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ESTABLISHED IN 1856 |
BURBERRY IS

A BRAND DISTINGUISH’ED
BY A RICH HERITAGE AND
A BUSINESS DEFINED |

BY A PROVEN STRATEGY
WHICH HARNESSES THE
STRENGTH OF THE PAST
TO FUEL FUTURE GROWTH
AND SHAREHOLDER VAI_UE
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THE F—\TJJQP\M AT M‘*E‘%QTES
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AN  DESIGN | _L__AWE%QHF)
THEAT u@[\ INUETO
Mm TWVATE OUR TEAM, |
ENGAGE CUR CUSTOWERS
AND DRIVE OUR DEQ_MQWA\U

We LOOK TO THE YEAR ARHEAD
WITH CONFIDENCE AS WE
CARRY THIS LEGACY F@HWAHI
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BURBERRY
2005/06
FINANGIAL
HIGHLIGHTS

o Total revenues increased 3% on an
underlying basis” to £742.9m

— Retail révenue increased

11% underlying :

|
- Wholesale revenue decreased

|

4% underlying |
— Licensing revenue incq"eased

6% underlying ’
Operating profit before Project Atlas
costs? increased 3% tq £165.6m

0 Operating profit (after P:roject Atlas costs)
decreased 4% to £154:5m

0 Operating margin beforefa Project Atlas
costs of 22.3% vs 22.5% in prior period

o Diluted EPS before Projéct Atlas costs
increased 9% to 24.1p;

o Continued strong free cash flow with
£79 million generated in the year

o Completed £250m share repurchase
programme with £192m repurchased
during 2005/06

— Achieved targeted cash neutral
capitalisation

O Final dividend of 5.5p per Ordinary Share
proposed

0]

- 8.0p for full year, a Zé% increase
|

|
|
|

Turnover (£m) EBIT {£m) EBIT margin (%)
|
2005/0 2005/06 2005/06
£742.9m | £1656m® | 22.3%
2004/0 2004/05 [ T T 2004/05
£715.5m £161.3m# | . 22.5%
2003/04 I 2003/04 [ T T T 2003/04
£675.8m £142.6m® e 21.1%

1 Underlying figures exciude the financial effect of the Taiwan Acquisition and the portion of
Burberry's business in Spain affected by the retail conversion, in both reporting periods. In
addition, underlying figures are calculated at the same exchange rates used in the 2004/05
year's reported results for the period. Burberry completed the acquisition of the operations
and assets of its distributors in Taiwan in August 2005 (the "Taiwan Acquisition”) and initiated
actions related to the retall conversion in Spain during the third quarter of 2005/08.

2 Project Atlas costs of £11.1m (2005: nilj refate to the Group's infrastructure redesign initiative
announced in May 2005.

3 Before Project Atlas costs.
4 Under IFRS.
5 Under UK GAAP, excluding goodwill and exceptionat items.

|
|
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2005/06 WAS MARKED
BY MANY IMPORTANT
MILESTONES FOR
BURBERRY

A TRANSITION
_EADERSHPE

SIGNIFICANT STRATEGIC
INWVESTMENT IN LONG
TERM GROWTH

OUR EVOLUTION TO A

FULLY PUBLIC COMPANY

ACCOMPANIED BY
CONTINUED FINANCIAL
MOMENTUM

|

I
Burberry has delivered a solid performance! this vear, while undertaking
a Series of important initiatives and strategic investments aimed at

taking the Group into another phase of signiﬂcant growth.

As announced.in October of last year, Rose Marie Bravo, after 9 years
at the helm of Burberry, is moving into the ro!e of Vice Chairman with
effect from 1 July 2006. Rose Marie has bgen the architect of
Burberry's brand and company revitalisation during her tenure as Chief
Executive which began in 1997. We take tﬁ\is time to salute Rose Marie
and register our respect for the huge contribution she has made to
shareholder value. ‘

Burberry now welcomes Angela Ahrendts t:o her new role as Chief
Executive with effect from 1 July. Angela b‘ﬁngs to the position
extensive experience in the apparel, retail and luxury goods sectors.
Since she joined the Group in January of this year, Angela has already
demonstrated the leadership skills and ind@stry insight that will guide
Burberry’s ongoing growth strategies. :

In other Board changes during the year, Brlian Blake, an executive
director, and Carcline Marland, a non-exec"utive director, stood down.
We would like to thank Brian and Caroline;for their valuable

contributions to the business.

