vesting.

Taxation
Taxation expense represents the sum of current tax and deferred tax.

Current tax is based on taxable profits for the financial period using tax rates that have been enacted or
substantially enacted by the balance sheet date. Taxable profit differs from net profit as reported in the income
statement because it excludes items of income or expenses that are taxable or deductible in other years and it
further excludes items that are never taxable or deductible.

Deferred tax is provided in full, using the liability method, on temporary differences arising between the tax bases
of assets and liabilities and their carrying amounts for financial reporting purposes. If deferred tax 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 profit or loss, it is not accounted for. Deferred tax is determined
using tax rates that have been enacted or substantially enacted at the balance sheet date and are expected to apply
when the related deferred income tax asset is realised or the deferred tax liability is settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be available
against which the temporary differences can be utilised.

Deferred tax is provided on temporary differences arising on investments in subsidiaries, except where the timing
of the reversals of the temporary differences is controlled by the Group and it is probable that the temporary
differences will not reverse in the foreseeable future,

Deferred tax is charged or credited in the income statement, except when it relates to items charged or credited
directly to equity, in which case the deferred tax is also dealt with in equity.

Foreign exchange

a) Functional and presentational currency

Items included in the financial information 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’’). The consolidated
financial information is presented in sterling, which is the Group’s functional and presentational currency.

b) Group companies

The results and financial position of all Group entities that have a functional currency different from the
presentation currency are translated into the presentation currency 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 (unless this average is not a reasonable
approximation of the cumulative effect of the rates prevailing on the transaction dates, in which case income
and expenses are translated at the dates of the transaction); and

*  All resulting exchange differences are recognised as a separate component of equity.
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c) Transactions and balances

Transactions denominated in foreign currencies are translated into the respective functional currency at average
monthly rates. Monetary assets and liabilities denominated in foreign currencies are translated into sterling at the
rates ruling at the balance sheet date. Differences on exchange are taken to the income statement.

Leased assets

a) Finance leases

Leases of property, plant and equipment which transfer substantially all the risks and rewards of ownership to the
Group are classified as finance leases. Finance leases are classified as a financial liability and measured at
amortised cost. Finance leases: are capitalised at the inception of the lease at the lower of the fair value of the
leased property, plant and equipment or the present value of the minimum lease payments and depreciated over
the period of the lease. The resulting lease obligations: are included in liabilities.

Lease payments are apportionéd between finance charges and reduction of the lease obligation so as to achieve a
constant rate of interest on the remaining balance of the liability.
b} Operating leases

All other leases are classified as operating leases. Rentals payable under operating leases, net of lease incentives,
are charged to the income staterment on a straight-line basis over the period of the lease.

Where property lease contracts contain guaranteed fixed minimum incremental rental payments, the total
committed cost is determined and is calculated and amortised on a straight-line basis over the life of the lease.
Intangible assets

a)  Goodwill

!
Goodwill on acquisition of subsidiaries represents the excess of the cost of an acquisition over the fair value of
the Group’s share of the net identifiable assets of the acquired subsidiary. Goodwill on acquisition of subsidiaries
is included in intangible assets. Goodwill is not amortised, but tested annually for impairment, or when trigger
events occur, and carried at cost less accumulated impairment losses.

b) Other Intangible assets,

Acquired Licences and Trademarks are capitalised at cost and are amortised on a straight-line basis over their
useful life, not to exceed 10 years.

Internally generated software costs, where it is clear that the software developed is technically feasible and will
be completed and that the software generated will generate economic benefit, are capitalised as an intangible
asset. The software is amortised on a straight-line basis over its useful economic life, being 3 to 8 years.

Property, plant and equipment
It is the Group’s policy to hold properties at cost, subject to the requirement to test assets for impairment.

Depreciation is provided at the following rates per annum to write off the cost of property, plant and equipment,
less residual value, on a straight-line basis from the date on which they are brought into use:

Freehold land. ... ... .. .. o Not depreciated

Freehold buildings. . ......... ..o i 1 per cent

Long leaseholds including landlords’ fixtures and fittings . ........ 1 per cent or life of lease if shorter
Short leaseholds including landlords’ fixtures and fittings .. ....... 1 per cent or life of lease if shorter
Retail fixtures and fittings. ........ ... ... i 5 — 20 per cent

Office equipment. .. ... ...oiitt it i i 10 per cent

Computer equIPMENt. . ..\t e 162 — 33Y; per cent

Vehicles .............. R 25 per cent or life of lease if shorter

The assets’ useful economic lives are reviewed, and adjusted if appropriate at each financial period end.

Gains and losses on disposal are determined by comparing proceeds with carrying amount. These are included in
the income statement.
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Included within property, plant and equipment are assets in the course of construction. These assets comprise
stores, which are under construction, including costs directly attributable to bring the asset into use. Transfers to
the appropriate category of property, plant and equipment are made when the store opens. No depreciation is
provided on stores or assets under construction.

Impairment testing

Assets that have an indefinite useful life are not subject to amortisation and are tested annually for impairment.
Assets that are subject to amortisation are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying value may not be recoverable. An impairment loss is recognised for the amount by
which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an
assets fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at
the level of the stores, which is the lowest level for which there are separately identifiable cash flows (cash
generating units).

Available for sale investments

{a) Financial period ended 26 February 2005 and financial year ended 3 September 2005

Investments are held at cost less any provision for diminution in value.

(b) Financial period ended 4 March 2006
The group classifies its investments as available for sale financial assets.

Available for sale financial investments are non-derivative assets. They are included in non-current assets unless
management intends to dispose of the investment within 12 months of the balance sheet date. Investments are
initially recognised at fair value plus any transaction costs and are subsequently carried at fair value. If a fair
value for an investment can not be reliably measured, due to the variability in the range of reasonable fair value
estimates being significant, or the probabilities of the various estimates within the range not being able to be
reasonable assessed, that investment will be carried at cost.

An impairment test is performed annually on the carrying value of the investment. An impairment loss is
recognised for the amount by which the assets carrying value exceeds its recoverable amount.

Inventories

Stocks are stated at the lower of cost and net realisable value using the retail method and represent goods for
resale. Concession stocks are not included within stocks held by the Group.

Trade receivables
(a) Financial period ended 26 February 2005 and financial year ended 3 September 2005

Trade receivables are recognised at their original amount less an allowance for any doubtful amounts. An
allowance is made when collection of the full amount is no longer considered probable.

(b) Financial period ended 4 March 2006

Trade receivables, defined as loans and receivables in accordance with IAS 39, are recorded initially at fair value
and subsequently measured at amortised cost using the effective interest method for any doubtful amounts. A
provision for impairment of trade receivables is established when there is evidence that the Group will not be able
to collect all amounts due according to the original terms of the receivables. The amount of the provision is the
difference between the assets carrying amount and the present value of future cash flows discounted at the
effective interest rate. The movement in the provision is recognised in the income statement.

Any other trade receivables are recognised at their original amount less an allowance for any doubtful amounts.
An allowance is made when collection of the full amount is no longer considered probable.
Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at the bank, other short term liquid investments
with original maturities of three months or less. Bank overdrafts are shown within borrowings in current
liabilities.

152




Borrowings
(a) Financial period ended 26 February 2005 and financial year ended 3 September 2005

All borrowings are initially stated at the fair value of the consideration received after deduction of issue costs.
Issue costs together with finance costs, are charged to the income statement over the term of the borrowings and
represents a constant proportion of the balance of capital repayments outstanding.

(b) Financial period ended 4 March 2006

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are subsequentiy
stated at amortised cost, any difference between the proceeds (net of transaction costs) and the redemption value
is recognised in the income statement over the period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of
the liability for at least twelve months after the balance sheet date.

Borrowing costs

Borrowings costs that are facility costs, are recognised initially at fair valve, and are amortised over the term of
the facilities at a constant rate on the carrying amount -of the facility.

Trade payables

(a) Financial period ended 26 February 2005 and financial year ended 3 September 2005

Trade payables are stated at cost.

(b) Financial period ended 4 March 2006

Trade payables, defined as financial liabilities in accordance with IAS 39, are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest method. Any other trade payables are stated
at cost.

All of the trade payables are non-interest bearing.

Provisions

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events
and where it is more likely than not an outflow of resources will be required to settle the obligation, and the
amount has been reliably estimated.

Share capital

Ordinary, governance and subscriber shares are classified as equity.

Incremental costs directly attributable to the issue of new shares in equity are shown as a deduction, net of tax,
from the proceeds.

Derivatives

(a) Financial period ended 26 February 2005 and financial vear ended 3 September 2005

The Group uses various derivative financial instruments to reduce exposure to foreign currency and interest rate
risks. Derivative financial instruments are accounted for using hedge accounting to the extent that they are held to
hedge a financial asset or liability or future expenditure. When a derivative financial instrument ceases to be a
hedge, either as a result of the underlying asset or liability being extinguished, or because a future event is no
longer likely to occur, the derivative is accounted for in the income statement when the underlying exposure
ceases to exist. The Group policy is not to use derivative financial instruments for speculative purposes.

(b) Financial period ended 4 March 2006

The derivative instruments used by the Group to manage its interest rate and currency risk are interest rate swaps
and forward currency contracts respectively.

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are
subsequently re-measured at fair value. The method of recognising the resulting gain or loss depends on whether
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the derivative is designated as a hedging instrument, and if so, the nature of the item being hedged. The Group
designates certain derivatives as hedges of highly probable forecast transactions (cash flow hedges).

Derivatives are recognised using trade date accounting.

The Group documents at the inception of the transaction the relationship between hedging instruments and
hedged items as well as its risk management objective and strategy for undertaking various hedge transactions.
The Group also documents its assessment, both at the inception and on an ongoing basis, of whether the
derivatives that are used in hedging transactions are highly effective in offsetting changes in cash flows of hedged
items.

i) Cash flow hedges

The effective portion of the changes in fair value of derivatives that are designated and qualify as cash flow
hedges are recognised in equity. The gain or loss relating to the ineffective portion is recognised immediately in
the account of the income statement which will be affected by the underlying hedged item.

Amounts accumulated in equity are recycled and adjusted against the initial measurement of the underlying
hedged item when the underlying hedged item is recognised on the balance sheet or in the income statement.

When a hedged instrument expires or when a hedge no longer meets the criteria for hedge accounting, any
cumulative gain or loss existing in equity at that time is immediately recognised in the account of the income
statement which will be affected by the original underlying hedged item. When a forecasted transaction is no
longer expected to occur, the cumulative gain or loss that was reported in equity is immediately transferred to the
account in the income statement which would have been affected by the forecasted transaction.

ity Derivatives that do not qualify for hedge accounting

Certain derivatives do not qualify for hedge accounting. Changes in fair value of any derivative instruments that
do not qualify for hedge accounting are recognised immediately in the income statement as cost of sales.

iti) Embedded derivatives

Where the risks and characteristics of derivatives embedded in other contracts are not closely related to those of
the contracts, and the whole contract is not carried at fair value with gains or losses reported in the income
statement, the derivative is separated from that host contract and measured at fair value, with fair value
movements reflected in the account in the income statement which will be affected by the underlying host
contract.

Change in accounting policy — First time adoption of IAS 32 and IAS 39

In accordance with IFRS 1, the Group has elected not to apply IAS 32 “Financial Instruments: Disclosure and
Presentation’”, and IAS 39 “Financial Instruments: Recognition and Measurement” to the financial periods
ended 26 February 2005 and the financial year ended 3 September 2005. Accordingly, the Group has continued to
apply UK GAAP in the accounting for and disclosure of financial instruments in those periods.

The adoption of IAS 32 and TAS 39 with effect from 4 September 2005 results in a change in the Group’s
accounting policy for financial instruments. The impact of these standards on the Group’s balance sheet is shown
below.

The principal impacts of IAS 32 and IAS 39 on the Group’s financial statements relates to the recognition of
derivative financial instruments at fair value. Any derivatives that do not qualify for hedge accounting are held on
the balance sheet at fair value with the changes in value reflected through the income statement. The accounting
treatment of derivatives that qualify for hedge accounting depends on how they are designated.

Cash flow hedges

Under IAS 39, derivative financial instruments that qualify for cash flow hedges are recognised on the balance
sheet at fair value with corresponding fair value changes deferred in equity. The Group hedges:

*  foreign currency exposures on inventory purchases,

*  interest rate risk through using interest rate swaps.
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Funding debt has previously been reported net of accrued interest, with interest being shown in accruals.
Following the adoption of IAS 32, funding debt includes all accrued interest. This reclassification of accrued
interest has decreased accruals and increased bank overdraft and borrowings.

The adjustments to the balance sheet as at 4 September 2005 are as follows:

Opening balance Effects of

sheet at adopting Position at
4 September IAS 32 and 4 September
2005 IAS 39 2005
£m £m £m
Non current assets
Financial assets
— Available for sale investments .. ............ ... ... 7.2 1.0 8.2
— Derivative financial instruments . .. ......... ... .. irua... — 0.8 0.8
Deferred taX asset .. .....oooovir e 58.9 5.4 64.3
Current assets ‘
Financial assets — Derivative financial instruments ............ —_— 14 1.4
Current liabilities
Financial liabilities
— Bank overdraft and borrowings . ......... ... . Lo (75.0) 0.4) (75.4)
— Derivative financial instruments . ............... PP — (1.5) (1.5)
Trade and other payables
—— ACCIUALS . . . v e (125.4) 4.5 (120.9)
Non-current liabilities
Financial liabilities
— Bank overdraft and borrowings . ............... e (1,839.1) (1.5) (1,840.6)
— Derivative financial instruments . ......................... — (21.3) (21.3)
Impact on netassets ................. ... ..., (11.6)
Other reserve ............ e e e e 1.0
Hedging reserve .. ...t i (14.9)
Retained earmings . . .. .. ovv it vttt e 2.3
Impact on equity shareholders’ funds...................... (11.6)

The adjustment to available for sale investments relates to the increase in the carrying value of the Group’s
investment in BF Properties (No. 4) Limited (see note 16). Adjustments to derivative financial instruments and
deferred tax assets relate to the recognition on the balance sheet of the fair value of derivative financial
instruments and the deferred tax impact thereof. Adjustments to Bank overdrafts and borrowings and Trade and
other payables relate to the reclassification of accrued interest described above.
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New standards and interpretations

During the vear, the International Accounting Standards Board (IASB) and International Financial Reporting
Interpretations Committee (IFRIC) issued the following standards and interpretations which are effective for
annual accounting periods beginning on or after the stated effective date. These standards and interpretations are
not effective for and have not been applied in the preparation of this financial information:

International Accounting Standards (IFRS/IASs) Effective date

IFRS 7  Financial Instruments: Disclosures 1 January 2007
IAS 1 Amendment — Presentation of Financial Statements: Capital Disclosures 1 January 2007
IAS 21 Amendment — Net investment in Foreign Operation (Yet to be adopted by 1 January 2006

the EU)

IAS 39  Fair value option 1 January 2006
IAS 39  Cash Flow Hedge Accounting of Forecast Intra-group Transactions 1 January 2006
IAS 39  Amendment to IAS 39 and IFRS 4 — Financial Guarantee Contracts 1 January 2006

IFRIC Interpretations

IFRIC 4 Determining whether an arrangement contains a lease 1 January 2006

IFRIC 5 Rights to Interests arising from Decommissioning, Restoration and 1 January 2006
Environmental Rehabilitation Funds

IFRIC 6 Liabilities arising from Participating in a Specific Market — Waste 1 December 2005

Electrical and Electronic Equipment
IFRIC 7 Applying the Restatement Approach under IAS 29 — Financial Reporting in 1 March 2006
Hyperinflationary Economies (Yet to be adopted by the EU)
IFRIC 8 Scope of IFRS 2 (Yet to be adopted by the EU) 1 May 2006
[FRIC 9 Reassessment of Embedded Derivatives (Yet to be adopted by the EU) 1 June 2006

The Group does not anticipate that the adoption of these standards and interpretations will have a material impact
on the Group’s financial statements on adoption.

3  Financial risk management

(a) Financial Risks and Treasury Management

The Group’s activities expose it to a variety of financial risks:
*  Funding and liquidity risk;

e (Credit risk;

*  Foreign exchange risk; and

¢ Cash fiow interest rate risk.

The Group’s overall risk management programme focuses on the unpredictability of financial markets and seeks
to minimise potential adverse effects on the Group’s financial performance. The Group uses derivative financial
instruments to hedge certain risk exposures.

The Board has established an overall treasury policy and has approved procedures and authority levels within
which the treasury function (““Group Treasury”) must operate. The Finance Director conducts a treasury review
at least monthly. The Board receives regular reports covering treasury activities. Treasury policy is to manage
risks within an agreed framework whilst not taking speculative positions.

The policies and strategies for managing these risks are summarised as follows:

(i) Funding and liquidity risk

Prudent liquidity risk management implies sufficient cash and marketable securities, the availability of funding
through an adequate amount of committed credit facilities and the ability to close out market positions. Due to the
dynamic nature of the underlying business, Group Treasury aims to maintain flexibility in funding by keeping
committed credit lines available.
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The Group finances its operations by a combination of debt finance, leases and retained profits. The objective is
to ensure that there is sufficient cash or working capital facilities to meet the cash flow requirements of the Group
for its current business plan.

(ii) Credit risk

The Group has no significant concentrations of credit risk. Sales to retail customers are made in cash or by credit
and debit cards, wholesale sales of products to franchisees are made to customers with an appropriate credit
history. Derivative counterparties and cash transactions are limited to high credit-quality financial institutions.
The Group has policies that limit the amount of credit exposure to any one financial institution. Cash surpluses
are placed on deposit for no longer than three months, and only with financial counterparties with a short-term
credit rating of A1/P1 or better.

(iii) Foreign exchange risk

The Company’s functional currency is sterling. The Group operates internationally and is exposed to foreign
exchange risk arising from various currency exposures, primarily with respect to the US dollar. Foreign exchange
risk arises from future commercial transactions relating to imports.

To manage the foreign exchange risk, entities in the Group use forward currency contracts transacted by Group
Treasury. Foreign exchange risk arises when commercial transactions are denominated in a currency that is not
the entity’s functional currency. Group Treasury is responsible for managing the exposure in each foreign
currency by using external forward currency contracts with a settlement of twelve months or less, up to 80 per
cent of the first six months forecast purchases and up to 70 per cent of the second six months are hedged.

The Group does not hedge either economic exposure or the translation exposure arising from the profits, assets
and liabilities of non-sterling business even though they remain immaterial.

(iv) Cash flow interest rate risk

The Group’s interest rate risk arises from long-term borrowings. Borrowings are issued at variable rates that
expose the Group to cash flow interest rate risk.

The interest exposure of the Group is managed within the constraints of the Group’s business plan and the
financial covenants under its facilities. The Group’s exposure to floating rate interest is within financial covenants
and planned expectation. The aim is to reduce exposure to the effect of interest rate movements and to take
advantage of low interest rates by hedging an appropriate amount of interest rate exposure whilst maintaining the
flexibility to minimise early termination costs.

The impact of movements in interest rates is managed through the use of floating rate debt and interest rate swaps
and caps. These are usually matched with specific loans for a period of time up to their maturity or call date.

The Group’s main exposure is based on its senior facilities and fixed rate loan notes.

(b) Fair value estimates

The fair value of interest rate swaps is calculated as the present value of the estimated future cash flows. The fair
value of forward currency contracts has been determined based on market forward currency exchange rates at the
balance sheet date.

The fair values of short-term deposits, loans and overdrafts with a maturity of less than one year are assumed to
approximate to their book values. In the case of the Group’s loans due in more than one year, the fair value of
financial liabilities for disclosure purposes is estimated by discounting the future contractual cash flows at the
current market interest rates available to the Group.

Where market values are not available, fair values. of financial assets and liabilities have been calculated by
discounting expected future cash flows at prevailing interest rates and by applying year end exchange rates,
4  Segmental reporting

A business segment is a group of assets and operations engaged in providing products or services that are subject
to risks and returns that are different from those of other business segments. A geographical segment is engaged
in providing products or services within a particular economic environment that are subject to risks and returns
that are different from those of segments operating in other economic environments.
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Based on an analysis of risks and returns, the Directors consider that the Group has only one identifiable business
segment, retailing. The Directors consider that no further segmentation is appropriate, as all of the Group’s
operations are subject to similar risks and returns and exhibit similar long-term financial performance.

All material operations of the Group are carried out in the UK and therefore no geographical segmentation is
disclosed. Consequently, the Group has considered business segmentation as the primary segmentation, with a
single separately reportable segment, retailing.

5 Gross transaction value

Revenue from concessions is required to be shown on a net basis, being the commission received rather than the
gross value achieved by the concessionaire on the sale. Management believe that gross transaction value, which
presents revenue on a gross basis before adjusting for concessions, staff discounts and the cost of loyalty scheme
points, represents a good guide to the value of the overall activity of the Group.

53 weeks 26 weeks 26 weeks

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Gross fransaction value . ......... ... . 2,086.8 1,216.8 1,113.3

6 Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.

Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by
definition, seldom equal the related actual results. The estimates and assumptions that have a significant risk of
causing a material adjustment to the carrying amounts of assets and liabilities within the next financial period are
discussed below.

Estimated impairment of goodwill

The Group tests whether goodwill has suffered any impairment, in accordance with the accounting policy stated
in note 2. The recoverable amounts of cash-generating units have been determined based on value-in-use
calculations.

Income taxes

The Group is subject to income taxes in the UK and the Republic of Ireland. At each financial period end,
judgement is required in determining the provision for income taxes. The Group recognises liabilities for
anticipated tax issues based on the best estimates at the balance sheet date. Where the final tax outcome of these
matters is different from the amounts that were initially recorded, such differences will impact the income tax and
deferred tax provisions in the period in which such determination is made.

Share based payments

The Group operated two employee share option/ownership plans (note 27). Under the Employee Option Plan,
options become exercisable on a sale or a listing of Debenhams plc. The share based payment expense is
recognised in each period it is incurred, based on a fair value model. The key assumptions of this model are
presented in note 27.

Pension liability

The Group’s pension liability, which is assessed each period by actuaries is based on key assumptions including
return on plan assets, discount rates, mortality rates, inflation, future salary and pension costs. These assumptions,
individually or collectively, may be different to actual outcomes.

Other key assumptions for pension obligations are based in part on current market conditions, additional
information is disclosed in note 23.
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Estimated useful life of property, plant and equipment

The Group estimates the useful life of property, plant and equipment and reviews this estimate at each financial
period end. The Group also test for impairment when a trigger event occurs.

Critical judgements
During the period the critical judgements affecting the group’s financial information were in connection with the

acquisition of Baroness Group Holdings Limited by the Company (see note 31(b)), the deemed disposal of BF
Properties (No.4) Limited (see note 31(a)) and the classification of the Group’s leases under IFRS (see note 29).

7  Operating profit

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2005 2006 2005
£m £m £m
The following items have been included in arriving .at operating
profit: ‘
The amounts of inventory written down during the financial periods . .. 111 6.6 6.3
Cost of inventories recognised as an expense ...................... 779.9 477.3 430.9
Employment costs (note 9) . ... i i 266.6 148.5 139.6
Depreciation of property, plant and equipment:
—— OWNEd @SSBIS . .o\t e e 84.6 39.9 429
— Assets held under finance leases ......... .. ... ... .o o 0.8 0.5 0.3
Amortisation of intangible assets (note 14) ............ ... ... ..., 3.8 43 1.6
Loss on disposal of property, plant and equipment.................. 3.0 0.4 1.1
Operating lease rentals:
— Property.............. e e 104.0 - 64.7 37.6
— Other . .o 1.8 0.8 0.8
Foreign exchange gains . ....................... e “4.1) 2.8) 2.2)
Repairs and maintenance expenditure on property, plant and equipment 14.4 7.2 6.9
Auditors’ TEMUNETALION . ... ..ottt 0.4 0.7 0.3
Exceptional items (note 8) ........ .. (113.3) — (117.7)

Operating lease costs and incentives

As explained in note 34, the adoption of IFRS has a very significant impact on operating lease costs and
incentives. The changes relate to the treatment of leases with annual fixed increments in rent and the accounting
for both rent free periods and developers’ contributions. The adverse impact on reported profit of these changes is
as follows:

53 weeks 26 weeks 26 weeks

3 September 4 March 26 February

2005 20606 2005

£m £m £m

Leases with fixed annual increments inrent .................c..... 9.7 7.7 1.3
Rent free periods ........ I 1.7 0.6 0.8
Developers’ contributions ..................... S 9.2 3.2 5.1
Reduction in operating profit under IFRS . ...................... 20.6 11.5 7.2
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Services provided by the Group’s auditor

During the following financial periods the Group obtained the following services from the Group’s auditor at
costs as detailed below:

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2005 2006 2005
£m £m £m
Compliance work:
— AUIt SEIVICES . o ottt i it e e 0.2 0.2 0.2
Advisory services:
— TaXation SEIVICES . ..ttt ittt it iians it iene e 0.2 — 0.1
— Initial Public Offering ........... .. — 0.5 —

In addition to the above, fees paid to the auditors of £158,000, relating to advisory work on the refinancing, were
capitalised on 26 May 2005. It is cost effective for the Group that such services are provided by its auditors in
view of their knowledge of the Group’s affairs going back a number of years.

8 Exceptional items

Exceptional items are events or transactions that fall within the activities of the Group and which by virtue of
their size or incidence have been disclosed in order to improve a reader’s understanding of the financial
information.

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2005 2006 2008
£m £m £m

Operating exceptional costs:
Other exceptional costs ........ ... ... i 26 — —
Refinancing ........ o i 1.8 — —
Profit on deemed disposal of subsidiary........................... (117.7) — (117.7)
Total operating exceptional income . . ........................... (113.3) —_ 117.7)
Interest on refinancing (mote 11).......... ... ... ... .. 929 — —
Total exceptional income beforetax ............................ 20.4) —_ 117.7)

Financial year ended 3 September 2005
Other

A payment of £2.6 million was paid to Red Letter Day (“RLD”) following the acquisition of the assets of this
supplier by a new management team after it went into administration. This payment guaranteed that all old RLD
experiences purchased by the Group prior to RLD going into administration were honoured by the new
management of RLD.

Refinancing

The Group incurred administrative costs totalling £1.8 million in relation to the 2005 refinancing. These costs
include £0.8 million of legal and professional costs incurred in respect of advice given to the Group in relation to
Debenhams Group employees, £0.6m in relation to taxation advice and £0.4m of legal costs associated with the
early repayment of the High Yield Bond and professional costs associated with the dissolution of the Baroness
Group Limited Partnership which was the parent entity of Baroness Group Holdings Limited prior to the 2005
Acquisition.

Deemed disposal of subsidiary

The profit on the deemed disposal of BF Properties (No. 4) amounted to £117.7 million as shown in note 31.

Interest on refinancing

In connection with the 2005 Acquisition and refinancing, the Group wrote-off unamortised debt issue costs
associated with the Senior Facility and High Yield Bonds amounting to £18.3 million and £4.0 million
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respectively. Furthermore, the repayment of the High Yield Bond in June 2005 included a ‘make whole premium’
of £70.6 million, which arose due to the early repayment of the bonds.

9  Employees and directors’ emoluments

53 weeks 26 weeks 26 weeks

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Wages and Salaries. ... ..ottt e 229.5 124.1 122.4
Social security costs ........ P 17.1 9.6 8.6
Pension costs . ............. e e e e 12.9 5.6 7.0
Share-based payments (note 27) ... ... i 5.5 8.8 0.2
Short-term employee benefits .. ........ ... ... il 1.6 0.4 1.4
Total employment costs . . .................. i, 266.6 148.5 139.6
Average number of employees: Number Number Number
Full time. ... .o 7,845 8,536 7,849
Part time . . .. e e 15,495 17,334 16,137
Total . ................... PP 23,340 25,870 23,986

Directors’ emoluments

The directors of Baroness Group Holdings Limited for the financial period ended 26 February 2005 and
throughout the financial year ended 3 September 2005 were P Costeletos, J Feuer, G Padovano, and J Chapman.
R Jeune was a director for the financial period ended 26 February 2005 and until 29 April 2005 when he resigned.

The directors of Debenhams Retail Holdings Limited, the legal parent of the Group following the 2005
Acquisition on 24 May 2005 are P Costeletos, J Feuer, G Padovano.

None of theses individuals have received remuneration from the Group in respect of their roles as directors or in
respect of any services to the Group.

Directors interests

As at 3 September 2005, J Feuer beneficially owned 4,010 ordinary shares and £236,216 ‘B’ Loan Notes in the
Company through his stake in Capital Investors 2002 Limited. In addition, as at 3 September 2005 J Feuer held a
beneficial interest in 66 Governance shares of the Company through CVC European Equity III Limited. As at
3 September 2005, none of the other directors held a direct or indirect interest in the Group.

As at 4 March 2006, | Feuer beneficially owned 4,010 Ordinary shares in the Company through his stake in
Capital Investors 2002 Limited. In addition, as at 4 March 2006 ] Feuer held a beneficial interest in
66 Governance shares of the Company through Capital Investors 2002 Limited. As at 4 March 2006, none of the
other directors held a direct or indirect interest in the Group.

As at 26 February 2005, J Feuer beneficially owned 408 ordinary partnership units of the Baroness Group
Limited Partnership through his stake in Capital Investors 2002 Limited. As at 26 February 2005, none of the
other directors of Baroness Group Holdings Limited held a direct or indirect interest in the Group.

Key management emoluments

Key management for the purposes of this disclosure comprise the directors of Debenhams Group Holdings
Limited. These directors include management which perform the following functions for the Group even though
they are not statutory directors of Debenhams plc.

Function:

Group Chaifmian . .. ..o v it e e e e e J D Lovering
Group Chief EXeCUtive .. .. ... o R W Templeman
Group Finance DIrector . ... ...t C K Woodhouse
Human Resources DITECIOr . . ..ot e e ettt et e e e N J Zamblera
Chief Operating Officer ... ... i i M J Sharp
Group Retail Operations DIrector . ... i i N B Palmer



The aggregate emoluments of key management were as follows:

53 weeks 26 weeks 26 weeks

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Salaries and short-term employee benefits . .......... ... ... .. L. 4.4 19 2.2
Post employment benefits . .......... .. . i — 0.1 —
Shared based payments . ........... .. L 2.2 3.0 —
Total ... 6.6 5.0 2.2

As stated in note 27 , ‘C’ loan notes of £22.3 million were issued to the Baroness Employee Limited Partnership.
For accounting purposes, this resulted in the modification of the original equity-settled share-based payment, with
the newly created loan note element of the award being treated as a cash-settled share-based payment. The total
value of the cash-settled element of the award is the value attributable to the ‘C’ Loan Notes of £22.3 million
issued to the Baroness Employee Limited Partnership and this charge is being spread over the vesting period,
being from the date of the original investment to the expected date of flotation in May 2006. As a resuit of the
modification key managements emoluments includes the amounts charged to the income statement which relates
to their interests in the Baroness Employee Limited Partnership. For the year ended 3 September 2005
£1.4 million, £0.7 million and £0.1 million has been charged in respect of M J Sharp, N B Palmer and N J
Zamblera interests respectively. For the period ended 4 March 2006 £1.9 million, £1.0 million and £0.1 million
has been charged in respect of M J Sharp, N B Palmer and N J Zamblera interests respectively.

The emoluments and interests of key management were as follows:
Financial year ended 3 September 2005

a) Emoluments

Personal

Salary and Benefits Annual pension
Fees in Kind bonus  contribution Total
£ £ £ £ £
RWTempleman.......................... 625,000 115,783 570,658 — 1,311,441
CK Woodhouse .............. ..., 425,000 54,004 402,050 20,400 901,454
JDLovering ........... ... ..., 180,000 922 170,280 26,250 377,452
MISharp ... 395,000 36,065 430,529 —_ 861,594
NBPalmer.......... ..o, 250,000 25,078 273,016 — 548,094
NJYZamblera ............................ 185,000 41,526 175,010 2,000 403,536
Total ... .. .. .. . - 2,060,000 273,378 2,021,543 48,650 4,403,571

Personal pension contributions represent contributions by the Group to managements personal pension schemes.

b) Pension

N B Palmer and M J Sharp are members of the Debenhams Executive Pension Plan, an HM Revenue & Customs
approved non-contributory defined benefit scheme.

The table below shows the pension accrued at the period end:

Transfer Transfer
value as at value as at
Increase in  Accumulated 28 August 3 September
Increase in accrued total 2004 of 2005 of
accrued pension acerued accrued accrued Increase in
pension  during the pension at  pension as at  pension as at  transfer value
during the year (net 3 September 28 August 3 September during the
year  of inflation) 2005 2004 2005 year
£pa £pa £pa £ £ £
NBPalmer.............. 14,652 12,514 83,619 521,576 811,777 290,201
MIJSharp ............... 19,115 15,019 151,256 1,126,412 1,625,374 498,962
Total.................... 33,767 27,533 234,875 1,647,988 2,437,151 789,163
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¢) Key managements interests

On 24 May 2005 the Company acquired the entire share capital of Baroness Group Holdings Limited, a company
registered in Jersey. Baroness Group Holdings Limited was acquired through a share for share exchange
following group reorganisation. The shareholders in Baroness Group Holdings Limited received shares and loan
notes in the Company.

The interest of the key management in the shares and loan notes of Debenhams Retail Holdings Limited at
3 September 2005 were:

Subscriber Ordinary

shares of shares of
£1 each £0.001 each Loans Notes
No. No. £
R W Templeman . . .. .....oouuouee et — 335777 19,779,550
C K WOOANOUSE .« . v vve et e e 3 328,537 19,353,065
TD LOVETINE « o o v ov ettt e e e e — 171,508 10,102,988®
M I ShaID .ot — 150,000 8,835,936
N B PalMer . vvveee e e — 75,000 4,417,968
N JZamblera. . ..ottt — 6,250 368,164

Note: (b) represents the ‘B’ Loan Notes and (c) represents the ‘C’ Loan Notes both of which were issued during the 2005 Acquisition.

M J Sharp, N B Palmer and N J Zamblera held their shares and loan notes via the Baroness Employee Limited
Partnership.

Details of options held by key management over ordinary shares in the Company are set out below:

Number at Number at

Exercise 28 August Granted in Exercised Lapsed 3 September

Name Date of grant Expiry date price 2004 year in year  in year 2005
£

M J Sharp...... 31 January 2005 30 January 2015 0.10 — 2,430 — — 2,430

N B Palmer .... 31 January 2005 30 January 2015 0.10 — 1,553 — — 1,553

The options were awarded to the directors in respect of past performance. The costs associated with the options
have been calculated by using a Black Scholes Model (note 27).

The options were originally granted over the ordinary units of the Baroness Group Limited Partnership. On
16 May 2003, the Baroness Group Limited Partnership was dissolved and its members received 9.9999 shares in
Baroness Group Holdings Limited for each ordinary unit held. On 24 May 2005, the Company acquired the entire
share capital of Baroness Group Holdings Limited through a share for share exchange. The shareholders in
Baroness Group Holdings Limited received shares and Loan Notes in the Company in exchange for their
shareholding in Baroness Group Holdings Limited. The Loan Notes issued by the Company were issued to
shareholders in direct proportion to their initial shareholding in Baroness Group Holdings Limited.

The options vest on flotation or sale, and the conditions associated with the exercise of the options are that the
directors remain employed by the Group on flotation or sale.

Financial period ended 4 March 2006

a) Emoluments

Personal

Salary and Benefits in Annual pension
Fees Kind bonus contribution Total
‘ £ £ £ £ £
R W Templeman ........................ 320,313 56,967 209,200 26,400 612,880
C K Woodhouse .. .............ooiiin., 217,814 43,602 142,400 21,120 424,936
IDLovering........c.oocoiiiiiiiiann.. . 78,167 2,767 — 13,125 94,059
MJSharp............. D 202,438 17,127 132,300 — 351,865
NBPalmer.............. oo iiiian.. 128,125 13,040 83,800 — 224,965
NJZamblera ........ ... ..., 94,813 15,168 62,300 21,120 193,401
Total ......... ... . . . 1,041,670 148,671 630,000 81,765 1,902,106

Personal pension contributions represent contributions by the Group to managements personal pension schemes.
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b) Pension

N B Paimer and M J Sharp are members of the Debenhams Executive Pension Plan, an HM Revenue & Customns
approved non-contributory defined benefit scheme.

The table below shows the pension accrued at the period end:

Increase in Transfer value Transfer value
Increase in accrued Accunmlated as at 3 September as at 4 March Increase in
accrued pension during total accrued 2005 of accrued 2006 of accrued transfer value
pension during the period (net pension at pension as at pension as at during the
the period of inflation) 4 March 2006 3 September 2005 4 March 2006 period
£pa £pa £pa £ £ £
N B Palmer ....... 6,607 5,478 90,226 811,777 943,027 131,250
MJ Sharp......... 8,016 5,974 159,272 1,625,374 1,842,106 216,732
Total ......... e 14,623 11,452 249,498 2,437,151 2,785,133 347,982

¢) Key managements interests

The interest of the directors in the shares and loan notes of the Company at 4 March 2006 were:

Subscriber Ordinary
shares of £1 shares of £0.001
each each Loans Notes
No. No. £
R W Templeman .................coooiiiiiiiiiiaiio... — 335,777 19,779,550
C K Wo0dNOUSE. . . ..o v oot e 3 328,537 19,353,065%
TD LOVETINE oot e e e — 171,508 10,102,988
M I Sharp. ..o — 150,000  8,835,936“
N B Palmer ...t — 75,000 4,417,968
N T Zamblera . ... .ooure e e — 6,250 368,164

Note: (b) represents the ‘B’ Loan Notes and (c) represents the ‘C’ Loan Notes both of which were issued during the 2005 Acquisition.

M J Sharp, N B Palmer and N J Zamblera held their shares and loan notes via the Baroness Employee Limited
Partnership.

Details of options held by directors are set out below:

Number at Number at

Exercise 3 September Granted Exercised Lapsed 4 March

Name Date of grant Expiry date price 2005  in year in year  in year 2006
£

M Sharp....... 31 January 2005 30 January 2015 0.10 2,430 — — — 2,430

N B Palmer. ... .. 31 January 2005 30 January 2015 0.10 1,553 — — — 1,553

The options were awarded to the directors in respect of past performance. The costs associated with the options
have been calculated by using a Black Scholes Model (note 27).

The options were originally granted over the ordinary units of the Baroness Group Limited Partnership. On 16
May 2005, the Baroness Group Limited Partnership was dissolved and its members received 9.999 shares in
Baroness Group Holdings Limited for each ordinary unit held. On 24 May 2005, the Company acquired the entire
share capital of Baroness Group Holdings Limited through a share for share exchange. The shareholders in
Baroness Group Holdings Limited received shares and Loan Notes in the Company in exchange for their
shareholding in Baroness Group Holdings Limited. The Loan Notes issued by the Company were issued to
shareholders in direct proportion to their initial shareholding in Baroness Group Holdings Limited. The options
vest on flotation or sale, and the conditions associated with the exercise of the options are that the directors
remain employed by the Group on flotation or sale.
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Financial period ended 26 February 2005

a) Emoluments

Personal

Salary and Benefits in pension
Fees Kind Bonus contribution Total
£ £ £ £ £
RWTempleman................. 312,500 57,892 285,329 — 655,721
C K Woodhouse ................. 212,500 27,002 201,025 10,200 450,727
JDLovering ................... 90,000 461 85,140 13,125 188,726
MIJISharp ...l 197,500 18,033 216,265 — 431,798
NBPalmer..................... 125,000 12,539 136,508 — 274,047
NJZamblera ................... 92,500 20,763 87,505 1,000 201,768
Total ................ ... ... .. 1,030,000 136,690 1,011,772 24,325 2,202,787

Personal pension contributions represent contributions by the Group to managements personal pension schemes.

b) Pension

N B Palmer and M J Sharp are members of the Debenhams Executive Pension Plan, an HM Revenue & Customs
approved non-contributory defined benefit scheme.

The table below shows the pension accrued at the period end:

Transfer value

as at
Increase in Accumulated  Transfer value as 26 February
Increase in accrued total accrued at 29 August 2005 2005 of accrued Increase in
accrued pension during pension at of accrued pension as at  transfer value
pension during  the period (net 26 February pension as at 26 February during the
the period of inflation) 2005 29 Angust 2005 2005 period
£pa £pa £pa £ £ £
NBPalmer................ 7,520 6,630 76,487 521,576 750,729 229,153
MIJSharp................. ‘ 9,809 8,103 141,947 1,126,412 1,542,881 416,469
Total ..................... 17,329 14,733 218,434 1,647,988 2,293,610 645,622

¢) Key managements interests

The interest of the key management in the units of the Baroness Group Limited Partnership, the parent entity of
Baroness Group Holdings Limited prior to the 2005 Acquisition at 26 February 2005 were:

Ordinary Preferred

Partnership Partnership

units units

Units Units

RW Templeman . ...t 33,578 2,466,422
C K WOOhOUSE . ..ttt e e e e e e s 32,854 1,967,146
ID Lovering . ..o 17,151 1,482,849
MIJSharp ..o e e 15,000 385,000
N B Palmer . ..ottt e e e e s 7,500 161,500
N T Zamblera . ... e e 625 29,375

M J Sharp. N B Palmer and N J Zamblera held their shares via the Baroness Employee Limited Partnership.

The Baroness Group Limited Partnership issued both ordinary partnership units and preferred partnership units to
its members. Ordinary unit holders are entitled to all other profit/losses not allocated to preferred unit holders.
Preferred unit holders are entitled to all profits and losses attributable to the partnership’s holding of Deep
Discounted Bonds.
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Details of options held by key management over ordinary partnership units are set out below:

Number at Number at

Date of Exercise 28 August Granted in Exercised Lapsed in 26 February

Name grant Expiry date price £ 2004 Year in Year .Year 2005

£

M J Sharp .... 31 Januvary 30 January 1.0 — 243 — — 243
2005 2015

N B Palmer ... 31 January 30 Januvary 1.0 — 155 — — 155
2005 2015

The options were awarded to the directors in respect of past performance. The costs associated with the options
have been calculated by using a Black Scholes model (notes 27).

The options vest on flotation or sale, and the conditions associated with the exercise of the options are that the
directors remain employed by the Group on flotation or sale.

J D Lovering held £500,000 aggregate principal of the sterling denominated 10.5 per cent notes (the High Yield
Bonds) due in 2012, issued by Debenhams Finance Holdings plc, a subsidiary of the Company. Following the
Debenhams Group refinancing these notes were repaid on 26 May 2005.

Key management service contracts

It is the Company’s policy that key management service contracts should either be no more than one year in
duration or, if they are rolling contract, they should have notice periods of not more than one year. Contractual

termination payments should not exceed the director’s salary from the previous calendar year.

The details of the service contracts of key management during the year were as follows:

R W Templeman........

JD Lovering ...........

C K Woodhouse ........

NBPalmer............

N J Zamblera ..........

Contract date

Notice period

Contractual termination payments

11 September 2003,
contract with Baroness
Retail Limited*

11 September 2003,
contract with Baroness
Retail Limited*

11 September 2003,
contract with Baroness
Retail Limited*

11 March 1999, contract
with Debenhams Group
Holdings Limited
{formerly Debenhams pic)

12 December 2001,
contract with Debenhams
Group Holdings Limited
(formerly Debenhams pic)

8 June 2004, contract with
Debenhams Retail plc.

12 months

1 month

12 months

12 months
by the
employer

6 months by
the employee
12 months
by the
employer

6 months by
the employee

12 months

Payment equal to basic salary,
contractual benefits and annual
bonus for a 12 month notice
period or any unexpired period
of notice.

No provisions within service
agreement.

Payment equal to basic salary,
contractual benefits and annual
bonus for a 12 month notice
period or any unexpired period
of notice.

Payment equal to salary for a
12 month notice period or any
unexpired period of notice.

Payment equal to salary for a
12 month notice period or any
unexpired period of notice.