[
Burberry continued to focus on identifying opportunities and
programmes to drive growth and shareholder value. Among the major
initiatives was the launch of Project Atlas, which is a programme for the
full redesign of our sourcing and supply chain business processes and
systems. Acquisition of the Group's distributor in Taiwan and the
conversion of parts of our wholesale business in Spain to retail
concessions represented significant strategic investments designed to
further Burberry’s goal of establishing retall as the main channel of
distribution. We also took steps to begin the direct distribution of
products into Japan, a geographic market that has been primarily
licensed for the past 40 years. In addition, the Group completed its
£250m share repurchase programme as part of its financial plan to
maintain a cash neutral capitalisation policy. Approximately £192m was
repurchased in 2005/06 and, when apprapriate, we expect to employ
future excess cash in the repurchase of s[hares.

In December 2005, Burberry concluded i%s successful transition to a
fully public company when GUS plc, formerly the Group’s majority
shareholder, distributed its Burberry holdmg directly to GUS
sharehoiders through a demerger prooess We warmly welcome our
new shareholders and thank them and all of our shareholders for the
confidence they have placed in us. )

|
Importantly, the Group accomplished the;initiatives highlighted above

accompanied by a good set of financial results. Revenues rose 4%,
3% underlying, and diluted EPS (before Project Atlas costs) increased
9%. Burberry also continued to achieve outstanding returns on capital,
33% per share after tax for the year. Thelfu!l yaar dividend is

recommended at 8p, a 23% increase. i

Looking forward, the year 2006 marks tHe 150th anniversary of when
Thomas Burberry founded the CompanyJ and is therefore a very special
one for us. It is also a reminder of Burberry’s unique heritage and of the

enduring attributes of innovation, quality ’and style that continue to

> propel our momentum. During the past twelve months, we have

successfully laid a foundation for signific?nt future growth and | would
like to thank everyone at Burberry for th(? dedication and hard work

that underpins our success. |
\

|
l
|
|
John Peace {
Chairman |
|
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The autumn/winter 05 advertising
campaign featured actor Hugh Dancy
and models Kate Moss and Gemma
Ward in a series of iconic portraits with
London strestscapes as the backdrop.

Burberry continued its expansion
programme across emerging luxury
markets with the openings of premier
locations in Warsaw, Poland (pictured)
and Istanbul, Turkey.

Jul/05 Aug/05

The ad campaign images received
worldwide exposure in leading fashion
and fifestyle publications as well as in
outdoor media, store windows, store
visuals and on Burberry.com

In August, Burberry Brit Gold, a limited
edition complement to the successful
Burberry Brit fragrance family, was
launched with strong editorlal coverage
driving consumer response.

Sep/05

The spring/summer 06 Prorsum
Womenswear Collection celebrated the
brand’s design teadership in outerwear
with innovative interpretations of the
signature trench coat.

L

The collection was voted among the
top 10 of the season by industry
publication WWD and earned Creative
Director Christopher Balley The British
Designer of the Year Award.

Oct/05

— W |

§ 1

BURNEIR Wy

As a result of the Taiwan acquisition in
August, Burberry now directly owns its
12 stores in the market. The Breeze
Centre in Taipei (pictured) was the first
renovated following the acquisition.




BURBERRY 2005/06
YEAR AT A GLANCE

[ _
Retail initiatives in the US saw the
re-launch of renovated stores in Boston,
Denver, Philadelphia and Washington as
well as new stares In San Antonio, Palm
Beach and Naples.

Jun/05

The spring/summer 06 Prorsum
Menswear Collection was presented to
buyers from around the world and the
international press at a runway show
during Mitan Fashion Week.

Expansion in Korea saw seven shop
openings over the course of the year
commencing with the Lotte Jamsil golf
shop in Seoul and including the
Dongwha Duty Free store (pictured).

Development in emerging markets
continued, with four openings in the
Middle East. May and June heralded
the opening of stores in Riyadh and
Jeddah, Saudi Arabia (pictured).

Key[to the collection were sophisticated
variations on the classic trench and
sharply tailored suiting reinforcing
Burberry’s outerwear heritage and
traqition of sartorial British style.

|
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March marked the launch of a new
women’s fragrance, Burberry London,
which is innovatively packaged in an

) i BUREm
‘ | >nmmmar

The launch of the Burberry London
fragrance was supported with an
advertising campaign featuring British

iconic bottle wrapped in trademark actress and Academy Award winner
Burberry check canvas. Rachel Weisz.

Feb/06

Again voted one of the top ten of the
season by WWD, the spring/summer 06
Prorsum Womenswear Collection made
a strong evening statement in homage
to Burberry’s 150th anniversary.

‘The Waterloo Watch' was showcased
in the spring runway show and
advertising campaign as welfl as in
editorlal features worldwide creating
waiting lists in our stores.

Mar/06

The Burberry cons Collection featuring
‘The Manor Bag’ was faunched on the
runway and has generated enthusiastic
response from both the international
press and trunk show customers.

Integral to Burberry's strategic initiative
to increase its directly owned and
operated retail presence, 72 shops at
Ef Corte Ingiés were converted to
concessions during the year.




. Fa [

Gold was a dominant theme in the
spring/summer 06 collection and
synergistically provided the concept for
the season’s advertising campaign
which was again shot by Mario Testino.

L
‘ I;__l. [N

The advertising images featured models
Qemma Ward and Danny Beauchamp
in colour portraits photographed against
albackdlrop of a dynamic golden
ir}terpretation of the British flag.

Nov/05 Dec/05

First previewed on the runway during December saw the launch event for the

the spring/summer 06 Prorsum show in opening of Burberry's first free standing
September, ‘The Margaret Bag’ has store in Greece centrally located in a
garnered extraordinary editorial period building on the prestigious
coverage worldwide. Voukourestiou Street in Athens.

‘The Margaret Bag' was featured in the
spring/summer 06 advertising campaign
and new versions were introduced
throughout the season fuelling
continued consurmer demand.

Jan/06

|
:
|

Heralded as one of the best collections
af the season by trade journal DNR, the
autumn/winter 06 Prorsum Menswear
Collection was presented during Men’s
ﬁashion Week in Milan.

The cellection continued to underscore
the brand’s core competency in

outerwear as well as making a powerful
évening wear presentation as a prelude
to Burberry's 150th anniversary events.

[

|




COMPANY OVERVIEW
AND STRATEGY

Established in 1856, Burberry is an international luxury brand.
Through its operations, the Group designs, sources, markets, licenses
and distributes apparel, accessories and other lifestyle products for
women, men and children. Burberry products are sold worldwide
through a network of 260 directly operated stores and concessions,
71 third-party operated retail locations and a network of wholesale
customers, which include leading prestige retailers in each market.
In the financial year to 31 March 2008, the Group generated total
revenue of £743m across its retail, wholesale and licensing channels.
For that period, the Group estimates the total retail value of products
sold bearing the Burberry brand was in excess of £2.7 billion.

Unique luxury brand The brand is uniguely positioned within the
luxury landscape. Burberry offers a broader range of products and
price points relative to many traditional European luxury businesses.
The brand has a rich heritage associated with Britain — outfitting military
officers during the early twentieth century. Equally, Burberry is

Estimated brand sales at retail value
2005/06 total: £2.7bn

Womenswear 34%
£249.3m

! Menswear 28%

—— £206.2m
Accessories” 26%
£203.2m
Licensing 11%
£81.1m
Other 1%
£3.1m

* Includes childrenswear

. Europe 35%
’w? North America 15%

. Non-Japan Asia 10%

. Japan 36%

Other 4%

8 Burberry Group plc Annual Report and Accounts 2005/06

Turnover by product category
2005/06 total: £742.9m

renowned for innovation with its proven performance outerwear serving
as vital equipment for early polar explorers. With its lifestyle character,
the brand maintains a broad appeal across age groups and genders,
Burberry’s portfolio of brand icons - the trench coat, trademark check
and Prorsum horse logo — are recognised worldwide.

Targeted brand expressions The Burberry brand encompasses a
number of individual expressions to address multiple consumer
segments. The runway collection is the brand’s most luxurious and
fashionable expression. This collection of women’s and men’s apparel
and accessories shown four times per year in Milan validates the
brand’s style credentials, offers a focal point for media coverage and
provides design leadership to all Burberry collections. Burberry’s core
collections offer a range of products in a modern-classic aesthetic for a
wide consumer audience. In selected markets, Burberry creates lines
{Burberry Blue Label and Burberry Black Label in Japan, and Thomas
Burberry in Spain) targeted at young adults.

Balanced product portfolio Burberry maintains a balanced product
portfolio consisting of women'’s, men's and children’s apparel and
accessories. In apparel, the Group offers a range of tailored and casual
items with outerwear as a core part of the product offering.
Accessories include handbags, scarves (including Burberry’s iconic
cashmere scarf), silks, shoes and umbrellas. In selected categories
outside of its primary expertise, including fragrance, eyewear,
timepieces and children’s apparsl, the Group combines its skills with
those of licensing partners for the design, manufacture and distribution
of products under the Burberry brand.