No provisions within service
agreement.

*  Original contract was with Baroness Holdings UK Limited which was novated to Baroness Retail Limited on 24 May 2005.
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10 Interest receivable and similar income

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2005 2006 2005
; £m £m £m
Interest on bank deposits . ....... .. i 7.9 3.5 4.5
Fair value gain on interest rate swaps transferred from equity . ... — © 03 —
7.9 3.8 4.5
11 Interest payable and similar charges
53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2008 2006 2005
£m £m £m
Interest payable and similar charges
Bank loans and overdrafts ........... ... ... ... ool (110.4) (74.7) (56.0)
Amortisation of issue costs on loans (note 21)....... e (9.6) 2.8) (3.0)
Interest payable on finance leases .. .......... ... ... ... ... (3.2) (1.5) 1.7
Exchange losses on foreign currency borrowings .. ............. (2.3) — (3.0)
Deep discount bond charges...................... e 42.7) — (30.8)
Interest payable before exceptional costs ......... T (168.2) (79.0) (94.5)
Exceptional items — interest payable and similar charges
Unamortised issue costs written off on repayment of the Senior
Facility and High Yield Bonds (note 8) .................... (22.3) — —
Make-whole premium payable on the repayment of the High Yield
Bonds (note 8) ...t (70.6) — —_
Exceptional items — interest payable and similar charges . ... (92.9) — —
Interest payable and similar charges after exceptional items .. (261.1) (79.0) (94.5)

Included within amortisation of issue costs on loans written-off for the year ended 3 September 2005, is
£4.3 million which relates to the write off of the fees associated with the Mortgage Facility (note 21).

12 Taxation

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
Analysis of tax (credit)/charge in financial period 2003 2006 2005
£m £m £m

Current tax: ‘
UK corporation tax charge en profit for the financial period ..... 7.1 242 25.7
Adjustments in respect of prior periods .......... ... .. oL 0.2) — —
Current tax eXpPense . ... ... ...t 6.9 24.2 258.7

Deferred taxation:

Origination and reversal of timing differences ................. 47.0) (1.9) (40.3)
Pension cost relief in excess of pension cost charge ............ 2.2 0.9 0.2)
Adjustments in respect of prior periods ....... ... ... .. .. 0.3 — 0.3
Deferred tax income . ........ ... ... ... .. .. .0 (44.5) (1.0) (40.2)
Tax (credit)/charge in the financial period .......... .. ..... . (37.6) 23.2 (14.5)
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The tax for the financial period is tower than the standard rate of corporation tax in the UK (30%). The
differences are explained below:

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2005 2006 2005
£m im &m
Profit on ordinary activities hefore tax . .................... 89.2 77.9 172.2
Profit on ordinary activities at standard rate of corporation tax in
the UK Of 30% .. ... 26.8 23.4 51.7
Effects of:
Income not subject to tax ............. i 0.2) — —
Expenses not deductible for tax purposes ..................... 7.6 0.3 5.0
OVETSEAS HEIMIS .\ o\ v et ettt e et et et 0.7 (0.5) (0.3
Adjustments in relation to prior periods ...................... 0.1 — 0.3
Release of provision created for gain on assets held for sale .. ... (13.2) — (18.2)
Release of provision created for deferred tax on qualifying
depreciation .. ........oi i a7.n — (17.7)
Fixed asset disposals . ........... i i (35.3) — (35.3)
Tax (credit)/charge for the financial period ................. (37.6) 23.2 (14.5)

Tax relating to exceptional charges as detailed in note 8 and included in the above tax (credit)/charge amounted
to:

53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2005 2006 2005
£m £m £m

Tax credit relating to:
Operating exceptional items . .. .......... ... ... 37.1 — 359
Interest exceptional IEMS ... ... .ot 27.9 — —
65.0 — 35.9

In the period ended 26 February 2005, tax relating to operating exceptional items included the release of deferred
tax liabilities of £18.2 million and £17.7 million in connection with the deemed disposal of BF Properties (No. 4)
Limited. As disclosed in note 34(e), as at 29 Aungust 2004, the Group held a deferred tax liability of £18.2 million
in respect of a portfolio of properties that the Group expected to sell. The liability was released to the income
statement in the period ended 26 February 2005, when the properties left the accounting corporate Group on the
deemed disposal of BF Properties (No. 4) Limited, without tax becoming payable. In connection with the
disposal of those properties, a further credit of £17.7 million was recognised in the deferred tax charge in the
period ended 28 February 2005, relating to the retention by the Group of the capital allowances associated with
the properties, No corporation tax was payable on the profit of £117.7 million recoguised on the deemed disposal.
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13 Earnings per share

The calculation of the basic and diluted earnings/loss per ordinary share has been based on the profit for the
relevant financial period and on 500,000,000 ordinary shares for the financial period ended 26 February 2005,
500,000,000 ordinary shares for the financial year ended 3 September 2005 and 500,000,000 ordinary shares for
the financial period ended 4 March 2006, being the share capital of the Group after taking into account the
restructuring of the existing share capital on 3 April 2006 and 3 May 2006.

In calculating both basic and diluted earnings per share for the purposes of the financial information, shares held
by Baroness Employee Limited Partnership and Debenhams Retail Employee Trust in connection with the
Group’s employee share plans described in note 27 have been included in the number of shares, since these
shares will all vest on the flotation of the Company. There are therefore no potential dilutive shares and hence,
diluted earnings per share is equivalent to basic earnings per share.

Financial year ended 3 September 2005

Weighted Per share
average amount
number of 3 September
Earnings shares 2005
£m (Millions) Pence
Basic and diluted Earnings per share .
Earnings attributable to ordinary shareholders ................. 126.8 500 25.4
Financial period ended 4 March 2006
Weighted Per share
average amount
number of 4 March
Earnings shares 2006
£m (Millions) Pence
Basic and diluted Earnings per share
Earnings attributable to ordinary shareholders ................. 54.7 500 10.9
Financial period ended 26 February 2005
Weighted Per share
average amount
number of 26 February
Earnings shares 2005
£m (Millions) Pence
Basic and diluted Earnings per share
Earnings attributable to ordinary shareholders ................. 186.7 500 37.3
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14 Intangible assets

Financial year ended 3 September 2005 and financial period ended 4 March 2006

Licences and
Goodwill Trademarks Software Total

£m £m £m £m
Cost
At29 August 2004 . ... ... 832.8 0.3 124 8455
AQAIIONS L.\ o 12.0 — 14.4 26.4
At 3 September 2005 . ... ... ... ... 844.8 0.3 26.8 8719
Addittons ... ... — — 5.7 5.7
AtdMarch 2006 ......... . ... .. ... ... .., 844.8 0.3 325 877.6
Accumulated amortisation
At29 August 2004 .. ... ... — — 5.5 5.5
Charge forthe year . . ... . ittt i i it — 0.1 37 3.8
At 3 September 2005 ........ ... ... — 0.1 9.2 9.3
Charge forthe period .. ... .. .. . i — — 4.3 4.3
At4March 2006 ........ ... ... ... ... — 0.1 13.5 13.6
Net book value
At29 Angust 2004 . ... ... ... 832.8 0.3 6.9 840.0
At 3 September 2005 ... ... ... ... ... ... 844.8 0.2 17.6  862.6
At4 March 2006 ................ [ 844.8 0.2 19.0 864.0

Financial period ended 26 February 2005

Licences and

Goodwill Trademarks Software Total
£m £m £m £m

Cost
At29 August 2004 . .. .. ... ... 832.8 0.3 124  845.5
Additions . ... — — 2.6 2.6
At 26 February 2005......... ... ... ... ... . .. 832.8 0.3 150 848.1
Accumulated amortisation
At29 August 2004 ... — — 5.5 5.5
Charge forthe period ........... .. ..o i — 0.1 1.5 1.6
At 26 February 2005 . .......... ... ... . ... .. . .. ... ... ... — 0.1 7.0 7.1
Net book value
At 29 August 2004 . .. ... .. ... 832.8 0.3 6.9 8400
At 26 February 2005 . ... ... ... ... ... .. . ... 832.8 0.2 8.0 841.0
Goodwill

Goodwill of £12.0 million arose on the acquisition of eight former Allders stores on 11 February 2005. The total
consideration for the acquisition was £34.0 million, and goodwill was attributable to the leasehold sites acquired.
The consideration was paid on legal completion of the acquisition, which was 21 March 2005.

Licences and Trademarks

Licences and Trademarks are amortised on a straight-line basis over their estimated useful economic life, not to
exceed 10 years.

Software development costs

The computer software capitalised principally relates to application software internally generated.
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Amortisation on the Group’s intangible assets has been charged to the income statement as follows for the
financial periods ended:

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Included within cost of sales ........... ... ... . ... ... ... .... 2.1 2.3 0.9
Included within distribution costs .......... ... .. ciutiian.e.. 0.1 0.1 —_
Included within administrative eXpenses .. .................... 1.6 1.9 0.7
3.8 4.3 1.6

Impairment test for goodwill

The goodwill arising on the acquisition of Debenhams plc by Baroness Group Holdings Limited on 4 December
2003, is not being amortised but tested annually for impairment.

For the purposes of this impairment review, goodwill is allocated to the Group’s geographical regions within the
UK market. The recoverable amounts of the CGUs are determined based on value in use calculations. These cash
flow projections are based on financial budgets approved by management covering a ten year period. Cash flows
beyond the five year period are extrapolated using the growth rates stated below. The growth rates do not exceed
the long term average growth rate for the retail sector in which the CGUSs operate.

Key assumptions used for value in use calculations:

GIOWEN TaLE . .ttt e e e e e e e e e e e e e e e 2.50%
DSCOUME TALE . . ettt e ettt e e et e e e et e i e e e e 7.6%

Management determined the gross margin for each CGU based on performance and its expectations for the
market development. The weighted average growth rates used are counsistent with the forecasts included in
industry reports, The discount rates used are pre tax.

As at 26 February 2005, 3 September 2005 and 4 March 2006, an impairment of goodwill has not been required.
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15 Property, plant and equipment

Financial year ended 3 September 2005 and financial period ended 4 March 2006

Land and buildings

Short-

leasehold

including Vehicles,

landlords’ fixtures

Long- fixtures and and
Cost Freehold leasehold fittings equipment Total
£m £m £m £m £m

At 29 August 2004 .............. 346.0 89.6 260.6 395.5 1,091.7
Additions . ............. .. ... ... 22.0 — 17.7 66.4 106.1
Reclassifications ................. — —_ 2.8 2.8) —
Disposals Disposals and write-offs . . (313.6) (80.0) (16.2) (122.9) (832.7)
At 3 September 2005 ........ .. .. 54.4 9.6 264.9 336.2 665.1
Additions .. ....... .. ... L — — 59 38.3 44,2
Disposals and write-offs .. ......... — — 0.1) (1.1 (1.2)
Atd4 March 2006 ................ 54.4 9.6 270.7 373.4 708.1
Accumulated depreciation
At 29 August 2004 . ........... .. 1.5 0.7 8.0 49.5 59.7
Charge for the year............... 0.7 04 11.3 73.0 854
Disposals and write-offs ........... (2.1) (1.0) (16.2) (111.1) (130.4)
At 3 September 2005 .......... .. 0.1 0.1 31 114 14.7
Charge for the period . ............ 0.2 0.1 5.7 344 40.4
Disposals and write-offs .. ......... — — (0.1) (0.5) (0.6)
At4 March2006................ 0.3 0.2 8.7 45.3 54.5
Net book value
At 29 August 2004 .............. 344.5 88.9 252.6 346.0 1,032.0
At 3 September 2005 .......... .. 54.3 9.5 261.8 324.8 650.4
At4d March 2006................ 54.1 94 262.0 328.1 653.6

As at 3 September 2005 and 4 March 2006 a first ranking fixed security and floating charge was in place over all
assets of the Debenhams Group and a number of its subsidiaries in relation to the Group’s Senior Term Loan

(note 21).

Financial period ended 26 February 2005

Cost

At 29 August2004. ... ... ... ......

Additions

Accumulated depreciation

At 29 August 2004 ... .. .. ... ... ... ..

Charge for the period
Disposals and write-offs

At 26 February 2005..................

Net book value

At 29 August 2004. . ... .. ... .. ...,
At 26 February 2005..................

Land and buildings

Short-
leasehold
including Vehicles,
landlords’ fixtures
Long- fixtures and
Freehold leasehold and fittings equipment Total
£m £m £m £m £m
346.0 89.6 260.6 3955  1,091.7
—_ — 104 22.0 324
(286.8) (79.0) (0.9 (17.1)  (383.8)
59.2 10.6 270.1 400.4 740.3
1.5 0.7 8.0 495 59.7
0.6 04 5.3 36.9 43.2
0.2) (0.1) (0.1) (8.9) (9.3)
1.9 1.0 13.2 77.5 93.6
344.5 88.9 252.6 346.0  1,032.0
57.3 9.6 256.9 322.9 646.7
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As at 26 February 2005 a first ranking fixed security and floating charge was in place over all assets of the
Baroness Group and a number of its subsidiaries in relation to the Group’s Senior Facility (note 21).

Assets in the course of construction included in property, plant and equipment at the financial period end are as

follows:
3 September 4 March 26 February
2005 2006 2005
£m £m £m
Assets in the course of construction ............................ 357 43.8 36.2

Freehold land and long leasehold buildings includes the following assets held under finance leases:

3 September 4 March 26 February
2005 2006 2005
£m £m £m
G0t e et e 59.2 59.2 59.2
Aggregate depreciation based Of COSt. .. ... it 2.0y (2.1) (1.8)
Netbook amount ........... ... ... ... ... ... ................. 57.2 57.1 57.4
Fixtures and equipment includes the following assets held under finance leases:
3 September 4 March 26 February
2005 2006 2005
£m £m £m
COSt . o e 2.7 29 2.4
Aggregate depreciation based On CoOSt. . ... ... . e (0.3) 0.9) (0.2)
Netbook amount ........ . ... .. ... ... ... .. ... .. ... . ... ... 2.4 2.0 2.2
16 Financial assets — available for sale investments
Financial year ended 3 Septémber 2005 and financial period ended 4 March 2006
Other
investments
£m
Cost
At 29 August 2004 ... ... e —
Additions .. ......... ... ..., .. e 7.2
At 3 September 2005 .. .. 7.2
Adoption of JAS 32 .o 1.0
At 4 September 2005 and at 4 March 2006 .......... ... . ... ... .. . ... ... 8.2
Net book value
At 29 August 2004 . .. o
At 3 September 2005 . ... ... 7.2
Atd4March 2006 ......... ... ... .. .. e 8.2

173



Financial period ended 26 February 2005

Other
investments
£m
Cost

At 29 August 2004 .. .. —
AdIONS . o e e e e e 7.2
At 26 February 2005 .. ... 7.2

Net book value
At 26 February 2008 . . . ... 7.2

On 30 November 2004, the Group acquired 10% of the issued share capital of Ermes Department Stores Limited,
a company registered in Cyprus. Consideration in cash of £4.2 million, included associated legal costs of
£0.1 million, were paid on acquisition of this investment.

Ermes Department Stores Limited is a private company in which the Group holds a minority interest. None of the
other shares within this company have been traded and an agreed distribution policy does not exist. Due to these
reasons the fair value cannot be measured reliably and is therefore carried at a cost of £4.2 million.

The Group holds 100 per cent of the ‘A’ ordinary shares, which carry no voting rights, in BF Properties (No. 4)
Limited. The directors consider that the ultimate parent undertaking and controlling party of BF Properties
{No. 4) Limited is The British Land Company plc.

BF Properties (No. 4) Limited was incorporated in Great Britain. The address of its principal place of business is
10 Cornwall Terrace, Regent’s Park, London.

BF Properties (No. 4) Limited has changed its year end to 31 March (previously 22 February 2005) and it
continues to report in accordance with UK GAAP. The aggregate amount of the capital and reserves BF
Properties (No. 4) Limited at 31 March 2005 was £141,000,023. The profit of BF Properties (No. 4) Limited for
the period from 22 February 2005 to 31 March 2005 was £600,740.

Following the adoption of IAS 39, the BF Properties (No. 4) Limited investment has been calculated by
discounting the future expected proceeds from the investment at the prevailing interest rate of 4.3%. This resulted
in an increase of £1.0 million in the investments carrying value.

There were no disposals or impairment provisions on available-for-sale financial assets during the periods shown.

17 Inventories

3 September 4 March 26 February

2005 2006 2005
£m £m £m
Items held for resale ....... ... .. .. . . . . .. ... 197.2 226.1 181.3

Write downs of inventories are disclosed in note 7.

18 Trade and other receivables

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Trade receivables .. ... .. . . 19.6 22.5 22.1
Other receivables . ... ... . 0.4 1.2 14
Prepayments and accrued income ... ..., 34.5 31.7 27.2
54.5 554 50.7
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3 September

4 March

26 February

2005 2006 2005
£m £m £m

Amounts recoverable after more than one year included above:
Prepayments and accrued income . ....... .. oo 0.3 0.1 0.5

The prepayment and accrued income recoverable after more than one year relates to a telecommunications
contract, for which the group paid for services on inception of the contract. The debtor is being released over the

term of the agreement.

19 Cash and cash equivalents

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Cashatbankandinhand ......... .. ... ... ... .. ... .......... 17.2 16.0 15.6
Short-term bank deposits .. ... .. L 594 143.0 291.5
' 76.6 159.0 307.1

3 September 4 March 26 February

2005 2006 2005

Effective interest rate on short-term bank deposits (%) ............... 4.5 4.5 4.7
Average maturity rate (days) ... ... 10.6 21.8 11.7

Included within short-term bank deposits at 3 September and 4 March 2006 is £13.3 million of restricted cash
which is held by the Debenhams Retail Employee Trust (see note 27). In accordance with the Trust deed, this

money can only be used for the benefit of the members of the Trust.

Cash and bank overdrafts include the following for the purposes of the cash flow statement:

3 September 4 March 26 February
2005 2006 2005
£m £m £m
Cash and cash equivalents . ........ ... ... ... i, 76.6 159.0 307.1
Bank overdrafts (note 21) ... ... . (12.1) (5.4) 9.1
64.5 153.6 298.0
20 Trade and other payables

3 September 4 March 26 February
Current 2005 2006 2005
. £m £m £m
Trade payables .. ... . o i e 189.7 208.4 165.6
Other payables . ... ... ... e 447 50.0 449
Other taxation and social security . .............. N 22.1 39.3 41.1
Accruals ... e 125.4 103.8 126.6
Deferred income . ... ... e 5.2 1.6 1.7
387.1 403.1 379.9

Included in accruals are the following amounts due to related parties (see note 33):
3 September 4 March 26 February
2005 2006 2005
' £m £m £m
Accruals — monitoring fee .. ... . 1.3 0.9 1.2

175



21 Bank overdraft and borrowings

3 September 4 March 26 February

2005 2006 2005
£m £m £m
Bank loans and overdrafts .. ......... ... ... i 12.1 5.4 9.1
B Loan NOteS. ..o 50.1 49.6 —
Senior Facility . ... ... e — — 610.1
Senior Term Loan — Tranche A ............... . ... .. .......... 407.6 399.2 —
Senior Term Loan — Tranche B.......... ... ... .. ... .. ... ...... 560.0 560.4 —
Senior Term Loan — Tranche C......... .. .. .. .. ... .. .. ........ 560.0 560.5 —
Senior Term Loan — Tranche D ................................ 300.0 300.3 —
High Yield Bond ........ .. ... .. . — — 327.8
Deep Discounted Bonds. . ... i i i e — — 455.9
Lease obligations . . ... ...t 61.9 61.0 61.8
1,951.7 1,936.4 1,464.7
Less: unamortised 1SSUE COSIS ... vt v i (37.6) (34.8) (23.3)
' 19141 1,901.6 1,441.4
3 September 4 March 26 February
Maturity of debt 2005 2006 2005
£m £m £m

Amounts falling due:

Inone yearorlessorondemand .. ..... ... ... ... 75.0 77.6 15.2
In more than one year but not more than two years ................. 249 42.0 34.0
In more than two years but not more than five years ................ 184.9 241.0 2245
In more than five years .. ... ... . .. i i e 1,629.3  1,541.0 1,167.7

1,914.1 1,901.6 1,4414

Amounts falling due withinone year ............................. (75.0) (77.6) (15.2)
Amounts falling due afterone year .............................. 1,839.1 1,824.0 1,426.2

The effective interest rates at the balance sheet dates were as follows:

3 September 4 March 26 February

2005 2006 2005

% % %

Bank loans and overdrafts ......... ... ... ... .. ... 5.50 5.50 575
‘B’ Loan Notes (F). ... e e 7.05 7.05 —
Senior Facility . ... ... i — — 7.53
Senior Term Loan — Tranche A ... ... .. ... ... ... .. ........ 6.85 6.84 —
Senior Term Loan — Tranche B........... ... ... . ... coiiiu... 7.35 7.34 —
Senior Term Loan — Tranche C........ ... ... ... . ... .. .. ...... 7.85 7.84 —
Senior Term Loan — Tranche D .............. ... ... ... ... ..... 9.10 9.59 —
High Yield Bond .......... ... e — — 10.30
Deep Discounted Bonds. ........ ... ... .. — — 12.50
Lease obligations . ..... ..o e 5.25 5.25 5.25

(*) The effective interest rate on the ‘B’ Loan Notes includes the interest rate on the guarantee of the Tranche A of the Senior Term Loan
which amounts to 2.25%.
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Financial year ended 3 September 2005

On the 26 May 2005 the Group refinanced its debt structure through the draw down of the Senior Term Loan of
£1.8 billion. The funds received from the new facility allowed the repayment of the former Senior Facility, the
High Yield Bonds, the Deep Discounted Bonds, the A Loan Notes and associated costs (see note 8).

The Senior Term Loan Tranche A facility repayments are. made in stages with the loan being repaid in full during
2012. The Senior Term Loan Tranche B is repayable in full during 2013 with Tranches C and D being repayable
in full during 2014. Interest rates are floating and vary on each Tranche of the Senior Facility, all are based on
LIBOR and denominated in sterling. The loan is secured by a first ranking fixed security and a floating charge
over the assets of the Company and its subsidiaries.

As at 3 September 2005, £22.3 million of ‘C’ Loan Notes issued by the Company were held by the Baroness
Employee Limited Partnership and have been eliminated on the consolidation of the Limited Partnership. The
redemption date of the ‘C’ loan Notes is 6 July 2006.

The ‘B’ Loan Notes are repayable on demand after 24 November 2005. Fixed interest on the ‘B’ and ‘C’ Loan
Notes is charged at 4.8 per cent per annum and the notes are guaranteed under Tranche A of the Senior Term
Loan facilities.

As part of the Group’s interest rate management strategy a number of interest rate swaps and a cap were held
with a total notional value of £1.5 billion with fixed interest payments varying from 4.5 per cent to 6.0 per cent.

Issue costs of £39.1 million, which mainly relate to facility costs, were incurred upon the draw down of the
Senior Term Loan and are being amortised over the term of the facilities at a constant rate on the carrying amount
of the loan. During the financial year, £1.5 million of costs relating to the Senior Term Loan were amortised.

Following the property reorganisation on 22 February 2005 and the deemed disposal of BF Properties (No. 4)
Limited, the obligation to repay the Mortgage Facility was transferred to The British Land Company plc (see
note 31). The amount outstanding on the Mortgage Facility at this date was £363.5 million.

The amortisation of issue costs prior to the 2005 Acquisition and the write-off of the Mortgage Facility issue fees
for the period to 24 May 2005 was £3.8 million and £4.3 million respectively.

As a result of the refinancing undertaken in May 2005 unamortised debt issue costs relating to the Senior Facility
and High Yield Bond of £18.3 million and £4.0 million respectively were written off in full.

Financial period ended 4 March 2006

The Senior Term Loan Tranche A facility repayments are made in stages with the loan being repayable in full
during 2012. The Senior Term Loan Tranche B is repayable in full during 2013 with Tranches C and D being
repayable in full during 2014. Interest rates are floating and vary on each Tranche of the facility, all are based on
LIBOR and denominated in sterling. The loan is se¢ured by a first ranking fixed security and a floating charge
over the assets of the Company and its subsidiaries. On 13 January 2006 £0.8 million was drawn on the Senior
Term Loan Tranche A to repay £0.8 million of the ‘B’ Loan Notes. On 28 February 2006 a mandatory repayment
of £9.5 million was made on the Senior Term Loan Tranche A. The balance of the movement in the Senior Term
Loans and ‘B’ Loan Notes relates to accrued interest in the period end balance as a result of the adoption of
JAS 39 with effect from 4 September 2005. Previously this accrued interest was included in accruals.

As at 4 March 2006, £22.3 million of ‘C’ Loan Notes issued by Debenhams Retail Holdings Limited were held
by the Baroness Employee Limited Partnership and have been eliminated on the consolidation of the Limited
Partnership. The redemption date of the ‘C’ loan Notes is 6 July 2006.

The ‘B’ Loan Notes became repayable on demand after 24 November 2005. Fixed interest is charged on the ‘B’
and ‘C’ Loan Notes at 4.8 per cent per annum and the notes are guaranteed under Tranche A of the Senior Term
Loan Facilities.

As part of the Group interest rate management strategy a number of interest rate swaps and a cap are held with a
total notional value of £1.5 billion with fixed interest payments varying from 4.5 per cent to 6.0 per cent.

Issue costs of £39.1 million, which mainly relate to facility costs, were incurred upon the draw down of the
Senior Term Loan and are being amortised over the term of the facilities at a constant rate on the carrying amount
of the loan. During the financial period, £2.8 million of costs relating to the Senior Term Loan were amortised.
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Financial period ended 26 February 2005

The Senior Facility was repayable in stages with the final instalments due in 2012. Interest rates, which were
based on LIBOR, were floating and varied on each of the three Tranches of the Senior Facility. The Senior
Facility was secured by a first ranking fixed security and a floating charge over the assets of Baroness Holdings
UK Limited and its subsidiaries.

The High Yield bonds (the “High Yield Bonds”) consisted of £209 million of 10.5 per cent senior notes due for
repayment in 2012 and €172 million worth of 9.5 per cent senior notes due for repayment in 2012.

Subordinated deep discounted bonds due in 2014 (the “Deep Discounted Bonds”) were issued by Baroness
Holdings UK Limited in December 2003 representing an aggregate principal amount at maturity of £2.2 billion
and an original subscription price of £606.6 million. The outstanding principal at 26 February 2005 was
£455.9 million.

Debt issue costs, which mainly related to facility costs, were being amortised over the term of the facility. The
amount charged during the period ended 26 February 2005 was £3.0 million.

As part of the Group’s interest rate management strategy a number of interest rate swaps were held with a total
notional value of £608.7 million with fixed interest payments varying from 4.9 per cent to 6.0 per cent.

Following the property reorganisation on 21 February 2005 and the deemed disposal of BF Properties (No. 4)
Limited, the obligation to repay the Mortgage Facility was transferred to The British Land Company plc (see
note 31). The amount outstanding on the Mortgage Facility at this date was £363.5 million.

Lease obligations included property lease obligations secured by a fixed charge over certain of the Group’s
properties.
i)  Finance lease obligations

In 1988 a number of properties with a market value of £42.7 million were sold to certain banks on 125 year leases
at peppercorn rentals. The Group subsequently entered into full tenant and landlord repairing sub leases for
125 years. At the financial period ends the following amounts remained outstanding under the leases:

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Principal . ... .. 42.7 427 42.7
Accrued IMETESt . .. ..o e 16.8 16.3 16.9
Qutstanding liability .......... ... ... ... . ... .. ... . ....... 59.5 59.0 59.6

The rentals payable are structured so as to give the lessors a financing return linked to LIBOR in the first 25 years
and, in the following 10 years, a LIBOR linked return together with the repayment of capital. Thereafter, market
rentals are payable subject to revision every 5 years. In the early years, the amounts payable are below LIBOR
and in the later years are in excess of LIBOR. The financing costs are, however, allocated over the 25 year period
so as to achieve an annual funding cost which is consistent with LIBOR. The Group has limited rights up to the
25" year of the leases to vary the terms of the leases to buy out the rental obligations based on the properties’
original sales proceeds. The leases are reflected in fixed assets at their cost to the Group. These property lease
obligations are secured by a fixed charge over the corresponding Group properties. Other lease obligations relate
mainly to vehicles leased under hire purchase contracts.
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ii) Maturity of finance leases

The minimum lease payments under finance leases fall due as follows:

3 September 2005 4 March 2006 26 Februoary 2005

Property Other  Property Other  Property Other

Jease leases lease leases lease leases

£m £m £m £m £im £m

Not later thanone year. . ....................... 6.9 1.0 6.9 0.7 5.8 1.4
Later than one year but not more than five years. . .. 29.9 1.5 299 1.5 28.6 1.1
More than five years. ..., 60.3 0.3 60.3 0.2 68.5 —
97.1 2.8 97.1 2.4 102.9 2.5
Future charges on finance leases ................. (37.6) (04 {38.1) (0.4 43.3) (0.3)
59.5 2.4 59.0 2,0 59.6 2.2

22 Financial instruments

Transitional rules for financial instruments

The Group has elected to take advantage of the exemption in accordance with JFRS 1, which states that a first
time adopter need not restate its comparative information in compliance with IAS 32 and IAS 39. The Group has
adopted IAS 32 and JAS 39 with effect from 4 September 2005. For the period ended 26 February 2005 and the
year ended 3 September 2005, the Group continued to apply UK GAAP, and the following financial instrument
disclosures for those periods have been provided in accordance with FRS13 ‘Derivatives and other financial
instruments: disclosures’. The impact of adopting IAS 32 and 39 is shown in note 2.

Financial year ended 3 September 2005
i) Financial instrument information for the financial year ended 3 September 2005
The Financial Risks and Treasury Management information has been disclosed in note 3.

The maturity and interest rate profiles of financial assets and liabilities after taking account of interest rate and
currency swaps, swapped from floating to fixed rates, used to manage interest and currency profile were as
follows:

3 September 2005
Non-interest

Fixed Floating bearing Total
£m £m £m £m

Sterling borrowings:
— due WIthin ONE YEAr ...ttt ce e (53.3) 27.1) — (80.4)
— due after one year but no more than two years ........... (23.4) (6.8) —_ (30.2)
— due after more than two years but no more than five years (153.8) (45.6) — (199.4)
— due after more than five years. . ....................... (1,267.6) (374.1) —  (1,641.D)
Financial liabilities . .. ............... ... ........... ... (1,498.1) (453.6) — (19517
Sterling:
— Cash and cash equivalents ........... .. ... ... .o 40.4 19.7 2.0 62.1
— Restricted cash ............ ... . ... .. 133 — — 13.3
Euro:
— Cash and cash equivalents .................. ... ....... — 1.1 0.1 1.2
Financial assets........... ... ... ... i, 53.7 20.8 2.1 76.6

The weighted average interest rate on the fixed rate borrowings as at 3 September 2005 was 7.9 per cent including
the cost of the guarantee for the ‘B” and ‘C’ Loan Notes, with the weighted average time for which rates are fixed
being 3.5 years.

Floating rate borrowings were interest bearing at interest rates based on LIBOR. Sterling and Euro cash deposits
were interest bearing at rates based on base rates. Non-interest bearing cash refers to cash in stores.
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Floating rate borrowings have been classified as fixed if there were derivative financial instruments hedging the
floating rate interest for more than one year. The notional principal amounts and fair values of financial
instruments used in interest risk management were as follows:

3 September 2005

Notional Book Fair
principal amount Value Value
£m £m £m
Primary financial instruments
Borrowings:
— due withinone year ........... .. ... .. .. i (80.4) (80.4)
— due after one year but no more than two years ................ (30.2) (30.2)
— due after more than two years but no more than five years ...... (199.4) (199.4)
— due after more than five years ... ... ... .. ... ... (1,641.7) (1,643.3)
Cash and cash equivalents .. ............. .. ... .. i i, 76.6 76.6
Derivative financial instruments held to manage interest rate and
currency risk
INEErest rate SWAPS & .o\ vttt et et e e 995.6 — (21.3)
Interest rate cap . .....oo i 500.0 — 0.8
Forward foreign Currency COMractS. . ... ..o vrvennnnnnnnenennn. 84.5 — 0.1)
Net financial labilities . . ........... ... .. ... ... .. ... ...... (1,875.1) (1,897.3)

if) Derivative information for the financial year ended 3 September 2005

Fair values of derivative financial instruments have been calculated at the net present value of future cash flows
based on market rates

The Group’s principal exposure to movements in exchange rates relate to foreign currency expenditure made by
the Group and foreign currency borrowings. The Group uses foreign currency forward contracts, options and
swaps to hedge this exposure. As at 3 September 2005, the Group had net monetary liabilities of £19.8 miliion
denominated in US dollars and net monetary assets of £0.4 million denominated in Euros.

Unrecognised gains and losses on instruments used for hedging, and the movements during the financial year,
were as follows:

3 September 2005

Total net
Gains  Losses losses
£m £m £m

Unrecognised gains and losses on hedges at 29 August 2004 .. ................ 53 (6.2) 0.9
Gains and losses arising in previous years that were recognised during the period (5.3) 5.4 0.1
Gains and losses arising in previous years not recognised during the period . ... .. — 0.8) {0.8)
Gains and losses arising during the period not recognised during the period ... ... 22 (22.0) (19.8)
Unrecognised gains and losses on hedges at 3 September 2005 ............ .. 22 (22.8) (20.6)
Of which:
Gains and losses expected to be recognised within one year ................... 1.4 (1.5) (0.1)
Gains and losses expected to be recognised after more than one year ........... 0.8 (21.3) (20.5)

22 (22.8) (20.6)

All the unrecognised losses on the hedging instruments detailed above were expected to be fully matched by
gains on the hedged transactions.
iii) Borrowing facilities for the financial year ended 3 September 2005

The Group has £72.3 million under the Senior Term Loan Tranche ‘A’ facility which was undrawn at 3
September 2005, this facility can only be drawn to repay the current outstanding ‘B’ and ‘C’ loan notes.

Under the Senior Term Loan agreement a £150 million multi currency revolving credit facility exists. The facility
expires on 31 May 2012. As at 3 September 2005 £141.6 million remains undrawn under this facility.

Both of these facilities incur commitment fees at market rate.
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Financial period ended 4 March 2006

As previously stated, the Group has adopted TAS 32 and TAS 39 with effect from 4 September 2005. The
following disclosures for the financial period ended 4 March 2006 are made in accordance with those standards.

The Financial Risks and Treasury Management information has been disclosed in note 3. The impact of adopting
TAS 32 and 39 is shown in note 2.

The notional principal amounts and fair values of financial instruments used in interest risk management were as
follows:

4 March 2006

Notional
principal Book Fair
amount Value Value
£m £m £m
Primary financial instruments
Borrowings:
— due Within One Year .. ...t (84.6) (85.0)
— due after one year but no more than two years ..................... (47.2) (47.2)
— due after more than two years but no more than five years ........... (255.0) (255.00
— due after more than five years ......... ...t (1,549.6) (1,549.6)
Cash and cash equivalents. . ... .. . i e 159.0 159.0
Derivative financial instruments held to manage interest rate and
currency risk
Interest rate SWaps . .. oot e e 990.1 7.4) 7.4
Interest 1ate Cap . .. oo oot e e 500.0 1.2 1.2
Forward foreign currency COntracts .. ........c.iuvniennenninnennnn, 94.5 0.5 0.5
Net financial liabilities. . . ........ ... .. ... ... .. . (1,783.1) (1,783.5)
Net fair values of derivative financial instruments
4 March 4 March
2006 2006
Assets Liabilities
£m £m
Current
Interest rate swaps — cash flow hedges ........ .. .. ... .. . i — 0.7)
Forward foreign currency contracts — cash flow hedges . ........... ... ... ... ... 0.3 0.5)
Forward foreign currency contracts — held fortrading .. ........ ... .. ... ... ... .. 0.8 0.1
' 1.1 (1.3)
Non-current
Interest rate swaps — cash flow hedges .......... ... . ... .. . it 1.1 (7.8)
Interest rate caps ~— cash flow hedges. ... o i 1.2 —
2.3 (7.8)
TOtal . . e 34 (9.1)

The net fair value losses at 4 March 2006 on open forward foreign exchange contracts that hedge the foreign
currency risk of anticipated future inventory purchases are £0.2 million. This will be recycled and adjusted
against the initial measurement of the acquisition cost of inventory over the next 9 months.

Forward exchange contracts designated as cash flow hedges are reclassified to ‘assets held for trading’ when the
underlying forecast transaction is crystallised on the balance sheet as inventory. During the period there were no
contracts reclassified to ’assets held for trading’ due to cash flow hedges being ineffective.

Interest rate swaps

The notional principal amount of interest rate swaps outstanding at 4 March 2006 was £1,490.1 million. The
Group’s interest rate swaps swap from floating rates to fixed rates.

The fair value of interest rate swaps has been calculated as the present value of the estimated future cash flows.
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The Group’s interest rate swaps mature as follows:

Counter party Notional Rate Maturity
£m %

Other interest rate SWap . . ......ovvertneinninnen.. 990.1 4.477 -5.373 30 November 2006 to

30 November 2011

Morgan Stanley cap . ... 500.0 5.000 31 May 2008

The net losses on these swaps deferred in equity will reverse through interest in the income statement over the life
of the swaps.

The fair value of the Group’s interest rate swaps repotted as assets and liabilities at 4 March 2006, excluding any
accrued interest, were £2.3 million and £8.3 million respectively.

Fair value of non derivative financial assets and liabilities

Where market values are not available, the fair value of financial assets and financial liabilities have been
calculated by discounting future expected cashflows at prevailing interest rates and by applying year end
exchange rates. The carrying amounts of short-term borrowing is approximate to fair value.

4 March 2006
Book Value Fair Value
£m £m

Fair value of other financial assets and financial liabilities
Available for sale investments (note 16). ......... ... .. .. ... 8.2 8.2

Maturity and interest rate profiles of financial assets and liabilities

The maturity and interest rate profiles of financial assets and liabilities after taking account of interest rate and
currency swaps, swapped from floating to fixed rates, used to manage interest and currency profile were as
follows:

4 March 2006
Non-interest

Fixed Floating bearing Total
£m £m £m £m

Sterling borrowings:
— due Within One Year . ..., (60.4) (24.2) — (84.6)
— due after one year but no more than two years ........... (36.7) (10.5) — 47.2)
-— due after more than two years but no more than five years (197.6) (57.4) — (255.0)
— due after more than five years ................ ... ..., .. (1,197.4) (352.2) —  (1,549.6)
Financial Kabilities. . .. .......... ... .. ... ... ..... ... .. (1,492.1) (444.3) — (1,936.4)
Sterling:
— Cashatbank andinhand .............. .. ... ... .. .... 143.2 11.9 2.2 157.3
Euro:
—~— Cash atbank andinhand ......................... ... — 1.6 0.1 1.7
Financial assets......... ... ... ... ... .. ... ..., 143.2 13.5 2.3 159.0

Debt issue costs of £34.8 million are excluded from the financial liabilities above.

Fair value of non derivative financial assets and liabilities

The weighted average interest rate on the fixed rate borrowings as at 4 March 2006 was 8.0 per cent including the
cost of the guarantee for the ‘B’ and ‘C’ Loan Notes, with the weighted average time for which rates are fixed
being 3.0 years. Floating rate borrowings are interest bearing at interest rates based on LIBOR. Sterling and Euro
cash deposits are interest bearing at rates based on base rates. Non-interest bearing cash refers to cash in stores.

Floating rate borrowings have been classified as fixed if there were derivative financial instruments hedging the
floating rate interest for more than one year.
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Borrowing facilities for the financial period ended 4 March 2006

The Group has £71.5 million under the Senior Term Loan Tranche ‘A’ facility which was undrawn at 4 March
2006, this facility can only be drawn to repay the current outstanding ‘B’ and ‘C’ loan notes.

Under the Senior Term Loan agreement a £150 million multi currency revolving credit facility exists. The facility
expires on 31 May 2012. As at 4 March 2006 £141.0 million remains undrawn under this facility.

Both of these facilities incur commitment fees at market rate.

Senior Term Loan Restrictive Covenants

The Sentor Term Loan includes a covenant that relates to the successful listing of any shares on the London Stock
Exchange or any other securities market. The facilities agreement states that the proceeds on a successful listing
should be used to repay the Term Loans so that the ‘Net Debt’ to ‘Earnings Before Interest Tax, Depreciation and
Amortisation’ is no greater than 3.5:1 based on the quarter day immediately prior to the listing. The mandatory
payment under a listing is the fower of Net Proceeds (after fees, expenses and tax) and the Net Debt ratio stated
above. The mandatory payment can be used to repay either Tranche A, B or C.

Market price risk

The Group monitors interest rate risk and foreign exchange risk by determining the effect on profit of a range of
possible changes in interest rates and foreign exchange rates. The range of changes chosen refiects the Group’s
view of changes that are possible over the financial period.

Assuming no changes in the borrowings and interest rate swaps described above, it is estimated that a rise of
1 per cent in interest rates would have reduced pre-tax profits for the period 4 March 2006 by £4.6 million.
Similarly, assuming no changes in the volumes of imports described above, it is estimated that a 5 per cent
decrease in the value of sterling against relevant foreign currencies would have reduced profits for the period by
£3.0 million before accounting for any offset from renegotiated supplier contracts and alternative sourcing
locations.

Financial period ended 26 February 2005

[} Financial instrument information for the financial period ended 26 February 2005

The Financial Risks and Treasury Management information has been disclosed in note 3. The maturity and
interest rate profiles of financial assets and liabilities after taking account of interest rate and currency swaps,
swapped from floating to fixed rates, used to manage interest and currency profiles were as follows:

26 February 2005
Non-interest

Fixed Floating bearing Total
£m £m £m £m
Sterling borrowings:
— due withinone year ....................... (8.4) (13.2) —_ (21.6)
— due after one year but no more than two years (25.3) (14.2) — (39.5)
~— due after more than two years but no more than
Ave years . ... . . (150.3) (84.6) — (234.9)
— due after more than five years . .............. (900.7) (149.2) —_ (1,049.9)
Euro borrowings:
— due after more than five years ............... (118.8) — — (118.8)
Financial liabilities . ...................... ... (1,203.5) (261.2) — (1,464.7)
Sterling:
— Cash and cash equivalents .................. 291.5 9.6 2.1 303.2
Euro:
— Cash and cash equivalents .................. — 3.8 0.1 3.9
Financial assets ............................. 291.5 13.4 2.2 307.1

The weighted average interest rate on the fixed rate borrowings as at 26 February 2005 was 10.1 per cent. The
weighted average time for which rates are fixed being 6.3 years. Floating rate borrowings were interest bearing at
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interest rates based on LIBOR. Sterling and Euro cash deposits were interest bearing at rates based on base rates.
Non-interest bearing cash refers to cash in stores.

Floating rate borrowings have been classified as fixed if there were derivative financial instruments hedging the
floating rate interest for more than one year.

The notional principal amounts and fair values of financial instruments used in interest risk management were as
follows:

26 February 2005

Notional
principal Book Fair
amount Value Value
£m £m £m
Primary financial instruments
Borrowings:
— due withinoneyear ....................cvov.... (21.6) (21.6)
— due after one year but no more than two vears . ..... (39.5) (39.5)
— due after more than two years but no more than five
YEATS ottt et e (234.9) (234.9)
— due after more than five years.................... (1,168.7) (1,220.3)
Cash and cash equivalents ..................... . .... 307.1 3071
Derivative financial instruments held to manage interest
rate and currency risk »
Interest rate SWaps .. ........iiitei 417.7 — (3.H
Coupon SWAD .« .. it 1154 — 04
Forward foreign currency contracts . ................ 56.8 — (2.8)
Net financial liabilities . . .............. ........... (1,157.6) (1,214.7)

it)  Derivative information for the financial period ended 26 February 2005

Fair values of derivative financial instruments have been calculated at the net present value of future cash flows
based on market rates.