Multi-channel distribution Burberry distributes products in
major consumer markets globally through its retail, wholesale and
licensing channels.

® Directly operated stores With 43% of revenues in the 2005/06
financial year, retail is becoming Burberry’s primary channel of
distribution. The channel offers the greatest ability to manage the
Burberry brand - full control over brand presentation, including
merchandise and physical environment — and greatest proximity to
the consumer. Retail operations alsc offer strong financial returns.
Stores and concessions are positioned in prestigious and high
quality locations in important consumer centres worldwide.

At 31 March 2008, the Group operated 65 stores, 165 concessions
and 30 outlets locations. In the US market, Burberry offers a limited
assortment of its products through an e-commerce operation.

8 Wholesale The wholesale channel works in tandem with retail
operations. Burberry products are distributed through a network of
leading department and specialty stores and duty free retailers
worldwide. The wholesale channel allows Burberry to extend its
reach to consumers who prefer to shop in multi-brand stores.

In selected markets where the Group decides not to invest directly,

wholesale partners operate Burberry franchised stores. At 31 March
2006, partners operated 17 Burberry stores across several markets,
including Eastern Europe, the Middle East, India and South America.

Turnover by channel of distribution
2005/06 total: £742.9m

Retail 43%
£318.6m
"T Wholesale 46%
|

=~ £343.3m

Licence 11%
£81.1m




® Licensing In addition to the product licenses discussed above,
the Group’s licensing channel also includes the brand’s Japanese
licences. In Japan, Burberry offers a broad range of apparel,
accessory and home products through licensing partners. In recent
years, the Group has worked with these partners to enhance brand
positioning in this market. These activities have included
improvements in product quality and design, elimination of products
incompatible with long-term brand positioning, transition of selected
categories to global licensing partners and upgrading distribution
in terms of number and quality of points of sale. Japan
generated approximately 70% of licensing revenue in the financial
year 2005/06.

Targeted marketing Burberry's marketing strategy is structured to
communicate brand attributes, maintain and raise awareness of the

brand and highlight key products. Marketing activities are targeted to

consumers, wholesale accounts and the media. Each season,
Burberry creates an advertising campaign which broadly
communicates key brand values and presents a range of the
collection’s products. These images are used across print, outdoor
and electronic media in all Burberry markets. Burberry’s four annual
fashion shows and other public relations activities are designed to
generate interest among consumers, targeted fashion and lifestyle
media and trade customers.

Sourcing Burberry maintains a sourcing network consistent with the
high quality requirements of its products and brand. The Group
operates facilities for the manufacture of selected core outerwear

products. In addition, Burberry maintains an external sourcing network.

The majority of these resources are located in Europe, consistent with
the types of products produced, quality standards and speed
requirements. Resources based in Asia and the Americas are used for
selected products.

Growth strategy
Additional components of Burberry's strategy, specifically designed to
drive growth in revenue and profits, are set out below.

w Leverage core expertise The Group seeks to leverage the
expertise located within its individual business segments across the
full brand platform. Skills in product design and development,
merchandising, retail operations and product sourcing may be more
fully applied across Burberry’s entire business.

= Enhance apparel offering Burberry continues to see opportunities
to enhance its women's and men’s appare! businesses. Key
initiatives include continued investment in the core outerwear
category in terms of design innovation and breadth of product
assortment, expansion of additional product categories and
increasing the frequency of new product offerings.

® Build accessories business An important growth driver over the
past five years, accessories are targeted for further expansion.

In handbags, Burberry is broadening the distribution of its runway lines

and developing a tier of product with greater design sophistication

relative to its existing core product range. In the shoe category, Burberny

continues to invest in people and infrastructure to build this business.

Turnover by geographic destination
2005/06 total: £742.9m

Europe 47%
£350.4m
" North America 24%
- £180.4m
Asia Pacific 27%
£201.4m
Other 2%
£10.7m

}

Drive retail growth The Group emphasiées its directly operated store
network as its key growth channel, Over tﬁ]e past five years, the Group
has increased selling space by over 150%. Burberry plans to continue
to develop its directly operated retail network through the addition of
new stores and concessions, expansion of existing retail locations and

selective convarsion of wholesale location§ to retail formats.

Strengthen wholesale Burberry continpes to see opportunities to
strengthen its wholesale business. The C{Sroup concentrates efforts
on key wholesale customers in each market, selectively adding
space and enhancing brand presence arﬂd working to improve
execution. The wholesale channel will also continue to be an
important vehicle for challenging operating environments, including

certain emerging markets. |

Investment in high potential markeﬁs: Burberry plans to
concentrate its resources in underpenetgated and high growth
markets, including the US, Asia and se)gcted emerging markets.

Enhance business in Japan In Japan, the Group will continue to
work with its licensing partners, adjusting distribution and improving
product design and quality to strengtheﬁ Burberry's brand position
with the aim of enhancing long-term growth potential. At the same

: | i

time, the Group has launched a programme 1o sell selected

international product lines directly in thisL market.

Strengthen operating capabilities In 2005/06, Burberry launched
a major infrastructure redesign programme, Project Atlas, to
enhance the Group's operating efficiency and effectiveness. This five
year programme addresses the primary|functional areas of the
Company including the supply chain and general corporate and
administrative services. The Group antic‘{ipates that this programme
will generate tangible expense reduction‘s as well as improved sales

and margins. ‘

|
The execution of this growth strategy is sg’bjed to a number of risks,
the most significant of which are set out on pages 18 and 19.

|
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Turnover by geographic origin
2005/06 total: £742.9m

Eurcpe 31%
£233.4m

* North America 23%
£173.2m
Asia Pacific 25%
£181.9m
Spain 21%
£164.4m










DUSINESS AND
FINANCIAL REVIEW
BUSINESS REVIEW

Burberry delivered solid financial results for the year to 31 March 20086.

In the context of a pericd marked by strategic investment and transition,

diluted EPS before costs associated with Project Atlas, increased 9%
on a 4% revenue gain. Return on capital for the period was 33%.
This performance reflects the continued execution of Burberry’s core
strategies in combination with strategic and operational transition in
certain businesses. Highlights of these factors are discussed below.

Regions
Burberry maintained steady progress across its trading regions.

® US Revenue rose 5% underlying, 9% reported, with strong retail
growth driven by new and existing stores partially offset by the

expected reduction in wholesale sales. The Group opened seven stores

during the year, including those in Naples (Florida), Palm Beach
Gardens (Florida), San Antonio (Texas), San Diego (California) and three
outlet stores. Five major renovations were also completed in the year.

® Europe Underlying revenue was flat in the region. Soft sales in the
UK and Spain offset strong retail and wholesale performance in the

remainder of Continental markets. During the year, the Group opened

a replacement store in Zurich, seven concessions, three outlet stores
and completed the renovation of the Frankfurt and Munich stores.

8 Mon-Japan Asia Pacific Revenue increased 6% underlying, 13%
reported. Underlying growth was led by strong retail performance in
Greater China (Hong Kong and mainland China). In Korea, new retail
space drove modest growth for the year, notwithstanding a
challenging consumer spending environment. Solid gains in South
Asian markets resulted from sales growth in existing stores and
among wholesale customers. During the year, the Group opened a
replacement store in Taipei and closed a net one concession in the
region. The integration of the 12 stores in Taiwan acquired in August
2005 also contributed to the reported gain in this geographic
segment.

12 Burberry Group pic Annual Report and Accounts 2005/06
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emerging markets was driven primarily by the opening of nine
franchised stores during the year, including stores in Istanbul (Turkey),
Warsaw (Poland), Sac Paoclo (Brazil), Jeddah (Saudi Arabia), Riyadh
(Saudi Arabia), Abu Dhabi (UAE), Dubai (UAE), Mumbai (India) and
Cancun (Mexico).-

Channels
Performance varied by distribution channel.

m Retail Consistent with the Group's emphasis on building sales
through its directly operated stores, the retail channel achieved the
strongest gain. Retail sales increased 11% on an underlying basis,
20% reported, driven by contributions from newly opened and
existing stores. Reported revenues were affected by the Taiwan
Acquisition and Spain retail conversion, which shifted sales from the
Group’s wholesale channel to its retail channel. In August 2005,
Burberry acquired the operations of its distributor in Taiwan, which
included 12 retail locations. In February 2008, the Group began the
conversion of 72 womenswear doors in department stores of
Burberry's largest customer in Spain into Burberry operated retalil
concessions. Retail sales resulting from the Taiwan Acquisition and
Spain retail conversion contributed approximately five percentage
points to the reported sales gain. In determining underlying
performance, the financial effects of the relevant businesses are
excluded from both reporting periods.