The Group’s principal exposure to movements in exchange rates relate to foreign currency expenditure made by
the Group and foreign currency borrowings. The Group uses foreign currency forward contracts, options and
swaps to hedge this exposure. As at 26 February 2003, the Group had net monetary liabilities of £14.4 million
denominated in US dollars and net monetary liabilities of £115.7 million denominated in Euros.
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Unrecognised gains and losses on instruments used for hedging, and the movements during the financial period,
were as follows:

26 February 2005

Total net
Gains Losses losses
£m £m £m
Unrecognised gains and losses on hedges at 29 Aungust
2004 . . 53 (6.2) 0.9)
Gains and losses arising in previous years that were
recognised during the period .. ........... ... ... ... “.1) 4.4 0.3
Gains and losses arising in previous years not recognised
during the period ...... ... ... .. il 1.2 (1.8) 0.6)
Gains and losses arising during the period not recognised
during the period ...... .. ... ... 0.5 (5.4) (4.9)
Unrecognised gains and losses on hedges at
26 February 2005 . .. ... ... .. ... . ... 1.7 (7.2) (5.5)
Of which:
Gains and losses expected to be recognised within one
VEAL ottt et e e e e e 0.1 2.9 2.8)
Gains and losses expected to be recognised after more
thanone year ............ ... .. i 1.6 4.3) 2.7)
1.7 (7.2) (5.5)

All the unrecognised losses on the hedging instruments detailed above were expected to be fully matched by
gains on the hedged transactions.

iii) Borrowing facilities for the financial period ended 26 February 2005

At 26 February 2005 the Group had an undrawn £125 million multi-currency revolving credit facility in respect
of which all conditions precedent had been met.

23 Retirement benefit obligation

During the period under review those Debenhams employees who were eligible on the basis of age, contractual
hours and length of service were entitled to be members of the Group’s UK pension schemes. These schemes are
of the funded, defined benefit type, the assets of which are held in separate trustee administered funds.

On refinancing in May 2005, it was agreed that £47.4 million of additional contribution would be paid to the
Debenhams defined benefit pension schemes. Initial payment of £29.4 million was initially made on 26 May
2005, the date of initial draw down of the funds. This will be followed by three payments of £5.0 million,
£6.0 million and £7.0 million respectively on the following three anniversaries of the initial draw down date.

The most recent actuarial valuations of the Debenhams Retirement Scheme and the Debenhams Executive
Employment Plan were at 31 March 2005.

Actuarial valuations of the Group’s pension schemes using the projected unit basis were carried out at 31 March
2005, and updated as at each relevant period end for the purposes of IAS 19 ‘Employee benefits’, by Watson
Wyatt, a qualified independent actuary. The major assumptions used by the actuaries were:

3 September 4 March 26 February

2005 2006 2005

per annum per annum per annum

% % o

Inflation assUMPUOn .. .. ...ttt 2.60 2.80 2.75

General salary and wage increase .................... 3.60 3.75 4.25
Rate of increase in pension payments and deferred

PAYINENTS « . oottt et e ittt e 2.60 2.80 2.75

Pension increase rate .. ....vuet it 2.60 2.80 2.75

Discount rate. ... ..o i 5.00 4.80 5.40




The expected return on scheme assets is based on market expectations at the beginning of the period for return
over the entire life of the benefit obligation.

3 September 2005 4 March 2006 26 February 2005
Long term Long term Long term
rate of rate of rate of
return return return
expected Value expected Value expected Value
per annum £m per annum £m Per annum £m
% % %
Assets
Equities ......... ... .. ..., 8.00 287.0 8.00 307.0 8.00 231.9
Bonds..................... 4.30 1493 4.30 182.2 4.90 152.8
Cash and other assets ........ 3.60 17.3 3.60 14.8 3.75 3.8
Total market value of assets 453.6 504.0 388.5
Present value of scheme
liabilities ................ (463.0) (511.6) (445.2)
Deficit in scheme ........... “9.4) (7.6) (56.7)

Assumptions regarding future mortality experiences are based on the mortality tables shown below. Allowance is
made for future improvements to the assumed current rates of mortality that which have a financial effect
equivalent to a 0.25 per cent per annum reduction in the discount rate used to value liabilities.

3 September 4 March 26 February

2005 2006 2005

Male & female Male & female Male & female

Debenhams Retirement Scheme ..................... PMA92C05+2 PMA92C06+2 PMA92C05+2

Debenhams Executive Pension plan .................. PMA92C05+1 PMAS2C06+1 PMA92C05+]1
The actual return on plan assets was as follows:

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Returnon plan assets. . ........................... 30.0 49.7 34.9

The amounts recognised in the income statement were as follows:

53 weeks » 26 weeks 26 weeks

3 September 4 March 26 February

2008 2006 2005

£m £m £m

Current Service CoSt . ..ov it i i 14.1 8.7 7.1

Pastservice cost ........ .. ... . 0.4 — 0.4

Interest on pension scheme liabilities . ................ 22.7 113 11.4

Expected return on pension scheme assets . ............ (24.7) (14.6) (12.0)

Total included within staff costs (note 9) ......... ... 12.5 54 6.9
The total charge has been included were as follows:

53 weeks 26 weeks 26 weeks

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Costofsales............. ... ... .. ... . ... ... ... 10.6 4.6 5.9

Distribution Costs .. ...ttt 0.7 0.3 0.3

Administrative eXpenses . .. ...t 1.2 0.5 0.7

Total charge............... ... . ... ............ 12.5 54 6.9
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Changes in the present value of the defined benefit obligations were as follows:

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Present value of obligation at start of period ........... 401.2 463.0 401.2
Interest on pension scheme liabilities . ................ 227 11.3 11.4
Current SEIVICE COSES . ..ottt e e e 141 8.7 7.1
Actual member contributions . . ....... ... .o oL 2.8 1.4 1.4
Actual benefits payments by the fund . ................ (15.7) 6.1 7.9
Past service COoStS ... .ot 0.4 — 04
Losses on change of assumptions .................... 347 36.5 31.1
Experience losses/(gains) . ............ ... o, 2.8 (3.2) 0.5
Present value of obligation at end of period ......... 463.0 511.6 445.2

Changes in the fair value of pension scheme assets are as follows:

3 September 4 March 26 February
2005 2006 2005
£m £m £m
Fair value in pension scheme assets at start of period. . .. 353.8 453.6 353.8
Benefits paid . .. ... .. (15.7) 6.1) (7.9
ContribUtionS . . .. v o e e 44 8 7.3 7.7
Expected return on pension scheme assets ............. 247 14.6 12.0
Actuarial gains ........ ... 46.0 34.6 22.9
Fair value of plan assets at end of period ........... 453.6 504.0 388.5
Movement in deficit during the period
3 September 4 March 26 February
2005 2006 2005
£m £m £m
Deficit in the schemes at start of period............... (47.4) 9.4) 47.4)
Movement in year:
Pension charge ...... ... ... . .. . o i (12.5) 5.4) (6.9)
Contributions . . ... oo 42.0 59 6.3
Actuarial gain/(loss) . ... i 8.5 1.3 (8.7)
Deficit in the schemes at end of period . ............. (9.4) (7.6) (56.7)
Actuarial gains and losses recognised in equity:
| 3 September 4 March 26 February
2005 2006 2005
£m £m £m
Net actuarial gains/(losses) recognised in the period. . ... 8.5 1.3 8.7)
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History of experience gains and losses

Difference between the expected and actual return

Percentage of scheme assets ...................
Experience gains/(losses) on scheme liabilities: . ..
Percentage of the present value of scheme
habilities . ... ... .
Total actuarial (loss)/gain recognised in statement

Percentage of the present value of scheme
labilities . .......... ...

Debenhams Stakeholder Pension Scheme

28 August 3 September 4 March 26 February
2004 2005 2006 2005
£3.1m £46.0m £34.6m £22.9m

0.9% 10.1% 6.9% 5.9%
£(1.9m £(2.8)m £3.2m £(0.5)m

0.9)% 0.6)% 0.6% (0.1)%
£11.2m £8.5m £1.3m £(8.7m

2.7% 1.8% 0.3% (2.0)%

The stakeholder pension scheme was established in April 2005. The contributions made to the scheme during the
year ended 3 September 20035 and the period ended 4 March 2006 were £0.1 million in aggregate.

24 Deferred tax assets and liabilities

Deferred tax is calculated in full on temporary differences under the liability method using a tax rate of 30%.

Deferred tax assets .. ...
Deferred tax Labilities . ......... .ottt

3 September 4 March 26 February
2005 2006 2005

£m £m £m

58.9 65.1 63.9
(73.8) (78.2) (79.0)
(14.9) (13.1) (15.1)

Deferred tax assets have been recognised in respect of all tax losses and other temporary differences giving rise to
deferred tax assets because it is probable that these assets will be recovered.

Financial year ended 3 September 2005 and period ended 4 March 2006

The movement on the deferred tax account is as shown below:

Developers Share
contribution  Fair value Retirement Other based
Assets received gains benefit  provisions payments Total
£m £m £m £m £m £m
At 29 August 2004 .. ...... ... ... .. 35.1 2.6 14.2 4.6 0.8 57.3
Credited/(charged) to the income
SEALEMENT ..ottt (1.5) (1.3) 2.2) 3.9 1.8 0.7
Charged to the statement of recognised
income and eXpenses . . ............ — — (2.5) — — 2.5)
Credited to equity .................. — — — — 3.4 34
At 3 September 2005 .. ............. 33.6 1.3 9.5 8.5 6.0 58.9
Adoption of IAS 32 and IAS 39 ... ... — 5.4 — — — 54
At 4 September 2005............... 33.6 6.7 9.5 8.5 6.0 64.3
Credited/(charged) to the income
statement . .......... ... 0.3 0.3) (0.9) 3.5 2.8 5.4
Charged to the statement of recognised
income and expenses .............. — — 0.4) — —_ 0.4
Charged toequity .................. — 4.2) — — — (4.2)
At4 March 2006 .................. 33.9 2.2 8.2 12.0 8.8 65.1
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. Accelerated

tax Fair value
Liabilities depreciation Other gains Total
£m £m £m £m
At 29 August 2004 ... ... ... ... (98.9) 0.4) (18.3) (117.6)
Charged to the income statement................ 25.1 0.4 18.3 43.8
At 3 September 2005 .. ... ... ... . ... .. ..., (73.8) — — (73.8)
Credited to the income statement ............... (4.4) — — (4.4)
At4March2006............................ (78.2) —_ — (78.2)
Financial period ended 26 February 2005
The movement on the deferred tax account is as shown below:
Developers Share
contribution  Fair value Retirement QOther based
Assets received gains benefit  provisions payments Total
£m £m £m £m £m £m
At 29 August 2004 ... ... ... .. .. 35.1 2.6 14.2 4.6 0.8 573
Credited/(charged) to the income
Statement . .......iiiit e 0.1 — 0.2 1.4 0.1 1.6
Credited to the statement of recognised
income and expenses .............. — — 2.6 — — 2.6
Credited toequity .................. — — — — 24 24
At 26 February 2005 ... ............ 35.0 2.6 17.0 6.0 33 63.9
Accelerated
tax Fair value
Liabilities depreciation Other gains Tatal
£m £m £m £m
At 29 August 2004 .. ... ...l (98.9) 0.4) (18.3) (117.6)
Credited to the income statement . .............. 19.9 0.4 18.3 38.6
At 26 February 2005 ........................ (79.0) — — (79.0)

The deferred income tax charged to equity during the financial periods was as follows:

3 September 4 March 26 February
2005 2006 2005
£m £m £m

Fair value reserves in shareholders equity:
— Adoption of IAS 32 and JAS 39 ... ...l — 54 —
— Hedging reserve . . ... ... i —_ 4.2) —
Deferred tax on pension schemes . ............... ... .. ...... (2.5) 0.4 2.6
Deferred tax on share based payments ................ ... ... 3.4 — 2.4
0.9 0.8 5.0

Deferred income tax liabilities have not been recognised for the withholding tax and other taxes that would be
payable on the unremitted earnings of certain subsidiaries. The Group is able to control the timing of the
remittance of such earnings and it is not probable that any such remittance will take place in the foreseeable

future.

The unremitted earnings at the financial period ends were as follows:

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Unremitted €arnings . .. ...t tn vt et e 9.5 13.3 8.5
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Unrecognised losses

As at 26 February 2005, 3 September 2005 and 4 March 2006 the Group has not provided deferred tax for capital
losses of £7.1 million, trading losses of £8.7 million and non-trade losses of £1.3 million. These remain
unprovided as it is not anticipated that the Group will make qualifying profits against which these may be offset.

25 Other non-current liabilities

3 September 4 March 26 February

2005 2006 2005

£m £m &m

Other habilities .. ....... ... . 158.8 1758.5 149.7

Included within other liabilities are lease incentives received from landlords either through initial contributions or
rent-free periods. These incentives are being credited to the income statement on a straight-line basis over the
term of the lease.

26 Provisions for liabilities and charges

Taxation Vacant Closure Other
provisions properties provisions provisions Total
im £m £m £m £m
At 29 August 2004 . ........... .. 2.6 0.5 5.4 4.5 13.0
Charged to the income statement. . . . — 0.7 0.8 — 1.6
Utilised during the financial period . . (2.6) — (1.3) (1.4) (5.4)
At 3 September 2005 .. ... .. ... .. — 1.2 4.9 3.1 9.2
Utilised during the financial period . . — 0.1) 0.7 0.4) {1.2)
At4 March 2006 ............. .. — 1.1 4.2 2.7 8.0
Taxation Vacant Closure Other
provisions properties provisions provisions Total
£m £m £m £m £m
At 29 August 2004 .. ... ... ... 2.6 0.5 5.4 45 13.0
Utilised during the financial period . . (2.6) 0.1) 0.4) {0.8) 3.9)
At 26 February 2005 ... ....... .. — 0.4 5.0 3.7 9.1

Provisions have been analysed between current and non current as follows:

3 September 4 March 26 February

2005 2006 2005

£m £m £m

CUITBNL . . L e e e 6.8 6.0 6.4
NON CUITENE L oottt e e e e e e e 2.4 2.0 2.7
9.2 8.0 9.1

Taxation provision

The taxation provision represents potential liabilities surrounding the VAT treatment of intra-group transactions,

Vacant properties

Provision for vacant properties represents the residual lease commitments, after taking into account existing sub-
lease arrangements, in respect of three properties and will mainly be utilised over the remaining term of the leases
which expire in March 2007, August 2009 and September 2009 respectively.

Closure provision

The termination of a number of operations resulted in closure costs predominantly related to the closure of all
remaining own bought media outlets, the cessation of the Group’s mail order catalogue and the closure of
distribution outlets. This provision is short-term in nature.
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Other provisions

The majority of the Group’s other provisions relate to dilapidations on properties based upon the Directors best
estimate of the Group’s future liability. The remainder of the other provisions, none of which are individually
significant, represent the best estimate of the expenditure required to settie present obligations in respect of other
liabilities. These provisions are short-term in nature.

27 Share capital

Debenhams plc
3 September 4 March
2005 2006
£ £
Authorised
10,000,000 Ordinary shares of £0.001 each ....... .. ... ... .. .. ... ... ... 10,000 10,000
100,000 Governance shares of £0.01 each ........ ... ... .. .. ... ... ... .... 1,000 1,000
3 Subscriber shares of £1 each .. .. ... . . 3 3
11,003 11,003
Called up, allotted and fully paid
10,000,000 Ordinary shares of £0.001 each ........ .. .. ... .. ... ... ... .... 10,000 10,000
100,000 Governance shares of £0.001 each ..... ... ... .. ... . .. . . . . . .. 1,000 1,000
3 Subscriber shares of £1 each ... ... ... ... ... . 3 3
11,003 11,003

Baroness Group Holdings Limited

26 February

2005
£
Authorised
10,000 Ordinary shares of £1 each .. ... .. .. . . e 10,000
Called up, allotted and fully paid
10,000 Ordinary shares of £1 each . ... ... . . . 10,000
Movements in share capital
Number of
shares £
At 28 August 2004 and at 26 February 2005 — Baroness Group Holdings
Limited .. ... .. 10,000 10,000
Eliminated on 2005 Acquisition . ............. ..t (10,000) (10,000)
Issue of Debenhams plc Subscriber shares ................................ 3 3
Share for share eXChange ... ... ..ot e 10,100,000 11,000
At 3 September 2005 and at 4 March 2006 — Debenhams plc ............ 10,100,003 11,003

Financial year ended 3 September 2005 and financial period ended 4 March 2006

As part of the 2005 Acquisition, the shareholders of Baroness Group Holdings Limited, received shares and loan
notes in the Company in exchange for their shareholding in Baroness Group Holdings Limited.

The Company was incorporated on 10 May 2005, at which time the subscriber shares were issued. As part of the
2005 Acquisition, 10,000,000 Ordinary shares and 100,000 Governance shares were issued.

The Ordinary shares, which do not carry voting rights, were issued on 24 May 2005 on the legal acquisition of
Baroness Group Holdings Limited. Shareholders are entitled to receive dividends in proportion to the nominal
value of their holding of shares. In the event of a winding up, shareholders are entitled to receive the amount paid
in respect of their nominal value together with any surplus so arising in proportion to the number of Ordinary
shares held. The holders of ordinary shares are not entitled to attend or speak at general meetings of members.
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The Governance shares, which carry voting rights, were issned on 24 May 2005 on the legal acquisition of
Baroness Group Holdings Limited. Shareholders are not entitled to receive dividends. In the event of a winding
up, shareholders are entitled to receive the amount paid in respect of their nominal value together with any
surplus so arising in proportion to the number of Governance shares held. The holders of Governance shares are
entitled 1o attend and vote at general meetings of members.

Financial year ended 3 September 2005 and financial period ended 4 March 2006

The subscriber shares, which do not carry voting rights, were issned on incorporation at £1.00 per share.
Following the issue of Governance and Ordinary shares the Subscriber shareholders are no longer entitled to a
dividend. In the event of a winding up, the Subscriber shareholders are entitled to receive the amount paid in
respect of the nominal value of their shareholding. The holders of Subscriber shares are not entitled to attend or
speak at a general meeting.

Financial period ended 26 February 2005
Baroness Group Holdings Limited was incorporated on 4 September 2003 in Jersey, with an authorised share
capital of £10,000 of which £10,000 was allotted and fully paid.

Employee Share Trust — Interest in Share capital

The number of ordinary units in Baroness Group Limited Partnership and Ordinary shares in the Company held
by the Debenhams Retail Employee Trust 2004 and the Baroness Employee Limited Partnership, in connection
with the Group’s employee share option/ownership plans described below, were as follows:

3 September 4 March 26 February

2005 2006 2005

Ordinar Ordinar; Ordinary

shares” shares® units™"

Debenhams Retail Employee Trust 2004 ..................... 216,928 216,928 20,711
Baroness Employee Limited Partnership...................... 377,913 368,330 59,485
594,841 585,258 80,196

Note: (1) Ordinary units in Baroness Group Limited Partnership (2) Ordinary shares in Debenhams plc

Share based payments

The Group operated two employee share option/ownership plans during the financial periods, both of which are
described below.

i) The Employee Option Plan

The Employee Option Plan was introduced in September 2004 and options over units in the Baroness Group
Limited Partnership were awarded to certain management of the Group.

On 16 May 2005, the Baroness Group Limited Partnership was dissolved and its members received 9.9999 shares
in Baroness Group Holdings Limited for each ordinary unit held. On 24 May 2005, the Company acquired the
entire share capital of Baroness Group Holdings Limited through a share for share exchange. The shareholders in
Baroness Group Holdings Limited received shares and loan notes in the Company in exchange for their
shareholding in Baroness Group Holdings Limited. The loan notes issued by the Company were issued to
shareholders in direct proportion to their initial shareholding in Baroness Group Holdings Limited. The
Debenhams Retail Employee Trust 2004 received ‘A’ loan notes of £12.8 million as a result of this exchange,
which were immediately repaid.

The scheme rules in respect of the options were modified for the above transactions, and the options previously
granted in respect of units in Baroness Group Limited Partnership were modified to relate to both the shares and
‘A’ loan notes of the new parent company of the Group, Debenhams plc. For accounting purposes, this was
treated as the modification of the original equity-settled share-based payment, with the newly created loan note
element of the award being treated as a cash-settled share-based payment. The expense in relation to the options
has therefore been calculated in two parts, relating to both the continuing equity-settled element of the award and
the cash-settled element arising as a result of the 2005 Acquisition. There was no change in the total fair value of
the award as a result of the modification.
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Options are awarded at the discretion of the Group’s Remuneration Committee and can be awarded to any
employee within the Group at any point in time during each financial period. The contractual life of the options is
10 years. The condition associated with the award of the options is that the recipients must be employed by the
Group on flotation or sale. The options will vest either on flotation or sale of Debenhams plc.

At the date of grant in September 2004 the options were valued using a Black-Scholes option pricing model. The
fair value per option granted and the assumptions used in the calculation were as follows:

Date of grant

Number of employees . ... ... e 327
Expected volatility . . .. ..ot e 15.1%
Expected life (months) .. ... . e 51
Risk free INTEIest TALE .. ... .o\ttt it et e e 4.7%

Expected dividends expresses as a dividend yield.......... ... ... .. i i —
Possibility of ceasing employment before vesting. . ........ ... ... . i i —
Fair value per ordinary unit in Baroness Group Limited Partnership (£) ................... 105.75
Fair value per option — equity element (£ per option) .............coiiiiiineen... 0.182

The expected volatility is based on the FTSE All Share Consumer Service Index, which comprises 124 members,
over the last three years. The vesting period is the estimated period from the date of grant to the expected date of
the Group’s flotation. As at 3 September 2005 and 4 March 2006, the expected date of flotation was May 2006.
The expected life is the average expected period to exercise. The risk free interest rate is based on a 4.5 year gilt
rate bond at the time the options were issued. The dividend yield is assumed to be nil as neither the equity
component nor the debt element of the underlying option securities are expected to pay out dividends or coupons
over their life. All of the options have an exercise price of either 0.2 pence or £1.20. The charge in respect of the
equity-settled element of the options is being recognised in the income statement over the vesting period from the
date of grant to the expected date of flotation.

The value of the cash-settled element of the award is the value attributable to the ‘A’ loan notes under option. As
part of the 2005 Acquisition the ‘A’ Loan Notes of £12.8 million which were issued to the Debenhams Retail
Employee Trust 2004 were immediately repaid in full on 26 May 2005. On settlement of the options, the option
holders will receive shares with a value equal to the value of the ‘A’ Loan Notes issued to the Debenhams Retail
Employee Trust 2004 on the option holders’ behalf. The modification has resulted in a charge to the income
statement that relates to the ‘A’ Loan Notes that have been allocated to employees, rather than the total received
by the Debenhams Retail Employee Trust 2004. The charge is being spread over the vesting period, being from
the date of the original grant to the expected date of flotation of Debenhams plc in May 2006. As a result of the
modification £2.6 million (net of tax) of the charge was recognised directly in equity in the year ended 3
September 2005, in respect of the period from the date of grant to the date of the modification and £1.7 million
(net of tax) was recognised directly in equity in the 26 weeks ended 26 February 2005. From the date of the
modification in May 2005, the charge has been recognised in the income statement.

A reconciliation of movements in the options issued by the Debenhams Retail Employee Trust 2004 over the
financial periods to 4 March 2006 is shown below:

36 weeks
from 17 weeks
29 August  from 24 May
26 weeks to 2004 to 2005 to 26 weeks to
26 February 24 May 3 September 4 March
2005 2005 2005 2006
Number Number Number Number
Outstanding at start of the financial period........ — — 143,189 142,954
Granted ....... .. ... e 15,322 15,652 4,615 4,167
Forfeited ........ ... .. i (755) {1,332) (4,850) (7,445)
Outstanding at the end of the financial
period (¥) ....... ... .. 14,567 14,320 142,954 139,676

Converted on 16 May 2005 .................... N/A 143,189 N/A N/A

* As stated above on 16 May 2005 one ordinary unit in Baroness Group Limited Partnership was exchanged for 9.9999 shares in Baroness
Group Holdings Limited. Prior to the conversion, certain employees held options over fractions of ordinary units in Baroness Group
Limited Partnership whereas following the exchange, options could only be held over a whole number of shares.
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ii) Baroness Employee Limited Partnership (BELP)

In June 2004, senior management of the Group were invited by the Remuneration Committee to invest in the
Group through the purchase of units in the Baroness Employee Limited Partnership which in turn invested in the
Baroness Limited Partnership. Management purchased their holding in the Baroness Group Limited Partnership
at fair value and therefore no equity based costs arose in relation to these awards. The partnership is closed to new
entrants.

On 16 May 2005, the Baroness Group Limited Partnership was dissolved and its members received 9.9999 shares
in Baroness Group Holdings Limited for each ordinary unit held. These shares were subsequently exchanged for
shares and loan notes issued by the Company. In the case of the Baroness Employee Limited Partnership, a share
in Baroness Group Holdings Limited was exchanged for a share and a ‘C’ loan note in the Company.

In total, ‘C’ loan notes of £22.3 million were issued to the BELP. For accounting purposes, this resulted in the
modification of the original equity-settled share-based payment, with the newly created loan note element of the
award being treated as a cash-settled share-based payment. The total value of the cash-settled element of the
award is the value attributable to the ‘C’ Loan Notes of £22.3 miilion issued to BELP and the charge is being
spread over the vesting period, being from the date of the original investment to the expected date of floatation in
May 2006. As a result of the modification £8.5 million of the charge was recognised directly in equity in the year
ended 3 September 2005, in respect of the period from the date of grant to the date of the modification and
£5.9 million was recognised directly in equity in the 26 weeks ended 26 February 2005. From the date of the
modification in May 2005, the charge has been recognised in the income statement. There was no incremental
change in the fair value of the award as a result of the modification.

(iii) Share based payments charge
The total charge to the income statement relating to all equity based share based payment transactions were:

53 weeks to 26 weeks to 26 weeks to

3 September 4 March 26 February

2005 2006 2008

£m £m £m

Equity settled element — DRETY ... ... ... .. .............. 0.9 0.6 0.2
Cash settled element — ‘A’ Loan Notes ..................... 1.4 2.6 —
Cash settled element — ‘C" Loan Notes. .. ................... 33 5.6 —
Charge fortheperiod. ... ................................ 5.6 8.8 0.2

(1) The Credit entry in respect of the equity settled element has been recognised in retained earnings.

The following amounts were charged directly to equity as a result of the modification of the awards as a result of
the 2005 Acquisition.

53 weeks to 26 weeks to 26 weeks to

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Cash settled element — ‘A’ Loan Notes . .................... 3.6 — 2.5
Cash settled element — ‘C’ Loan Notes. . .................... 8.5 — 5.9
12.1 — 8.4
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28 Consolidated Statement of changes in shareholders’ equity

Financial year ended 3 September 2005 and period ended 4 March 2006

Reverse
Share Share  Retained Merger  acquisition ~ Hedging Other
capital  premium earnings reserve reserve reserve  reserve Total
£m £m £m £m &m £m £m £m

Balance at 29 August 2004 . ..., .... — 1.0 (21L5) — — — —  (210.5)
Retained profit for the financial period — — 126.8 — — — — 126.8
Actuarial gain in pension schemes

mote 23} ... i — — 8.5 — — — — 8.5
Movement in deferred tax relating to

pension schemes (note 24)......... — — (2.5) — — — — (2.5)
Total recognised income for the

financial period ................. — — 132.8 — — — — 132.8
Acquisition by Debenhams plc . ....... — (1.0) —  1,2009 (1,199.9) — — —_
Employee share ownership plans (net

oftax) ... .. ... .. — — (7.8) — — — — (7.8)
26 May 2005 refinancing
— Appropriation .................. — — (589.2) — — — —  (589.2)
— ‘A’ Loan Notes held by Debenhams

Retail Employee Trust 2004....... — — 12.8 — — — — 12.8
— ‘C’ Loan Notes held by Baroness

Employee Limited Partnership . .. .. — — 223 — — — — 223
At 3 September 2005 ... ..... ... ... — — (640.6) 1,200.9  (1,199.9) — —  (639.6)
Adoption of TAS 32 and IAS 39....... — — 2.3 — — (14.9) 1.0 (11.6)
At 4 September 2005 ... ....... .. .. — — (638.3) 11,2009  (1,199.9) (14.9) 1.0 (651.2)
Retained profit for the financial period — — 54.7 — — ~— — 54.7
Actuarial gain in pension schemes

mote 23) ... ... — — 1.3 — — — — 1.3
Movement in deferred tax relating to

pension schemes (note 24)......... — — 0.4) — — — — (0.4)
Cash flow hedges:
— net fair value gains (net of tax) .. .. — — — — — 12.1 — 12.1
— recycled and adjusted against the

initial measurement of the

acquisition cost of inventory ...... — — — — — .0 — (2.0)
— reclassified and reported in net

profit ..... ... ... ... ... [ — — — — — (0.3) — (0.3)
Total recognised income for the

financial period . ................ — — 55.6 — — 9.8 — 65.4
Employee share ownership plans (net

oftax) ... — — 0.6 — — — — 0.6
Balance at 4 March 2006 ... ....... — — (582.1) 1,2009  (1,199.9) (5.1) 1.0 (585.2)
Financial period ended 26 February 2005

Share Share Retained
capital premium earnings Total
£m £m £m £m

At 29 August 2004 ... ... ... — 1.0 (211.5) (210.5)
Retained profit for the financial period . ............... — — 186.7 186.7
Actuarial loss in pension schemes (note 23) ........... — — (8.7) (8.7)
Movement in deferred tax relating to pension schemes

(NOtE 24) . ..o e —_ — 2.6 2.6
Total recognised income/(expense) for the financial

period .. ... ... — 1.0 (30.9) 29.9)
Employee share ownership plans (net of tax)........... — — (5.8) (5.8)
At 26 February 2005 ........ ... ... ... ... . ..., — 1.0 (36.7) (35.7)




Merger reserve

The merger reserve of £1,200.9 million exists as a result of the 2005 Acquisition. The merger reserve represents
the difference between both the nominal value of the share capital and loan notes issued by the Company and the
fair value of Baroness Group Holdings Limited Group at 24 May 2005, the date of the 2005 Acquisition
(note 31).

Reverse acquisition reserve

The reverse acquisition reserve exists as a result of the method of accounting for the 2005 Acquisition. In
accordance with International Accounting Standards the 2005 Acquisition has been accounted for as a reverse
acquisition.

Hedging reserve

The hedging reserve represents the fair value of all interest rate swaps and forward foreign currency contracts
which have been designated as cash flow hedges.

Other reserves

Other reserves represent the change in fair value in respect of the Group’s available for sale investments (see
note 16).

Retained earnings

The appropriation of £589.2 million in the financial year ended 3 September 2005 represents the ‘A’, ‘B’ and
‘C’ Loan Notes issued as part of the 2005 Acquisition. In accordance with IFRS 3 ‘Business Combinations’, the
2005 Acquisition has been accounted for as a reverse acquisition and the Loan Notes have been treated as an
appropriation representing the value transferred outside of the Group as a result of the acquisition.

During the financial year ended 3 September 2005, two employee share option/ownership plans were established.
The number of ordinary units or ordinary shares held by the Group in respect of these plans is disclosed in
note 27. As at 4 March 2006 the nominal value of the shares held by the Group was £585.26. On 24 May 2005
the ordinary units in Baroness Group Limited Partnership held by Debenhams Retail Employee Trust 2004 were
converted into 216,928 shares in the Company and £12.8 million ‘A’ Loan Notes and the ordinary units in
Baroness Group Limited Partnership held by BELP were converted into 377,913 shares in the Company and
£22.3 million ‘C’ Loan Notes. The ‘A’ Loan Notes were subsequently repaid resulting in a cash balance of
£12.8 million being held by the Debenhams Retail Employee Trust 2004.

Debenhams Retail Employee Trust 2004 and Baroness Employee Limited Partnership are consolidated in the
results of the Group.

29 Operating lease and capital commitments

3 September 2005 4 March 2006 26 February 2005
Land and Land and Land and
buildings Other buildings Other buildings Other
£m £m £m £m £m £m
Commitments under
non-cancellable
operating leases
expiring:
Within one year ..... 105.6 1.6 108.6 1.5 953 1.5
Later than one year
and less than five
years ............ 437.5 2.4 4714 2.2 404.5 2.4
After five years . ..... 3,246.4 — 3,436.5 — 3,175.8 —
3,789.5 4.0 4,016.5 3.7 3,675.6 39

The Group leases departmental stores and warehouses under non-cancellable operating leases. The leases have
various terms, escalation clauses and renewal rights. The Group also leases vehicles and fixtures and equipment
under non-cancellable operating leases.
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On adoption of International Financial Reporting Standards a review of the Group’s leases was undertaken to
determine whether under IAS 17 ‘Leases’ any change was required in the classification of the Group’s leases as
either operating or finance leases. As a result of this review there was no change in the classification of the

Group’s leases.

The Company has entered into a contract to the value of £4.3 million to develop a website upgrade.

30 Cash generated from operations

53 weeks 26 weeks 26 weeks
3 September 4 March 26 Febrnary
2005 2006 2005
£m £m £m
Profit for the financial period ................ .. ... ... ... 126.8 54.7 186.7
TaXation . . ..ot e (37.6) 23.2 (14.5)
Depreciation (note 15) .. ... .. 85.4 40.4 4372
Amortisation (note 14) ... ... i 3.8 4.3 1.6
Loss on disposal of property, plant and equipment ............. 3.0 0.4 1.1
Profit on deemed disposal of subsidiary ...................... (117.7) — 117.7)
Net movements in provisions for liabilities and charges (note 26) (3.8) (1.2) 3.9
Interest income (note 10) .. ... ... i (1.9) (3.8) 4.5)
Interest expense (note 11) ... ... .. .. . ..., 261.1 79.0 94.5
Difference between pension charge and contributions paid
(NOte 23) oo e (29.5) 0.5) 0.6
Net movement in long-term creditors ........................ 153 16.7 6.3
Changes in working capital
Increase in Inventories . ..., (29.8) (28.9) (13.9)
Increase in Trade and other receivables. ...................... (6.8) (1.6) (6.8)
Increase in Trade and other payables ........................ 119.6 20.7 47.3
Cash generated from operations. .. .................. ... ... 381.9 203.4 220.0
In the cash flow statement, proceeds from the sale of property, plant and equipment comprise:
53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2005 2006 2005
£m £m £m
Net book amount (note 15) ... .. ..t i 402.3 0.6 374.5
Deemed disposal of subsidiary (note 31) ..................... (373.2) — (373.2)
Loss on sale of property, plant and equipment................. 3.0 (0.4) (1.1
Proceeds from the sale of property, plant and equipment . . . .. 26.1 0.2 0.2
In the cash flow statement, amounts relating to the exceptional items were as follows:
53 weeks 26 weeks 26 weeks
3 September 4 March 26 February
2005 2006 2005
£m €m £m
Cash generated from operations includes payments for:
Additional pension contribution on refinancing ................ 29.4 — —
Red Letter Day ... ...t e 2.6 — —
Other exceptional cash outflows . .......... ... ... ... .. .... 0.7 1.1 —
Interest paid included:
2005 refinancing — make-whole premium (note 8)............. 70.6 — —
2005 refinancing — Debt 188U COStS ... ..\ 39.1 — —

Additional pension contribution on refinancing

On refinancing it was agreed that £47.4 million of additional contribution would be paid to the Debenhams
defined benefit pension schemes (“DDBPS”). A payment of £29.4 million was made to the DDBPS on 26 May
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2005 (the date of the initial draw-down), to be followed by three payments of £5.0 million, £6.0 million and
£7.0 million respectively on the following three anniversaries of the initial draw down date.

Red Letter Day

A payment of £2.6 million was paid to Red Letter Day following the acquisition of the assets of this supplier by a
new management team, after it went into administration (see note 8).

Other

The Group paid legal and professional costs totalling £0.7 million in relation to the 2005 refinancing (see note §),
the remaining £1.1 million of exceptional costs included in note 8 were accrued at 3 September 2005 and paid
after the year end.

2005 Refinancing

The repayment of the High Yield Bond in June 2005 included a ‘make whole premium’ of £70.6 million, which
arose due to the early repayment of the bonds (see note §).

Debt issue costs capitalised in respect of the 2005 refinancing amounted to £39.1 million (see note 21).

Non-cash transactions

Other non-cash changes comprise:

53 weeks 26 weeks 26 weeks

3 September 4 March 26 February

2005 2006 2005

£m £m £m

Amortisation of issue costs relating to debt issues.............. 30.5 2.8 7.0
Non-cash movements associated with finance lease obligations . .. 04 0.8 0.2
Transfer of mortgage facility on deemed disposal of subsidiary . .. (363.5) — (363.5)
Exchange rate movements ...............oouiiunnnnneenn. 0.3 — 3.0
Non-cash transactions. . .. .............. ... ... ... ....... (332.3) 3.6 (353.3)

31 Acquisition and disposal of subsidiaries
(a) Deemed disposal of BF Properties (No. 4) Limited

On 22 February 2005, the Group’s effective interest in BF Properties (No. 4) Limited, previously a wholly owned
subsidiary, was reduced as a result of the completion of a transaction with The British Land Company plc. The
reduction in the Group’s effective interest was accounted for as a deemed disposal and the retained interest has
been accounted for as an investment in accordance with IAS 39.

At the date of the transaction, subsidiary companies of BF Properties (No. 4) Limited held 23 of the department
stores operated by the Group and had drawn a Mortgage Facility thereon. The amount outstanding on the
Mortgage Facility was £363.5 miilion. On 22 February 2005 the obligation to repay the Mortgage Facility was
transferred to The British Land Company plc. With the exception of £2.0 million of intercompany debts which
were written off on 21 February 2005, all other inter-company balances between the Debenhams Group and BF
Properties (No. 4) Limited and its subsidiaries were repaid following completion of the transaction. Following the
transaction, the Group continues to operate the relevant department stores under operating lease agreements with
the BF Properties (No. 4) Limited group.
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The book value of BF Properties (No. 4) Limited and its subsidiaries on 22 February 2005, the date of the
deemed disposal for accounting purposes, were as follows:

£m
Tangible fixed aSSeLS . . .. oo e e e 373.2
Debtors — Debenhams Group debtors. ... ... .. 6.2
Debtors —Other ............. ... .. ... P 0.2
Cash at Bank . .. ... e 5.9
Creditors — Mortgage facility ... ... . . (363.5)
Creditors — Debenhams Group creditors .......... ... ... .. . (134.4)
Creditors — O NeT . . ... o e (2.8)
Net liabilities on disposal . . . ... e (115.2)
Profit on deemed disposal ... ........ ... .. 117.7
Investment in BF Properties (No. 4) Limited retained after the deemed disposal ............. (3.0)
Consideration paid on deemed disposal .......... ... ... ... .. ... ... L 0.5
Consideration satisfied by:
Cash to purchase additional shares in BF Properties (No. 4) Limited ...................... 0.5

The cash generated by the Debenhams Group from the repayment of intercompany debt following the deemed
disposal of BF Properties (No. 4) Limited and its subsidiaries was as follows:

£m
Amounts received in settlement of inter-company creditors .......... ... .. ol 1344
Amounts paid in settlement of inter-company debtors ... ... . .. e (6.2)
Net cash received on deemed disposal ........ .. . . L e 128.2
Less: Cash to purchase additional shares ............ . i, (0.5)
Less: Cash held on disposal . .. ... .ot e e e e (5.9)
Net cash received on deemed disposal of subsidiary . . .......... .. ... ... ... .. ... 121.8

The Group holds 100 per cent of the ‘A’ ordinary shares of BF Properties (No. 4) Limited. These shares have no
voting rights and represent 76 per cent of the nominal value of the issued ordinary shares of BF Properties (No. 4)
Limited. In accordance with TIAS 27, following the completion of the transaction, the Group no longer controls
BF Properties (No. 4) Limited. The Group’s remaining effective interest has been accounted for as a financial
asset investment with the reduction in the Group’s effective interest being accounted for as a deemed disposal of a
subsidiary.

(b) Acquisition and reorganisation

On 24 May 2005, the Company, being newly incorporated on 10 May 2005, acquired the entire share capital of
Baroness Group Holdings Limited (the 2005 Acquisition”) by means of a share for share exchange. The
shareholders in Baroness Group Holdings Limited received shares and Loan Notes in the Company in direct
proportion to their original shareholding in Baroness Group Holdings Limited. The Loan Notes issued on
acquisition amounted to £589.2 million, comprising, £516.8 million ‘A’ Loan Notes, £50.1 million ‘B’ Loan
Notes and £22.3 million ‘C’ Loan Notes.

In accordance with IFRS 3 ‘Business combinations’, this transaction has been accounted as a reverse acquisition.
The key features of this basis of consolidation are:

¢ The consolidated IFRS financial information is a continuation of the financial information of Baroness
Group Holdings Limited and its subsidiaries and the retained earnings recognised are a continuation of those
of Baroness Group Holdings Limited immediately before the business combination.

*  The consolidated income statement for the 53 weeks ended 3 September 2005 includes the results of
Baroness Group Holdings Limited for the 53 weeks ended 3 September 2005 and of Debenhams plc from
24 May 2005, the date of the reverse acquisition.

¢  The assets and liabilities of Baroness Group Holdings Limited and its subsidiaries are measured based on
their pre-combination carrying amounts.
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*  The equity strocture appearing in this consolidated financial information reflects the equity structure of the
legal parent, Debenhams plc.

¢ Debenhams plc has been consolidated from the date of the reverse acquisition using the fair value of its
assets and liabilities at that date. The cost of the acquisition was £nil and no goodwill arose on the
acquisition.

At the date of the 2005 Acquisition, Debenhams plc held £3 of cash and had issued three £1 Subscriber shares.
No other assets or liabilities existed on acquisition.

The issue of Loan Notes in connection with the 2005 Acquisition has been accounted for as an appropriation of
shareholders’ funds.

32 Ultimate controlling undertaking

Debenhams plc is controlled by funds managed or advised by subsidiaries and affiliates of CVC Capital Partners
Group Sarl (“CVC”), Texas Pacific Group (*TPG”) and funds managed or advised by Merrill Lynch Global
Private Equity (“MLGPE”).

The directors of Debenhams plc are officers of the controlling parties. None of the directors are remunerated by
the Group or any of its subsidiary undertakings.

33 Related party disclosures

As set out in the investor fees letter dated 12 September 2003, Baroness Retail Limited agreed to pay an
aggregate monitoring fee of £1.0 million at the end of each financial year to entities affiliated with CVC, TPG and
MLGPE. To the extent the monitoring fee cannot be paid each year due to restrictions in the financing agreements
of Baroness Retail Limited, such amounts are deferred until the period in which they can be paid. Charges under
this arrangement were incurred in the financial periods as follows:

53 weeks 3 September 2005 26 weeks 4 March 2006 26 weeks 26 February 2005

Charge for Due at Charge for Due at Charge for Due at

the period period end the period period end the period period end

£m £m £m £m £m £m

CVC............... 0.4 0.7 0.2 0.3 0.2 0.5
TPG ............... 0.4 0.3 0.2 0.2 0.2 0.5
MLGPE............ 0.2 0.3 0.1 0.4 0.1 0.2
1.0 1.3 0.5 0.9 0.5 1.2

The controlling and related parties held Deep Discounted Bonds, which were repaid in full on 26 May 2005. The
payments and amounts owed to these related parties at each period end were as follows:

53 weeks 3 September 2005 26 weeks 26 February 2005
Amount Amount
DDB owed at DDB owed at
repayments 3 September repayment 26 February
in the period 2005  in the period 2005
£m £m £m £m
CVC . 192.7 — 284 157.7
TPG .o 225.5 — 332 184.6
MLGPE ... .. . .. 123.1 — 18.2 100.7
C Woodhouse .......... ... i 1.8 — 0.2 1.5
R Templeman ........... ... iiiiiiaiin.n. 2.2 — 0.3 1.8
JLovering .. coov it i 1.4 — 0.2 1.1
BELP ... ... e 1.1 — 0.2 7.6
DRET .. 9.2 — 14 0.9

As a result of the 2005 Acquisition the shareholders of Baroness Group Holdings Limited received shares and
loan notes in the Company in exchange for their shareholding in Baroness Group Holdings Limited. The shares
and loan notes received were in direct proportion to each party’s shareholding in Baroness Group Holdings
Limited. Funds managed or advised by CVC, TPG and MLGPE received loan notes to the value of
£178.8 million, £210.3 million and £114.8 million respectively on reorganisation. On 26 May 2005 the Group
refinanced its debt structure and the loan notes to the controlling parties were repaid in full. Interest at a fixed rate
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of 4.8% per annum was charged on the loan notes. On repayment of the loan notes interest of £47,000, £55,000,
£30,000 and was paid to funds managed by CVC, TPG and MLGPE respectively. The figures attributable to CVC
in the table above and in this paragraph include warrants paid to the CVC Shareholder Group and third party
investment vehicles controlled by Standard Life (being European Strategic Partners LP, European Strategic
Partners Scottish B LP, European Strategic Partners Scottish C LP, ESP Co-Investment LP, European Strategic
Partners 1-LP and ESP II Conduit LP) and TCW (being TCW/Crescent Mezzanine Partners III LP, TCW/
Crescent Mezzanine Trust LP and TCW/Crescent Mezzanine Partners III Netherlands LP), to which the CVC
Shareholder Group syndicated a portion of its original investment.

Information in respect of key management is given in note 9.

The Baroness Employee Limited Partnership and Debenhams Retail Employee Trust 2004 have been
consolidated in to the Debenhams Group financial information. The Partnership received shares in the Company
and ‘C’ Loan Notes as part of the 2005 Acquisition. The redemption date of the ‘C’ Loan Notes is 6 July 2006
and they accrue interest at 4.8 per cent per annum. The Trust received shares in the Company and ‘A’ Loan Notes
as part of the 2005 Acquisition. The ‘A’ Loan Notes were repaid in full on 26 May 2005.

34 Reconciliation of net assets and profit under UK GAAP to IFRS

The Company reported under UK GAAP in its previously published financial statements. For the purpose of this
special purpose financial information the Group’s date of transition to IFRS is 29 August 2004 the first day of the
53 week period ended 3 September 2005.

Exemptions from full retrospective application elected by the Group

IFRS 1 provides a number of optional exemptions to the general principles of full retrospective application of
IFRS. The Group has elected to take advantage of the following optional exemptions from full retrospective
application at the date of transition.

Business combinations

A first time adopter may elect not to apply IFRS 3 ‘Business Combinations’ retrospectively to business
combinations that occurred before the date of transition to IFRS. The Group has elected to take advantage of this
exemption. Business combinations that occurred before the date of transition have been consolidated in
accordance with UK GAAP. Any unamortised goodwill at 29 August 2004 has been recognised in the IFRS
financial information at amortised cost.

Financial Instruments

In its first financial statements a first time adopter need not restate its comparative information in compliance with
TAS 32 and IAS 39. The Group has elected to take advantage of this exemption. The Group has adopted IAS 32
and IAS 39 with effect from 4 September 2003.

Reconciliations of UK GAAP to IFRS

The Group has prepared reconciliations between the shareholders’ equity recognised under UK GAAP and under
IFRS at 29 August 2004, the date of transition to IFRS, and as at 3 September 2005. The UK GAAP financial
information has been extracted from the UK GAAP Financial Information included in the Prospectus.
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Reconciliation of equity at 29 August 2004

ASSETS

Non current assets

Intangible assets . ......... .. .. .. ..
Property, plant and equipment . .................
Deferred tax asset .. ...,

Current assets

Inventories .. ...
Trade and other receivables . ...................
Current tax asSel ... ovv vt
Cash and cash equivalents .....................

LIABILITIES

Current liabilities

Financial liabilities — Bank overdraft and
DOITOWINGS . oo v o e e

Trade and other payables ......................

Provisions ......... ... .. ... . . e

Net current (liabilities)/assets .................

Non current liabilities

Financial liabilities -—— Bank overdraft and
borrowings........... .. .. i

Deferred tax liabilities ........................

NET ASSETS ... ... ... ... . ..

SHAREHOLDERS’ EQUITY

Share capital .......... ... ... ... ... . .. ...,
MEIZer TESEIVE .. v vttt ie e
Retained earnings ............. ... ... ... .. ...,

Total equity ............... ... ... ... ...

UK GAAP Effect of IFRS

29 August transition to 29 August

Note 2004 TFRS 2004
£m £m £m

(©) 833.1 6.9 840.0
(©) 1,038.9 (6.9) 1,032.0
(d9g9hsi7j) — 57-3 57.3
1,872.0 57.3 1,929.3

167.4 — 167.4

48.0 — 48.0

1.5 — 1.5

159.3 — 159.3

376.2 — 376.2
(43.1) — (43.1;
(g.1) (356.5) 34.2 (322.3)
k) — 4.8) 4.8)
(399.6) 294 (360.6)

(23.4) 294 5.6
(1,829.2) — (1,829.2)
(de,D (37.2) (80.4) (117.6)
(g.h) — (143.5) (143.5)
k) (13.0) 4.8 (8.2)
G) (33.2) (14.2) (47.4)
(1,912.6) (233.3) (2,145.9)
(64.0) (146.6) (210.6)

1.0 — 1.0
(65.0) (146.6) (211.6)
(64.0) (146.6) (210.6)

202




Reconciliation of equity at 3 September 2005

ASSETS
Non current assets

Intangible assets . ....... ... ...,
Property, plant and equipment .................
Financial assets — Available for sale investments . .
Deferred tax asset . ......... ... ...

Current assets

Inventories . ......... ... i
Trade and other receivables . ..................
Current tax assel . . ...ov vt i
Cash and cash equivalents ....................

LIABILITIES
Current liabilities
Financial liabilities — Bank overdraft and

DOITOWINGS . . ..ot
Trade and other payables . ....................
Provisions .......... .. ... i, PO

Net current liabilities ... ... ..................

Non current liabilities
Financial liabilities — Bank overdraft and

DOITOWINES . . v v vt
Deferred tax liabilities .......................
Other non-current liabilities .. .................
Provisions .......... ... . . . . e
Retirement benefit obligation . .................

NET ASSETS/(LIABILITIES) ...............

SHAREHOLDERS’ EQUITY

Share capital ........ ... ... ... oL
Merger reserve .......... e
Reverse acquisition reserve ...................
Hedging reserve ........... ... . ity
Retained earnings .......... ... ... L

Totalequity .............. ... .. ... ... ...
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UK GAAP Effect of IFRS

3 September transition to 3 September

Note 2005 IFRS 2005
£m £m £m

(a,b,c) 2,497.6 (1,635.0) 862.6
© 668.0 (17.6) 650.4
7.2 — 7.2

(b9d7g9hvisj) — 58-9 58‘9
3,172.8 (1,593.7) 1,579.1

197.2 — 197.2

) 56.4 1.9) 54.5
5.4 — 5.4

76.6 — 76.6

335.6 (1.9) 333.7
(75.0) — (75.0)

(b.g.i) (399.5) 12.4 (387.1)
k) — (6.8) (6.8)
(474.5) 5.6 (468.9)
(138.9) 3.7 (135.2)
(1,839.1) — (1,839.1)
4,0 (12.6) (61.2) (73.8)
(2.h) — (158.8) (158.8)
(b.X) (18.8) 16.4 (2.4)
G 0.1 (9.5) (9.4)
(1,870.4) (213.1) (2,083.5)
1,163.5 (1,803.1) (639.6)

1,200.9 — 1,200.9

(b) — (1,199.9) (1,199.9)
(37.4) (603.2) (640.6)

1,163.5 (1,803.1) (639.6)




Reconciliation of profit for the period ended 3 September 2005

The Group has prepared the reconciliation between the profit for the year ended 3 September 2005 under IFRS
and UK GAAP.

53 weeks 53 weeks 53 weeks
UK GAAP Effect of IFRS
3 September transition to 3 September
Note 2005 IFRS 2005
£m £m £m
Revenue .............. ... . ... ... 1,608.7 —_ 1,608.7
Costofsales ........ oo iiiiiinann. (b,g,h,1,j) (1,272.4) (22.5) (1,294.9)
Analysed as:
Cost of sales before exceptional items ........... (1,269.8) (22.5) (1,292.3)
Exceptional costof sales ...................... (2.6) —_ (2.6)
Grossprofit .................. .. ... ... ..... 336.3 22.5) 3138
Distribution costs ........... ..., (43.5) — (43.5)
Administrative eXpenses . ... ..., (a,1,)) (109.6) 64.0 (45.6)
Analysed as:
Administrative expenses before exceptional costs. . . (107.8) 64.0 (43.8)
Exceptional administrative expenses . ............ (1.8) — (1.8)
Operating profit before deemed disposal of
subsidiary ........... ... .. ... . oL 183.2 41.5 224.7
Profit on deemed disposal of subsidiary .......... 48] — 117.7 117.7
Operating profit ............................ 183.2 159.2 3424
Analysed as:
Operating profit before exceptional items ... ...... 187.6 41.5 229.1
Exceptional operating profit.................... 4.4) 117.7 113.3
Profit on deemed disposal of subsidiary .......... M 117.7 (117.7) —
Profit on ordinary activities before interest ... .. 300.9 41.5 3424
Other finance income .................coou... G) 2.8 (2.8) —_
Interest received and similar income . ............ (m) — 7.9 7.9
Interest payable and similar charges ............. (b,m) (252.4) 8.7 (261.1)
Analysed as:
Interest payable and similar charges before
exceptional items .......... .. ... .. ... ..., (159.5) 8.7) (168.2)
Exceptional interest payable and similar charges . . . (92.9) — (92.9)
Profit before taxation ........................ 513 379 89.2
Taxation .. ..o (b,e,f,g,h,1) 13.0 24.6 37.6
Analysed as:
Taxation before exceptional items ............... (33.6) 6.2 (27.4)
Taxation credit on exceptional items . ............ 46.6 18.4 65.0
Profit for the financial period attributable to
equity shareholders..................... ... 64.3 62.5 126.8
Group
Reconciliation of profit for the financial period Note 2005
£m
Profit for the financial period reported under UK GAAP .................... 64.3
Goodwill amortisation .. ............ it e (a) 64.4
Deferred tax adjustments . ......... . i e (e,H) 20.1
Lease classification and incentives (net of tax). ......... ..., .. (g) (11.3)
Escalating leases (net of tax) . ... .. i ) (6.8)
Share based payments (net of taX). .. .. .o it e () 3.9)
Profit reported under IFRS . . ... ....... ... . ... ... ... .. ... 126.8
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Explanation of reconciling items between UK GAAP and IFRS

a)

b)

<)

d)

€)

2

h)

Under UK GAAP, goodwill was amortised over its estimated expécted useful life of 20 years. Under [FRS 3 ‘Business combinations’,
goodwill is considered to have an indefinite life and so is not amortised, but is subject to annual impairment testing. The goodwill charge
made under UK GAAP has not been recorded under IFRS from 29 August 2004, the IFRS transition date. The IFRS restatement results
in a reduction in the amortisation charge, charged to administrative expenses, of £64.4 million for the year ended 3 September 20035, and
a corresponding increase in goodwill as at 3 September 2005.

Under UK GAAP, the 2005 Acquisition was accounted for as an acquisition by the Company of Baroness Group Holdings Limited.
Goodwill of £2,529.1 million was recognised at the date of the acquisition, calculated as the difference between the fair value of the
consideration (comprising the shares and Loan Notes issued by the Company) and the fair value of the identifiable net liabitities of
Baroness Group Holdings Limited and its subsidiaries.

Under IFRS 3 ‘Business Combinations’, the 2005 Acquisition has been accounted for as a reverse acquisition, and for accounting
purposes the legal subsidiary, Baroness Group Holdings Limited has been deemed to have acquired the legal parent, Debenhams plc. The
net assets of Baroness Group Holdings Limited have been recognised at their pre-combination carrying amounts, the cost of the
acquisition was nil and there was. no goodwill arising.

The consideration for the acquisition was satisfied by the issue of shares (£1,200.9 million) and £583.2 million loan notes. On
consolidation the directors consider that the consideration for the loan notes represents the value that has been transferred outside of the
Group and these loan notes have therefore been treated as an appropriation in the financial information.

Fair value adjustment created at the time of the acquisition have been released resulting in a reduction to deferred tax assets and other
receivables of £2.3 million and £1.9 million respectively as at 3 September 2005. These releases also resulted in a reduction in cost of
sales for the year ended 3 September 2005 of £0.5 million, an increase in interest payable and similar changes of £0.8 million, and a
reduction in the tax charge of £0.3 million.

As a result of applying reverse acquisition accounting, the consolidated IFRS financial information of Debenhams plc is a continuation of
the financial information of Baroness Group Holdings Limited and its subsidiaries and the retained earnings shown are those for
Baroness Group Holdings Limited and its subsidiaries and a reverse acquisition reserve of £1,199.9 million has been created. In addition,
as at 3 September 2005 under IFRS, retained earnings are £511.3 million lower than under UK GAAP, goodwill is reduced by
£1,717.0 million, and other creditors is decreased by £0.3 million.

In accordance with IFRS, capitalised software costs have been reclassified from plant and equipment to intangible assets. The impact of
the reclassification on transition and at 3 September 2005 was £6.9 million and £17.6 million respectively. The software depreciation
charge of £3.7 million under UK GAAP for the financial year ended 3 September 2005 has been reclassified as amortisation with no net
effect on the Group’s income statement.

Deferred tax assets and liabilities are shown separately under IFRS. The effect of this is to increase deferred tax assets by £1.0 million as
at 3 September 2005 (£3.6 million as at 28 August 2004) with a corresponding reduction in deferred tax liabilities at those dates.

IFRS requires that deferred tax is recognised where assets are held at values that differ from their tax base cost. The basis of this
calculation varies depending on whether value is expected to be achieved from the asset through sale or through retention in the business.
On the date of transition, a deferred tax liability of £18.2 million was created under IFRS to reflect the capital gains tax that would
become payable in respect of a portfolio of properties that the Group expected to sell. This liability was subsequently released to the
income statement in the year ended 3 September 2005 when the properties left the accounting corporate group without tax becoming
payable.

Under IFRS 3 on business combinations, a deferred tax provision is recognised on the difference between the fair value of an acquired
asset and it’s equivalent tax value. Under UK GAAP, deferred tax is calculated on timing differences and therefore no additional deferred
tax effect is required on business combinations where permanent differences exist between the tax value of an acquired asset and its
carrying value. Similarly, TFRS also requires that a deferred tax asset is created for the fair value of developer incentives acquired on a
business combination which will not be taxed when released to the income statement. The effect of this difference is an increase in
deferred tax liabilities of £56.5 million as at 3 September 2005 (£58.4 million as at 29 August 2004, recognised against retained
earnings) and a decrease in the tax charge for the year ended 3 September 2005 of £1.9 million.

As part of the operating lease agreements for buildings, the Group receives a number of lease incentives in the form of rent-free periods
and developer incentives. Under IFRS, lease incentives are spread over the lease term. Under UK GAAP, they were spread over the
shorter of the lease term or the period to the first rent review and the resulting liabilities of £4.6 million, relating to rent free periods and
£39.6 million, relating to developers contributions, were shown within current trade and other payables. On transition to IFRS, at
29 August 2004 current trade and other payables were reduced by £3.5 million and £33.5 million for rent free periods and developers
contributions respectively and liabilities of £18.3 million and £124.6 million respectively were created in other non-current liabilities.
This has resulted in a decrease in current trade and other payables of £31.8 million as at 3 September 2005 (£37.0 million as at
29 August 2004} an increase in other non-current liabilities of £148.5 million as at 3 September 2005 (£142.9 million as at 29 August
2004) and an increase in cost of sales of £10.9 million in the year ended 3 September 2005. The tax effect of these adjustments was an
increase in deferred tax assets of £38.0 million as at 3 September 2005 (£38.3 million as at 29 August 2004) and an increase in the tax
charge for the year ended 3 September 2005 of £0.4 million.

A number of operating lease agreements contain fixed incremental rental charges. In accordance with IAS 17 the total committed cost
has been calculated and is charged on a straight-line basis. Under UK GAAP the fixed increments have been charged to the profit and
loss account on basis consistent with amounts incurred each year. The impact of adopting IAS 17 for the leases has been to increase
other non-current liabilities by £10.3 million as at 3 September 2005 (£0.6 million as at 29 August 2004), to increase non-current
deferred tax asset by £3.1 miilion as at 3 September 2005 (£0.2 million as at 29 August 2004) and to increase cost of sales and reduce the
tax charge by £9.7 million and £2.9 million respectively in the year ended 3 September 200S.
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b

k)

m)

On a UK GAAP basis, applying UITF17 ‘Employee share schemes’, share-based awards are accounted for on an intrinsic basis. Under
IFRS 2 ‘Share based payments’ a charge is required in the income statement to recognise the fair value of shares and options awarded to
employees over the period to which the employees’ services relate. In the year ended 3 September 2005, the effect of this adjustment was
to increase cost of sales by £4.7 million, increase administrative expenses by £0.9 million and reduce the Group’s tax charge by
£1.7 million. The effect of this adjustment on the Group’s balance sheet was to increase deferred tax assets by £5.9 million as at
3 September 2005 (£0.8 million as at 29 August 2004), increase trade and other payables by £19.7 million as at 3 September 2005
(£2.8 million as at 29 August 2004), and reduce retained earnings as at 3 September 2005 by £13.8 million (£1.9 miltion as at 29 August
2004).

Accounting for pensions in accordance with 1AS 19 "Employee benefits’ is different from FRS 17 ‘Retirement benefits’. The main
differences are:

¢ Under FRS 17, pension balances are presented net of deferred tax on the face of the balance sheet. Under IFRS these balances are
shown separately as a liability for the pension scheme and as an asset for deferred tax. As a result, the Group’s retirement benefit
obligation at 3 September 2005 increased by £9.5 million (29 August 2004 £14.2 million) and the non-current deferred tax asset
increased by the same amount.

s Pension assets are valued at bid value under IFRS, whereas a mid market valuation is used under FRS 17;

*  Returns on assets and interest on pension liabilities are recorded within finance income in interest under UK GAAP, but within the
Group’s operating profit under IFRS; and

In the year ended 3 September 2003, the resulting adjustments from these latter two differences, have reduced cost of sales by
£2.3 million, reduced administrative expenses by £0.5 million and increased finance income by £2.8 million. The impact on the Group’s
balance sheet was not material

In accordance with IFRS provisions have been split between current and non-current on the face of the balance sheet. As at 3 September
2005 £6.8 million (£4.8 million as at 29 August 2004) has been reclassified as a current provision.

In the IFRS financial information the profit on deemed disposal of subsidiary of £117.7 million, which was presented after Group
operating profit in the Group’s UK GAAP financial information, has been reclassified to be included within operating profit.

In accordance with IFRS, interest receivable has been shown separately on the face of the income statement. Interest receivable of
£7.9 million as at 3 September 2005 has been reclassified from interest paid and similar charges.

35 Principal Subsidiary undertakings

The principal subsidiary undertakings of Debenhams plc at 4 March 2006 were as follows:

Country of Country of

Company operation registration Activity
Baroness Group Holdings Limited* ............... Jersey Jersey Holding Company
Debenhams Retaill ple........ ... .. .. ... ..., UK England  Department Store Retailing
Debenhams Group Holdings Limited .............. UK England Holding Company
Debenhams Finance Holdings Limited * ........... UK England Holding Company
Baroness Retail Limited . .. ...................... UK England Holding Company
Debenhams Retail (Ireland) Limited . .............. Treland Ireland  Department Store Retailing
Debenhams Properties Limited ................... UK England Property Investment
BF Properties (No. 1) Limited . ................... UK England Property Investment
BF Properties (No. 2) Limited . ................... UK England Property Investment
BF Properties (No. 3) Limited . ................... UK England Property Investment
Debenhams Card Handling Services Limited ... .. ... UK England Financial Services
Debenhams Direct Limited. . ... ................ .. UK England Internet Retailing
Other entities:

Baroness Employee Limited Partnership............ Jersey Jersey ESOP
Debenhams Retail Employee Trust 2004 ........... Jersey Jersey ESOP

All companies are wholly owned. *Denotes investments held by Debenhams plc. All other investments are held by subsidiary undertakings.

All subsidiary companies are consolidated.
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36 Events after the balance sheet date

Since the balance sheet date the following activities have occurred:

On 5 April 2006, the authorised Ordinary share capital of the Company was increased from £10,000 to
£50,000 comprising 50,000,000 Ordinary shares of £0.001 each. The additional 40,000,000 Ordinary shares
were alloted on 5 April 2006 to the holders on a 4 for 1 basis proportionate to their existing shareholding.

On 18 April 2006, Debenhams Retail Holdings Limited was re-registered as a public limited company and
the Company changed its name to Debenhams plc. Also on 18 April 2006 the Company’s subsidiary,
Debenhams Limited changed its name to Debenhams Group Holdings Limited.

On 19 April 2006, Debenhams plc (formerly Debenhams Retail Holdings Limited), entered into a
syndicated facilities agreement of £1,350 million in aggregate (the “New Credit Agreement”). The New
Credit Agreement is guaranteed by the Company and the Company’s material subsidiaries.

On {3] May 2006, the authorised share capital of the Company was increased by £{@] and each of the issued
and unissued ordinary shares of £0.001 each in the share capital of Debenhams plc was subdivided into
10 Ordinary shares of 0.01 pence each.

Conditional upon Admission, the governance shares and the subscriber shares will be transferred by the
holders to the Company for nil consideration and' cancelled.
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Section C: Unaudited IFRS pro forma financial information for Debenhams plc in respect of the
26 weeks ended 4 March 2006

PRICEWATERHOUSE(QOPERS

PricewaterhouseCoopers LLP
1 Embankment Place
London WC2N 6RH

Draft

The Directors
Debenhams plc

1 Welbeck Street
London WIG OAA

Citigroup Global Markets Limited
Citigroup Centre

33 Canada Square

Londen E14 5LB

[4] May 2006
Dear Sirs

Debenhams plc (the “Company”)

We report on the unaudited IFRS pro forma financial information set out on pages 210 to 212 of the Company’s
prospectus dated [4] May 2006 which has been prepared on the basis described in note 1 to 7, for illustrative
purposes only, to provide information about how the Offer might have affected the financial information
presented on the basis of the IFRS accounting policies adopted by the Company in preparing the IFRS
consolidated financial information as at and for the 26 weeks ended 4 March 2006. This report is required by
item 7 of Annex II of the PD Regulation and is given for the purpose of complying with that PD Regulation and
for no other purpose.

Responsibilities

It is the responsibility of the directors of the Company to prepare the unaudited IFRS pro forma financial
information in accordance with item 20.2 of Annex I of the PD Regulation.

It is our responsibility to form an opinion, as required by item 7 of Annex II of the PD Regulation, as to the
proper compilation of the unaudited IFRS pro forma financial information and to report our opinion to you.

In providing this opinion we are not updating or refreshing any reports or opinions previously made by us on any
financial information used in the compilation of the unaudited IFRS pro forma financial information, nor do we
accept any responsibility for such reports or opinions beyond that owed to those to whom those reports or
opinions were addressed by us at the dates of their issue.

Basis of opinion

We conducted our work in accordance with the Standards for Investment Reporting issued by the Auditing
Practices Board in the United Kingdom. The work that we performed for the purpose of making this report,
which involved no independent examination of any of the underlying financial information, consisted primarily of
comparing the unadjusted financial information with the source documents, considering the evidence supporting
the adjustments and discussing the unaundited IFRS pro forma financial information with the directors of the
Company.

We planned and performed our work so as to obtain the information and explanations we considered necessary in
order to provide us with reasonable assurance that the unaudited IFRS pro forma financial information has been
properly compiled on the basis stated and that such basis is consistent with the accounting policies of the
Company.
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Our work has not been carried out in accordance with auditing standards or other standards and practices
generally accepted in the United States of America or auditing standards of the Public Company Accounting
Oversight Board (United States) and accordingly should not be relied upon as if it had been carried out in
accordance with those standards and practices.

Opinion

In our opinion:

(a)  the unaudited IFRS pro forma financial information has been properly compiled on the basis stated; and

(b)  such basis is consistent with the IFRS accounting policies of the Company.

Declaration

For the purposes of Prospectus Rule 5.5.3R (2)(f), we ate responsible for this report as part of the prospectus and
we declare that we have taken all reasonable care to ensure that the information contained in this report is, to the
best of our knowledge, in accordance with the facts and contains no omission likely to affect its import. This
declaration is included in the prospectus in compliance with item 1.2 of Annex I and item 1.2 of Annex III of the
PD Regulation.

Yours faithfully

PricewaterhouseCoopers LLP
Chartered Accountants
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Unaudited IFRS Pro Forma Financial Information

Set out below is unaudited IFRS pro forma financial information based on the historical consolidated income
statement for Debenhams plc for the period from 4 September 2005 to 4 March 2006 and on the net assets of
Debenhams plc as at 4 March 2006. The unaudited IFRS pro forma financial information has been prepared to
show the effect of the Offer and other consequential items as detailed in notes 1, 2 and 3 below, on the
consolidated net assets of Debenhams plc as if they had occurred on 4 March 2006 and to show the effect on the
consolidated income statement of Debenhams plc as if they had occurred on 4 September 2005. The unaudited
IFRS pro forma financial information is prepared for illustrative purposes only and, because of its nature, the pro
forma addresses a hypothetical situation, and, therefore, does not represent the Group’s actual financial position
or results. The unaudited IFRS pro forma financial information has been extracted from the IFRS consolidated
balance sheet of Debenhams plc as at 4 March 2006 and the IFRS consolidated income statement for the
26 weeks ended 4 March 2006, as set out in Section B of Part 5 of this document, adjusted as described in
notes 1, 2 and 3 below.

Unaudited pro forma income statement

Debenhams
plc Unaudited
26 week Pro forma
Period ended 26 week

4 March 2006 Adjustments Period ended
Note 1 Note 2(ii)(iii) 4 March 2006

£'m £m

Revenue ......... .. ... . . . .. .. .. 957.8 — 957.8

Costof sales ... ... .o (755.6) — (755.6)
Gross Profit .. ... ... . e 202.2 —_— 202.2

Distribution COStS . .. .. ... (26.7) — (26.7)
Administrative expenses before exceptional items.............. (22.4) — (22.4)
Exceptional administrative eXpenses. . ...........covuuno... —_ 2.0) Q2.0
Operating profit before deemed disposal subsidiary ......... 153.1 2.0 151.1

Profit on deemed disposal of subsidiary ..................... — — —
Operating profit . ................ ... ... ... ... .. ..., 153.1 2.0) 151.1

Interest receivable and similar income . ...................... 38 — 3.8

Interest payable and similar charges......................... (79.0) 26.2 (52.8)
Profit before taxation. . .. ....... .. ..... ... ... ... .. .. ..... 77.9 242 102.1

TaXation ...t (23.2) (7.9) (31.1)
Profit for the financial period attributable to equity

shareholders ... ... ... ... . ... .. . ... . .. ... .. ... ... 54.7 16.3 71.0
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Unaudited pro forma statement of net assets

ASSETS

Non-current assets

Intangible assets. ........... [
Property, plant and equipment . .............
Financial assets

— Available for sale investments ............
— Derivative financial instruments. ..........
Deferred tax assets .......................
Retirement benefit asset ...................

Current assets
Inventories ........... ... . i

LIABILITIES

Current Liabilities

Financial Liabilities
.— Bank overdraft and borrowings . ..........
— Derivative financial instruments. ..........
Trade and other payables ..................
Current tax liabilities ......................
Provisions. .. .......... ... ...

Net current (liabilities)/assets . ... ..........

Non-current liabilities

Financial liabilities

— Bank overdraft and borrowings ...........
— Derivative financial instruments. ..........
Deferred tax liabilities.....................
Other non-current liabilities .. ..............
Provisions .. ............ PR
Retirement benefit obligation ...............

NET (LIABILITIES)/ASSETS . .. ..........

Debenhams Pl¢ Unaudited
X as at . Pro forma
4 March 2006 Adjustments as at
Note 1 Note 2907 Note 3 4 March 2006
£m £fm £m

864.0 — — 864.0
653.6 — —_ 653.6
8.2 — — 8.2

2.3 —_— — 2.3

65.1 5.4) — 59.7

_— 10.4 — 10.4
1,593.2 5.0 — 1,598.2
226.1 — — 226.1
55.4 — —_ 554

1.1 — — 1.1
159.0 (18.0) ® ®
441.6 (18.0) o o
(77.6) 26.4 —_ 51.2)
(1.3) — — (1.3)
(403.1) —_ 7.7 (395.4)
(36.9) 5.4 — (31.5)
(6.0) — — (6.0)
(524.9) 31.8 7.7 (485.4)
(83.3) 13.8 @ L
(1,824.0) 653.6 — (1,170.4)
(7.8) — — (7.8)
(78.2) — 2.3 (75.9)
(175.5) — — (175.5)
(2.0) — — 2.0)
(7.6) 7.6 — —
(2,095.1) 661.2 2.3 (1,431.6)
(585.2) 630.0 o o

Note 1 Information on Debenhams plc has been extracted without adjustment from the IFRS historical financial
information for Debenhams plc set out in Section B of this Part 5.

Note 2 Adjustments have been made to reflect the net proceeds of the Offer receivable by the Company of
£680.0 million, (being gross proceeds of £700.0 million less fees of £20.0 million), and the payment of
£18.0 million to be made by the Group into the Debenhams defined benefit pension schemes.

(i)  The net proceeds from the Offer will be used to repay £140.0 million of Tranche B of the Senior
Facility and £540.0 million of Tranche C of the Senior Facility. As at 4 March 2006 £26.4 million
of these amounts were within current borrowings and the remaining £653.6 million was within

non-current borrowings.

(ii) The adjustment to reflect the impact on interest payable of the part repayment of the Senior
Facility reduces interest payable in the period by £26.2 million. The interest rates applied to
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Note 3

Note 4

Note 5

Note 6

Note 7

Tranche B and Tranche C are 7.3% and 7.8% respectively. The tax effect of the interest saving of
£7.9 million is calculated at 30%.

(ii1) Of the £20.0 million of fees, £2.0 million will be charged to the income statement.

(iv) The payment of £18.0 million to be made by the Group into the Debenhams pension schemes
reflects the additional contributions that the Company agreed would be paid into the schemes as a
result of the Refinancing and Restructuring in May 2005. This payment will be made as a result of
the Admission. Related adjustments of £5.4 million have been made to current tax liabilities to
recognize the corporation tax benefit associated with the payment, with a corresponding reduction
in the Group’s deferred tax assets.

The adjustment of £@ million reflects the use of cash held by Debenhams Retail Employee Trust to
subscribe for shares such that after Admission the Trust will hold sufficient shares to satisfy the exercise
of options granted under the Employee Option Plan and awards of Bonus Shares described in
paragraph 5.8 of Part 7. The other adjustments relate to the reversal of the associated employee creditor
of £7.7 million and the release of deferred tax liabilities of £2.3 million in connection with this item.

No account has been taken of the trading results or other cash flows of Debenhams plc since 4 March
2006.

The primary effect of the adjustments detailed in note 2 above is to reduce the Group’s borrowings. The
impact of this will be to reduce the Group’s interest charge in future earnings statements.

Debenhams intends to draw down on amounts available under the New Credit Agreement in the future
which will result in lower finance costs than the ones shown herein. No adjustment has been made in the
Pro forma for the utilisation of this new facility. For more information on the terms of the New Credit
Agreement, see “Operating and financial review — Liquidity and capital resources” in Part 4 and
‘“Additional information — Material Contracts — New Credit Agreement” in Part 7.

This pro forma financial information does not constitute financial statements within the meaning of
Section 240 of the Companies Act.
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PART 6: THE OFFER

Background

The Company intends to issue sufficient New Shares to raise proceeds of approximately £700 million, before
underwriting commissions and other estimated fees and expenses of approximately £20 million. The New Shares
will represent approximately 38.6% of the expected issued ordinary share capital of the Company immediately
following Admission.

The expected timetable is as follows:

Event 2006

Announcement of Offer Price and allocation ............. ... . i .. 4 May
Commencement of conditional dealings on the London Stock Exchange............. 8.00 am on 4 May
Admission and commencement of unconditional dealings on the London Stock

EXChange . .. ..o 8.00 am on 9 May
CREST accounts credited . . ... ..ottt e 9 May

It should be noted that, if Admission does not occur, all conditional dealings will be of no effect and any
such dealings will be at the sole risk of the parties concerned.

All times are London times. Each of the times and dates in the above timetable is subject to change without
further notice.

The principal features of the Offer are:

Number of Shares in the Offer™@® .. ... ... ... . e 449,438,203
— to be issued by the Company™” .. ... ... .. ... .. 314,606,742
— to be sold by the Selling Shareholders @ . . ... ... ... .. ... .. 134,831,461

Number of Existing Shares subject to the Over-allotment Option® ... ... ... ... .... 44,943 820

Percentage of the enlarged issued Share capital in the Offer™®® . ... ... ... .. 55.2%

Number of Shares in issue following the Offer'™ . 814,606,742

Market capitalisation of the Company(s) .......................................... £1,812,500,000

Note:

(1) The Company intends to issue sufficient New Shares to raise proceeds of approximately £700 million before expenses of approximately
£20 million. The number of New Shares to be sold is dependent on the Offer Price and may be higher or lower than this number.

(2) Assuming no exercise of the Over-allotment Option.

(3) The number of Existing Shares to be sold is dependent on the Offer Price and may be higher or lower than this number. The Selling
Shareholders reserve the right, subject to the Offer Price, market conditions, the composition and quality of the order book and certain
other factors not to sell any Existing Shares in the Offer. See. “The Offer — The Selling Shareholders™ below.

(4) The Over-allotment Option will be in respect of 10% of the total number of Shares in the Offer.

(5) The market capitatisation of the Company at any given time will depend on the market price of the Shares at that time. There can be no
assurance that the market price of a Share will equal or exceed the Offer Price.

In the Offer, shares will be offered (i) to certain institutional investors in the United Kingdom and elsewhere
outside the United States and (ii) in the United States only, to qualified institutional buyers in reliance on an
exemption from, or in a transaction not subject to, the registration requirements of the Securities Act.

Immediately following Admission, it is expected that in excess of 55.2% of the Company’s issued ordinary share
capital will be held in public hands (within the meaning of paragraph 6.1.19 of the Listing Rules) assuming no
Over-allotment Shares are acquired pursuant to the Over-allotment Option (increasing to 60.7% if the maximum
number of Over-allotment Shares are acquired pursuant to the Over-allotment Option).

When admitted to trading, the Shares will be registered with ISIN number GBOOB126KH97 and SEDOL number
B126KH9. The Shares will be traded on the London Stock Exchange under the symbol “DEB”.
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The Selling Shareholders

The number of Existing Shares held and being sold by each of the Selling Shareholders, depending on the Offer
Price, is as follows:

Number of Existing
Shares expected to be

Number of Existing sold, depending on the
Selling Shareholders Shares held Offer Price
CVC European Equity Partners IITL.P. ....... ... ... ... .. 104,735,700 28,060,901
CVC Europe Enterprise (Cayman) LP ...................... 5,397,550 1,446,117
CVC Europe Enterprise (Domestic) LP ..................... 1,570,550 420,783
CVC European Equity Partners [II Parallel Fund ALP ........ 2,133,050 571,489
CVC European Equity Partners III Parallel Fund BLP ........ 2,133,050 571,489
TPG Delta Holdeco TLLC . ............ ... ... ... .. ..... 87,209,250 23,365,196
TPG Delta Holdco IITLLC . ...... ... ... it 8,302,900 2,224,522
TPG Delta Holdco LLC . .. ... ... 83,015,100 22,241,495
ML Global Private Equity Fund, L.P........................ 81,755,050 21,903,901
Merrill Lynch Ventures L.P. 2001 .. ... . .. ... ... ..... 15,669,850 4,198,283
Capital Investors 2002 Limited ............................ 1,421,500 380,850
Citicorp Capital Investors Europe Limited ............. ... .. 6,713,550 1,798,702
Citi Europe Co-Invest L.P.......... ... .. ... ... ... ....... 1,343,500 359,953
ESP Co-Investment L.P.. ... ... ... . . . i 38,000 10,181
ESPO Conduit LP...... .. ... i 7,834,900 2,099,135
European Strategic Partners Scottish BL.P................... 1,088,500 291,632
European Strategic Partners Scottish CL.P................... 042,500 252,516
European Strategic Partners-1 L.P. . ... ... .. ... ... ... .. 2,209,000 591,838
European Strategic Partners LP. ... ........................ 9,255,400 2,479,717
TCW/Crescent Mezzanine Partners HILP. . ................. 4,761,950 1,275,827
TCW/Crescent Mezzanine Trust LP. .................... ... 742,000 198,797
TCW/Crescent Mezzanine Partners IIT Netherlands L.P....... .. 194,000 51,975
John Lovering . ... .. 8,575,400 2,572,620
Rob Templeman . ...... ... it 16,788,850 4,197,212
Chris Woodhouse ... .. i 16,426,850 4,928,055
Debenhams Retail Employee Trust . ... ............c.oo.oo... 11,325,550 8,338,275V
Baroness Employee Limited Partnership..................... 18,416,500 0
Total ... 500,000,000 134,831,461

Note:

{1) This represents the number of Shares the trustee of the Debenhams Retail Employee Trust may sell on behalf of participants in the
Employee Option Plan if all participants elect to sell into the Offer all the Shares which they acquire on exercise of their options and all
the Bonus Shares which they are granted. The Shares held by the Trust include 121,515 Shares over which Michael Sharp has been
granted an option under the Employee Option Plan (of which he will be entitled to exercise 50% (60,757 Shares) on Admission) and also
includes a number of Shares representing the gain on a fixed income loan note and the redemption of a deep discount bond and the award
of Bonus Shares. Further information is provided in paragraph 5.8 of Part 7.

The Debenhams Retail Employee Trust may also purchase in the Offer or thereafter approximately one million Shares towards future
obligations relating to options granted under the Employee Option Plan and Bonus Shares.

(2) These Shares are indirectly held by employees who are limited partners in the Baroness Employee Limited Partnership (the
“Partnership”) (including Michael Sharp, who has an interest in 7,500,000 Shares). Further information is given in paragraph 5.9 of
Part 7.

The Principal Shareholders reserve the right, subject to the Offer Price, market conditions, the composition and
quality of the order book and certain other factors not to sell any Existing Shares in the Offer. Existing Shares
may also be sold by Selling Shareholders pursuant to the Over-allotment Option.

Following the Offer, depending on the final Offer Price, the Principal Shareholders, being funds managed or
advised by TPG, CVC and MLGPE are expected to own 16.0%, 11.3% and 8.8%, respectively, of the Company’s
issued Shares (13.7%, 9.7% and 7.5%, respectively, if the Over-allotment Option is exercised in full) and other
existing Shareholders are expected to own 8.8% of the Company’s issued Shares (8.4% if the Over-allotment
Option is exercised in full).
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Allocation and pricing

The rights attaching to the New Shares and the Existing Shares will be uniform in all respects and they will form
a single class for all purposes. The Shares allocated under the Offer have been underwritten, subject to certain
conditions, by the Underwriters as described in the paragraph headed “Underwriting arrangements” below and in
“Additiopal information — Underwriting arrangements” in Part 7. Allocations under the Offer will be
determined at the discretion of the Joint Bookrunners following consultation with the Company and the Principal
Shareholders. All Shares issued or sold pursuant to the Offer will be issued or sold, payable in full, at the Offer
Price. Liability for UK stamp duty and stamp duty reserve tax is described in “Additional information —
Taxation — stamp duty/stamp duty reserve tax (“SDRT”)” in Part 7. There is no minimum or maximum number
of Shares which can be applied for.

The Offer Price, the number of Shares allocated and the basis of allocation are expected to be announced on
4 May 2006 at which point, prospective investors, amongst other matters, will be advised of the Offer Price and
the number of Shares allocated to them under the Offer. Upon accepting any such allocation, prospective
investors will be contractually committed to acquired the number of Shares allocated to them at the Offer Price
and, to the fullest extent permitted by law, will be deemed to have agreed not to exercise any rights to rescind or
terminate, or otherwise withdraw from, such commitment. Dealing may not begin before notification is made. A
number of factors will be considered in determining the Offer Price and basis of allocation, including the level
and nature of demand for Shares and the objective of establishing an orderly after market in the Shares.

Dealing arrangements

The Offer is subject to the satisfaction of certain conditions contained in the Underwriting Agreement, which are
typical for an agreement of this nature. Certain conditions are related to events which are outside the control of
the Company, the Directors and the Underwriters. Further details of the Underwriting Agreement are described in
“Additional information — Underwriting arrangements” in Part 7.

It is expected that Admission will take place and unconditional dealings in the Shares will commence on the
London Stock Exchange at 8.00 a.m. (L.ondon time) on 9 May 2006. Settlement of dealings from that date will be
on a three day rolling basis. Prior to Admission, it is expected that dealings in the Shares will commence on a
conditional basis on the London Stock Exchange on 4 May 2006. The earliest date for such settlement of such
dealings will be 9 May 2006. All dealings in the Shares prior to the commencement of unconditional
dealings will be on a “conditional basis,” will be of no effect if Admission does not take place and will be at
the sole risk of the parties concerned. These dates and times may be changed without further notice.

Each investor will be required to undertake to pay the Offer Price for the Shares sold or issued to such investor in
such manner as shall be directed by the Global Co-ordinators.

It is expected that Shares allocated to investors in the Offer will be delivered in uncertificated form and settlement
will take place through CREST on Admission. No: temporary documents of title will be issued. Dealings in
advance of crediting of the relevant CREST stock account shall be at the risk of the person concerned.

Over-allotment and stabilisation

In connection with the Offer, the Stabilising Manager, or any of its agents, may (but will be under no
obligation to), to the extent permitted by law, over-allot or effect other transactions intended to enable it to satisfy
any over-allotments or which stabilise, maintain or otherwise affect the market price of the Shares or any options,
warrants or rights with respect to, or interests in, the Shares or other securities of the Company, in each case at
levels which might not otherwise prevail in the oper market. The Stabilising Manager is not required to enter into
such transactions and such transactions may be effected on the London Stock Exchange and any other securities
market, over the counter market or otherwise. Such transactions, if commenced, may be discontinued at any time
and may only be entered into between commencement of conditional trading of the Shares on the London Stock
Exchange and 30 days thereafter. Neither the Stabilising Manager nor any of its agents intends to disclose the
extent of any over-allocations under the Offer.

In connection with the Offer the Stabilising Manager, may, for its stabilisation purposes, over-allot Shares up to a
maximum of 15% of the total number of Shares comprised in the Offer. For the purposes of allowing it to cover
short positions resulting from any such over-allotments and/or from sales of Shares effected by it during the
stabilising period, the Stabilising Manager has entered into the Over-allotment Option with certain of the Selling
Shareholders pursuant to which the Stabilising Manager may purchase or procure purchasers for additional
Shares up to a maximum of 10% of the total number of Shares comprised in the Offer (the “Over-allotment
Shares™) at the Offer Price. The Over-allotment Option will be exercisable in whole or in part, upon notice by the
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Stabilising Manager (with the Joint Bookrunners making recommendations as to the exercise), at any time on or
before 30 days after the commencement of conditional trading of the Shares on the London Stock Exchange. Any
Over-allotment Shares made available pursuant to the Over-allotment Option will rank pari passu in all respects
and will be purchased on the same terms and conditions as the Shares being sold or issued in the Offer and will
form a single class for all purposes with the other Shares.