By region, double digit sales growth in the US, Burberry’s largest retail
market, was driven by new and refurbished stores with a moderate
contribution from existing stores. The majority of Continental
European markets achieved strong underlying gains driven by new
stores and solid gains from existing stores. While the UK was
generally soft, trends improved in the second half of the year.

Asia achieved robust underlying growth, with gains in Hong Kong

and South Asia partially balanced by a modest increase in Korea,

Retail investment continued on plan. During the year, the Group
opened six Burberry stores (including two replacement stores), six
outlet stores and a net nine concessions. In addition, seven stores
underwent major renovation during the year. In total, on a year on
year basis, average selling space increased approximately 8%,
excluding the effect of the Taiwan Acquisition and Spain retail
conversion. At 31 March 2006, Burberry's retail portfolio consisted of
B5 stores, 165 concessions and 30 outlets.

m Wholesale Wholesale sales decreased by 4% on an underlying basis,
8% reported. The US market experienced a decline for the year as a
result of Burberry's ongoing adjustment of the brand’s wholesale/retall
balance, as well as caution on the part of certain wholesale customers.
Soft demand in Spain produced a mid single digit sales decline in that
market during the period. While trends varied by country, in aggregate,
other Continental European markets performed well. The UK was soft
throughout the year. Sales in Asia decreased slightly in the year as a
second half decline, primarily driven by shipment timing differences
between periods, offset first half gains. Boosted by the opening of nine
new franchise stores, emerging markets achieved outstanding gains
during the year. The Taiwan Acquisition and Spain retail conversion
accounted for approximately five percentage points of the decrease in
reported wholesale sales.

8 [Licensing Licensing revenues increased 6% underlying, 3% reported.
In Japan, which accounted for approximately 70% of licensing
revenue, sales volumes declined primarily as a result of a soft apparel
market for much of the year as well as Burberry's ocngoing programme
to enhance brand positioning in that market. This programme involves
licence transitions/cancellations, improving distribution and upgrading
products in terms of design and quality. Royalty rate increases on
certain licences offset the effect of reduced volumes. In 2006/07, the
Group will begin direct sales of men’s ties, scarves and silks from
Burberry's international collection. Imported products will replace
licensed domestic products in these categories. In addition, a limited
range of Burberry’s international collection of handbags and small
leather goods will be selectively distributed in this market.



Burberry’s product licences produced a solid result for the year.
Against important product launches in 2004/05, fragrance sales werg
comparable to the previous period. In February 2006, Burberry
commenced a major women’s fragrance launch, Burberry London.
Marketing initiatives feature Oscar-winning British actress Rachel
Weisz. The product was introduced to most large consumer markets
during spring 2008, and will be followed by the launch of the Burberry
London men's fragrance in autumn 2006. Watches performed well in
" the year, strengthened by product innovation and expanded
distribution. With respect to eyewear, Burberry entered into a new
licence with Luxottica Group in October 2005. The first collections
under this agreement will appear in stores during autumn 2006.

Products

Continuous enhancement of the product development process is an
important objective, and the Group made good progress during the
year. Burberry's womenswear, menswear and accessory product teams
intensified efforts to coordinate development across categories and link
more closely their design, merchandising and sales functions.
Continuing to respond to consumer demand for new merchandise,
Burberry increased the frequency of new product deliveries to Burberry
stores and to selected wholesale customers.

® Prorsum Burberry Prorsum continues to break new ground with its
runway collections attracting outstanding critical acclaim. In recognition
of Prorsum’s design excellence, Burberry Creative Director, Christopher
Bailey, was awarded The British Designer of the Year Award by the
British Fashion Council in November 2005. Consumers also
responded, and Prorsum sales increased substantially during the year.

1 Womenswear In Womenswear, underlying revenues increased
3% as a soft spring 2005 season was balanced by improved
autumn/winter 2006 collection sales and a strong start to spring
2006. These results reflect successful efforts to adjust the product’s
aesthetic balance, improve fit and increase the ‘wear-now’
component of seasonal collections. In outerwear, the design team’s
work 1o reinvigorate key outerwear segments was rewarded with
favourable reaction to new styles for both the autumn and spring
seasons. Womenswear generated 34% of total revenues in the year.

= Menswear Underlying revenues increased 4% as the division made
steady progress in the year. Greater emphasis on more classic styling
and intensifying selection in prime classifications were important
contributors to this performance. In the US, the sartorial segment of
the business was boosted by successful made-to-measure events.
In selected markets, Burberry also launched marketing efforts
specifically targeted at the male consumer. Menswear represented
28% of reported revenues in the year.

® Accessories Underlying revenues were flat relative to last year. New,
sophisticated handbag designs, particularly Prorsum lines, performed
well in the period. To capitalise on consumer demand for these more
advanced styles, the Group broadened distripution within its own
store network during the spring season and will add points of sale
among wholesale customers for autumn/winter 2008. At the same
time, Burberry also successfully upgraded its more classic core
handbag ranges - the new Haymarket line of handbags and small
leather goods were a highlight of the year. Ongeing innovation with
respect to new styles and reinvention of the classics are critical to the
vitality of this category. Accessories (excluding childrenswear)
comprised 25% of reported revenues in the year.

Project Atlas

With the initial year of Burberry’s five year infrastructure redesign
programme complete, Project Atlas is firmly embedded in the
organisation. During the vear, the team reconfigured the implementation
plan in line with business processes rather than software installations.
This results in the shifting of previously scheduled initial implementation
steps to later in the programme for combination with secondary stages,
allowing for a single point of application for most business units.

The broad financial outline of the programme remains unchanged with
an approxjimate £50m investment during the first three years generating

in excess of £20m annually in expense savings by the project’s third
year (2007/08).

2006/07 plans }
In line with the ongoing execution of its growth strategies, Burberry
plans for the 2006/07 financial year include;

® Retail A minimum 10% underlying increzgse in average net retail

selling space (excluding the impact of th¢ Taiwan Acquisition and
Spain retail conversion) is expected. The‘majority of space expansion
will be concentrated in the US and Asian markets.

m Wholesale First half wholesale sales are! expected to be up a low
single digit percentage underlying and reported (at constant currency)
relative to the comparative period basedfupon orders received to

date for the autumn/winter 2006 season:.

® Licensing Underlying licensing revenue is expected to be broadly flat

refative to 2005/06: i

- Revenues from Japan are expected to experience a moderate
underlying decline for the year as a result of licence transitions
and Burberry’s other ongoing efforts t& enhance brand positioning
in this market. !

- Global product licenses are expected to produce strong gains.

- On a reported basis, the Group wil aléo experience a significant
negative exchange rate comparison. ‘

B Project Atlas For the 2006/07 financial‘\year, Project Atlas expenses
are expected to be approximately £19m and direct profit and loss
account benefits are currently anticipated to total approximately £6m.

[
B Capital expenditure Capital expenditu;e is planned to total

approximately £50m.
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DUSINESO AND
FINANCIAL REVIEW
FINANCIAL REVIEW

Group results™ 2006 2005

Percentage Percentage
Year to 31 March £m of turnover £m of turnover
Turnover
Retail 318.5 42.9% 265.2 37.0%
Wholesale 343.3 46.2% 371.9 52.0%
Licence 81.1 10.9% 78.4 11.0%
Total turnover 742.9 100.0% 715.5 100.0%
Cost of sales (296.8) (40.0%}) (291.3) (40.7 %)
Gross profit 446.1 60.0% 424.2 59.3%
Net operating expenses before Project Atlas costs (280.5) (37.8%) (262.9) (86.7%)
Operating profit before Project Atlas costs 165.6 22.3% 161.3 22.5%
Atlas costs (11.1) (1.5%) - -
Operating profit 154.5 20.8% 161.3 22.5%
Net finance income 25 0.3% 4.9 0.7%
Profit before taxation 157.0 21.1% 166.2 23.2%
Taxation (50.6) 8.8%) (54.3) (7.6%)
Attributable profit for the year 106.4 14.3% 111.9 15.6%
Diluted EPS before Project Atlas costs 24.1p n/a 22.2p n/a
Diluted EPS 22.3p n/a 22.2p n/a
Diluted weighted average number of Ordinary Shares (millions) 477.6 n/a 504.5 n/a

@ Financial results are reported under International Financial Reporting Standards. Prior year figures have been restated in line with these principles.

Turnover

Total turnover advanced to £742.9m from £715.5m in the prior period,
representing an increase of 4%, or 3% on an underlying basis.
“Underlying” figures are adjusted to exclude the financial effects of the
Taiwan Acquisition, the portion of Burberry’s business in Spain affected
by the retail conversion and the impact of foreign currency exchange
rate movements between periods. The Taiwan Acquisition and Spain
retail conversion resulted in a sales shift from Burberry’s wholesale
channel to its retail channel. In determining underlying performance,
the financial effects of the relevant businesses are excluded from both
reporting periods.