For a discussion of certain stock lending arrangements entered into in connection with the Over-allotment Option,
See “Additional information — Underwriting arrangements” in Part 7.

CREST

With effect from Admission, the Articles will permit the holding of Shares ander the CREST system. CREST is a
paperless settlement system allowing securities to be transferred from one person’s CREST account to another’s
without the need to use share certificates or written instruments of transfer. Settlement of transactions in the
Shares following Admission may take place within the CREST system if any shareholder so wishes. CREST is a
voluntary system and holders of Shares who wish to receive and retain share certificates will be able to do so.

Underwriting arrangement

The Underwriters have entered into commitments under the Underwriting Agreement pursuant to which they
have agreed, subject to certain conditions, to procure subscribers for the New Shares to be issued by the Company
and purchasers for the Existing Shares to be sold by the Selling Shareholders in the Offer or, failing which,
themselves to subscribe for or purchase such Shares at the Offer Price. The Underwriting Agreement contains
provisions entitling the Underwriters to terminate the Offer (and the arrangements associated with it) at any time
prior to Admission in certain circumstances. If this right is exercised, or the Offer does not proceed for any other
reason, Admission will not take place, the Offer and these arrangements will lapse and any moneys received in
respect of the Offer will be returned to applicants without interest. The Underwriting Agreement provides for the
Underwriters to be paid commission in respect of the New Shares issued, the Existing Shares sold and any Over-
allotment Shares sold following exercise of the Over-allotment Option. Any commissions received by the
Underwriters may be retained, and any Shares acquired by them may be retained or dealt in, by them, for their
own benefit.

Further details of the terms of the Underwriting Agreement are set out in ‘“Additional information —
Underwriting arrangements” in Part 7. Certain selling and transfer restrictions are set out below.

Lock up arrangements

Pursuant to the Underwriting Agreement, the Company has agreed that, subject to certain exceptions, during the
period of 365 days from the date of Admission, it will not, without the prior written consent of the Global
Co-ordinators, issue, offer, sell or contract to sell, or otherwise dispose of, directly or indirectly, or announce an
offer of any Shares (or any interest therein or in respect thereof) or enter into any transaction with the same
economic effect as any of the foregoing.

Pursuant to the Underwriting Agreement and related arrangements, the Directors (save for those appointed by the
Principal Shareholders), certain senior managers of the Company, the Baroness Employee Limited Partnership
and Mourant & Company Trustees Limited, have agreed that, subject to certain exceptions, during the period of
365 days from the date of Admission, they will not, and the other Selling Shareholders (including the Principal
Shareholders and Directors appointed by the Principal Shareholders) have agreed that, subject to certain
exceptions, during the period of 180 days from the date of Admission they will not without the prior written
consent of the Global Co-ordinators offer, sell or contract to sell, or otherwise dispose of, directly or indirectly, or
announce an offer of any Shares (or any interest therein in respect thereof) or enter into any transaction with the
same economic effect as any of the foregoing (save that (i) the Limited Partners of the Baroness Emplayee
Limited Partnership (including Michael Sharp in respect of 2,169,270 Shares) will be entitled to sell the Shares
transferred to them prior to Admission by the Baroness Employee Limited Partnership and (ii) participants in the
Employee Option Plan (including Michael Sharp) will be entitled, to the extent they choose to exercise the
relevant proportion of their options immediately on Admission, to sell into the Offer all the Shares they acquire
on the exercise of that proportion of their option). The Principal Shareholders have entered into an orderly market
agreement which may limit the number of Shares which each of them may sell within specified periods of time.

Further details of these arrangements, which are contained in the Underwriting Agreement, are set out in
paragraph 7 of Part 7.
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Selling restrictions

The distribution of this document and the offer of Shares in certain jurisdictions may be restricted by law and
therefore persons into whose possession this document comes should inform themselves about and observe any
restrictions, including those set out in the paragraphs that follow. Any failure to comply with these restrictions
may constitute a violation of the securities laws of any such jurisdiction.

No action has been or will be taken in any jurisdiction that would permit a public offering of the Shares, or
possession or distribution of this document or any other offering material in any country or jurisdiction where
action for that purpose is required. Accordingly, the Shares may not be offered or sold, directly or indirectly, and
neither this document nor any. other offering material or advertisement in connection with the Shares may be
distributed or published in or from any country or jurisdiction except under circumstances that will result in
compliance with any and all applicable rules and regulations of any such country or jurisdiction. Persons into
whose possession this document comes should inform themselves about and observe any restrictions on the
distribution of this document and the offer of Shares contained in this document. Any failure to comply with
these restrictions may constitute a violation of the securities laws of any such jurisdiction. This document does
not constitute an offer to subscribe for or purchase any of the Shares offered hereby to any person in any
jurisdiction to whom it is unlawful to make such offer of solicitation in such jurisdiction.

European Economic Area

In relation to each member state of the European Economic Area which has implemented the Prospectus
Directive (each, a “‘relevant member state”), with effect from and including the date on which the Prospectus
Directive was implemented in that relevant member state (the “relevant implementation date”) no Shares have
been offered or will be offered pursuant to the Offer to the public in that relevant member state prior to the
publication of a prospectus in relation to the Shares which has been approved by the competent authority in that
relevant member state or, where appropriate, approved in another relevant member state and notified to the
competent authority in the relevant member state, all in accordance with the Prospectus Directive, except that
with effect from and including the relevant implementation date, offers of Shares may be made to the public in
that relevant member state at any time:

(a) to legal entities which are authorised or regulated to operate in the financial markets or, if not so authorised
or regulated, whose corporate purpose is solely to invest in securities;

(b) to any legal entity which has two or more of (i) an average of at least 250 employees during the last
financial year; (ii) a total balance sheet of more than €43 million; and (iii) an annual turnover of more than
€50 million as shown in its last annual or consolidated accounts;

(c) to fewer than 100 natural or legal persons (other than qualified investors as defined in the Prospectus
Directive) subject to obtaining the prior consent of the Underwriters; or

(d) in any other circumstances which do not require the publication by the Company of a prospectus pursuant
to Article 3 of the Prospectus Directive,

provided that no such offer of Shares shall result in a requirement for the publication of a prospectus pursuant to
Article 3 of the Prospectus Directive or any measure implementing the Prospectus Directive in a relevant member
state and each person who initially acquires any Shares or to whom any offer is made under the Offer will be
deemed to have represented, acknowledged and agreed that it is a “qualified investor” within the meaning of
Article 2(1)(e) of the Prospectus Directive.

For the purpose of the expression an “offer of any Shares to the public™ in relation to any Shares in any relevant
member state means the communication in any form and by any means of sufficient information on the terms of
the offer of any Shares to be offered so as to enable an investor to decide to purchase any Shares, as the same may
be varied in that relevant member state by any measure implementing the Prospectus Directive in that relevant
member state.

In the case of any Shares being offered to a financial intermediary as that term is used in Article 3(2) of the
Prospectus Directive, such financial intermediary will also be deemed to have represented, acknowledged and
agreed that the Shares acquired by it in the Offer have not been acquired on a non discretionary basis on behalf
of, nor have they been acquired with a view to their offer or resale to persons in circumstances which may give
rise to an offer of any Shares to the public other than their offer or resale in a relevant member state to qualified
investors as so defined or in circumstances in which the prior consent of the Underwriters has been obtained to
each such proposed offer or resale. The Company, the Selling Shareholders, the Underwriters and their affiliates,
and others will rely upon the truth and accuracy of the foregoing representation, acknowledgement and
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agreement. Notwithstanding the above, a person who is not a qualified investor and who has notified the
Underwriters of such fact in writing may, with the consent of the Underwriters, be permitted to subscribe for or
purchase Shares in the Offer.

United States

The Shares have not been and will not be registered under the Securities Act or under any applicable state
securities laws of the United States and, subject to certain exemptions, may not be offered or sold within the
United States.

In addition, until 40 days after the commencement of the Offer, an offer or sale of Shares within the United States
by any dealer (whether or not participating in the Offer) may violate the registration requirements of the
Securities Act if such offer or sale is made otherwise than in accordance with an exemption from registration, or
in a transaction not subject to registration, under the Securities Act.

Transfer restrictions

Due to the following restrictions, investors are advised to consult legal counsel prior to making any offer
for the resale, pledge or other transfer of Shares.

Each purchaser of Shares located within the United States will be deemed to have represented, acknowledged and
agreed by accepting delivery of this docament as follows (terms defined in Rule 144A or Regulation S shall have
the same meaning in this paragraph of this Part 6):

(a) It has obtained such information as it deems necessary to make an investment decision.

(b) The purchaser: (1) is a QIB; (2) is aware, and each beneficial owner of such shares has been advised, that
the sale of the Shares to it is being made in reliance upon the exemption from the registration requirements
of the Securities Act provided by Rule 144A or another exemption from, or a transaction not subject to, the
registration requirements of the Securities Act; (3) is acquiring such Shares for its own account or for the
account of one or more QIBs, as the case may be and not with a view to further distribution if such Share;
and (4) no representation can be made as to the availability of the exemption provided by Rule 144 for
resales of the Shares.

{c) The purchaser understands (or, if it is acting for the account of another QIB, such QIB has confirmed to it
that such QIB understands) that the Shares (whether in physical, certificated form or in uncertificated form
held in CREST) are “restricted securities” (within the meaning of Rule 144(a)(3) of the Securities Act)
and that such Shares are being offered only in a transaction not involving any public offering in the United
States within the meaning of the Securities Act, that the Shares have not been and will not be registered
under the Securities Act or with any securities regulatory authority of any state, territory or other
jurisdiction of the United States and that it may not offer, resell, pledge or otherwise transfer any of such
Shares except: (1) in accordance with Rule 144A or another exemption from, or a transaction not subject to,
the registration requirements of the Securities Act to a QIB or to a person that the seller and any person
acting on its behalf reasonably believe is a QIB purchasing for its own account or for the account of
another QIB; (i1) in an offshore transaction in accordance with Rule 903 or Rule 904 of Reguiation S under
the Securities Act; (iii) pursuant to an exemption from registration under the Securities Act provided by
Rule 144 thereunder (if available); or (iv) pursuant to an effective registration statement under the
Securities Act, in each case in accordance with any applicable securities laws of any state, territory or other
jurisdiction of the United States.

(d) Each purchaser understands that any certificated Shares, unless otherwise determined by the Company in
accordance with applicable law, will bear a legend substantially to the following effect:

THE ORDINARY SHARES REPRESENTED BY THIS CERTIFICATE HAVE NOT BEEN AND WILL NOT
BE REGISTERED UNDER THE UNITED STATES SECURITIES ACT OF 1933, AS AMENDED (THE
“SECURITIES ACT”), OR WITH ANY SECURITIES REGULATORY AUTHORITY OF ANY STATE OR
OTHER JURISDICTION OF THE UNITED STATES AND MAY NOT BE OFFERED, SOLD, PLEDGED OR
OTHERWISE TRANSFERRED EXCEPT (1) IN A TRANSACTION IN ACCORDANCE WITH RULE 1444
OR ANOTHER EXEMPTION FROM, OR A TRANSACTION NOT SUBJECT TO, THE REGISTRATION
REQUIREMENTS OF THE SECURITIES ACT TO A QUALIFIED INSTITUTIONAL BUYER WITHIN THE
MEANING OF RULE 144A OR A PERSON THAT THE HOLDER AND ANY PERSON ACTING ON ITS
BEHALF REASONABLY BELIEVES IS A QUALIFIED INSTITUTIONAL BUYER WITHIN THE
MEANING OF RULE 144A PURCHASING FOR ITS OWN ACCOUNT OR FOR THE ACCOUNT OF
ANOTHER QUALIFIED INSTITUTIONAL BUYER, (2) IN AN OFFSHORE TRANSACTION IN

218




ACCORDANCE WITH RULE 903 OR RULE 904 OF REGULATION S UNDER THE SECURITIES ACT,
(3) PURSUANT TO AN EXEMPTION FROM REGISTRATION UNDER THE SECURITIES ACT
PROVIDED BY RULE 144 THEREUNDER (IF AVAILABLE) OR (4) PURSUANT TO AN EFFECTIVE
REGISTRATION STATEMENT UNDER THE SECURITIES ACT, IN EACH CASE IN ACCORDANCE
WITH ANY APPLICABLE SECURITIES LAWS OF ANY STATE OR OTHER JURISDICTION OF THE
UNITED STATES. NO REPRESENTATION CAN BE MADE AS TO THE AVAILABILITY OF THE
EXEMPTION PROVIDED BY RULE 144 UNDER THE SECURITIES ACT FOR RESALES OF THESE
ORDINARY SHARES. NOTWITHSTANDING ANYTHING TO THE CONTRARY IN THE FOREGOING,
THE ORDINARY SHARES MAY NOT BE DEPOSITED INTO ANY UNRESTRICTED DEPOSITARY
RECEIPT FACILITY IN RESPECT OF THE COMPANY'S ORDINARY SHARES ESTABLISHED OR
MAINTAINED BY A DEPOSITARY BANK UNLESS AND UNTIL SUCH TIME AS SUCH ORDINARY
SHARES ARE NO LONGER RESTRICTED SECURITIES WITHIN THE MEANING OF RULE 144(A)(3)
UNDER THE SECURITIES ACT. EACH HOLDER BY ACCEPTANCE OF THESE ORDINARY SHARES,
REPRESENTS THAT IT UNDERSTANDS AND AGREES TO THE FOREGOING RESTRICTION.

(d) The Company, the Registrars, the Selling Shareholders, the Managers and their affiliates, and others will rely
upon the truth and accuracy of the foregoing acknowledgements, representations and agreements and agrees
that, if any of such acknowledgements, representations or agreements deemed to have been made by virtue
of its purchase of Shares are no longer accurate, it will promptly notify the Company. If it is acquiring any
Shares for the account of one or more QIBs, it represents that it has sole investment discretion with respect
to each such account and that it has full power to make the foregoing acknowledgements, representations
and agreements on behalf of each such account.

(¢) Notwithstanding anything to the contrary in the foregoing, the Shares may not be deposited into any
unrestricted depositary receipt facility in respect of the Company’s shares established or maintained by a
depositary bank.

(f) Any offer, sale, resale, pledge or other transfer made other than in compliance with the above stated
restrictions may not be recognised by the Company in respect of the Shares.

(g) Each purchaser which, in the future, offers, resells, pledges or otherwise transfers such Shares, will notify
such subsequent transferees of the transfer restrictions set out in paragraphs (a) to (f) above.

Prospective purchasers are hereby notified that the sellers of the Shares may be relying on the exemption
from the provisions of Section 5 of the Securities Act provided by Rule 144A.

Regulation S Shares

Each purchaser of Shares offered outside the United States pursuant to Regulation S will be deemed to have
represented, agreed and acknowledged that it has received a copy of this document, and such other information as
it deems necessary to make! an investment decision and that:

(a) it i1s authorised to consummate the purchase of the Shares in compliance with all applicable laws and
regulations; ‘

{b) it acknowledges (or if it is a broker-dealer acting on behalf of a customer, its customer has confirmed to it
that such customer acknowledges) that the Shares have not been, and will not be, registered under the
Securities Act or with any securities regulatory authority of any state, territory or other jurisdiction of the
United States;

{c) it is purchasing the Shares in an offshore transaction meeting the requirements of Regulation S;

(d) it will not offer, sell, pledge or transfer any Shares, except in accordance with the Securities Act and any
applicable laws of any state of the United States and any other jurisdiction; and

(e) the Company, the Selling Shareholders, the Managers and others will rely upon the truth and accuracy of the
foregoing acknowledgements, representations and agreements and if it is acquiring any Shares as a fiduciary
or agent for one or more accounts, it represents that it has sole investment discretion with respect to each
such account and that it has full power to make the foregoing acknowledgements, representations and
agreements on behalf of each such account.

Canada

The Shares may not be offered or sold, directly or indirectly, within Canada to a resident of Canada and this
document is not for delivery to a resident of Canada other than with the prior approval of the Global Co-
ordinators on a basis exempt from the requirement that the Company prepare and file a prospectus with the
securities regulatory authorities in each province or territory in Canada where traded of Shares are effected.
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Australia

This Prospectus has not been and will not be lodged with the Australian Securities and Investments Commission
or the Australian Stock Exchange and is not a disclosure document for purposes of Australian law. This
prospectus (whether in preliminary or definitive form) may not be issued or distributed in Australia and no offer
or invitation may be made in relation to the issue, sale or purchase of any Shares in Australia (including an offer
or invitation received by a person in Australia) and no shares may be sold in Australia, unless the offer or
invitation does not need disclosure to investors under Part 6D.2 of the Corporations Act 2001 (Cth).

Japan

The Shares have not been and will not be registered under the Securities and Exchange Law of Japan and may not
be offered or sold directly or indirectly in Japan except under circumstances that result in compliance of all
applicable laws, regulations and guidelines promulgated by the relevant governmental and regulatory authorised
in effect at the relevant time.
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1.

PART 7: ADDITIONAL INFORMATION

Incorporation and share capital

1.1

12

The Company was incorporated and registered in England and Wales on 10 May 2005 as a private
company limited by shares under the Act with.the name Debenhams Retail Holdings Limited and with
the registered number 05448421. The principal legislation under which the Company operates is the
Act and regulations made thereunder. On 18 April 2006 the Company was re-registered as a public
limited company with the name Debenhams: plc. The Company’s registered office is at 1 Welbeck
Street, London W1G 0OAA. The telephone number of the registered office is + 44 20 7408 4444,

The share capital history of the Company is as follows:

1.2.1

1.2.2

1.2.4

On incorporation the authorised share capital of the Company was £11,003 divided into three
subscriber shares of £1.00 each, 10,000,000 ordinary shares of 0.1p each and
100,000 governance shares of 1p each. Pursuant to the authority set out in the Company’s
Articles of Association and in accordance with the Share Exchange Agreement described in
paragraph 11.7 of this Part 7, on 24 May 2005 the Company made the following issues of
shares:

1.2.1.1 10,000,000 ordinary shares of 0.1p each were issued;
1.2.1.2 100,000 governance shares of 1p each were issued.

On 24 May 2005, by a members’ written resolution, the three subscriber shares with which the
Company was incorporated were redesignated as Subscriber Shares having the rights set out in
the Articles of Association of the Company adopted on 24 May 2005.

On 5 April 2006 by a members’ written resolution, the authorised share capital of the Company
was increased by £40,000 from £11,003 to £51,003 by the creation of 40,000,000 shares of 0.1p
each. The additional ordinary shares were allotted as fully paid to the holders of ordinary shares
at that date on a 4 for 1 basis in respect of their existing shareholding.. Conditional upon
Admission the governance shares and the subscriber shares will be transferred by the holders to
the Company for nil consideration and cancelled.

On 3 May 2006 by a members’ written resolution:

1.2.4.1 the authorised share capital of the Company was increased by £ @  from £51,003
tof£ @ by the creation of @  shares of 0.1p each, and the share capital of
the Company was altered on the following basis:

1.2.4.1.1 each issued ordinary share of 0.1p each was subdivided into ten ordinary
shares of 0.01p each; and

1.2.4.1.2 each unissued ordinary share of 0.1p each was subdivided into ten ordinary
shares of 0.01p each;

1.2.4.2  the Directors were generally and unconditionally authorised pursuant to section 80 of
the Act, in substitution for all prior authorities conferred upon them, but without
prejudice to any allotments made pursuant to the terms of such authorities, to exercise
all the powers of the Company to allot relevant securities (within the meaning of that
section) up to an aggregate nominal amount equal to the entire authorised but
unissued share capital of the Company for the period expiring (unless previously
revoked, varied or renewed) immediately following Admission save that the Company
may, before Admission make an offer or agreement (including exercise of the Over-
allotment Option) which would or might require relevant securities to be allotted after
expiry of this authority and the Directors may allot relevant securities in pursuance of
such an offer or agreement as if the authority had not expired;

1.2.4.3  subject to paragraph 1.2.4.2 above, the Directors were generally and unconditionally
authorised pursuant to section 80 of the Act, in substitution for all prior authorities
conferred upon them, bt without prejudice to any allotments made pursuant to the
terms of such authorities, to exercise all the powers of the Company to allot relevant
securities (within the meaning of that section) up to an aggregate nominal amount
equal to the lower of (i) the authorised but unissued ordinary share capital of the
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Company and (ii) the aggregate nominal amount of one third of the ordinary share
capital of the Company in issue immediately following completion of the Offer
(including any exercise of the Over-allotment Option) and expiring (uniess previously
revoked, varied or renewed) at the conclusion of the next annual general meeting of
the Company, save that the Company may before such expiry make an offer or
agreement which would or might require relevant securities to be allotted after such
expiry and the Directors may allot relevant securities in pursuance of such an offer or
agreement as if the authority had not expired;

1.2.4.4 the Directors were empowered to allot equity securities (within the meaning of
Section 94 of the Act) for cash, pursuant to the general authorities described in the
sub paragraphs above in substitution for all prior powers conferred upon the Board but
without prejudice to any allotments made pursuant to the terms of such powers, as if
section 89(1) of the Act did not apply to any such allotment, such power being
limited to:

1.2.4.4.1 the allotment of up to an aggregate nominal amount of £@ pursuant to the
Offer or otherwise prior to Admission;

1.2.4.4.2 the allotment of equity securities in connection with an issue in favour of
holders of ordinary shares in the capital of the Company in proportion (as
nearly as may be) to their existing holdings of ordinary shares but subject to
such exclusions or other arrangements as the Directors deem necessary or
expedient in relation to fractional entitlements or any legal or practical
problems under the laws of any territory, or the requirements of any
regulatory body or stock exchange; and

1.2.4.4.3 the allotment of equity securities for cash (otherwise than as described in
sub paragraphs 1.2.4.4.1 and 1.2.4.4.2 above) up to an aggregate amount
equal to 5% of the issued and unconditionally allotted share capital of the
Company immediately following completion of the Offer,

provided always that such power expires (unless previously revoked, varied or
renewed) at the conclusion of the next annual general meeting of the Company, save
that the Company may before the end of such period make an offer or agreement
which would or might require equity securities to be allotted after expiry of this
authority and the Directors may allot equity securities in pursuance of such an offer or
agreement as if this power had not expired.

1.2.4.5 conditional on Admission the Directors were authorised to make market purchases
{within the meaning of section 163(3) of the Act) of Shares, subject to the following
conditions;

1.2.4.5.1 the maximum number of Shares authorised to be purchased may not be
more than 10% of the issued share capital of the Company;

1.2.4.5.2 the minimum price which may be paid for a Share is 0.01 pence being the
nominal value of each Share;

1.2.4.5.3 the maximum price which may be paid for each Share shall be the higher
of: (i) an amount equal to 105% of the average of the middle market
quotations of a Share as derived from the London Stock Exchange Daily
Official List for the five business days immediately preceding the day on
which the Share is contracted to be purchased; and (ii) an amount equal to
the higher of the price of the last independent trade of a Share and the
highest current independent bid for a Share as derived from the London
Stock Exchange Trading System (SETS);

1.2.4.5.4 the authority shall expire at the close of the annual general meeting of the
Company held in 2007 or 18 months from the date of this resolution
(whichever is earlier); and

1.2.4.5.5 a contract to purchase shares under this authority may be made prior to the
expiry of this authority, and concluded in whole or in part after the expiry of
this authority.

1.3 Immediately prior to the publication of this document, the authorised share capital of the Company
was £51,003, comprising 500,000,000 ordinary shares of 0.01p each, 100,000 governance shares of 1p
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1.4

1.5

each and three subscriber shares of £1 each; and all of said shares were issued (all fully paid or
credited as fully paid).

Save as disclosed above and in paragraphs 3, 4 and 5 below:

1.4.1 no share or loan capital of the Company has, within three years of the date of this document,
been issued or agreed to be issued, or is now proposed to be issued (other than pursuant to the
Offer), fully or partly paid, either for cash or for a consideration other than cash, to any person;

1.4.2 no commissions, discounts, brokerages or other special terms have been granted by the
Company in connection with the issue or sale of any share or loan capital of any such company;
and

1.4.3 no share or ‘loan capital of the Company is under option or agreed conditionally or
unconditionally to be put under option.

The Company will be subject to the continuing obligations of the Listing Rules with regard to the
issue of shares for cash. The provisions of section 89 of the Act (which confer on Shareholders rights
of pre emption in respect of the allotment of equity securities which are, or are to be, paid up in cash
other than by way of allotment to employees under an employees’ share scheme as defined in
section 743 of the Act) apply to the authorised but unissued share capital of the Company (in respect
of which the Directors have authority to make allotments pursuant to section 80 of the Act as referred
to in sub paragraph 1.2.4.2 above) except to the extent such provisions have been disapplied as
referred to in sub paragraph 1.2.4.4 above.

Memorandum and Articles of Association

The Memorandum of Association of the Company provides that its objects include, among others, the
carrying on of the business of a holding company, the carrying on of such operations as seem to the
Directors to advance the interests of the Company and to do all such other things as may be considered
incidental or conducive to the attainment of the Company’s objects. The objects of the Company are set out
in full in Clause 3 of the Memorandum of Association which is available for inspection at the address
specified in paragraph 19 of this Part 7.

The Articles of Association of the Company (the “Articles™) include provisions to the following effect:

21

2.2

2.3

Share rights

Subject to the provisions of the Act, and without prejudice to any rights attached to any existing shares
or class of shares, any share may be issued with such rights or restrictions as the Company may by
ordinary resolution determine or, subject to and in default of such determination, as the Board shall
determine.

The Board may issue shares which are to be redeemed or are liable to be redeemed at the option of the
Company or the holder. Subject to the Articles and to the Act, the unissued shares of the Company
(whether forming part of the original or any increased capital) are at the disposal of the Board.

Voting rights
Subject to any rights or restrictions attached to any shares, on a show of hands every member who is

present in person shall have one vote and on a poll every member present in person or by proxy shail
have one vote for every share of which he is the holder.

No member shall be entitled to vote at any general meeting unless all moneys presently payable by
him in respect of shares in the Company have been paid.

If at any time the board is satisfied that any member, or any other person appearing to be interested in
shares held by such member, has been duly served with a notice under section 212 of the Act and is in
default for the prescribed period in supplying to the Company the information thereby required, or, in
purported compliance with such a notice, has made a statement which is false or inadequate in a
material particular, then the board may, in its absolute discretion at any time thereafter by notice to
such member direct that in respect of the shares in relation to which the default occurred the member
shall not be entitled to attend or vote either personally or by proxy at a general meeting or at a separate
meeting of the holders of that class of shares or on a poll.

Dividends and‘ other distributions

Subject to the provisions of the Act, the Company may by ordinary resolution declare dividends in
accordance with the respective rights of the members, but no dividend shall exceed the amount
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2.5

recommended by the Board. Except as otherwise provided by the rights attached to shares, all
dividends shall be declared and paid according to the amounts paid up on the shares on which the
dividend is paid, but no amount paid on a share in advance of calls shall be treated for these purposes
as paid on the share.

Subject to the provisions of the Act, the Board may pay interim dividends if it appears to the Board
that they are justified by the profits of the Company available for distribution.

The Board may also pay, at intervals determined by it, any dividend at a fixed rate if it appears to the
board that the profits available for distribution justify the payment. If the Board acts in good faith it
shall not incur any liability to the holders of shares conferring preferred rights for any loss they may
suffer by the lawful payment of an interim dividend on any shares having deferred or non preferred
rights.

No dividend or other moneys payable in respect of a share shall bear interest against the Company
unless otherwise provided by the rights attached to the share.

The Board may withhold payment from a person of all or any part of any dividend or other moneys
payable in respect of shares in the Company if those shares represent at least a 0.25% interest in the
Company’s shares or any class thereof and if, in respect of those shares, such person has been served
with a restriction notice after failure (whether by such person or by another) to provide the Company
with information concerning interests in those shares required to be provided under the Act.

Except as otherwise provided by the rights and restrictions attached to any class of shares, all
dividends will be declared and paid according to the amounts paid up on the shares during any portion
of the period in respect of which the dividend is paid.

The Board may, if authorised by an ordinary resolution of the Company, offer any holder of shares the
right to elect to receive shares by way of scrip dividend instead of cash in respect of the whole (or
some part, to be determined by the Board) of any dividend.

Any dividend which has remained unclaimed for 6 years from the date when it became due for
payment shall, if the Board so resolves, be forfeited and cease to remain owing by the Company.

Except as provided by the rights and restrictions attached to any class of shares, the holders of the
Company’s shares will under general law be entitled to participate in any surplus assets in a winding
up in proportion to their shareholdings. A liquidator may, with the sanction of an extraordinary
resolution and any other sanction required by the Insolvency Act 1986, divide among the members in
specie the whole or any part of the assets of the Company and may, for that purpose, value any assets
and determine how the division shall be carried out as between the members or different classes of
members.

Variation of rights

Rights attached to any class of shares may be varied or abrogated with the written consent of the
holders of three quarters in nominal value of the issued shares of the class, or the sanction of an
extraordinary resolution passed at a separate general meeting of the holders of the shares of the class.

Lien and forfeiture

The Company shall have a first and paramount lien on every share (not being a fully paid share) for all
moneys payable to the Company (whether presently or not) in respect of that share. The Company
may sell any share on which the Company has a lien if a sum in respect of which the lien exists is
presently payable and is not paid within 14 clear days after notice has been sent to the holder of the
share demanding payment and stating that if the notice is not complied with the share may be sold.

The Board may from time to time make calls on the members in respect of any moneys unpaid on
their shares. Each member shall (subject to receiving at least 14 clear days’ notice) pay to the
Company the amount called on his shares. If a call or any instalment of a call remains unpaid in whole
or in part after it has become due and payable, the board may give the person from whom it is due not
less than 14 clear days’ notice requiring payment of the amount unpaid together with any interest
which may have accrued and any costs, charges and expenses incurred by the Company by reason of
such non payment. The notice shall name the place where payment is to be made and shall state that if
the notice is not complied with the shares in respect of which the call was made will be liable to be
forfeited.
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2.6

2.7

2.8

2.9

Transfer of shares

A member may transfer all or any of his certificated shares by an instrument of transfer in any usual
form or in any other form which the Board may approve. An instrument of transfer shall be signed by
or on behalf of the transferor and, unless the share is fully paid, by or on behalf of the transferee. An
instrument of transfer need not be under seal.

The Board may, in its absolute discretion and without giving any reason, refuse to register the transfer
of a certificated share which is not a fully paid share, provided that the refusal does not prevent
dealings in shares in the Company from taking place on an open and proper basis. The Board may also
refuse to register the transfer of a certificated share unless the instrument of transfer:

2.6.1 is lodged, duly stamped (if stampable), at the office or at another place appointed by the Board
accompanied by the certificate for the share to which it relates and such other evidence as the
Board may reasonably require to show the right of the transferor to make the transfer

2.6.2 is in respect of one class of share only; and
2.6.3 is in favour of not more than four persons.

The Board may refuse to register a transfer of shares in the Company by a person if those shares
represent at least a 0.25% interest in the Company’s shares or any class thereof and if, in respect of
those shares, such person has been served with a restriction notice after failure (whether by such
person or by another) to provide the Company with information concerning interests in those shares
required to be provided under the Act, unless (i) the transfer is an approved transfer (as defined in the
Articles), (ii) the member is not himself in default as regards supplying the information required and
certifies that no person in default as regards supplying such information is interested in any of the
shares the subject of the transfer, or (iii) the transfer of the shares is required to be registered by the
Uncertificated Securities Regulations 2001 (the “Regulations™).

If the board refuses to register a transfer of a share in certificated form, it shall send the transferee
notice of its refusal within two months after the date on which the instrument of transfer was lodged
with the Company.

No fee shall be charged for the registration of any instrument of transfer or other document relating to
or affecting the title to a share.

Subject to the provisions of the Regulations, the Board may permit the holding of shares in any class
of shares in uncertificated form and the transfer of title to shares in that class by means of a relevant
system and may determine that any class of shares shall cease to be a participating security.

Alteration of share capital

The Company may by ordinary resolution increase, consolidate or, subject to the Act, sub-divide its
share capital. The Company may by ordinary resolution also cancel any shares which, at the date of
the passing of the resolution, have not been taken or agreed to be taken by any person and diminish the
amount of its authorised share capital by the amount of the shares so cancelled. Subject to the
provisions of the Act, the Company may by special resolution reduce its share capital, capital
redemption reserve and share premium account in any way.

Purchase of own shares

Subject to the Act and the Listing Rules and without prejudice to any relevant special rights attached
to any class of shares, the Company may purchase any of its own shares of any class in any way and at
any price (whether at par or above or below par).

General meetings

The Board shall convene and the Company shall hold general meetings as annual general meetings in
accordance with the requirements of the Act. The Board may call general meetings whenever and at
such times and places as it shall determine.
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2.10 Directors
2.10.1 Appointment of Directors

Unless otherwise determined by ordinary resolution, the number of Directors shall be not less
than two nor more than 25 in number. Directors may be appointed by ordinary resolution of
Shareholders or by the Board. A Director appointed by the Board holds office only until the next
following annual general meeting and if not re appointed at such annual general meeting shall
vacate office at its conclusion.

2.10.2 No share gualification

A director shall not be required to hold any shares in the capital of the Company by way of
qualification.

2.10.3 Retirement of Directors by rotation

At every annual general meeting any director who was elected or last re-elected at or before the
annual general meeting held in the third calendar year before the current year shall
automatically retire from office. The Directors to retire by rotation shall be first, those who wish
to retire and not be re-appointed to office and second, those who have been longest in office
since their last appointment or re-appointment or in the case of those who were appointed or
re-appointed on the same day, will be (unless they otherwise agree) determined by lot. A
retiring Director shall be eligible for re-election.

2.10.4 Remuneration of Director

The emoluments of any Director holding executive office for his services as such shall be
determined by the Board, and may be of any description.

The ordinary remuneration of the Directors who do not hold executive office for their services
(excluding amounts payable under any other provision of these Articles) shall not exceed in
aggregate £1 million per annum or such higher amount as the Company may from time to time
by ordinary resolution determine. Subject thereto, each such Director shall be paid a fee (which
shall be deemed to accrue from day to day) at such rate as may from time to time be determined
by the Board. In addition, any Director who does not hold executive office and who serves on
any committee of the Board, by the request of the Board goes or resides abroad for any purpose
of the Company or otherwise performs services outside the scope of the ordinary duties of a
Director may be paid such extra remuneration as the Board may determine.

In addition to any remuneration to which the Directors are entitled under the Articles, they may
be paid all travelling, hotel and other expenses properly incurred by them in connection with
their attendance at meetings of the Board or committees of the Board, general meetings or
separate meetings of the holders of any class of shares or of debentures of the Company or
otherwise in connection with the discharge of their duties.

The Board may provide benefits, whether by the payment of gratuities or pensions or by
insurance or otherwise, for any past or present Director or employee of the Company or any of
its subsidiary undertakings or any body corporate associated with, or any business acquired by,
any of them, and for any member of his family or any person who is or was dependent on him.

2.10.5 Permitted interests of Directors

Subject to the provisions of the Act, and provided that he has disclosed to the Board the nature
and extent of any material interest of his, a Director notwithstanding his office:

2.10.5.1 may be a party to, or otherwise interested in, any transaction or arrangement with the
Company in which the Company is otherwise interested;

2.10.5.2 may act by himself or his firm in a professional capacity for the Company (otherwise
than as auditor), and he or his firm shall be entitled to remuneration for professional
services as if he were not a Director;

2.10.5.3 may be a director or other officer of, or employed by, or a party to any transaction or
arrangement with, or otherwise interested in, any body corporate promoted by the
Company or in which the Company is otherwise interested; and

2.10.5.4 shall not, by reason of his office, be accountable to the Company for any benefit which
he derives from any such office or employment or from any such transaction or
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arrangement or from any interest in any such body corporate and no such transaction
or arrangement shall be liable to be avoided on the ground of any such interest or
benefit.

2.10.6 Restrictions on voting

A Director shall not vote on any resolution of the Board concerning a matter in which he has an
interest which (together with any interest of any person connected with him) is to his knowledge
material, but these prohibitions shall not apply to:

2.10.6.1 the giving of a guarantee, security or indemnity in respect of money lent or obligations
incurred by him or any other person at the request of, or for the benefit of, the
Company or any of its subsidiary undertakings;

2.10.6.2 the giving of a guarantee, security or indemnity in respect of a debt or obligation of the
Company or any of its subsidiary undertakings for which the Director has assumed
responsibility (in whole or part and whether alone or jointly with others) under a
guarantee or indemnity or by the giving of security;

2.10.6.3 a contract, arrangement, transaction or proposal concerning an offer of shares,
debentures or other securities of the Company or any of its subsidiary undertakings for
subscription or purchase, in which offer he is or may be entitled to participate as a
holder of securities or in the underwriting or sub underwriting of which he is to
participate;

2.10.6.4 a contract, arrangement, transaction or proposal concerning any other body corporate
in which he or any person connected with him is interested, directly or indirectly, and
whether as an officer, Shareholder, creditor or otherwise, if he and any persons
connected with him do not to his knowledge hold an interest (as that term is used in
sections 198 to 211 of the Act) representing 1% or more of either any class of the
equity share capital of such body corporate (or any other body corporate through
which his interest is derived) or of the voting rights available to members of the
relevant body corporate (any such interest being deemed for the purpose of this Article
to be a material interest in all circumstances):

2.10.6.5 a contract, arrangement, transaction or proposal for the benefit of employees of the
Company or of any of its subsidiary undertakings which does not award him any
privilege or benefit not generally accorded to the employees to whom the arrangement
relates; and

2.10.6.6 a contract, arrangement, transaction or proposal concerning any insurance which the
Company is empowered to purchase or maintain for, or for the benefit of, any
Directors or for persons who inciude Directors.

2.10.7 Indemnity of officers

Subject to the provisions of the Companies Act, but without prejudice to any indemnity to
which the person concerned may otherwise be entitled, every Director or other officer of the
Company (other than any person (whether an officer or not) engaged by the Company as
auditor) shall be indemnified out of the assets of the Company against any liability incurred by
him, including for negligence, default, breach of duty or breach of trust in relation to the affairs
of the Company, provided that such indemnity shall be deemed not to provide for, or entitle any
such person to, indemnification to the extent that it would cause this Article, or any element of
it, to be treated as void under the Act or otherwise under the Companies Acts.
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3.

Directors’ interests

3.1

32

The interests of the Directors in the share capital of the Company are, and on completion of the Offer
are expected to be, as follows:

Percentage of

Number of issued share

Shares in capital

which the Number of assuming full

Director has Shares exercise of

a direct or Percentage of immediately Percentage of the Over-

indirect issued share upon  issued share allotment

Director interest capital Admission"® capital Option

John Lovering . ................ 8,575,400 1.7% 6,002,780 0.7% 0.7%

Rob Templeman . .............. 16,788,850 3.4% 12,591,638 1.5% 1.5%

Chris Woodhouse .............. 16,426,850 33% 11,498,795 1.4% 1.4%

Michael Sharp™® ... ... .. ... 7,500,000 1.5% 7,500,000 0.9% 0.9%
Adam Crozier” . ............... 0 0 22,471 —%® —%®
Jonathan Feuer® ............... 200,500 —%® 146,782 —%® —%®
Richard Gillingwater™ ... ... .... 0 0 4,494 —%© —%©
Peter Long™ ... .. ... ... ..... 0 0 44,943 —%® —%©
Dennis Millard® ............... 0 0 44,943 —%© —%®
Paul Pindar'® . ............... .. 0 0 134,831 —%® —%©

(1) Excludes options.

(2) The number of Shares to be sold by Directors in the Offer, if any, will be dependent on the final Offer Price.

(3) Michael Sharp has an interest in 7,500,000 Shares through his investment in Baroness Employee Limited Partnership and
has been granted an option under the Employee Option Plan over 121,515 Shares at an option price of 0.2p per Share as
described below. On exercise of his option, Michael Sharp’s right will be satisfied by the transfer of Shares from the Trust.
He is also technically deemed to be interested, as one of the potential beneficiaries of Debenhams Retail Employee Trust
2004 (the “Trust™) established by Debenhams Retail plc for the benefit of employees within its Group, in 11,325,550
Shares held by the Trust. Michael Sharp also has a direct interest in loan notes with a value of £8,835,937 by virtue of his
investment in Baroness Employee Limited Partnership and has been granted an option under the Employee Option Plan
over the gain on a fixed income loan note with a value of £143,160.

(4) Such Directors intend to apply for Shares in the Offer at the Offer Price, and such applications are expected to be met in
full.

(5) Jonathan Feuer is the beneficial owner of 200,500 Shares in the Company held in the name of Capital Investors 2002
Limited.

(6) Indicates a percentage holding of below 0.1%.

On 31 January 2005 Michael Sharp was granted rights to acquire up to 121,515 Shares for 0.2p each
and to receive the gain on a fixed income loan note (the “Loan Note Proceeds’”) under the Debenhams
Employee Option Plan. This option will become exercisable on Admission as to 100% of the Loan
Note Proceeds and 50% of the Shares comprised in the option for a period of one month and will
lapse, to the extent unexercised, at the end of that period. On exercise of his option, Michael Sharp’s
right to the Loan Note Proceeds will be satisfied by the transfer from the Trust of such number of
Shares as has a value equal to the Loan Note Proceeds. The remaining 50% of the Shares comprised in
the option will become exercisable on the first anniversary of Admission for a period of one month
and will lapse, to the extent unexercised, at the end of that period.

Participants in the Employee Option Plan are required to pay the employer’s national insurance
contributions arising on the exercise of their options. Michael Sharp, together with all other
participants who choose to exercise their options on Admission, will also receive a bonus in the form
of Shares (“Bonus Shares’’) on the exercise of his option in recognition of the cost to him of paying
the employer’s national insurance contributions arising.

To the extent Michael Sharp chooses to exercise the relevant proportion of his option immediately on
Admission, he will be entitled to sell into the Offer all the Shares he acquires on the exercise of that
proportion of his option and his Bonus Shares.
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3.3

3.6

It is expected that, at Admission, awards will be granted to the Executive Directors under the
Debenhams Performance Share Plan as described in paragraph 5.2 below. It is expected that Rob
Templeman will be granted an award over 431,882 of such Shares, Chris Woodhouse will be granted
an award over 293,680 of such Shares and Michael Sharp will be granted an award over 272,949 of
such Shares. These awards vest over time subject to performance conditions, as described in paragraph
5.2 of Part 7.

No Director has or has had any interest in any transactions which are or were unusual in their nature or
conditions or are or were significant to the business of the Group or any of its subsidiary undertakings
and which were effected by the Group or any of its subsidiaries during the current or immediately
preceding financial year or during an eardlier financial year and which remain in any respect
outstanding or unperformed. There are no outstanding loans or guarantees granted or provided by any
member of the Group to or for the benefit of any of the Directors.

In so far as is known to the Directors, the following interests (within the meaning of Part VI of the
Act) (other than interests held by the Directors) which represent, or will represent, directly or
indirectly, 3% or more of the issued share capital of the Company on Admission:

Percentage of
issued share
capital
assuming full
exercise of

Percentage of Number of  Percentage of the Over-
‘ Number of issued share Shares after issued share afiotment
Shareholders Shares held capital the Offer” capital Option
TPG Shareholder Group 178,527,250 35.7% 130,696,037 16.0% 13.7%
CVC Shareholder
Group® ............ 125,448 450 25.1% 91,838,166 11.3% 9.7%
Merrill Lynch
Shareholder Group™ .. 97,424,900 195% 71,322,716 8.8% 7.5%
Baroness Employee
Limited Partnership... 18,416,500 3.7% 18,416,500 23% 2.3%

(1} The number of Shares to be sold by Selling Shareholders in the Offer, if any, will be dependent on the final Offer Price.

(2) Including 1,343,500 Shares held by Citi Europe Co-Invest LP and 6,713,550 Shares held by Citicorp Capital Investors
Europe Limited, who are affiliates of Citigroup Global Markets Limited (the Sponsor of the Offer) and Citigroup Global
Markets U.K. Equity Limited (one of the Global Co-ordinators and a Joint Bookrunner).

(3) Consisting of 81,755,050 Shares held by ML Global Private Equity Fund, L.P. and 15,669,850 Shares held by Merrill
Lynch Ventures L.P. 2001, each of whom are affiliates of Merrill Lynch (one of the Global Co-ordinators and a Joint
Bookrunner).

Save as disclosed above, in so far as is known to the Directors, there is no other person who is or will
be immediately following Admission, directly or indirectly, interested in 3% or more of the issued
share capital of the Company.

Through their shareholdings and rights under the Shareholders Agreement (described in
paragraph 11.6 of this Part 7) the Principal Shareholders controlled all of the voting rights of the
Company. The Directors are not aware of any party which, following Admission could exercise,
directly or indirectly control over the Company.

Under the Shareholders’ Agreement described in paragraph 11.6 of this Part 7 the members of CVC
Shareholder Group, the members of TPG Shareholder Group and the members of Merrill Lynch
Shareholder Group held governance shares in the Company, which were the only shares in the
Company which carry voting rights. Conditional upon Admission, the governance shares and the
subscriber shares will be transferred by the holders to the Company for nil consideration and
cancelled. The Shareholders’ Agreement terminates on Admission. Following Admission, none of the
Principal Shareholders will have different voting rights attached to the Shares they hold.

The Panel on Takeovers and Mergers (the “Takeover Panel”) is of the view that the members of the
CVC Shareholder Group, including two affiliates of Citigroup, may be acting in concert with
Citigroup in relation to the Company for the purposes of the City Code on Takeovers and Mergers (the
“Takeover Code™). The Takeover Panel is also of the view that the members of the Merrill Lynch
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Shareholder Group may be acting in concert with Merrill Lynch in relation to the Company for the
purposes of the Takeover Code.

On Admission, the aggregate shareholding of the CVC Shareholder Group and the aggregate
shareholding of the Merrill Lynch Shareholder Group may, depending on the final Offer Price, be as
set out in the table in paragraph 3.5 above. Pursuant to, and subject to the terms of, the Underwriting
Agreement, Citigroup and Merrill Lynch have each conditionally agreed to procure subscribers and
purchasers for or, failing which, to subscribe for and purchase themselves up to 13.8% of the
Company’s issued share capital.

Under Rule 9 of the Takeover Code, any person or group of persons acting in concert with each other
which, taken together with shares already held by that person or group of persons, (i) acquires 30% or
more of the voting rights of a public company or (ii) holds not less than 30% but not more than 50%
of the voting rights and acquires additional shares which increase the percentage of their voting rights
is required to make a general offer in cash for all the remaining equity share capital of the company
unless otherwise agreed by the Takeover Panel.

In respect of the Shares which the CVC Shareholder Group and Citigroup will continue to hold or
may acquire as a result of the Offer, and any stocklending arrangements between the CVC
Shareholders and Citigroup as stabilising manager, the Takeover Panel has agreed to waive any
obligation on the CVC Shareholder Group or Citigroup that might otherwise have arisen under Rule 9
of the Takeover Code to make a general offer for all of the Shares which they do not already own.

In respect of the Shares which the Merrill Lynch Shareholder Group and Merrill Lynch will continue
to hold or may acquire as a result of the Offer, the Takeover Panel has agreed to waive any obligation
on the Merrill Lynch Shareholder Group or Merrill Lynch that might otherwise have arisen under
Rule 9 of the Takeover Code to make a general offer for all of the Shares which they do not already
own.

In addition, the Takeover Panel has agreed to disregard Shares subsequently acquired by affiliates of
Citigroup or affiliates of Merrill Lynch that are exempt principal traders for the purposes of the
Takeover Code, each in respect of up to 3% of the Company’s issued share capital, in determining
whether such a general offer for all the Shares may be required pursuant to Rule 9.

4. Directors’ service agreements and letters of appointment

4.1

4.2

The Directors and their functions are set out in Part 3. Between 10 and 24 April 2006 each Executive
Director entered into a new service agreement with the Company and the Chairman and the Non
Executive Directors entered into letters of appointment with the Company. The service agreements
and the letters of appointment will become effective on Admission.

John Lovering’s appointment as Chairman is subject to the terms of a letter of appointment agreed
between him and the Company dated 19 April 2006. His appointment is terminable by either party
giving not less than one month’s written notice. John Lovering receives an annual engagement fee of
£250,000. His letter of appointment requires him to devote such time during normal business hours as
is required to perform his duties as Chairman and anticipates a required time commitment of the
equivalent of between two and four days per month.

John Lovering is subject to a confidentiality undertaking without limitation in time and also to non-
compete and non-solicitation restrictive covenants for a period of nine months following termination
of his appointment. In addition, he is restricted from soliciting, enticing away, employing or engaging
for a period of nine months following termination of his employment, any senior executive or
employee of the Company.

John Lovering is permitted to hold the office of director or chairman of certain named companies
including the Peacocks Group plc provided that any such appointment with the Peacocks Group plc
does not interfere with his position at the Company. John Lovering is permitted under his letter of
appointment to remain a passive investor in any non-competing business (as defined in the letter of
appointment). In the event that John Lovering becomes aware of any conflict of interest that may arise
with his other business interests, he must disclose these to the Board and, if required by the Board,
agree to step down as Chairman.
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4.3

The Executive Directors have entered into service agreements with the Company (the “Service
Agreements”™). Details of the Service Agreements as they will apply with effect from Admission are
set out below:

Name Position Annual salary Date of Service Agreement
Rob Templeman ............ Chief Executive £640,625 24 April 2006
Chris Woodhouse ........... Finance Director and £435,625 24 April 2006
Deputy Chief
Executive
Michael Sharp .............. Chief Operating Officer  £404,875 24 April 2006

The salary of each Executive Director will be reviewed annually by the remuneration committee.

Each of the Executive Director’s Service Agreements is terminable by either party giving not less than
12 months’ written notice, save that Michael Sharp is only required to give the Company six months’
notice. The Company reserves the right and discretion to pay the Executive Director in lieu of notice.
If the Company terminates the employment of an Executive Director by exercising its right to pay in
lieu of notice, the Company is required to make a payment equal to the aggregate of the Executive
Director’s basic salary for the notice period, the value of his contractual benefits for the notice period
and an amount equal to the average of the annual bonus paid to the Executive Director in the two years
prior to the termination of his employment.

Where the Company terminates the employment of an Executive Director other than in accordance
with the terms of his Service Agreement, the Company is required to make a liquidated damages
payment to such Executive Director equal to the amount of his basic salary for the 12 months’ notice
period. The Executive Director would also be entitled to a payment equal to the value of his
contractual benefits for the notice period and an amount equal to the average of the annual bonus paid
to the Executive Director in the two years prior to the termination of his employment.

The Executive Directors are entitled to an additional annual allowance equal to 15% (20% for Michael
Sharp) of their annual salary in lieu of pension benefits.

Each of the Executive Directors is entitled to participate in the bonus arrangements operated by the
Company from time to time. Such bonus arrangements shall be determined at the sole discretion of the
remuneration committee of the Company, save in respect of pro rata bonus payments should an
Executive Director cease employment with the Company in specific circumstances. For Rob
Templeman and Chris Woodhouse the maximum bonus entitlement will be 100% of their annual basic
salary. There is no maximum bonus entitlement applying to Michael Sharp under the terms of his
Service Agreement.

Each of the Executive Directors is entitled to life assurance (providing a benefit of four times annual
salary), medical insurance (for themselves and their family), and personal accident insurance and is
entitled to a staff discount in accordance with the Company’s policy. Michael Sharp is also entitled to
permanent health insurance. Each of the Executive Directors is entitled to the use of a car for business
and private travel and the Company bears all related maintenance, insurance and fuel expenses.

The Executive Directors may elect to exchange their car benefits for their equivalent cash value (as
determined by the Company), and Michael Sharp may also exchange all of his other contractual
benefits for their cash equivalent.

Each of the Executive Directors is subject to a confidentiality undertaking without limitation in time
and also to non-compete and non-solicitation restrictive covenants for a period of nine months
following termination of employment. In addition, they are restricted from soliciting, enticing away,
employing or engaging any senior executive from the Company or any associated company, for a
period of nine months following termination of their employment.

Rob Templeman and Chris Woodhouse are permitted to hold up to two non-executive directorships in
non-competing companies as well as their existing non-executive directorships of Halfords Holdings
Limited.

Michael Sharp is a deferred member of the Debenhams Executive Pension Plan. He is making an
election for enhanced protection under the Finance Act 2004. He has ceased to accrue benefits in the
Debenhams Executive Pension Plan with effect from 31 March 20006, in return for which he receives a
salary supplement of 20% of his basic salary with effect from 1 April 2006.
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4.4

4.5

4.6

The other Non-Executive Directors have each entered into a letter of appointment. Details of the
letters of appointment are set out below:

Date of joining the Date of letter of
Name Position ~ Annual fee Group appointment
Philippe Costeletos . ....... Non-Executive £40,000 8 September 2003 24 April 2006
Director
Adam Crozier ............ Independent £45,000 From Admission 18 April 2006
Non-Executive
Director
Jonathan Feuer ........... Non-Executive £40,000 8 September 2003 24 April 2006
Director
Richard Gillingwater. . ... .. Senior £62,500 From Admission 20 April 2006
Independent
Non-Executive
Director
Peter Long............... Independent £45,000 From Admission 24 April 2006
Non-Executive
Director
Dennis Millard .. ......... Independent £55,000 From Admission 10 April 2006
Non-Executive
Director
Guido Padovano .......... Non-Executive £40,000 8 September 2003 24 April 2006
Director
Paul Pindar .............. Independent £50,000 From Admission 19 April 2006
Non-Executive
Director

Each of the Non-Executive Directors is entitled to reimbursement of reasonable expenses incurred in
the course of their duties and to directors’ and officers’ liability insurance cover. The appointments
may be terminated by either party giving one month’s notice and are subject to the provisions of the
Company’s Articles.

There is no arrangement under which any Director has waived or agreed to waive future emoluments
nor has there been any waiver of emoluments during the financial year immediately preceding the date
of this document.

In the financial year ended 3 September 2005 the aggregate of the total remuneration paid (including
contingent or deferred compensation) and benefits in kind granted (under any description whatsoever)
to each of the Directors by members of the Group was approximately £4,403,571. The total amount
set aside by the Group to provide pension, retirement or similar benefits in respect of the Directors in
the financial year ended 3 September 2005 was £283,505. On the basis of the arrangements in force at
the date of this document, it is estimated that the aggregate remuneration payable and benefits in kind
granted to the Directors for the year ending 3 September 2006 will be approximately £5,491,402.
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4.7

The Directors have been directors or partners of the following companies (excluding the Company and
its subsidiaries and subsidiaries of any company listed below) and partnerships in the past five years:

Name

John Lovering..............

Rob Templeman ............

Chris Woodhouse . . .........

Michael Sharp .............

Philippe Costeletos. . ........

Adam Crozier..............

Jonathan Feuer .............

Current Directorships/Partnerships

Previous Directorships/Partnerships

New House Farm (Bodiam)
Limited

New House Leisure Limited
Somerfield Limited

Echelon Capital LLP
Echelon Investments LLP
Lovering & Lovering

Violet EquityCo Limited
Somerfield Stores Limited

Sparkle Fashion Limited
TIM Hellas SA

Q Telecom SA

Texas Pacific Group Europe
LLP

Royal Mail Group plc
Royal Mail Holdings plc

CVC Capital Partners Limited
IG Group Limited
Halfords Holdings Limited
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New House Cards Limited
Resurgan Limited

Fired Earth Limited
Birthdays Group Limited
Skillsmart Retail Limited
Homebase Group Limited
Qdeon Cinemas Limited
Mediazest plc

Back Therapies Supplies
Limited

The Peacock Group Limited
Greene King Neighbourhood
Pub Holdings Limited

The Laurel Pub Company
Limited

Sapphire Food North East
No. 1 Limited

The Fireplace Store Limited
Aga Foodservice Group Plc
Fitness First Holdings Limited
Northwharf Properties (Cherry)
Limited

Northwharf Investments
(Cherry) Limited

Homebase Group Limited
Halfords Group Plc
Harveys Furnishing plc

Halfords Group Plc
Homebase Group Limited

Burton Group plc
Principles Limited
Racing Green Limited
Topshop Limited
Topman Limited

CRI Holdings No. 2 Limited
CRI Holdings No. 1 Limited
Stahl International BV

Helly Hansen ASA

The Football Association
Limited

Wembley National Stadium
Limited

Synstar Limited

Aprilway Limited

Halfords Group Pic




Name

Richard Gillingwater ... .....

PeterLong ................

Dennis Millard .. ...........

Guido Padovano . ...........

Paul Pindar................

Current Directorships/Partnerships

Previous Directorships/Partnerships

Faber Music Holdings Ltd.
Faber Music Ltd.

Rights Worldwide Ltd.
Tomkins plc

First Choice Holidays Plc
Rentokil plc

Xchanging Limited

Despegar.com, Inc.
Cremer Holdings, L.L.C.
Rexel SA

Capita Group plc

Homebase Ltd.

Kidde plc

Qinetiq Plc

The Peninsular & Oriental
Steam Navigation Company

Sunworld Holidays Limited
RAC ple

Cookson Group plc
Exel plc

Arc International plc
Salutia.com, Inc.
NetEnvios.com, Inc.
Netman, Inc.
Juncadella Prosegur SA

None

4.6 None of the Directors has:
(i)  had any convictions relating to fraudulent offences within the last five years;

(i) been declared bankrupt or has entered into any individual voluntary arrangements, or been
associated with any bankruptcy, receivership or liquidation in their capacity as director, within
the last five years; :

(ifi) been a director with an executive function of any company within a 12 month period preceding
any receivership, compulsory liquidation, creditors voluntary liquidation, administration,
company voluntary arrangement or any composition or arrangement with such company’s
creditors generally or any class of creditors of such company;

(iv) been a partner of any partnership within a 12 month period preceding any compulsory
liquidation, administration or partnership voluntary arrangement of such partnership;

(v)  held assets which have been subject of a receivership;

(vi) been partner of any partnership within a 12 month period preceding any receivership of the
assets of such partnership; or

(vii) within the previous five years received any official public incrimination and/or sanction by any

statutory or regulatory authorities (including designated professional bodies) and have not been

disqualified by a court from acting as a director of a company or from acting in the management

or conduct of the affairs of a company.

4.7 As well as being directors of the Company, Jonathan Feuer is affiliated with the CVC Shareholder
Group, Philippe Costeletos is affiliated with the TPG Shareholder Group and Guido Padovano is
affiliated with the Merrill Lynch Shareholder Group. None of the Directors has any other potential
conflicts of interests between their duties to the Company and their private interests or other duties.

Employee share plans
Future Debenhams Incentive Arrangements

The Company has adopted the Debenhams Deferred Bonus Matching Plan, Debenhams Performance Share
Plan, the Debenhams 2006 Executive Share Option Plan, the Debenhams 2006 Sharesave Scheme and the
Debenhams 2006 Sharesave Scheme (Ireland) (the ‘“Debenhams Share Plans’).

The remuneration committee has discretion to grant awards under any one, combination or all of the
Debenhams Share Plans in any one year. When exercising their discretion to grant awards the remuneration
committee will take into consideration the overall quantum and structure of the compensation package.
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5.1

The Debenhams Deferred Bonus Matching Plan (the “DBMP”)

5.1.1

5.1.2

5.1.3

5.1.6

General
The Company does not intend to operate the DBMP on Admission.

Under the DBMP participants will be able to invest up to the full amount of their annual bonus
(on an after-tax basis) in Shares. If the participant remains in service for three years, he will,
subject to the satisfaction of a performance target, be eligible to receive a matching share award
(based on the pre-tax amount of the bonus that has been invested).

Eligibility

All employees and executive directors of the Company and its subsidiaries will be eligible to
participate in the DBMP. The remuneration committee will select participants in the DBMP.

Grant of awards

Participants will be permitted to invest an amount not exceeding their full annual bonus (after
deduction of tax due) in Shares (“Purchased Shares”). At the end of a three year holding
period, the Purchased Shares will be released to the participant together with a number of
additional shares (““Matching Shares”) if certain conditions are met, including the performance
conditions described below.

The pre-tax value of the Matching Shares at the date of the award will equal the pre-tax amount
of the bonus. that the participant has invested.

Performance condition

Matching Shares will only be released if and to the extent that performance conditions are
satisfied over a three year performance period. The remuneration committee has yet to consider
and determine what performance conditions will apply to awards under the DBMP although it is
intended that they be appropriately demanding and linked to the Company’s performance. The
performance conditions applying to the release of Matching Shares under the DBMP will be
described to shareholders in the Company’s annual report and accounts.

If the performance target is not met at the end of the performance period, the awards will lapse
immediately and there will no opportunity to re-test the performance condition.

The remuneration committee may amend the performance condition if an event occurs that
causes it reasonably to consider that the original performance condition will not, without
alteration, achieve its original purpose, provided that the remuneration committee acts fairly and
reasonably, and that the amended condition would, in the opinion of the remuneration
committee, be materially no less demanding to satisfy than the original condition as
contemplated at the date of grant. Any such amendment will be disclosed in the directors’
remuneration report following the amendment.

Cessation of employment

If a participant leaves employment (or is given notice or gives notice terminating his
employment), his entitlement to Matching Shares will automatically lapse unless the
remuneration committee, in its discretion, determines otherwise. If a participant loses his
entitlement to Matching Shares, he will retain his Purchased Shares.

If the remuneration committee has permitted a leaver to continue to participate in the DBMP,
the leaver’s investment in Purchased Shares will remain eligible for Matching Shares provided
the Purchased Shares are held at the end of the relevant holding period and the performance
conditions have been met. However, the number of Matching Shares will normally be pro-rated
on the basis of the period of actual service completed within the holding period. Exceptionally
(for example, if a participant is terminally ill), the remuneration committee may release
Matching Shares early.

Change of control

In the event of a takeover, scheme of arrangement or winding-up of the Company (not being an
internal reorganisation) performance will be measured up to such date prior to the change of
control as the remuneration committee concludes that the conditions can appropriately be
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applied and awards will vest on the basis of performance up to the time of the change of control.
The number of Matching Shares will normally be pro-rated to reflect the period of time that has
elapsed between the date of grant and the date of the change of control. The Committee will
have the discretion to adjust the vesting level if it considers that the performance condition
would have been met to a greater or lesser extent at the end of the full three-year performance
period.

An internal reorganisation to create a new holding company will not result in the accelerated
vesting of awards; they will continue, subject to the performance conditions, to the end of the
applicable holding period.

5.2 The Debenhams Performance Share Plan (the “PSP”)

521

522

523

524

525

General

The PSP is intended to facilitate the retention of senior executives of the Company and to align
thelr interests with those of shareholders by enabling executives to receive shares (the number of
which is determined by the extent to which a corporate performance condition is achieved on
vesting) provided that they remain employed in the Group for a period of three years from the
date of grant.

It is intended that awards under the PSP will be granted to up to 110 senior executives, including
the Executive Directors, at Admission. These awards will vest at the end of a three year
performance period as described in paragraph 5.2.6 below. The maximum value of the Shares
subject to these awards will be reduced to recognise the fact that these awards will vest over a
period of two and a half years, rather than the normal three year period and, in total, will be over
up to 3,037,857 Shares.

Eligibility
All employees and Executive Directors in the Company and its subsidiaries will be eligible to
participate in the PSP. The remuneration committee will select participants in the PSP.

The Company’s current policy is that only a selected group of the Company’s most senior
executives will be granted awards under the PSP.

Grant of awards

Awards may be granted on or within 42 days of Admission and thereafter may only be granted
within 42 days following the announcement by the Company of its results for any period or on
any day on which the remuneration committee decides that exceptional circumstances exist
which justify a grant.

No payment will be required for the grant of an award. An award under the PSP will comprise
an option to buy Shares for nil or a nominal payment or a contingent right to receive Shares or
an allocation of restricted shares.

Limit on individual participation

No awards may be granted to an individual in any financial year over a maximum number of
Shares whose market value is greater than 200% of that individual’s gross annual rate of salary
at the date of grant although the remuneration committee has a discretion, in exceptional
circumstances (which include recruitment), to grant awards over Shares with a market value of
up to 250% of gross annual salary at the date of grant. The market value will be determined by
reference to the closing middle market quotation for an Share as derived from the Daily Official
List of the London Stock Exchange on the date of grant.

Vesting of awards

An award will normally only vest on the third anniversary of the date of grant if and to the
extent that the performance conditions to which it is subject (see below) have been satisfied,
provided that the participant is still employed (or has not given or been given notice) by a
company in the Group at that time and if the Committee is satisfied that the underlying financial
performance of the Company over the performance period is sufficient to justify the vesting of
the award. An award structured as an option will then remain capable of exercise for a period of
six months (or, if the Company is in a prohibited period during this exercise period, the exercise

236




5.2.6

period will be extended automatically by the period during which the Company is in a
prohibited period). Awards structured as a contingent right to receive Shares will be released to
the participant as soon as practicable after vesting.

Performance condition

All awards made under the PSP will be subject to performance conditions set by the
remuneration committee at the time awards are granted. The extent to which performance
conditions are satisfied will determine the percentage of the award that vests.

Awards granted under the PSP will initially be subject to a performance target based on the
earnings per share (“EPS”) growth of the Company above the percentage increase in the Retail
Price Index (“RPI”) over a three year performance period in respect of half the shares
comprised in an award and a performance target based on the Company’s total shareholder
return (“TSR”) against the weighted TSR of the FTSE 350 General Retailers Index over a three
year performance period in respect of the other half of the award. The Weighted TSR is the
aggregate of the TSR of each company in the FTSE 350 General Retailers Index weighted by
their respective market capitalisations at the start of the relevant three year performance period.

The initial awards to be granted on Admission will vest at the end of the three year performance
period as follows:

Percentage growth over the performance Percentage of award that vests

period of Debenhams’ EPS

Below RPI + 14% per annum None

RPI + 14% per annum 30%

RPI + 21% per annum 100%

Between 14% and 21% per annum Straight-line basis between 30% and 100%
Performance of Debenhams against the Percentage of award that vests

FTSE 350 General Retailers Index of

companies by reference to TSR growth

Debenhams TSR is less than Weighted TSR~ 0%

of the FTSE 350 General Retailers Index

Debenhams TSR is equal to Weighted TSR 30%

of the FTSE 350 General Retailers Index

Debenhams TSR is equal or more than 12%  100%

p.a. above the Weighted TSR of the FTSE

350 General Retailers Index

Between the latter two points Straight-line basis between 30% and 100%

The performance period for both the EPS and the TSR performance conditions will be the
period of three financial years starting with the year in which the award is granted

If one or both of the performance conditions are not met at the end of the performance period,
50% or 100% (as appropriate) of the awards will lapse immediately and there will no
opportunity to re-test the relevant performance condition.

The value of the awards that will be granted on Admission will be reduced to recognise the fact
that at the time of grant, eight months of the first financial year will have elapsed and that these
awards will have a shorter vesting period than normal.

The remuneration committee may amend the performance conditions if an event occurs that
causes it reasonably to consider that the original performance conditions will not, without
alteration, achieve their original purpose, provided that the remuneration committee acts fairly
and reasonably, and that the amended conditions would, in the opinion of the remuneration
committee, be materially no less demanding to satisfy than the original conditions as
contemplated at the date of grant. Any such amendment will be disclosed in the directors’
remuneration report following the amendment.

The remuneration committee may set different performance conditions for future awards and
may decide that different conditions should be applicable to different executive’s awards
depending on their job function. -

237



527

5.2.8

Cessation of Employment

An award will lapse on the earlier of the participant giving, or being given, notice to terminate
employment and the cessation of a participant’s employment with the Group unless the
remuneration committee, in its discretion, determines otherwise,

Where the remuneration committee permits an award to continue, the remuneration committee
may determine that the award will vest early to the extent to which the performance conditions
have been achieved at the time of leaving and will be pro-rated to take account of the proportion
of the three-year period since the date of grant which has elapsed at the date of leaving.
Alternatively, the remuneration committee may determine that the award will continue until the
vesting date at which time the award will vest to the extent to which the performance conditions
have been achieved and, where the remuneration committee considers appropriate, will be
pro-rated to take account of the proportion of the three-year period since the date of grant which
has elapsed at the date of leaving.

Change of control

In the event of a takeover, scheme of arrangement or, if the remuneration committee so decides,
on winding-up of the Company (not being an internal reorganisation) an award will vest early,
to the extent that the performance conditions have been achieved up to the relevant event and
pro-rated to take account of the proportion of the period since the date of grant which has
elapsed. However, the remuneration committee has a discretion to allow awards to vest to a
greater or lesser extent if it considers it appropriate having regard to the circumstances of the
change of control and the Company’s financial performance to date. An internal reorganisation
would not result in the accelerated vesting of any awards. Instead, awards would be replaced by
new awards over shares in the new holding company.

5.3 The Debenhams 2006 Executive Share Option Plan (the “ESOP”)

531

5.3.2

533

534

General

The ESOP allows the Company to grant options to acquire Shares to eligible employees.
Options granted under the ESOP may either be Her Majesty’s Revenue & Customs (“HMRC™)
approved options (up to the prescribed limit) or unapproved options.

It is intended that options to acquire up to 2.9 million Shares will be granted to up to 620 senior
employees under the ESOP on the day of Admission at an exercise price equal to the closing
middle market price for a Share on that day. These options will become exercisable following
the end of a three year performance period beginning in September 2005 (a period of two and a
half years from the date of grant) but only if and to the extent that the performance condition to
which they are subject (see below) has been satisfied.

Grant period

Options may be granted within the 42 days commencing on (i) the date of HMRC approval of
the ESOP; (ii) the day of adoption of the ESOP by the Board (iii) the day immediately
following the day on which the Company makes an announcement of its results for any period;
(iv) any day on which the Board resolves that exceptional circumstances exist which justify the
grant of options (including Admission); or (v) any day on which any change to the legislation
affecting the HMRC approved part of the ESOP is proposed or made.

Eligibility
Under the ESOP, options will be granted to any person who is an Executive Director or

employee of the Company or a participating group company. Participants will be selected on a
discretionary basis.

Option Price

The option price will not be less than (i) the middle market quotation of a Share as derived from
the Daily Official List of the London Stock Exchange for the dealing day immediately
preceding the date of grant and (ii) the nominal value of a Share (in the case of an option over
Shares which are to be issued).
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Individual limits

The maximum market value of Shares over which options may be granted to an employee under
the unapproved part of the ESOP in any financial year (as measured at the date of grant) may not
be greater than an amount equal to 100% of the employee’s annual basic salary at the date of
grant. However, the remuneration committee has a discretion, in exceptional circumstances (which
include recruitment), to grant awards over Shares with a market value in excess of this amount.

Performance conditions

The exercise of options will be subject to the satisfaction of a performance condition, which will
be stated at the date of grant. For the initial grant of options at Admission the performance
condition will require that earnings per. share growth will be at least equal to the percentage
increase in RPI +14% per annum over a period of three years. There will be no re-testing of the
performance condition.

Exercise of options

Options will normally only become exercisable on the third anniversary of the date of grant,
subject to the satisfaction of the performance condition, and remain exercisable until ten years
after the date of grant.

Cessation of employment

Options granted under both the approved and the unapproved parts of the ESOP will (except for
options granted under the approved part of the ESOP if the participant is a “good leaver”) lapse
on the earlier of the date on which the participant gives or is given notice terminating his
employment and the date of the cessation of a participant’s employment with the Group unless
the remuneration committee, in its absolute discretion, determines otherwise.

Where the remuneration committee permits an option to continue, it will become exercisable for
a period to be determined by the remuneration committee. Options not exercised during the
relevant period will lapse.

A participant will be a “good leaver” if he dies or his or her employment ends by reason of
injury, disability, redundancy, retirement, or as a result of the sale of the business or subsidiary
by which the participant is employed. On the occurrence of any of those events, approved
options will become exercisable for a period of six months, providing the performance condition
has been satisfied and then lapse. The number of Shares comprised in an option will be reduced
if necessary to reflect the period of time elapsed between the date of grant and the date of
cessation of employment.

Change of control

In the event of a takeover, scheme of arrangement or voluntary winding up of the Company,
unexercised options will become exercisable providing the performance condition has been
satisfied but reduced if necessary to reflect the period of time that has elapsed between the date
of grant and the relevant event. The remuneration committee will have a discretion to allow
options to be exercised over a greater number if it considers it appropriate having regard to the
circumstances of the change of control and the Company’s financial performance up to the date
of change of control. Alternatively, participants may be given the opportunity to exchange their
options for equivalent options over shares in the acquiring company.

Options will not become exercisable on an internal reorganisation but will be rolled-over into
options over shares in the new holding company.

Provisions relating only to HMRC approved options

It is intended to seek HMRC approval for the grant of HMRC approved options, which are those
satisfying the requirements of Schedule 4 to the Income Tax (Earnings and Pensions) Act 2003.
HMRC approved options are subject to the same provisions as summarised above except that:

* individual limit: an employee cannot be granted an approved option which would, at the
time it is granted, enable the employee to acquire shares under approved option schemes
(which are not savings-related) exceeding the HMRC limit from time to time, which is
currently £30,000; and
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* HMRC approval: any amendment to a key feature of the ESOP requires the prior approval of
HMRC.

5.4 Debenhams 2006 Sharesave Scheme (the “Sharesave Scheme”)

5.4.1
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5.4.6

54.7

General
It is intended to seek HMRC approval for the Sharesave Scheme.

Under the Sharesave Scheme, employees may be granted an option to acquire Shares at a fixed
exercise price. Employees are required to save each month into a savings account for a period of
either three or five years, the proceeds of which savings account they may use to exercise the
option. The employee will have a right to acquire the number of Shares which he or she can
acquire at the exercise price using the savings in his or her savings account. A tax free bonus is
payable on the savings in the savings account on completion of the relevant savings contract. At
the end of the savings period the employee may either exercise the option within six months of
the end of the savings period using the savings contributions and bonus which he or she has
accumulated or have the savings and bonus repaid to him or her.

The Company does not intend to operate the Sharesave Scheme on Admission.

Grant period

Options may be granted within the 42 days commencing on (i) the date of HMRC approval of
the Sharesave Scheme; (ii) the date of adoption of the Sharesave Scheme by the Board (iii) the
day immediately following the day on which the Company makes an announcement of its
results for any period; (iv) any day on which the Board resolves that exceptional circumstances
exist which justify the grant of options; or (v) any day on which any change to the legislation
affecting savings related share option schemes approved by HMRC is proposed or made.

Eligibility

All eligible employees or executive directors of the Company and participating subsidiaries who
have been employed for a minimum period (not exceeding five years) or have otherwise been
nominated as eligible by the Board, are entitled to participate in the Sharesave Scheme. All

employees eligible to participate must do so on similar terms although that entitlement may vary
by reference to levels of remuneration, length of service or any similar factors.

Employee contributions

The maximum amount that an employee may save each month over the three year or five year
period is £250 per month. The Board can impose a lower savings limit.

Option exercise price

The option exercise price may be set at a discount (of up to 20%) to the market value of the
Shares at the time of grant.

Cessation of employment

A participant who ceases to be an employee of a member of the Group as a result of injury,
disability, redundancy, retirement on or after age 60 or following a sale of the employing
company or transfer of the employing business out of the group may exercise the option within
six months after ceasing to be an employee. [f a participant dies, his personal representative may
exercise the option within twelve months of the earlier of the date of death or the bonus date of
the option. If a participant ceases to be an employee of a member of the Group for any other
reason the option will lapse on cessation of employment.

Change of control

In the event of a takeover, scheme of arrangement or voluntary winding up of the Company,
unexercised options will become exercisable for a limited period but only to the extent of the
savings plus interest or bonus that has accumulated in the related savings account up to the date
of exercise. Options which are not exercised will lapse. Alternatively, participants may be given
the opportunity to exchange their options for equivalent options over shares in the acquiring
company.
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5.5 Debenhams 2006 Sharesave Scheme (Ireland) (the “Irish Sharesave Scheme”)

Under the Irish Sharesave Scheme participants who are subject to tax in Ireland are entitled to tax
relief on the exercise of options, provided certain conditions are met.

It is intended to seek approval of the Irish Revenue Commissioners for the Irish Sharesave Scheme.

The Company does not intend to operate the Irish Sharesave Scheme on Admission.

The provisions of the Irish Sharesave Scheme are the same as those of the Sharesave Scheme save in
the following respects:

(a)
(b)

(c)
(@

only employees subject to tax in Ireland are eligible to participate;

the minimum period of service for the purposes of eligibility to participate must not exceed
three years;

employee contributions may not exceed €320 per month;

approval of the Irish Sharesave Scheme and any amendments to it is required from the Irish
Revenue Commissioners.

5.6 Provisions common to the Debenhams Share Plans

5.6.1 Administration -

5.6.2

5.6.3

564

The Debenhams Share Plans will be administered by the remuneration committee.
Limits on the issue of shares

The rules of the Debenhams Share Plans permit awards and options to be granted over Shares
that are to be newly issued or are held in the Company’s treasury, are or purchased in the market
or held in the Debenhams Retail Employee Trust on Admission.

To the extent that new Shares are to be issued to satisfy share awards and options granted under
the Debenhams Share Plans:

(a) no options or awards may be granted under the PSP, the DBMP or the ESOP if it would
cause the aggregate number of Shares that are capable of being issued pursuant to options
and/or awards granted under the PSP, the DBMP or the ESOP, when added to the number
of Shares issued or issuable pursuant to rights to subscribe for Shares granted during the
preceding ten years under the PSP, the DBMP, the ESOP or any other discretionary
executive share plan operated by the Company, to exceed five per cent. of the Company’s
issued ordinary share capital at the proposed date of grant;

(b) no option or award may be granted under the Debenhams Share Plans if it would cause
the aggregate number of Shares that are capable of being issued pursuant to options
and/or awards granted under the Debenhams Share Plans when added to the number of
Shares issued or issuable pursuant to rights to subscribe for Shares granted during the
preceding ten years under the Debenhams Share Plans or any other employee share plan
operated by the Company, to exceed ten per cent. of the Company’s issued share capital
at the proposed date of grant.

Treasury shares will count as new issue shares for the purposes of these limits. Shares under
options or awards that have lapsed or been surrendered are excluded when calculating these
limits. If options or awards are to be satisfied by a transfer of existing Shares, the percentage
limits stated above will not apply.

Rights attaching to shares

Any Shares allotted when an award or option vests or is exercised will rank equally with all
other Shares of the Company in issue (except for rights arising by reference to a record date
before their allotment).

Variation of capital

In the event of any variation of the Company’s share capital including a capitalisation issue, a
rights issue, a sub-division or consolidation of shares, or a reduction in capital, or in the event of
a demerger, payment of a capital dividend or similar event involving the Company, the
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remuneration committee may make the adjustments 1t considers appropriate to the number of
Shares under option or comprised in an award granted under the Debenhams Share Plans and
any option exercise price, subject to the approval of HMRC in the case of options granted under
the Sharesave Scheme and HMRC approved options granted under the ESOP and the Irish
Revenue Commissioners in the case of options granted under the Irish Sharesave Scheme.

5.6.5 Participant’s rights
Benefits under the Debenhams Share Plans are not pensionable.

Options and awards granted under the Debenhams Share Plans are not transferable and may
only be released to or exercised by the persons to whom they were granted or their personal
representatives.

5.6.6 Amendments

The remuneration committee may, at any time, amend the rules of the Debenhams Share Plans,
provided that the prior approval of sharcholders is obtained for any amendments that are to the
advantage of participants in respect of the rules governing eligibility, limits on participation, the
overall limits on the issue of shares, terms of exercise (other than in respect of the performance
conditions as described above), the rights attaching to the shares acquired and the adjustment of
awards. The approval of HMRC or, in the case of the Irish Sharesave Scheme, the Irish Revenue
Commissioners will also be required for any amendment to a key feature of the ESOP, the
Sharesave Scheme and/or the Irish Sharesave Scheme.

The requirement to obtain the prior approval of shareholders will not, however, apply to any
minor alteration made to obtain or maintain HMRC approval of the ESOP or the Sharesave
Scheme or the approval of the Irish Revenue Commissioners to the Irish Sharesave Scheme, to
benefit the administration of the Debenhams Share Plans, to take account of a change in
legislation or to obtain or maintain favourable tax, exchange control or regulatory treatment for
participants or for any company in the Group.

5.6.7 Termination

The Debenhams Share Plans will terminate on the tenth anniversary of their adoption, or such
earlier time as the remuneration committee may determine, after which time no further options
or awards may be granted but the rights attaching to existing awards will not be affected by such
termination.

Existing Debenhams incentive arrangements
5.7 Debenhams Retail Employee Trust (the “Trust’)

The Trust is a discretionary employee benefit trust whose beneficiaries are employees and
former employees of the Group and their families. The Trust holds a total of 11,325,550 Shares,
approximately £0.6 million from the proceeds of redemption of a deep discount bond and the
proceeds of or an interest in loan notes with a value of £13.3 million. The trustee holds the
assets for the purpose of satisfying options granted under the Employee Option Plan described
in paragraph 5.8 below and otherwise for the benefit of beneficiaries.

It is intended that after Admission the Trust will hold sufficient Shares to satisfy the exercise of
options granted under the Employee Option Plan and awards of Bonus Shares as described in
paragraph 5.8 below and the Trust may purchase in the Offer, or thereafter, approximately
one million Shares towards such obligations. Any additional Shares or cash held in the trust will
be held on trust for the future benefit of the beneficiaries.

5.8 The Debenhams Employee Option Plan (the “Employee Option Plan”)
5.8.1 General

Selected senior managers and employees participate in the Employee Option Plan, which was
established in September 2004. Participants have been granted an option which they may
exercise in certain circumstances (including on the Offer). On exercise participants will acquire
Shares, at a specified option price per Share, and will receive the gain on a fixed income loan
note and the proceeds of redemption of a deep discount bond (the “Non-Equity Instrument™). In
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5.83

5.84

585

5.8.6

5.8.7

total, options have been granted over 6,913,300 Shares to approximately 300 employees. It is
not intended to grant any further options under the Employee Option Plan following Admission.

On Admission an option will become exercisable as to 100% of the Non-Equity [nstrument and
50% of the Shares comprised in an option for a period of one month and will lapse, to the extent
unexercised, at the end of that period. Participants will be entitled to sell into the Offer all the
Shares they acquire on the exercise of the relevant portion of their options. An option will be
exercisable as to the remaining 50% of the Shares comprised in it on the first anniversary of
Admission for a period of one month and will lapse, to the extent unexercised, at the end of the
period.

Participants are required to pay the employer’s national insurance contributions arising on the
exercise of their options. In recognition of the cost to participants of this, participants will be
awarded a bonus in the form of Shares (“Bonus Shares™) on each exercise of their option. The
Bonus Shares will have a market value which on a post tax basis will be equal to the cost to the
participant of meeting the employer’s national insurance contributions on the relevant exercise.
The Bonus Shares will be transferred from the Trust.

A total of 8,338,275 Shares is expected to be transferred from the Trust to satisfy the exercise of
options exercisable on Admission and the award of Bonus Shares.

Eligibility
All employees and Executive Directors of the Group who have not given or been given notice
terminating their employment or office are eligible to participate in the Employee Option Plan.

Grant of awards

Participants in the Employee Option Plan have been granted an option over Shares and the Non-
Equity Instrument.

Option Price

The price payable on the exercise of an Option was determined by the remuneration committee
on the date of grant and is either £1.20 per share or 0.2 pence per share.

Limits on the issue of Shares

Options have been granted over 6,913,300 Shares, which are held in the Trust. It is not intended
to grant any further awards under the Employee Option Plan following Admission.

Exercise of Options

On Admission, options will become exercisable as to 100% of the Non-Equity Instrument and
50% of the Shares comprised in an option for a period of one month and will lapse, to the extent
unexercised, at the end of that period. The remaining 50% of the Shares comprised in an option
will become exercisable on the first anniversary of Admission for a period of one month and
will lapse, to the extent unexercised, at the end of the period.

Options become exercisable for a period of one month (or such other period as the remuneration
committee may specify) from the date of completion of a sale of shares or assets as a result of
which all or substantially all the assets of the Group become directly or indirectly held by an
acquiring company and will lapse, to: the extent unexercised, at the end of that one month
period.

The remuneration committee may, in its absolute discretion, allow options to become
exercisable, in whole or in part, where any transaction occurs affecting any member of the
Group, or which the remuneration committee considers would materially affect the value of
Shares, the Non-Equity Instrument or options, for such period as the remuneration committee
determines and may specify a date on which options will lapse (in whole or in part).

Cessation of employment

If a participant ceases, for any reason whatsoever (including death), to be employed by any
member of the Group (and does not continue to be employed by any other member of the
Group) his option will lapse on the date of cessation or the date on which he gives or is given
notice terminating his employment,

243




However, the remuneration committee, in its absolute discretion, may decide that an option will
not lapse, an option will lapse in part or that an option will become exercisable for any period
specified by the remuneration committee, after which it will lapse.

5.8.8 Change of control

In the event of a takeover or scheme of arrangement of the Company, unexercised options will
become exercisable in full. However, options will not become exercisable on an internal
reorganisation without the consent of the remuneration committee.

On a voluntary winding-up of the Company unexercised options may be exercised within the
period of two months from the date of the resolution, failing which exercise options shall lapse
automatically.

5.8.9 Rights attaching to Shares

Any Shares allotted when an option is exercised will rank equally with all other Shares of the
Company in issue (except for rights arising by reference to a record date before their allotment).

5.8.10Variation of capital

In the event of a sub-division or consolidation of Shares or the Non-Equity Instrument or a
capital distribution or other transaction which the remuneration committee considers would
materially affect the value of an option the remuneration committee may adjust the number of
Shares or the value of the Non-Equity Instrument subject to an option and/or the option price as
it considers appropriate.

5.8.11Amendments to the Employee Option Plan
The remuneration committee may amend the Employee Option Plan in any way it considers fit.
5.9 The Baroness Employee Limited Partnership (the “Partnership”)

The Partnership was established in 2004. The 37 senior employees of the Group who are members of the
Partnership (the “Limited Partners™) have an indirect interest in 18,416,400 Shares and hold directly loan
notes with a value of £19.6 million by virtue of their interests as limited partners in the Partnership.

The terms of the agreement relating to the Partnership include provisions that:

(i) the disposal of any of the assets of the Partnership and the making of any distributions out of the
Partnership is at the discretion of the Baroness Employee General Partner Limited (the ‘General
Partner’); and

(i) a Limited Partner who ceases to be an employee of a company in the Group (or who is demoted to a
less senior position) may be required to transfer his interests in the Partnership to the General Partner of
the Partnership at a price which is not lower than the lower of cost and the market value of his interests.

The General Partner (as general partner of the Partnership) intends to transfer 30% of the Shares held in the
Partnership to the Limited Partners. The Limited Partners may sell these Shares at any time. The General
Partner does not intend to make any further disposals or distributions of Shares for a period of twelve
months following Admission.

Pensions

Debenhams Group Holdings Limited (formerly called Debenhams Limited) is the principal employer of two
occupational pension schemes: the Debenhams Executive Pension Plan (the “DEPP”) and the Debenhams
Retirement Scheme (the “DRS™) (together the “Pension Schemes’).

The DEPP provides pension accrual on a final salary basis for executives but was closed to new entrants
from 1 September 2002. Executives who joined the Group between 1 September 2002 and 31 December
2003 were entitled to join the DRS and those who joined the Group after 31 December 2003 receive a
percentage of base salary for pension provision.

The DRS provides final salary benefits for members who joined prior to 1 September 2002 and career
average benefits for members who joined on or after 1 September 2002.

The Pension Schemes were exempt approved retirement benefit schemes under the Income and Corporation
Taxes Act 1988 and are now registered schemes under the Finance Act 2004. Members of each scheme are
contracted out of the State Earnings Related Pension Scheme and the State Second Pension. It has also
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recently established an occupational money purchase pension plan in Ireland known as the Debenhams
Ireland Pension and Life Assurance Scheme (the “Irish Scheme”™). This is for individuals who previously
participated in the DRS.

The Group also operates a money purchase personal pension plan for employees who do not participate in
the Pension Schemes, known as the Stakeholder Plan for Debenhams Employees (the “Stakeholder Plan™).
Members of the Stakeholder Plan are contracted in to the State Second Pension. Members of the Stakeholder
Plan can, within HM Revenue & Customs limits before 6 April 2006 and within the annual and lifetime
allowances which came into force pursuant to the Finance Act 2004 with effect from 6 April 2006, elect the
contribution they wish to pay. Any contributions between 3% and 5% of their pensionable earnings are
matched by the Company. -

The DEPP has approximately 71 active, 127 deferred and 61 pensioner members. The DRS has
approximately 4558 active, 6801 deferred and 5736 pensioner members. The Stakeholder Plan has 196
active members. The Irish Scheme has 30 active members.

The formal actuarial valuations of the Pension Schemes are normally carried out every three years. The last
formal actuarial valuation of the Pension Schemes was carried out as at 31 March 2005. This showed a
deficit in the DEPP of £16.5 million on an ongoing funding basis and in the DRS of £26.0 million on an
ongoing funding basis.

There are no employee contributions to the DEPP. Employees in the DRS pay contributions of 4% of
pensionable earnings. The employers currently contribute 35% of members’ pensionable earnings to the
DEPP and 13.7% of members’ pensionable earnings to the DRS. In addition, the Group made a special
payment of £6.93 million into the DEPP on 26 May 2005 and a payment of £22.47 million into the DRS on
the same date. ‘

Debenhams intends to use part of the proceeds of the Offer to pay £13.53 million into the Debenhams
Retirement Scheme and to pay £4.47 million into the Debenhams Executive Pension Plan. These payments
into the pension schemes totalling £18.0 million, represent the remaining additional contributions that the
Company agreed would be paid into the pension schemes as a result of the Refinancing and Restructuring in
May 2005. These pension schemes had a deficit of £7.6 million recognised in the Group’s balance sheet as
at 4 March 2006. Future valuations will be carried out in accordance with new pensions legislation that came
into force from December 2005.

Underwriting Agreement

Prior to the announcement of the Offer Price, the Company, the Directors, certain senior managers of the
Company, the Selling Shareholders, the Sponsor and the Underwriters are expected to enter into the
Underwriting Agreement. Pursuant to the Underwriting Agreement, it is expected that:

7.1 the Company will agfee, subject to certain conditions (the last condition being Admission), to allot and
issue, at the Offer Price, the New Shares to be issued in connection with the Offer;

7.2 the Selling Shareholders will agree, subject to certain conditions (the last condition being Admission),
to sell Shares in the Offer at the Offer Price;

7.3 the Underwriters will severally agree, subject to certain conditions that are typical for an agreement of
this nature, to procure subscribers (or subscribe themselves) for the New Shares (in such proportions as
will be set out in the Underwriting Agreement) and to procure purchasers for (or to purchase
themselves) the Existing Shares pursuant to the Offer;

7.4 the Underwriters will deduct from the proceeds of the Offer to the Company a commission of 1.875%
of the product of the Offer Price and the number of New Shares allotted pursuant to the Offer and from
the proceeds of the Offer to the Selling Shareholders a commission of 1.875% of the product of the
Offer Price and the number of Shares sold in the Offer, and from the proceeds to the Selling
Shareholders of the sale of Shares (if any) pursuant to the Over-allotment Option a commission of
1.875% of the product of the Offer Price and the number of Shares (if any) sold pursuant to the Over-
allotment Option. Such commissions are subject to deductions of up to 0.625% at the discretion of the
Company. The commission payable to the Underwriters shall be split as to 60% selling commission,
20% management commission and 20% underwriting commission and the Sponsor will receive
£1 million out of the management commission. In addition, the Company may, at its discretion and on
behalf of the Company and the Selling Shareholders, agree that the Company and the Selling
Shareholders shall pay all or any of the Underwriters a discretionary incentive fee (the “Incentive Fee”)

245




7.5

7.6

7.7

7.8

7.9

of up to 0.625% of the proceeds of the Offer (including Shares (if any) sold pursuant to the Over-
allotment Option) receivable by them. The split of the Incentive Fee between the Underwriters (or any
of them) shall be at the complete discretion of the Company. The amount of the Incentive Fee (if any)
and the allocation as between Underwriters shall be determined within 45 days of Admission and paid
within 50 days of Admission. All commissions shall be paid together with any value added tax
chargeable thereon;

the obligations of the Underwriters to procure subscribers and/or purchasers for or, failing which,
themselves to subscribe for or purchase Shares (as the case may be) on the terms of the Underwriting
Agreement will be subject to certain conditions. These conditions will include the absence of any
breach of representation or warranty under the Underwriting Agreement and Admission occurring on or
before @ May 2006 (or such later time and/or date as the Underwriters and the Company may agree
in writing (being not later than @ May 2006)). In addition, the Global Co-ordinators have the right to
terminate the Underwriting Agreement, exercisable in certain circumstances prior to Admission. These
circumstances include the occurrence of certain material changes in the condition (financial or
otherwise), earnings, business affairs or business prospects of the Company and its subsidiaries
considered as one enterprise and certain changes in financial, political or economic conditions;

certain of the Selling Shareholders will grant the Stabilising Manager the Over-allotment Option under
which they will agree to sell to the Stabilising Manager, or persons procured by the Stabilising
Manager, up to o Shares for the purposes of meeting over-allotments in connection with the
Offer and to cover short positions resulting from stabilisation transactions. Shares sold pursuant to the
exercise of the Over-allotment Option will be sold on the same terms and conditions as other Shares
being sold in the Offer. The Over-allotment Option will be exercisable, in whole or in part, only once
upon written notice by the Stabilising Manager (with the Joint Bookrunner making recommendations as
to exercise) given no later than @ May 2006. Save as required by law or regulation, the Stabilising
Manager does not intend to disclose the extent of any over-allotments made and/or any stabilisation
transactions under the Offer;

the Company and Selling Shareholders will agree to pay any stamp duty and/or stamp duty reserve tax
arising on the issue or initial sale (as applicable) of Shares by them under the Offer (including the sale
of Shares pursuant to the Over-allotment Option);

the Company will agree to pay certain costs, charges, fees and expenses of or incidental to the Offer or
the other arrangements contemplated in the Underwriting Agreement;

each of the Company, the Directors, certain senior managers of the Company and the Selling
Shareholders will give certain representations, warranties and undertakings, subject to certain limits, to
the Underwriters. The liabilities of the Company under the Underwriting Agreement will not be limited
as to time or amount. The liabilities of the Directors, the relevant senior managers and Selling
Shareholders will be limited as to time and amount. Baroness Employee Limited Partnership and
Mourant & Company Trustees Limited will give certain representations, warranties and undertakings.
The liabilities of Baroness Employee Limited Partnership and Mourant & Company Trustees Limited
will be limited as to time and amount;

7.10 the Company will undertake, among other things, to each of the Underwriters that, during a period of

365 days from the date of Admission, it will not, without the prior written consent of the Global Co-
ordinators (i) directly or indirectly, issue, offer, pledge, sell, contract to issue or sell, sell any option or
contract to purchase, purchase any option or contract to sell, grant any option, right or warrant to
purchase, deposit into any depositary receipt facility or otherwise issue, transfer or dispose of any
Shares or any securities convertible into or exercisable or exchangeable for Shares or file any
registration statement under the Securities Act with respect to any of the foregoing; or (ii) enter into any
swap or any other agreement or any transaction that transfers, in whole or in part, directly or indirectly,
the economic consequence of ownership of the Shares, whether any such swap or transaction described
in (i) and (i1) above is to be settled by delivery of Shares or other securities, in cash or otherwise save in
respect of Shares issued: (A) pursuant to the Offer or pursuant to any capital reorganisation of the
Company described in this document; (B) pursuant to the exercise of an option outstanding on the date
of the Underwriting Agreement and described in this document; or (C) pursuant to any existing
employee benefit plans of the Company described in this document;
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7.11 each Executive Director and certain senior managers of the Company will undertake, among other
things, to each of the Sponsor and the Underwriters that {other than in relation to any Shares transferred
to a limited partner of the Baroness Employee Limited Partnership prior to Admission and to any
Shares (including Bonus Shares) acquired by a participant in the Employee Option Plan on the exercise
on Admission of the relevant proportion of an option provided that, in relation to Michael Sharp, this
exception applies in respect of 2,169,270 Shares), during a period of 365 days from the date of
Admission; each Non-Executive Director (other than both the Non-Executive Directors appointed by
the Principal Shareholders (the “Institutional Non-Executive Directors™)) will undertake, among other
things, to each of the Sponsor and the Underwriters that, during a period of 365 days from the date of
Admission or until he ceases to be a Director (whichever is earlier); each Institutional Non-Executive
Director will undertake, among other things, to each of the Sponsor and the Underwriters that, during a
period of 180 days from the date of Admission, he will not, without the prior written consent of the
Global Co-ordinators (such consent, in the case of the Institutional Non-Executive Directors, not be
unreasonably withheld or delayed): (i) directly or indirectly, offer, pledge, sell, contract to sell, sell any
option or contract to purchase, purchase any option or contract to sell, grant any option, right or warrant
to purchase or otherwise transfer or dispose of any Shares or any securities convertible into or
exercisable or exchangeable for Shares or request or demand that the Company file any registration
statement under the Securities Act with respect to any of the foregoing, (ii) enter into any swap or any
other agreement or any transaction that transfers, in whole or in part, directly or indirectly, the
economic consequence of ownership of the Shares, whether any such swap or transaction described in
Clause (i) or (ii) above is to be settled by delivery of Shares or such other securities, in cash or
otherwise save that the above restrictions shall not prohibit any such person from (A) accepting a
general offer made to all the holders of Shares for the time being (other than Shares held or contracted
to be acquired by the offeror or its associates within the meaning of section 430E of the Companies
Act) made in accordance with the City Code on terms which treat all such holders alike or from
executing and delivering an irrevocable commitment or undertaking to accept a general offer;
(B) transferring Shares by way of a gift: (1) to a member of his family (meaning the wife, husband,
parents, widow, widower, co-habitee, adult child or grandchild, sibling, nephew or niece of the Director
concerned) or, in the case of shares held by personal representatives, of any deceased transferor; (2) by
any transferor to any person or persons acting in the capacity of trustee or trustees of a trust created by,
or including as principal beneficiary such transferor, and/or members of the family (within the meaning
aforesaid) of such transferor; or (3) by the trustee or trustees of a trust, to any beneficiaries of the trust
or any new trustee of the trust; provided that, prior to the making of any such transfer referred to in
(1) to (3) above, the relevant transferor or trustee shall have satisfied the Global Co-ordinators that the
transferee falls within one of the categories in (1) to (3) above and the transferee shall have agreed in
terms acceptable to the Global Co-ordinators acting reasonably to be bound by the provisions of the
undertaking described in this paragraph; or (C) transferring Shares in connection with, or pursuant to,
any scheme of reconstruction under Section 110 of the Insolvency Act 1986, or any amalgamation,
merger, consolidation, reorganization or such similar arrangement entered into in relation to the
Company; or (D) transferring Shares to a personal representative on the death of such transferor and
any subsequent transfers by such personal representative; or (E) transferring Shares in order to raise
funds in order to meet liabilities to which such transferor is subject pursuant to the Underwriting
Agreement; or (F) transferring Shares acquired under any option granted by the Company under its
continuing employee share option schemes;

7.12 each of the Selling Shareholders (other than management selling shareholders) will undertake, among
other things. to each of the Sponsor and the Underwriters that, during a period of 180 days from the
date of Admission, each Selling Shareholder will not, without, in each case, the prior written consent of
the Global Co-ordinators (such consent not to be unreasonably withheld or delayed): (i) directly or
indirectly, offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any
option or contract to sell, grant any option, right or warrant to purchase or otherwise transfer or dispose
of any Shares or any securities convertible into or exercisable or exchangeable for Shares or request or
demand that the Company file any registration statement under the Securities Act with respect to any of
the foregoing, (ii) enter into any swap or any other agreement or any transaction that transfers, in whole
or in part, directly or indirectly, the economic consequence of ownership of the Shares, whether any
such swap or transaction described in Clause (i) or (ii) above is to be settled by delivery of Shares or
such other securities, in cash or otherwise save that the above restrictions shall not prohibit any such.
person or entity from (A) accepting a general offer made to all the holders of Shares for the time being
(other than Shares held or contracted to be acquired by the offeror or its associates within the meaning
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of section 430E of the Companies Act) made in accordance with the City Code on terms which treat all
such holders alike or from executing and delivering an irrevocable commitment or undertaking to
accept a general offer; or (B) transferring Shares in connection with, or pursuant to, any scheme of
reconstruction under Section 110 of the Insolvency Act 1986, or any amalgamation, merger,
consolidation, reorganization or such similar arrangement entered into in relation to the Company; or
(C) transferring ordinary shares to a Permitted Transferee (being another body corporate or partnership
which is Controlled by, or under common Control, directly or indirectly with, such person or entity
and, for these purposes, “Control” of any body corporate or partnership means the possession, directly
or indirectly, of the power to direct the activities and business of such body corporate or partnership,
whether through the ownership of voting securities, by contract or otherwise and “Controlled” shall be
construed accordingly); provided that such Permitted Transferee agrees to be bound by the undertaking
described in this paragraph; or (D) to the extent a Selling Shareholder holds any Shares as nominee,
trustee or in such similar capacity, any transfers by such Selling Shareholder to any person beneficially
interested in such Shares, provided that the transferee agrees to be bound by the undertaking described
in this paragraph; or (E) transfers by an Selling Shareholder solely in order to raise funds in order to
meet liabilities to which such Selling Shareholder is subject pursuant to and as a result of the
Underwriting Agreement;

7.13 each of Baroness Employee Limited Partnership and Mourant & Company Trustees Limited (the
“Employee Trusts”) will undertake, among other things, to each of the Sponsor and the Underwriters
that, during a period of 365 days from the date of Admission, it will not, without the prior written
consent of the Global Co-ordinators: (i) other than pursuant to options granted to the Option Holders or
pursuant to any options which may be granted under the Company’s employee share option schemes,
directly or indirectly, offer, pledge, sell, contract to sell, sell any option or contract to purchase,
purchase any option or contract to sell, grant any option, right or warrant to purchase or otherwise
transfer or dispose of any Shares or any securities convertible into or exercisable or exchangeable for
Shares or request or demand that the Company file any registration statement under the Securities Act
with respect to any of the foregoing; or (ii) enter into any swap or any other agreement or any
transaction that transfers, in whole or in part, directly or indirectly, the economic consequence of
ownership of the Shares whether any such swap or transaction described in Clause (i) or (ii) above is to
be settled by delivery of Shares or such other securities, in cash or otherwise save that the above
restrictions shall not prohibit it from: (A) accepting a general offer made to all the holders of Shares for
the time being (other than Shares held or contracted to be acquired by the offeror or its associates
within the meaning of section 430E of the Companies Act) made in accordance with the City Code on
terms which treat all such holders alike or from executing and delivering an irrevocable commitment or
undertaking to accept a general offer; or (B) transferring Shares in connection with, or pursuant to, any
scheme of reconstruction under Section 110 of the Insolvency Act 1986, or any amalgamation, merger,
consolidation, reorganization or such similar arrangement entered into in relation to the Company; or
(C) transferring Shares in order to raise funds in order to meet liabilities to which it is subject pursuant
to the Underwriting Agreement; or (D) transferring Shares to any person or persons acting in the
capacity of trustee or trustees of the trust of which it, as at the date of the Underwriting Agreement, is
trustee; provided that such person agrees to be bound by the provision of the undertaking described in
this paragraph;

7.14 the Company will give an indemnity to the Underwriters;

7.15 the parties to the Underwriting Agreement will give certain covenants to each other regarding
compliance with laws and regulations affecting the making of the Offer in relevant jurisdictions;

7.16 the Principal Shareholders have entered into an orderly market agreement which may limit the number
of Shares which each of them may sell within specified periods of time; and

7.17 in connection with settlement and stabilisation, the Stabilising Manager has entered into a stock lending
agreement with certain of the Selling Shareholders. Pursuant to this agreement, the Stabilising Manager
is able to borrow up to 10% of the Shares offered in the Offer. This agreement will allow the Stabilising
Manager to settle, at Admission, over-allotments, if any, made in connection with the Offer. If the
Stabilising Manager borrows any Shares pursuant to the stock lending agreement, it will be required to
return equivalent securities to the lender in accordance with the terms of the stock lending agreement.
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8. Subsidiaries and investments

The Company is the holding‘company of the Group. The principal subsidiaries and subsidiary undertakings
of the Company, each of which is wholly owned, either directly or indirectly by the Company, are as

follows:
Subsidiaries
Country of
incorporation or
Name residency Registered office

Issued share capital

Nature of business

1 Welbeck Street
London W1G 0AA

22 Grenville Street
PO Box 87 St Helier
Jersey JE4 8PX

1 Welbeck Street
London W1G 0AA

Debenhams Finance
Holdings Limited

England and Wales

Baroness Group
Holdings Limited

Jersey

Debenhams Group
Holdings Limited

England and Wales

Subsidiary undertakings

Country of
incorporation or
residency

Name Registered office

519,900,423 ordinary
shares of £1 each

10,010 ordinary
shares of £1 each

372,121,110 ordinary
shares of 10p each

Issued share capital

The business of a
holding company

The business of a
holding company

Management
activities of holding
company

Nature of business

1 Welbeck Street
London W1G 0AA

Baroness Retail England and Wales
Limited :
1 Welbeck Street

London W1G 0AA

Debenhams Retail
plc

England and Wales

Debenhams
Properties Limited

England and Wales 1 Welbeck Street

London W1G 0AA

1 Welbeck Street
London W]1G DAA

Debenhams Direct

England and Wales
Limited ,

9. Principal establishments

The following are the principal establishments of the Group:

519,900,422 ordinary
shares of £1 each

178,498,152 ordinary
shares of 25p each

151,392,609 ordinary
shares of £1 each

50,000 “A” ordinary
shares of 10p each,
49,999 “B” ordinary
shares of 10p each
and 1,000 preference
shares of £1.00 each

Management
activities of holding
company

The sale of fashion
clothing and
accessories,
cosmetics and
products for use in
the home

Property investment
and development

Sale of fashion
clothing and
accessories,
cosmetics and
products for home
via internet

Location Tenure Rent Term  Expiry date Use
Debenhams Group Holdings Limited, 1 ~ Short leasehold  £1,430,000 35 years  08/10/2009  Head Office
Welbeck Street, London W1G 0AA
Debenhams Group Holdings Limited, 91 Short leasehold  £1,220,000 15 years  17/08/2013  Head Office
Wimpole Street, London
Debenhams Group Holdings Limited, Short leasehold  £1,145,944 10 years  04/08/2011  Head Office
7th and 8th, 33 Wigmore Street,
London
Debenhams Distribution Centre, Fletton ~ Short leasehold  £3,412,200 25 years  25/07/2029  Distribution Centre

Parkway, Hampton, Peterborough,
Cambridgeshire PE2 8SU
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Location Tenure Rent Term  Expiry date Use

Debenhams Distribution Lodge Way, Short leasehold  £450,000 25 years  14/12/2012  Distribution Centre
Lodge Farm Industrial Estate,
Northampton NN5 7UW

Debenhams Distribution Centre, Unit 4  Short leasehold  £554,238 25 years  25/03/2014  Distribution Centre
Mercury Drive, Brackmills Industrial
Estate, Northampton NN4 7PN

~ Debenhams, Bedford House Taunton Short leasehold ~ £540,000 25 years  30/08/2015  Administrative
Offices
Debenhams, 334-348 Oxford Street, Short leasehold  £7,687,500 35 years  25/03/2039  Department Store
London W1

10. Auditors

The auditors of the Company are PricewaterhouseCoopers LLP, chartered accountants, whose registered address
is at Benson House, 33 Wellington Street, Leeds L.S1 4JP.

The audited accounts of the Group for the 52 weeks ended 30 August 2003 and the 14 month period ended
28 August 2004 were audited by PricewaterhouseCoopers LLP of 1 Embankment Place, London WC2N 6RH.
The audited accounts of the Group for the 17 week period ended 3 September 2005 were audited by
PricewaterhouseCoopers LLP of Benson House, 33 Wellington Street, Leeds LS1 4JP. PricewaterhouseCoopers
LLP has made reports under section 235 of the Act on the financial statements of the Group for the 52 weeks
ended 30 August 2003, for the 14 month period ended 28 August 2004 and for the 17 week period ended
3 September 2005 which were unqualified and did not contain a statement under sections 237(2) or (3) of the Act.
Statutory accounts of the Group have been delivered to the Registrar of Companies for each of the periods.

11. Material contracts

The following contracts (not being contracts entered into in the ordinary course of business) have been entered
into by the Company or another member of the Group (a) within the two years immediately preceding the date of
this document or, in the case of the Underwriting Agreement is expected to be entered into prior to Admission,
and are or may be material or (b) contain provisions under which any member of the Group has any obligation or
entitlement which is material to the Group as at the date of this document:

11.1 Underwriting Agreement
The Underwriting Agreement is referred to in paragraph 7 of this Part 7.

11.2 New Credit Agreement

The Company entered into a credit agreement dated 19 April 2006 with, inter alia, The Royal Bank of Scotland
plc, The Governor and Company of the Bank of Scotland, Lloyds TSB Bank plc and Barclays Capital as
mandated lead arrangers (the “New Credit Agreement”).

The New Credit Agreement provides for senior facilities in a maximum aggregate principal amount of
£1,350 million (the “New Credit Facilities’"), consisting of a £1,050 million term loan known as the “Term Loan
Facility” and a £300 million multicurrency revolving facility known as the “Revolving Facility™.

The Term Loan Facility is a five-year term loan available for the purpose of refinancing the Senior Credit
Facilities, the costs associated with the Offer and general corporate purposes. The Term Loan Facility can be
drawn down only upon repayment in full of the Senior Credit Facilities.

The Revolving Facility is a five-year facility available for working capital requirements, general corporate
purposes including repayment of the loan notes. It is capable of being utilised by way of the drawing of loans and
letters of credit.

Interest Rates and Fees

Utilisations under the New Credit Agreement will bear interest for each interest period at a rate per annum
equal to LIBOR plus a margin and any mandatory costs.

‘

The margin on the New Credit Facilities is subject to a margin “ratchet”. The initial margin is 1.10% per
annum. Pursuant to the ratchet, the margin will be adjusted at specified increments, if the Company (on a
consolidated basis) attains certain ratios of total borrowings to EBITDA, from a maximum of 1.375% per
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annum to a minimum margin of 0.50% per annum. Any change in the margin takes effect from the last day
of the period to which the relevant quarterly margin certificate relates.

A commitment fee is payable on the undrawn portion of the New Credit Facilities at the rate of 35% of the
applicable margin per annum. Customary upfront fees are payable to the lenders for making the New Credit
Facilities available and an agency fee, issuing bank fee and customary fees for letters of credit issuance are
also payable.

Guarantees

The Company is required to have its material subsidiaries (being those contributing 5% or more of the
consolidated EBITDA or gross assets of the Company and its subsidiaries) provide guarantees and, if
necessary, to have other subsidiaries provide guarantees such that the aggregate of the unconsolidated
EBITDA of the guarantors represent(s) at least 80% of the consolidated EBITDA of the Company and all of
its subsidiaries.

A mechanism in the New Credit Agreement enables any subsidiary of the Company to accede as borrower
and/or guarantor. The consent of the majority lenders will be required unless the subsidiary is incorporated
in the United Kingdom or the Republic of Ireland. A further mechanism permits the borrowers and
guarantors (other than the Company) to resign provided the guarantor coverage test above continues to be
met.

Covenants

The New Credit Agreement requires the Company and certain subsidiaries to observe certain undertakings,
including undertakings relating to delivery of financial statements, shareholder documents, details of
material litigation, insurances, authorisations being obtained and maintained, compliance with laws
(including environmental laws), payment of material taxes, hedging and pari passu ranking.

The New Credit Agreement requires the Company and Material Subsidiaries to comply with certain negative
covenants, including covenants relating to creation of security, financial indebtedness, guarantees, disposals,
loans, acquisitions and joint ventures, and change in business.

In addition, the New Credit Agreement requires the Company to comply with specified financial ratios in
relation to EBITDAR to rent and net total consolidated interest and also in relation to EBITDA to total
consolidated net debt.

Maturity and Amortisation.

The Term Loan Facility is to be repaid in annual instalments in the amount of £100 million on 30 May 2008,
£100 million on 30 May 2009, £150 million on 30 May 2010 and the remainder in full on 19 April 2011.
The Term Loan Facility will cease to be available from 17 August 2006. The Revolving Facility will cease to
be available from one morth prior to 19 April 2011.

Prepayment

The New Credit Facilities. are required to be prepaid in full immediately upon the occurrence of certain
events including a change of control (as defined therein). Subject to an indemnity for broken funding costs, a
borrower may prepay amounts outstanding under the New Credit Agreement, without penalty or premium,
in whole or in part in minimum amounts of £1 million, upon three business days’ notice to the facility agent.
Any prepayment shall be made with accrued interest on the amount prepaid. Prepaid amounts under the
Term Loan Facility may not be redrawn.

Events of Default

The New Credit Agreement contains certain events of default, including events relating to failure to pay,
misrepresentation, cross-default, breach of certain undertakings, breach of certain financial covenants,
insolvency and insolvency proceedings, material adverse change and change of ownership of obligors.

11.3 Senior Credit Agreement

Debenhams Finance Holdings plc entered into a syndicated facilities agreement dated 25 April 2005 (as
amended) with Credit Suisse First Boston London Branch, Morgan Stanley Bank International Limited,
Citigroup Global Markets Limited and Merrill Lynch International as mandated lead arrangers, Credit Suisse
First Boston London Branch, Morgan Stanley Bank International Limited, Citigroup Global Markets
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Limited and Merrill Lynch International as bookrunners, Credit Suisse First Boston London Branch, Morgan
Stanley Bank International Limited, Morgan Stanley Senior Funding Inc, Citigroup Global Markets Limited
and Merrill Lynch International as original lenders and Credit Suisse First Boston London Branch as issuing
bank, agent and security agent (the “Senior Credit Agreement”). The Company acceded to the Senior Credit
Agreement as the Parent on 24 May 2005.

The Senior Credit Agreement provides for senior facilities in a maximum aggregate principal amount of
£2.05 billion, consisting of a £480 million facility known as the Tranche A Facility, two separate
£560 million facilities, known as the Tranche B Facility and the Tranche C Facility respectively, one
£300 million facility known as the Tranche D Facility and a multicurrency revolving credit facility of
£150 million. The revolving credit facility is capable of being utilised by way of letters of credit, bonds,
guarantees and ancillary facilities.

Certain provisions of the Senior Credit Agreement (not summarised here) are deemed not to apply following
a flotation of the shares of the Company where (i) the borrower applies sufficient net proceeds to the
prepayment of the revolving credit facility, Tranche A Facility, Tranche B Facility and Tranche C Facility
within 3 business days of receiving such net proceeds and (ii) the prepayment results in the ratio of total net
debt to EBITDA for the 12 month period ending on the quarter date immediately before the flotation to be
no more than 3.50:1 taking into account the prepayment as if it had been made on that quarter date (a
“QPO”). The Company intends to apply a large part of the proceeds of the Offer in prepayment of the
Senior Credit Facilities in order for the issue to qualify as a qualifying public offer under the Senior Credit
Agreement. This summary assumes a QPO has occurred.

Interest rates and fees

Utilisations under the Senior Credit Agreement bear interest for each interest period at a rate per annum
equal to LIBOR plus, where appropriate, any mandatory costs plus an applicable margin of:

¢ 2.25% for the Tranche A Facility and the revolving credit facility;
e 2.75% for the Tranche B Facility;

*  3.25% for the Tranche C Facility; and

¢ 5.00% for the Tranche D Facility.

The margin on the Tranche A Facility, Tranche B Facility and the revolving credit facility are subject to a
margin “ratchet”. Pursuant to the ratchet, the margin will be adjusted downwards at specified increments if
the Company (on a consolidated basis) attains certain ratios of total borrowings to EBITDA, to a minimum
margin of 0.50% per annum in respect of the Tranche A Facility and the revolving credit facility and 1.25%
per annum in respect of the Tranche B Facility. After the first accounting quarter date following the QPO the
margin for the Tranche A Facility and the revolving credit facility will be no higher than 1.75% per annum
and for the Tranche B Facility, no higher than 2.25% per annum.

A commitment fee is payable on the undrawn portion of the revolving credit facility at the rate of 0.50% per
annum. Customary upfront fees were paid to the lenders under the Senior Credit Agreement for making the
term loans available, an agency fee and customary fees for letters of credit issuance are also payable.

Security and guarantees

The Company is required to have its material subsidiaries (being those contributing 5% or more of the
consolidated EBITDA, sales or gross assets of the Company and its subsidiaries) provide guarantees and, if
necessary, to have other subsidiaries provide guarantees such that the aggregate of the unconsolidated
EBITDA, gross assets and sales of the guarantors represents at least 90% of the consolidated EBITDA, gross
assets and sales of the group. Each of the guarantors provided fixed and floating charge security over its
assets. Such security is required to be released upon a QPO.

Covenants

The Senior Credit Agreement requires the Company and certain subsidiaries to observe certain undertakings,
including undertakings relating to delivery of financial statements, insurances, authorisations being
maintained, compliance with environmental laws, payment of material taxes, pension schemes, the provision
of guarantees from certain subsidiaries and intellectual property rights.
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The Senior Credit Agreement requires the Company and certain subsidiaries to comply with certain negative
covenants, including covenants relating to creation of security, borrowed money, guarantees, loans,
disposals, acquisition and joint ventures, amendments to documents, change in business, and change of
auditors.

In addition, the Senior Credit Agreement requires the Company to comply with specified financial ratios in
relation to EBITDA to net total interest and total net debt to EBITDA.

Maturity and amortisation

The Tranche A Facility is repaid in semi-annual instalments commencing on 28 February 2006, with the
final maturity on 26 May 2012. The Tranche B Faeility is repaid in full on 26 May 2013, the Tranche C
Facility is repaid in full on 26 May 2014, and the Tranche D Facility is repaid in full on 26 November 2014.
The revolving credit facility will cease to be available from 26 April 2012 (or earlier, if the Tranche A, B
and C Facilities are repaid in full before this date).

Prepayment

The Senior Credit Facilities are required to be prepaid in full immediately upon the occurrence of certain
events including a change of control (as defined therein). Subject to an indemnity for broken funding costs, a
borrower may prepay amounts outstanding under the Senior Credit Agreement, without penalty or premium,
in whole or in part in minimum amounts of £1 million, upon five business days’ notice to the agent.

A prepayment fee will be payable in respect of the Tranche D Facility in an amount equal to 2% of the
principal amount of the Tranche D Facility which is prepaid on or before 26 April and 1% thereafter until
26 April 2007.

Events of default

The Senior Credit Agreement contains certain events of default, including events relating to failure to pay,
misrepresentation, cross-default, breach of certain undertakings, insolvency, material adverse effect and
change of ownership of obligors.

11.4 Intercreditor Deed

The Company and certain of its subsidiaries entered into an intercreditor deed dated 26 May 2005 between,
amongst others, Credit Suisse First Boston London Branch as agent and security agent (the “‘Intercreditor
Deed”).

The Intercreditor Deed provides for, among other things, the conditions on which certain payments can and
cannot be made in respect of the Senior Credit Facilities and certain other indebtedness of the Company and
its subsidiaries. The Intercreditor Deed will be terminated at such time as the Senior Credit Facilities are
repaid in full.

11.5 Intercompany Loans

Pursuant to various intercompany loan agreements each dated 26 May 2005 and entered into between certain
group companies amounts were lent to enable group companies to (i) repay existing indebtedness (under
existing facilities, high yield bonds and deep discount bonds), (ii) make pension fund payments, and
(iii) purchase certain shares.

11.6 Shareholders’ Agreement

The Shareholders’ Agreement dated 24 May 2005 between the Company and its shareholders contains
provisions dealing with the management of the Group. The Shareholder’s Agreement automatically lapses
and ceases to have effect immediately upon Admission becoming effective.

Debenhams Group Holdings Limited has been designated as the operating company of the Group under the
Shareholders Agreement. Baroness Retail Limited shall have a maximum number of nine board members, of
which two shall be appointed by the CVC Shareholder Group, two shall be appointed by the TPG
Shareholder Group and one shall be appointed by the Merrill Lynch Shareholder Group. The CVC
Shareholder Group and the TPG Shareholder Group shall be entitled to appoint a further three independent
directors which are reasonably acceptable to the Merrill Lynch Shareholder Group.
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Each Ol the L v sharcholder broup, tne 114 sharcholder aroup and the Merriil Lynch sharchoider Lroup
is entitled to appoint one director of the Company and the other members of the Group.

The Shareholders’ Agreement contains a number of reserved matters (including changes to the capital
structure of the Group, payment of dividends and listing of the Shares) in relation to which no action or
decision can be taken without the relevant consent of the directors.

11.7 Share Exchange Agreement

The Share Exchange Agreement dated 24 May 2005 between Baroness Group Holdings Limited (a Jersey
incorporated company), its shareholders and the Company contains the terms by which the Company
acquired all of the shares in Baroness Group Holdings Limited from the Existing Shareholders of Baroness
Group Holdings Limited in consideration for the issue by the Company to those shareholders of a total of
10,000,000 shares of 0.1p each, credited as fully paid, in equal proportions to their holdings in Baroness
Group Holdings Limited. As a consequence of the Share Exchange Agreement, the Company became the
parent company of the Group. The Share Exchange Agreement also provides for the issue by the Company
to the Principal Shareholders of governance shares, which are the only shares in the Company that carry
voting rights.

11.8 Framework Agreement

Prior to 22 February 2005, the Group owned outright 23 freehold and long leasehold retail stores in key
trading locations. On 22 February 2005, The British Land Company plc (indirectly through its wholly owned
subsidiary Delta Retail Properties Limited) acquired a shareholding in and full voting control of the
Debenhams Group companies which owned the 23 properties, the terms and conditions of which are set out
in a Framework Agreement dated 11 February 2005 between Baroness Holdings UK Limited, the British
Land Company plc and certain other indirect subsidiaries of Baroness Holdings UK Limited. Each of the
properties is subject to a 30 year (or in some cases 35 year) market-rate occupational lease in favour of
Debenhams Retail plc, which is an indirect wholly owned subsidiary of the Company. Under the terms of
the leases Debenhams Retail plc makes quarterly rental payments to the property holding companies. The
leases are subject to annual rent increases and periodic rent reviews. None of the property holding
companies’ accounts are consolidated as part of the Group’s statutory accounts.

Under the terms of the Framework Agreement, BF Properties (No. 4) Limited issued A ordinary shares to
the Group and B ordinary shares to Delta Retail Properties Limited. The A ordinary shares carry no voting
rights.

Under the Framework Agreement the Debenhams Group has an option to re-acquire full ownership of the
Oxford Street property, although the Company regards the option price as in excess of the current market
value. The option will be exercisable for a period of two years from Admission.

The Framework Agreement granted the British Land Company plc the right to acquire full ownership of the
property holding companies in 2011. The Group has the right to require the British Land Company plc to
acquire full ownership of the property holding companies (if they have not already exercised their right) in
2012.

11.9 Allders Acquisition Agreement

The agreement between Allders Stores Limited, Allders Department Stores Limited, MacFarlanes 105
Limited (all in Administration) and Debenhams Retail plc (an indirect wholly owned subsidiary of the
Company) dated 11 February 2005 sets out the terms according to which Debenhams Retail plc acquired
certain equipment, information technology and properties from those parties, for a total consideration of
£34 million of which £22 million was for the freehold of the Clapham store. A sale and leaseback of the
Clapham store to British Land was completed post exchange but prior to completion of the Clapham
purchase.

Debenhams Retail plc indemnified Allders Stores Limited, Allders Department Stores Limited, MacFarlanes
105 Limited and each of their administrators against both losses arising in relation to claims of employees
working at the acquired properties and all charges payable or losses arising in relation to any of the leased
equipment acquired by Debenhams Retail plc.

There are no warranties given in favour of Debenhams Retail ple in the Allders Acquisition Agreement.
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11.10 Appointment of Directors by Principal Shareholders

12.

In a letter of 21 April 2006, the Company agreed with each of the CVC Shareholder Group and the TPG
Shareholder Group that they may each appoint one Director to the Board of the Company for so long as they
hold at least 10% of the Company’s issued share capital.

Taxation

12.1

12.2

General

The statements below are based on current UK tax law and what is understood to be the current
published practice of HM Revenue and Customs, both of which are subject to change, perhaps with
retrospective effect.

They are intended as a general guide only, for holders of Shares who are resident or ordinarily resident
in the UK for UK tax purposes (except in so far as express reference is made to the treatment of non-
UK residents), who hold their Shares as investments and not as trading stock and who are the
beneficial owners of those Shares. This summary does not purport to be a complete analysis or listing
of all potential tax consequences of holding Shares.

The statements are not applicable to all categories of holders of Shares, and in particular are not
addressed to (i) holders who do not hold their Shares as capital assets, (ii) special classes of holders
such as (but not limited to) dealers in securities, broker-dealers, insurance companies, collective
investment schemes and investment companies, (iii) holders who hold Shares as part of hedging or
conversion transactions, (iv) investors who have (or are deemed to have) acquired their shares by
virtue of an office or employment and (v) holders who hold Shares in connection with a trade,
profession or vocation carried on in the UK (whether through a branch or agency or, in the case of a
corporate holder, through a permanent establishment or otherwise).

Prospective investors in Shares who are in any doubt about their tax position, or who are resident, or
otherwise subject to taxation, in a jurisdiction outside the UK, should consult their own professional
advisers.

Taxation of Dividends

Under current UK tax legislation, the Company will not be required to withhold tax at source from
dividend payments it makes.

An individual holder of Shares who is resident in the UK (for tax purposes) and who receives a
dividend from the Company will generally be entitled to a tax credit. The taxable dividend income
will be the aggregate of the net cash dividend received and the tax credit (the “Gross Dividend”). The
value of the tax credit is currently equal to one-ninth of the amount of the net cash dividend received
(or 10% of the Gross Dividend). The Gross Dividend, together with certain other investment income,
will be regarded as the top slice of the holder’s income, and will be subject to UK income tax at
special rates, further details of which are set out below. The tax credit will be available to set against
such holder’s liability (if any) to income tax on the Gross Dividend.

UK resident individual holders of Shares who are not higher rate taxpayers will be liable to tax on a
dividend received at the rate of 10% of the Gross Dividend. This means that the tax credit will satisfy
in full the income tax. liability of a UK resident individual holder of Shares who is not liable to pay
income tax at the higher rate.

In the case of a UK resident individual holder of Shares who is liable to income tax at the higher rate
on dividends (currently 32.5%), the tax credit will reduce, but will not fully offset, their tax liability in
respect of the Gross Dividend and, accordingly, they will be liable to an additional tax of 22.5% of the
Gross Dividend (equal to 25% of the net cash dividend received) to the extent that the Gross Dividend
falls above the thresheld for higher rate income tax.

UK resident taxpayers who are not liable to United Kingdom tax on dividends, including pension
funds, charities and individuals holding shares through an individual savings account, will not be
entitled to claim a repayment of the tax credit attaching to dividends paid by the Company.

A UK resident corporate holder of Shares will not normally be liable to corporation tax in respect of
any dividend received from the Company. Such corporate holders of Shares will not be able to claim a
repayment of tax credits attaching to such dividend.
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12.3

12.4

Subject to the provisions of any double tax agreement between the UK and his/her country or
residence, a holder of Shares who is not resident in the UK for UK tax purposes will not generally be
entitled to claim repayment of the tax credit attaching to any dividend paid by the Company. Persons
who are not resident in the UK should consult their own professional advisers as to whether they are
entitled to claim any part of the tax credit, the procedure for doing so and what relief for credit may be
claimed in the jurisdiction in which they are resident for tax purposes in respect of such tax credit. A
holder of Shares resident (or otherwise subject to tax) outside the UK may also be subject to foreign
taxation on dividend income under local law.

Taxation of capital gains

For the purposes of UK tax on chargeable gains, the issue or transfer of any Shares will generally be
regarded as an acquisition of a new holding in the share capital of the Company.

UK resident shareholders

A disposal of Shares by a holder who is resident or, in the case of an individual, ordinarily resident in
the UK for tax purposes may, depending on the holder’s individual circumstances (including the
availability of exemptions, reliefs or allowable losses), give rise to a chargeable gain or an allowable
loss for the purposes of UK taxation on chargeable gains.

Shareholders temporarily non-resident in the UK

A disposal of Shares by a holder who is an individual and who has ceased to be resident and ordinarily
resident in the UK for a period of less than five years of assessment may, depending on the holder’s
individual circumstances (including the availability of exemptions, reliefs or allowable losses), give
rise to a chargeable gain or an allowable loss for the purposes of UK taxation on chargeable gains on
his or her return to the UK.

Non-UK resident shareholders

Broadly, a holder who is neither resident nor, in the case of an individual, ordinarily resident in the
UK for tax purposes will not be liable for UK taxation on chargeable gains realised on a disposal of
Shares. However, a disposal of Shares by such a holder, who carries on a trade, profession or vocation
in the UK through a permanent establishment (where the holder is a company) or through a branch or
agency (where the holder is not a company) and has used, held or acquired the Shares for the purposes
of such trade, profession or vocation or such permanent establishment, branch or agency (as
appropriate), may depending on the holder’s individual circumstances (including the availability of
exemptions, reliefs or allowable losses) give rise to a chargeable gain or an allowable Joss for the
purposes of UK taxation on chargeable gains.

Stamp duty/stamp duty reserve tax (“SDRT”)

Stamp duty and SDRT treatment will be as follows:

(a) subject to (e) below, no stamp duty or SDRT will be péyable on the issue of, or on the issue of
definitive share certificates in respect of, Shares pursuant to the Offer;

(b) the transfer on sale of Shares outside the CREST system will generally be liable to ad valorem
stamp duty on the instrument of transfer at the rate of 0.5% of the amount or value of the
consideration given (rounded up to the nearest multiple of £5). An agreement to transfer Shares
will generally be subject to SDRT at 0.5% of the agreed consideration. If, however, within the
period of six years of the date of the agreement or, in the case of a conditional agreement, the
date on which it becomes unconditional, an instrument of transfer is executed pursuant to the
agreement which transfers the shares to the purchaser under the agreement and stamp duty is
paid on that instrument, any liability to SDRT will be repaid, generally with interest, or
cancelled. Higher rates may apply in certain circumstances. Stamp duty and SDRT are normally
the liability of the purchaser or transferee;

(¢) no stamp duty or SDRT will arise on a transfer of Shares into CREST for conversion into
uncertificated form, unless such transfer is made for a consideration in money or money’s
worth, in which case a liability to SDRT will arise, usually at the rate referred to in (b) above;
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12.5

(d) a transfer of Shares effected on a paperless basis within CREST will generally be subject to
SDRT at the rate of 0.5% of the amount or value of the consideration. CREST is obliged to
collect SDRT on relevant transactions settled within the system; and

(e) where Shares are issued or transferred: (i) to, or to a nominee or agent for, a person whose
business is or includes the provision of clearance services; or (ii) to, or to a nominee or agent
for, a person whose business is or includes issuing depositary receipts, stamp duty or SDRT
may be payable at a rate of 1.5% (rounded up, if necessary, in the case of stamp duty, to the
nearest £5) of the amount or value of the consideration payable or, in certain circumstances, the
value of the Shares or, in the case of an issue to such persons, the issue price of the Shares. This
liability for stamp duty or SDRT will strictly be accountable by the depositary or clearance
service operator or their nominee or agent, as the case may be, but will, in practice, generally be
reimbursed by participants in the clearance service or depositary receipt scheme. Clearance
services may opt, provided certain conditions are satisfied, for the normal rate of stamp duty or
SDRT (0.5% of the consideration paid, rounded up in the case of stamp duty to the nearest £5)
to apply to issues or transfers of Shares into, and to transactions within, such services instead of
the higher rate of 1.5% generally applying to an issue or transfer of Shares into the clearance
service and the exemption from stamp duty and SDRT on the transfer of Shares whilst in the
service.

The above statements in this paragraph 12.4 are intended as a general guide to the current stamp duty
and SDRT position. Special rules apply to agreements made by, amongst others, intermediaries.
Certain categories of person may be liable to stamp duty or SDRT at higher rates.

Any person who is in doubt as to his or her taxation position or who is liable to taxation in any
jurisdiction other than the UK should consult his or her professional adviser.

US Tax
REQUIRED NOTICE

TO ENSURE COMPLIANCE WITH TREASURY DEPARTMENT CIRCULAR 230,
HOLDERS ARE HEREBY NOTIFIED THAT: (A) ANY DISCUSSION OF FEDERAL TAX
ISSUES IN THIS DOCUMENT IS NOT INTENDED OR WRITTEN TO BE RELIED UPON,
AND CANNOT BE RELIED UPON, BY HOLDERS FOR THE PURPOSE OF AVOIDING
PENALTIES THAT MAY BE IMPOSED ON HOLDERS UNDER THE INTERNAL
REVENUE CODE; (B) SUCH DISCUSSION IS INCLUDED HEREIN BY THE ISSUER IN
CONNECTION WITH THE PROMOTION OR MARKETING (WITHIN THE MEANING OF
CIRCULAR 230) BY THE COMPANY OF THE TRANSACTIONS OR MATTERS
ADDRESSED HEREIN; AND (C) HOLDERS SHOULD SEEK ADVICE BASED ON THEIR
PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISER.

12.5.1 General

The following is a summary of certain material US federal income tax consequences of the
acquisition, ownership and disposition of Shares by a US Holder (as defined below). This
summary deals only with initial purchasers of Shares that are US Holders and that will hold
the Shares as capital assets within the meaning of Section 1221 of the Internal Revenue Code
of 1986, as amended (the “Code”). The discussion does not cover all aspects of US federal
income taxation that may be relevant to, or the actual tax effect that any of the matters
described herein will have on, the acquisition, ownership or disposition of Shares by particular
investors, and does not address state, local, foreign or other tax laws. In particular, this
summary does not address tax considerations applicable to investors that own (directly or
indirectly) 10% or more of the voting stock of the Company, nor does this summary discuss all
of the tax considerations that may be relevant to certain types of investors subject to special
treatment under the US federal income tax laws (such as financial institutions, insurance
companies, investors liable for the alternative minimum tax, individual retirement accounts and
other tax-deferred accounts, tax-exempt organisations, dealers in securities or currencies,
traders in securities that elect to use a mark-to-market method of accounting for their securities
holdings, regulated investment companies, real estate investment trusts, investors that will hold
the Shares as part of straddles, hedging transactions or conversion transactions for US federal
income tax purposes, US expatriates or investors whose functional currency is not the US
dollar).
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12.5.2

l'he summary 1S based on the iax laws of the United »tates, inclucding the Lode, 1ts iegislative
history, existing and proposed Treasury regulations thereunder, published rulings, court
decisions and the current income tax treaty between the United States and the United
Kingdom, all as currently in effect and all subject to change at any time, possibly with
retroactive effect. Any changes in existing laws or regulations and their interpretation may
occur after the date of this offering and could alter the income tax consequences of an
investment in the Company. No assurances can be given that any changes in these laws or
authorities will not affect the accuracy of the discussions set forth in this summary.

As used herein, the term “US Holder” means a beneficial owner of Shares that is, for US
federal income tax purposes, (i) a citizen or resident of the United States, (ii) a corporation or
other entity taxable as a corporation created or organised under the laws of the United States,
any State thereof or the District of Columbia, (iii) an estate the income of which is subject to
US federal income tax without regard to its source or (iv) a trust if a court within the United
States is able to exercise primary supervision over the administration of the trust and one or
more US persons have the authority to control all substantial decisions of the trust, or the trust
has elected to be treated as a domestic trust for US federal income tax purposes.

The US federal income tax treatment of a partner in a partnership or other pass-through entity
that holds Shares will depend on the status of the partner and the activities of the partnership.
Prospective purchasers that are partnerships or entities taxable as partnerships for US federal
income tax purposes should consult their tax advisers concerning the US federal income tax
consequences to their partners of the acquisition, ownership and disposition of Shares by the
partnership.

THE SUMMARY OF UNITED STATES FEDERAL INCOME TAX CONSEQUENCES
SET OUT BELOW IS FOR GENERAL INFORMATION ONLY. ALL PROSPECTIVE
PURCHASERS SHOULD CONSULT THEIR TAX ADVISERS AS TO THE
PARTICULAR TAX CONSEQUENCES TO THEM OF OWNING THE ORDINARY
SHARES, INCLUDING THE APPLICABILITY AND EFFECT OF STATE, LOCAL,
FOREIGN AND OTHER TAX LAWS AND POSSIBLE CHANGES IN TAX LAWS,

Passive Foreign Investment Company considerations

US shareholders in a company classified as a Passive Foreign Investment Company (a
“PFIC”") have certain federal income tax consequences. In determining a company’s
PFIC status, two tests must be applied, as well as certain look-through rules. If 75% or more of
a company’s gross income is passive, it is considered a PFIC under the income test. If 50% or
more of its gross assets, based on their average value, are either held for the production of or
produce passive income, it is considered a PFIC under the asset test. In this instance, passive
income commonly includes dividends, interest, royalties, rents, annuities, the excess of gains
over losses from commodities and securities transactions, and the excess of gains over losses
from the disposition of assets which produce passive income.

For purposes of the income test and the asset test, if a foreign corporation owns directly or
indirectly at least 25% (by value) of the stock of another corporation, that foreign corporation
will be treated as if it held its proportionate share of the assets of the other corporation and
received directly its proportionate share of the income of that other corporation. Also, for
purposes of the income test and the asset test, passive income does not include any income that
is interest, a dividend or a rent or royalty, which is received or accrued from a related person to
the extent that amount is properly allocable to the income of the related person that is not
passive income.

A US shareholder of a PFIC may incur particular adverse tax consequences as a result of the
company’s status. The receipt of certain “excess distributions”, (as defined below) as well as
the disposition of Shares could trigger increased tax liability. The gain or excess distribution
would be allocated ratably among the tax years of the shareholder’s holding period from the
time the entity was determined to be a PFIC. The portion allocable to prior years would be
taxed at the highest marginal US federal tax rate in effect for the applicable class of taxpayer
for that year and would be subject to an interest charge. These rules will continue to apply to a
US shareholder even after the entity ceases to meet the definition of a PFIC, unless the
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shareholder elects to be treated as having sold the entity’s shares on the last day of the last
taxable year in which the entity qualified as a PFIC.

>

An “excess distribution,” in general, is any distribution on common shares received in a
taxable year by a US shareholder that is greater than 25% of the average annual distributions
received by that shareholder in the three preceding taxable years or, if shorter, that
shareholder’s holding period for common shares.

Certain elections enable the shareholder in a PFIC to avoid these consequences. Under the
Qualified Electing Fund (“QEF") election, a US shareholder is taxed currently on its pro rata
share of the company’s ordinary earnings, as ordinary income. Under the mark-to-market
election for Shares, a US shareholder recognizes gains or losses for the difference between the
fair market value and the adjusted basis of its shares each year. US shareholders should consult
their tax advisers for further details of the restrictions and coverage of each election as
required.

The Company believes and this summary assumes that the Company is not currently, and does
not currently expect to become, a PFIC. The Company’s status as a PFIC is fundamentally
factual in nature, generally cannot be determined until the close of the taxable year in question,
and is determined annually and therefore may be subject to change. If the Company were to be
a PFIC in any year, materially adverse consequences as described above could result for
US Holders. .

US Holders are urged to consult their personal tax adviser regarding the possibility of the
Company being classified as a PFIC and the potential tax consequences arising from the
ownership and disposition of an interest in a PFIC.

Dividends
12.5.3.1 General

Subject to the discussion of “Passive Foreign Investment Company Considerations”
in paragraph 12.5.2 above, distributions paid by the Company out of current or
accumulated earnings and profits (as determined for US federal income tax
purposes) will generally be taxable to a US Holder as foreign source ordinary
dividend income, and will not be eligible for the dividends-received deduction
allowed to US corporations. Distributions in excess of current and accumulated
earnings and profits generally will be treated as a non-taxable return of capital to the
extent of the US Holder’s basis in the Shares and thereafter as capital gain. However,
the Company does not maintain calculations of its earnings and profits in accordance
with US federal income tax accounting principles. US Holders should therefore
assume that any distribution by the Company with respect to Shares will constitute
ordinary dividend income. US Holders should consult their own tax advisers with
respect to the appropriate US federal income tax treatment of any distribution
received from the Company.

For taxable years that begin before 2009, dividends paid by the Company should be
taxable to a non-corporate US Holder at the special reduced rate normally applicable
to capital gains, provided the Company qualifies as a Qualified Foreign Corporation
(“QFC”). A company may qualify as a QFC if it is eligible for benefits of a
comprehensive income tax treaty with the United States which the Secretary of the
Treasury has determined is satisfactory for QFC treatment and which includes a
provision for the exchange of information. The United Kingdom has a
comprehensive income tax treaty with the United States which satisfies the two
requirements above. The reduced rate should apply if the distribution is made with
respect to equity rather than indebtedness and is made out of earnings and profits.
Dividends paid by a foreign corporation will not qualify for the reduced rates,
however, if that corporation is treated, for the tax year in which the dividend is paid
or the preceding tax year, as a PFIC for US federal income tax purposes.
A US Holder will be eligible for the reduced rate only if it has held the Shares for
more than 60 days during the 121-day period beginning 60 days before the ex
dividend date and satisfies certain other requirements.
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12.5.4

12.5.5

12.5.6

Prospective purchasers should consult their tax advisers concerning the applicability
of the foreign tax credit and source of income rules to dividends on the Shares.

12.5.3.2 Foreign currency dividends

Dividends paid in sterling will be included in income in a US dollar amount
calculated by reference to the exchange rate in effect on the day the dividends are
actually or constructively received by the US Holder, regardless of whether the
sterling is converted into US dollars at that time. If dividends received in sterling are
not converted into US dollars on the day they are received, the US Holder generally
will have a basis in the sterling equal to its US dollar value on the date of actual or
constructive receipt. Any gain or loss realised by the US Holder on subsequent
conversion or other disposition of the sterling will be treated as US source ordinary
income or loss.

Sale or other disposition

A US Holder’s tax basis in an Share will generally be its US dollar cost. The US dollar cost of
an Share purchased with foreign currency will generally be the US dollar value of the purchase
price on the date of purchase or, in the case of Shares traded on an established securities
market, as defined in applicable Treasury regulations, that are purchased by a cash basis US
Holder (or an accrual basis US Holder that elects to be treated as a cash basis taxpayer), on the
settlement date for the purchase. Such an election by an accrual basis US Holder must be
applied consistently from year to year and cannot be revoked without the consent of the IRS.

Subject to the discussion of “Passive Foreign Investment Company considerations” in
paragraph 12.5.2 above, upon a sale or other disposition of Shares, a US Holder generally
should recognise capital gain or loss for US federal income tax purposes equal to the
difference, if any, between the amount realised on the sale or other disposition and the US
Holder’s adjusted tax basis in the Shares. This capital gain or loss should be classified as long-
term capital gain or loss if the US Holder’s holding period in the Shares exceeds one year and
should be subject to the current maximum marginal US federal tax rate of 15% for individuals
and 35% for corporations. However, regardless of a US Holder’s actual holding period, any
loss may be long-term capital loss to the extent the US Holder receives a dividend that
qualifies for the reduced rate described above under ‘‘Dividends — General,” and equals or
exceeds 10% of the US Holder’s basis in its Shares. Any gain or loss on disposition or sale of
Shares will generally be US source gain or loss for US foreign tax credit purposes.

The amount realised on a sale or other disposition of Shares for an amount in foreign currency
will be the US dollar value of this amount on the date of sale or disposition. On the settlement
date, the US Holder will recognise US source foreign currency gain or loss (taxable as
ordinary income or loss) equal to the difference (if any) between the US dollar value of the
amount received based on the exchange rates in effect on the date of sale or other disposition
and the settlement date. However, in the case of Shares traded on an established securities
market that are sold by a cash basis US Holder (or an accrual basis US Holder that elects to be
treated as a cash basis taxpayer), the amount realised will be based on the exchange rate in
effect on the settlement date for the sale, and no exchange gain or loss will be recognised at
that time.

Disposition of foreign currency

Foreign currency received on the sale or other disposition of an Share will have a tax basis
equal to its US dollar value on the settlement date. Foreign currency that is purchased will
generally have a tax basis equal to the US dollar value of the foreign currency on the date of
purchase. Any gain or loss recognised on a sale or other disposition of a foreign currency
(including its use to purchase Shares or upon exchange for US dollars) will be US source
ordinary income or loss.

Backup withholding and information reporting

Payments of dividends and other proceeds with respect to Shares by a US paying agent or
other US intermediary will be reported to the Internal Revenue Service and to the US Holder
as may be required under applicable Treasury regulations unless the US Holder is a
corporation or otherwise establishes a basis for exemption. Backup withholding may apply to
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14.

reportable payments if the US Holder fails to provide an accurate taxpayer identification
number or certification of exempt status or fails to report all interest and dividends required to
be shown on its US federal income tax returns. The amount of any backup withholding from a
payment to a US taxpayer will be allowed as a credit against the US taxpayer’s US federal
income tax liability and a refund of any excess amounts refundable, if the US Holder provides
the required information to the IRS. US Holders should consult their tax advisers as to their
qualification for exemption from backup withholding and the procedure for obtaining an
exemption.

Enforcement and civil liabilities under US Federal securities laws

The Company is a public limited company incorporated under English law. All of the Directors are citizens
of the UK (or other non US jurisdictions), and all of the assets of the Group are located outside the United
States. As a result, it may not be possible for investors to effect service of process within the United States
upon the Company or the Directors or to enforce against them in the US courts judgements obtained in
US courts predicated upon the civil liability provisions of the US federal securities laws. There is doubt as to
the enforceability in England, in original actions or in actions for enforcement of judgements of the
US courts, of civil liabilities: predicated upon US federal securities laws.

Litigation

Other than as described below, neither the Company nor any member of the Group is or has been involved in
any governmental, legal or arbitration proceedings (including any such proceedings which are pending or
threatened of which the Company is aware) which may have, or have had during the 12 months prior to the
date of this document, a significant effect on the Company and/or the financial position or profitability of the
Group.

In response to questions raised by the Treasury Select Committee of the UK House of Commons, the
UK Office of Fair Trading, (the “OFT"), opened an inquiry into the provision of store cards in the United
Kingdom, focusing on the provision of credit to store card users and the relationship between retailers and
store card providers. On 18 March 2004, the OFT made a reference to the UK Competition Commission (the
“Competition Commission”).

On 7 March 2006, the Competition Commission published its final report and remedies on the store cards
investigation. It found that in the downstream market for the supply of credit and insurance through store
cards to retailers’ customers, there is a combination of features which, by insulating store card credit and
insurance services from competitive pressures, prevent, restrict or distort competition in that market with an
adverse effect on competition. To encourage greater competition, it imposed a number of remedial measures,
which it expects to take effect in about March 2007. See “Risk factors — Risk relating to Debenhams’
Business — Debenhams’ store card operations and third-party credit card operations could be significantly
affected by the Competition Commission investigation, changes to existing governmental regulations or
other actions” in Part 1.

The Directors believe there are a variety of factors of the Commission’s final report which could have a
significant impact on Debenhams. First, on a general basis the remedies and related press coverage may
reduce the propensity of customers and potential customers to use their store card resulting in lower gross
transaction values. Second, the requirement to provide warnings and otherwise modify customer statements
may discourage cardholders from using their store cards. Debenhams has approximately 2.5 million store
card customers made up of gold and classic cardholders who spend seven times and 2.5 times more than the
average customer, respectively. Third, in relation specifically to the income from the agreement for the
provision of the store card, the remedial measures required by the Commission following the conclusion of
its investigation (including giving cardholders the option to pay their account balance by debit and the
unbundling of insurance packages) could result in reduced or eliminated store card commissions, revenue
share or contributions to Debenhams’ store card marketing and operating costs. The Directors believe that
the impact of any of the foregoing could disproportionately affect its business as compared to that of other
retailers because of the relatively high percentage of store purchases that are made with the Debenhams store
card although they would be unable to quantify the precise impact. This could have a material adverse effect
on Debenhams’ business, financial condition and results of operations. The Directors are not aware of any
plans to challenge the Commission’s findings. For more information on the risks related to the store card
investigation, please see “Risk factors — Risk relating to Debenhams’ Business — Debenhams’ store card
operations and third-party credit card operations. could be significantly affected by the Competition
Commission investigation, changes to existing governmental regulations or other actions” in Part 1.
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16.

17.

18.

19.

In addition to its store card, in September 2005 Debenhams launched nationally a branded credit card.

Aside from the Competition Commission investigation into the provision of store card and related insurance
services, there exist a multitude of initiatives and investigations by various regulators, in addition to adverse
media coverage, that also impact, directly or indirectly, on store cards and credit cards. These include the
recent introduction of secondary consumer credit legislation (covering, amongst other things, advertising,
pre-contract information, the form and content of consumer credit agreements, and the sale of consumer
contracts for insurance (including insurance on store cards)), the Consumer Credit Bill, the OFT
investigation of default charges on credit cards, the Financial Services Authority’s ongoing work on the sale
of payment protection insurance (“PPI”") and the OFT’s announcement that it proposes to carry out a market
study into PPI. These initiatives form part of the current regulatory landscape and have an important bearing
on customer uptake and perceptions of the value provided by store cards, retailer-branded credit cards and
credit cards in general.

Working capital

In the opinion of the Company, taking account of the net proceeds to be received by the Company under the
Offer, the Senior Credit Facilities and the New Credit Facilities, the working capital available to the Group is
sufficient for the Group’s present requirements, that is for the next 12 months following the date of this
prospectus.

No significant change

There has been no significant change in the financial or trading position of the Group since 4 March 2006,
the date to which the financial information of the Group in Section B of Part 5 — “Financial Information”
was prepared.

Consents

PricewaterhouseCoopers LLP is a member firm of the Institute of Chartered Accountants in England and
Wales and has given and has not withdrawn its written consent to the inclusion of its Accountants’ Reports
in Sections A and B of Part 5 and its report on the unaudited pro forma financial information in Section C of
Part 5, in the form and context in which they appear and has authorised the contents of those parts of this
document which comprise its reports for the purposes of Rule 5.5.3R(2)(f) of the Prospectus Rules.

General

18.1 The expenses relating to the issue of the Shares, including the Underwriters’ commission, the
UK Listing Authority listing fee, professional fees and expenses and the costs of printing and
distribution of documents are estimated to amount to approximately £20 million (including VAT) and
are payable by the Company.

18.2 The related party transactions for the purposes of the standards adopted according to Commission
Regulation (EC) No. 1606/2002 which the Group has entered into during the period covered by the last
three years’ financial information ended 3 September 2005 and up to the date of this document are set
out at Note 32 of Section A and Note 33 of Section B in Part 5.

18.3 The financial information contained in this document does not constitute statutory accounts within the
meaning of Section 240 of the Act. Full audited accounts have been delivered to the Registrar of
Companies for the Company for the period from incorporation on 10 May 2005 to 3 September 2005.

18.4 This is confirmation that the information sourced from WVerdict and TNS has been accurately
reproduced and, as far as the Company is aware and has been able to ascertain from information
published by such third parties, no facts have been omitted which would render the reproduced
information inaccurate or misleading. Where third-party information has been used in this prospectus
the source of such information has been identified.

Documents available for inspection

Copies of the following documents are available for inspection during usual business hours on any weekday
(Saturdays, Sundays and public holidays excepted) for a period of 12 months following Admission at the
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21.

offices of Debenhams plc, 1 Welbeck Street, London W1G OAA and Freshfields Bruckhaus Deringer, 635
Fleet Street, London EC4Y 1HS:

(a) the Memorandum and Articles of Association of the Company;

(b) the historical financial information for the Group in respect of the 52 weeks ended 30 August 2003,
the 14 month period ended 28 August 2004 and the 17 week period ended 3 September 2005;

(c) the consent letter referred to in “Consents” in paragraph 17 above;
(d) the reports from PricewaterhouseCoopers LLP which are set out in Part 5; and

(e) this prospectus.

Information regarding forward-looking statements

This document includes statements that are, or may be deemed to be “‘forward-looking statements”. The
words ‘“‘believe, anticipate,” “expect,” “intend,” “‘aim, plan, predict, continue, assume,”
“positioned,” “may,” “will,” “should,” “shall,” “risk’ and other similar expressions that are predictions
of or indicate future events and future trends identify forward-looking statements. These forward-looking
statements include all matters that are not historical facts. In particular, the statements under the headings
“Summary,” “Risk factors,” “Business” and “Operating and financial review” regarding Debenhams’
strategy, plans, objectives, goals and other future events or prospects are forward-looking statements. An
investor should not place undue reliance on forward-looking statements because they involve known and
unknown risks, uncertainties and other factors that are in many cases beyond Debenhams’ control. By their
nature, forward-looking statements involve risks and uncertainties because they relate to events and depend
on circumstances that may or may not occur in the future. Debenhams cautions investors that forward-
looking statements are not guarantees of future performance and that its actual results of operations,
financial condition and liquidity, and the development of the industry in which it operates, may differ
materially from those made in or suggested by the forward-looking statements contained in this document.
The cautionary statements set forth above should be considered in connection with any subsequent written or
oral forward-looking statements that Debenhams, or persons acting on its behalf, may issue. Factors that
may cause Debenhams’ actual results to differ materially from those expressed or implied by the forward-
looking statements in this document include but are not limited to the risks described under “Risk factors.”
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Examples of factors that could cause actual results to vary from projected future results include, but are not
limited to, weak sales during peak selling seasons and extreme or unseasonal weather conditions;
competition from other companies in Debenhams’ industry and its ability to accurately predict or fulfil
customer preferences or demands; Debenhams’ ability to implement its efficiency initiatives, new
department store and new concept store rollout and store modernisation programmes, and its other business
strategies; the outcome of store card and consumer credit activities and investigations by UK regulatory
authorities and Debenhams’ relationship with its store card operator; Debenhams’ dependence on certain
designers and concessionaries; interruptions in the supply of the merchandise Debenhams sells, including
Debenhams’ ability to source products from foreign markets; economic conditions in the United Kingdom
and global geopolitical conditions, including any terrorist attacks, and their effect on consumer spending;
Debenhams’ ability to secure suitable retail locations; the continued service of Debenhams’ key executive
officers and managers; interruptions in the distribution of Debenhams’ products or in its information
technology systems; Debenhams’ ability to access the financial markets to refinance its debt; conflicts of
interest with Debenhams’ shareholders; adverse regulatory, legislative, tax, judicial, foreign exchange or
other developments; and factors that are not known to Debenhams at this time.

These forward-looking statements reflect the Directors’ judgment at the date of this document and are not
intended to give any assurances as to future results. Subject to the requirements of the Prospectus Rules, the
Disclosure Rules and the Listing Rules, the Company undertakes no obligation to update these forward-
looking statements, and it will not publicly release any revisions it may make to these forward-looking
statements that may result from events or circumstances arising after the date of this document.

Industry data

Debenhams obtained the industry data used throughout this document from its own research, using
underlying data from independent third parties, publicly available information and from surveys or studies
conducted by third parties, primarily from Verdict Research Limited (“Verdict””) and TNS Media
Intelligence (““TNS”), as well as from other publications. The majority of the industry data used throughout
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information is available. Verdict Research Limited is a leading business information company that
specialises in providing independent analysis and forecasts of the retail industry. Verdict uses a combination
of government data, company accounts as well as expert in-house interviews to provide a comprehensive
market picture. Verdict does not include food retail sales in its department stores analysis. TNS Worldpanel
Fashion provides market information on the clothing and premium beauty sector. TNS Worldpanel Fashion
is a continuous consumer panel of 15,000 individuals who are interviewed fortnightly by telephone and
asked about their purchases. Information is then grossed up to represent the GB population. TNS defines
womenswear as clothing only. This is confirmation that the information sourced from Verdict and TNS has
been accurately reproduced and, as far as the Issuer is aware and has been able to ascertain from information
published by such third parties, no facts have been omitted which would render the reproduced information
inaccurate or misleading. Where third party information has been used in this prospectus the source of such
information has been identified.
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PART 8: TERMS AND CONDITIONS OF THE OFFER

Introduction

These terms and conditions apply to persons agreeing to subscribe for New Shares and/or purchase Existing
Shares under the Offer (an “Investor’). Each Investor agrees with each of the Company, the Selling
Shareholders, Citigroup, Credit Suisse, Merrill Lynch and Morgan Stanley, to be bound by these terms and
conditions as being the terms and conditions upon which Shares will be issued and sold under the Offer.

Agreement to acquire Shares

Conditional on Admission occurring on or prior to 9 May 2006 (or such later date as the Global Co-
ordinators and the Company may agree (not being later than 1 June 2006)), an Investor agrees to subscribe
for and/or purchase Shares from the Selling Shareholders, as more particularly described below, at the Offer
Price. The number of Shares allocated to such Investor under the Offer shall be in accordance with the
arrangements described in this Part 8. To the fullest extent permitted by law, each Investor acknowledges and
agrees that it will not be entitled to exercise any remedy of rescission or withdrawal rights at any time. This
does not affect any other rights such Investor may have.

Payment for Shares

Each Investor undertakes to pay the Offer Price for the Shares issued or sold to such Investor in such manner
as shall be directed by Citigroup, Credit Suisse, Merrill Lynch or Morgan Stanley. Liability for stamp duty
and SDRT is described in ““Additional information — Taxation — Stamp duty/Stamp duty reserve tax
(“SDRT”’)” in Part 7.

Representations and warranties

Each Investor and, in the case of sub paragraphs 4.4, 4.5 and 4.6 below any person confirming an agreement
to subscribe and/or to purchase Shares on behalf of an Investor is deemed to represent and warrant to each of
the Company, the Selling Shareholders, Citigroup, Credit Suisse, Merrill Lynch and Morgan Stanley, that:

4.1 if the Investor is a natural person, such investor is not under the age of majority (18 years of age in the
UK) on the date of such Investor’s agreement to subscribe and/or purchase shares under the Offer;

4.2 in agreeing to subscribe and/or purchase Shares under the Offer, the Investor is relying on this
document, and not on any other information or representation concerning the Company, the Shares or
the Offer. Such Investor agrees that none of the Company, the Selling Shareholders, Citigroup, Credit
Suisse, Merrill Lynch or Morgan Stanley, any of their respective officers, partners or Directors will
have any liability for any such other information or representation;

4.3 if the laws of any place outside the UK are applicable to the Investor’s agreement to subscribe and/or
to purchase Shares, such Investor has complied with all such laws and none of the parties mentioned
under paragraph 1 above will infringe any laws outside the UK as a result of such Investor’s
agreement to subscribe and/or purchase Shares or any actions arising from such Investor’s rights and
obligations under the investor’s agreement to subscribe and/or purchase Shares and under the Articles;

4.4  in the case of a person who confirms to Citigroup, Credit Suisse, Merrill Lynch or Morgan Stanley, on
behalf of an Investor, an agreement to subscribe and/or purchase shares and/or who authorises
Citigroup, Credit Suisse, Merrill Lynch or Morgan Stanley to notify the Investor’s name to the
Registrars, that person represents and warrants that he has authority to do so on behalf of the Investor;

4.5 the Investor is not, and is not applying as nominee or agent for, a person who is, or may be, mentioned
in any of sections 67, 70, 93 and 96 of the Finance Act 1986 (depository receipts and clearance
services); and

4.6 in the case of a person who confirms to Citigroup, Credit Suisse, Merrill Lynch or Morgan Stanley on
behalf of an Investor which is an entity other than a natural person an agreement to subscribe and/or to
purchase shares and/or who authorises the notification of such Investor’s name to the Registrars, that
person warrants that he has authority to do so on behalf of the Investor.

265




Supply anda disciosure ol Iniormation

If the Company or Citigroup, Credit Suisse, Merrill Lynch or Morgan Stanley or any of their agents requests
any information about an Investor’s agreement to subscribe and/or to purchase shares, such Investor must
promptly disclose it to them.

Miscellaneous

The rights and remedies of the Company, the Selling Shareholders, Citigroup, Credit Suisse, Merrill Lynch
or Morgan Stanley under these terms and conditions are in addition to any rights and remedies which would
otherwise be available to each of them, and the exercise or partial exercise of one will not prevent the
exercise of others.

On application, each Investor may be asked to disclose, in writing or orally, to Citigroup, Credit Suisse,
Merrill Lynch or Morgan Stanley:

(a) if he is a natural person, his nationality; or
(b) if he is a discretionary fund manager, the jurisdiction in which the funds are managed or owned.

All documents will be sent at the Investor’s risk. They may be sent by post to such Investor at an address
notified to Citigroup, Credit Suisse, Merrill Lynch or Morgan Stanley.

The contract to subscribe and/or to purchase Shares and the appointments and authorities mentioned herein
will be governed by, and construed in accordance with, the laws of England. For the exclusive benefit of the
parties mentioned under paragraph 1 above, each Investor irrevocably submits to the exclusive jurisdiction of
the English courts in respect of these matters. This does not prevent an action being taken against an Investor
in any other jurisdiction.

In the case of a joint agreement to subscribe and/or to purchase Shares, references to an Investor in these
terms and conditions are to each of such Investors and Investors’ liability is joint and several.

The Company, the Selling Shareholders, Citigroup, Credit Suisse, Merrill Lynch and Morgan Stanley each

expressly reserves the right to modify the Offer (including, without limitation, its timetable and settlement)
at any time before the Offer Price and allocations are determined.

266




PART 9: DEFINITIONS

The following definitions apply throughout this document unless the context requires otherwise:

“Act”

“Acquisition”

“Adjusted EBITDA”

“Admission”

“APR”

“Articles”

“BACS”

“Board” or “Directors”
“bps”

“British Land”

“British Land Transaction”

“Citigroup”

“Combined Code”

“Company”

“Competition Commission”
“Corporations Act”
“Credit Suisse”

Q4 CREST’S

[ CVC”
“CVC Shareholder Group”

the Companies Act 1985, as amended

the acquisition in 2003 of Debenhams by a group of funds managed
or advised by CVC, MLGPE and TPG, other institutional investors
and by management and the related delisting from the London Stock
Exchange

Adjusted EBITDA is calculated as operating profit before deemed
disposal of subsidiary and before exceptional items (which inciudes
amortisation of landlord and developer contributions received) plus
depreciation of tangible fixed assets and amortisation of intangible
assets and profits or losses on the disposal of fixed assets where these
are included in operating profit and includes an adjustment for a rent
expense that would have been incurred if the British Land
Transaction had been complete for the full duration of the reporting
period

the admission of the ordinary share capital of the Company, issued
and to be issued pursuant to the Offer, to the Official List becoming
effective

annual percentage rate

the articles of association of the Company to be adopted upon
Admission

banks automated clearing system

the board of directors of the Company
basis points

The British Land Company PLC

the February 2005 transaction with British Land under which British
Land (indirectly through its wholly owned subsidiary Delta Retail
Properties Limited) acquired an interest in the companies owning 23
Debenhams freehold and long leasehold department store buildings
which were freehold or subject to leases to Debenhams

Citigroup Global Markets Limited, in its capacity as Sponsor, and/or
Citigroup Global Markets U.K. Equity Limited in its capacity as
Global Co-ordinator, Joint Bookrunner or Stabilising Manager, both
of Citigroup Centre, Canada Square, Canary Wharf, London
El14 5LB, as the context may require

the corporate governance code issued by the Financial Reporting
Council

Debenhams plc

the UK Competition Commission
Corporations Act 2001 (Cth)

Credit Suisse Securities (Europe) Limited

the system for the paperless settlement of trades in listed securities,
of which CRESTCo. Limited is the operator

CVC Capital Partners Group Sarl and its subsidiaries and affiliates

Capital Investors 2002 Limited, Citi Europe Co Invest LP, Citicorp
Capital Investors Europe Limited, CVC Europe Enterprise (Cayman)
LP, CVC Europe Enterprise (Domestic) LP, CVC European Equity
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“Daily Official List”

“Debenhams” or the “Group”

“demurrage”
“Disclosure Rules”

“EBITDA”

“EBITDAR”

“EEA”
“EITF”
“Employee Option Plan”

“EU”
“Exchange Act”
“Executive Directors”

“Existing Shares”

‘CFRS b4
“FRS 5 ANG”

“FSMA”
“GE Consumer Finance”

“Global Co-ordinators”

‘“gross transaction value”

“IASB”
“IFRS”

“IRS »

Partners 111 L.P., CVC European Equity Partners 1l Parallel Funa A
L.P. and CVC European Equity Partners III Parallel Fund B L.P.

the Official List maintained by the UK Listing Authority

the Company and its consolidated subsidiaries and subsidiary
undertakings from time to time

the period of detention of stock beyond its scheduled time of
departure from the dock

the rules relating to the disclosure of information made in accordance
with section 73A of FSMA

EBITDA is calculated as Group operating profit before exceptional
items under UK GAAP or operating profit before deemed disposal of
subsidiary and before exceptional items under IFRS (both of which
include amortisation of landlord and developer contributions
received) plus depreciation of tangible fixed assets, amortisation of
goodwill (for the purposes of UK GAAP) and other intangible assets
plus profits or losses on the disposal of fixed assets where these are
included in operating profit

EBITDAR is calculated as Group operating profit before exceptional
items under UK GAAP or operating profit before deemed disposal of
subsidiary and before exceptional items under IFRS (both of which
include amortisation of landlord and developer contributions
received) plus depreciation of tangible fixed assets, amortisation of
goodwill (for the purposes of UK GAAP) and other intangible assets
and profits or losses on the disposal of fixed assets where these are
included in operating profit, plus property lease rental costs

European Economic Area
Emerging Issues Task Force

the Debenhams Employee Option Plan approved by the remuneration
committee of Baroness Holdings UK Limited on 2 September 2004

the European Union
United States Securities Exchange Act of 1934, as amended
the executive Directors of the Company

the ordinary shares in the capital of the Company that will be in issue
immediately prior to Admission

Financial Reporting Standard

Financial Reporting Standard 5 Application Note G ‘“‘Revenue
recognition”

Financial Services and Markets Act 2000
GE Capital Global Consumer Finance Limited

Citigroup Global Markets U.K. Equity Limited and Merrill Lynch
International

turnover or revenue on a gross basis, including the sales (excluding
VAT) of concessions, rather than just the commission received from
them

the International Accounting Standards Board

International Financial Reperting Standards, as adopted for use in the
EU

Internal Revenue Service
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“ISIN”
“Joint Bookrunners”

“LIBOR”

“like for like sales growth” or “Lfi”

“Listing Rules”

“London Stock Exchange”
“Member States”

“Merrill Lynch”

“Merrill Lynch Shareholder Group”

“MLGPE”

“Morgan Stanley”

“New Credit Agreement”

“New Credit Facilities”

“New Shares”

66NIC”
“Non Executive Directors”

“Offer”

“Offer Price”
“Official List”

“Over-allotment Arrangements”

“QOver-allotment Option”

“Over-allotment Shareholders”

“QOver-allotment Shares”

“Own bought gross transaction
value”

“PD Regulation”

International Securities Identification Number
Citigroup, Credit Suisse, Merrill Lynch and Morgan Stanley
London Inter Bank Offered Rate

growth in retail gross transaction value for stores that have been
trading for 53 weeks or longer. Ll is aggregated on a weekly basis to
the extent a store was trading throughout the same financial week
during both years and is reported inclusive of value added tax

the listing rules of the UK Listing Authority made under
section 74(4) of the Financial Services Act and Markets Act 2000 as
amended from time to time

London Stock Exchange plc
member states of the EU
Merrill Lynch International

Merrill Lynch Ventures L.P. 2001 and ML Global Private Equity
Fund, L.P.

Merrill Lynch Global Private Equity or the Merrill Lynch
Shareholder Group, as the context may require

Morgan Stanley Securities Limited

the credit agreement dated 19 April 2006 among, inter alia, the
Company, The Governor and Company of the Bank of Scotland,
Lloyds TSB Bank pic, The Royal Bank of Scotland plc and Barclays
Capital as mandated lead arrangers

the aggregate principal amounts provided pursuant to the New Credit
Agreement

new ordinary, shares in the capital of the Company of 0.01p each to
be allotted and issued under the Offer

National Insurance contributions
the non executive Directors of the Company

the offer of New Shares and Existing Shares to institutional investors
in the United Kingdom and elsewhere as described in Part 6

the price at which each share is to be issued or sold under the Offer
the Official List of the UK Listing Authority

the arrangements pursuant to which the Stabilising Manager may
purchase from the Over-allotment Shareholders, or procure
purchases for, the Over-allotment Shares

the option expected to be granted by certain of the Selling
Shareholders to purchase, or procure purchasers for, additional
Existing Shares as more particularly described in Part 6

those Selling Shareholders who, pursuant to the Underwriting
Agreement, agree to sell Over-allotment Shares pursuant to the Over-
allotment Arrangements

Shares which may be purchased by the Stabilising Manager in
relation to the Over-allotment Option

own bought gross transaction value means the gross transaction value
of Debenhams’ own bought product offerings.

Regulation number 809/2004 of the European Commission
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“Pension Plans”
113 PPI 9

“Principal Shareholders”

“Prospectus Directive”

“Prospectus Rules”

“Qualified Institutional Buyer or
“QIBS”

“Restructuring”

“retail gross transaction value”

“RPI”
“ROIC”

“SDRT”

“SEC”

“Securities Act”
“SEDOL”

“Selling Shareholders”

“Senior Credit Agreement”

“Senior Credit Facilities”

“SFAS”
“Shares” or “Ordinary Shares”
“Shareholders”

“Shareholders’ Agreement”

“Sponsor”

“square to linear conversion”

“SSAP”
“Stabilising Manager”

“TCW”

“terminal stock”
6‘TNS ”
G‘TPG”

Debenhams’ defined benefit pension plans
payment protection insurance

members of the CVC Shareholder Group, the Merrill Lynch
Shareholder Group and the TPG Shareholder Group

EU Prospectus Directive (2003/71/EC)

the rules made for the purposes of Part VII of FSMA in relation to
offers of transferable securities to the public and admission of
transferable securities to trading on a regulated market

has the meaning given by Rule 144A under the Securities Act

the restructuring carried out in 2004

retail gross transaction value means the gross transaction value
produced from retail sales {which excludes Debenhams’ franchise
and internet businesses)

Retail Price Index

return on invested capital

stamp duty reserve tax

the US Securities and Exchange Commission

the US Securities Act of 1933, as amended

Stock Exchange Daily Official List Code

existing shareholders who sell Existing Shares in the Offer

the credit agreement dated 25 April 2005 among inter alia Baroness
Retail Limited, Debenhams Limited and Debenhams Retail plc as
borrowers and Baroness Retail Limited, Debenhams Limited,
Debenhams Retail plc, Debenhams Properties Limited, Debenhams
Card Handling Services Limited and Debenhams Gift Vouchers
Limited as guarantors

the aggregate principal amounts provided pursuant to the Senior
Credit Agreement

Statement of Financial Accounting Standards
ordinary shares of 0.01p each in the capital of the Company
the holders of Shares in the capital of the Company

shareholders’ agreement between Debenhams Retail and its Principal
Shareholders

Citigroup Global Markets Limited

a measurement of space that converts the square footage of floor
space to the linear space available on the fixture for displaying stock

Statement of Standard Accounting Practice
Citigroup Global Markets U.K. Equity Limited

TCW/Crescent Crescent Mezzanine Partners II LP, TCW/Crescent
Mezzanine Trust LP and TCW/Crescent Mezzanine Partners III
Netherlands LP

stock that has reached the end of its selling season
TNS Media Intelligence

Texas Pacific Group
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“TPG Shareholder Group”

“UITF 37”

“UITF 38”

“UITF 177

“UK”

“UK GAAP”

“UK Listing Authority” or “UKLA”

“Underwriters” or “Managers”

“Underwriting Agreement”

“United States” or “US”

“US GAAP”
“US GAAS”
‘6VAT”

“Verdict”

TPG Delta Holdco II LL.C, TPG Delta Holdco III and TPG Delta
Holdco LLC.

Urgent Issues Task Force Abstract 37 “Purchases and sales of own
shares”

Urgent Issues Task Force Abstract 38 ““Accounting for ESOP trusts”
Urgent Issues Task Force Abstract 17 “Employee share schemes”
the United Kingdom of Great Britain and Northern Ireland
accounting principles generally accepted in the UK

the Financial Services Authority in its capacity as competent
authority for the purposes of Part VI of the Financial Services and
Markets Act 2000

Citigroup, Credit Suisse, Merrill Lynch and Morgan Stanley

the underwriting agreement expected to be entered into between the
Company, the Directors, the Selling Shareholders, the Sponsor and
the Underwriters described in paragraph 7 of Part 7

the United States of America, its territories and possessions, any
State of the United States of America, and the District of Columbia

accounting principles generally accepted in the United States
auditing standards generally accepted in the United States
means value added tax

Verdict Research Limited
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PART 10: DIRECTORS, SECRETARY, REGISTERED OFFICE AND ADVISERS

Directors

Company Secretary
Registered office of the Company

Sponsor

Joint Bookrunners

English and US legal advisers to the Company

English and US legal advisers to the Sponsor
and the Joint Bookrunners

Reporting Accountants

Auditors

Principal Bankers

Registrars

John Lovering
Rob Templeman
Chris Woodhouse
Michael Sharp
Philippe Costeletos
Adam Crozier
Jonathan Feuer
Richard Gillingwater
Peter Long

Dennis Millard
Guido Padovano
Paul Pindar

Guy Johnson
1 Welbeck Street, London W1G 0AA

Citigroup Global Markets Limited
Citigroup Centre

Canada Square

London E14 5LB

_ Citigroup Global Markets U.K. Equity Limited

Citigroup Centre
Canada Square
London E14 5LB

Credit Suisse Securities (Europe) Limited
One Cabot Square
London E14 4QA

Merrill Lynch International
Merrill Lynch Financial Centre
2 King Edward Street

London EC1A 1HQ

Morgan Stanley Securities Limited
25 Cabot Square

Canary Wharf

London E14 4QA

Freshfields Bruckhaus Deringer
65 Fleet Street
London EC4Y 1HS

Ashurst
Broadwalk House

5 Appold Street
London EC2A 2HA

PricewaterhouseCoopers LLP
1 Embankment Place
London WC2N 6RH

PricewaterhouseCoopers LLP
Benson House

33 Wellington Street

Leeds LS14 4Jp

HSBC Bank plc
City of London Corporate Office
8 Canada Square
London E14 5XL

Lloyds TSB Registrars
The Causeway
Worthing

West Sussex

BN99 6DA
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