Operating profit

Gross profit as a percentage of turnover was 60.0% relative to 59.3%
in the prior period. The increase largely resulted from stronger retail
trading in the second half including decreased levels of seasonal
clearance activity for the autumn/winter season relative to the previous
year and an increase in retail’'s share of the revenue mix.

Net operating expenses before Project Atlas costs as a percentage of
turnover increased to 37.8% from 36.7% in the previous period. The
increase largely reflected investment in people and infrastructure to
support future growth, and costs associated with the expanded retail
network following the conversions in Taiwan and Spain. The Group also
incurred a one-off pension related cost following the demerger from
GUS.

As a result of these factors, operating profit before Project Atlas costs
increased 3% to £165.6m, or 22.3% of turnover relative to 22.5% in
the previous period.

Net expenses associated with Project Atlas totalled £11.1m.
Reported operating profit was £154.5m for the year.
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Net finance income

Net interest income was £2.5m in the year to 31 March 2006
compared to £4.9m in the prior period. The decrease was due to lower
average cash balances resulting from share repurchase activity during
the year.

Profit before taxation

As a result of the above factors, Burberry reported profit before
taxation of £157.0m in the year to 31 March 2006 compared to
£166.2m in the prior period.

Attributable profit

Burberry recorded a 32.2% effective tax rate (2004/05: 32.7%) on
profit resulting in a £50.6m tax charge and reported attributable profit
of £106.4m for the year to 31 March 2006 compared to £111.9m
reported in the pricr period.

Diluted sarnings per share before Project Atlas costs increased 9% to
24 1p compared to 22.2p in the prior period. Including Atlas costs, the
Group reported diluted earnings per share of 22.3p. In the year to
March 2008, the diluted weighted average number of Ordinary Shares
in issue was 477.6m (2004/05: 504.5m).
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The table below sets out the principal components of cash flow for the years to 31 March 2006 and 31 March 2005 and net funds at

the year end:

l

2006 2005
Year to 31 March £m £m
Operating profit before Project Atlas costs 165.6 161.3
Atlas costs (11.1) -
Operating profit 154.5 161.3
Depreciation and related charges 24.9 24.4
Profit on disposal of fixed assets (1.8) (1.1)
Charges in respect of employee share incentive schemes 7.4 9.5
Increase in stocks (17.8) (12.9)
Decrease/(increase) in debtors 2.2 (7.3)
(Decrease)/increase in creditors (21.2) 1.5
Cash generated from operations 148.4 175.4
Net interest received 1.6 4.7
Taxation paid (43.6) (49.5)
Capital expenditure (30.7) (37.2)
Property sale proceeds 3.6 3.1
Net acquisition related payments (23.6) -
Net sale/(purchase) of shares by ESOPs 2.4 6.9
Issue of Ordinary Share capital 3.7 4.4
Share repurchases (191.6) (68.4)
Equity dividends paid (32.8) (24.9)
Movements in net funds resulting from cash flows (162.6) 10.7
Exchange rate gains 52 1.3
Movement in net funds (157.4) 12.0
Net funds at end of year 12.5 169.9

Cash flow and net funds

Historically, Burberry’s principal uses of funds have been to support
capital expenditures and working capital growth in connection with the
expansion of its business, acquisitions and share repurchases.
Principal sources of funds have been cash flow from operations.
Burberry expects to finance the expansion of its business, capital
expenditures including strategic infrastructure investments, shareholder
dividends and share repurchases with existing cash balances, cash
generated from operating activities and the use of its credit facilities.

Net cash generated from operating activities was £148.4m compared to
£175.4m in the prior period. Stock levels increased £17.8m, resulting
from growth of the business and expansion of the Group's retail network.
The £2.2m decrease in debtors reflects seasonal growth of trade debtors
offset by the change in business structure resulting from the Spain retail
conversion and Taiwan Acquisition. The £21.2m decrease in creditors
includes payments of profit related fees in respect of prior acquisitions
and the settlement prior to the demerger of amounts outstanding with
GUS.

Capital expenditures of £30.7m included net purchases of fixed assets
of £26.8m relating primarily to continued investment in the Group's
retail operations and infrastructure, and Project Atlas investment of
£3.9m. Proceeds from the sale of certain surplus properties during the
year amounted to £3.6m. Net acquisition related payments comprised
£19.2m deferred consideration with respect to a previous acquisition
and £4.4m as partial consideration for the acquisition of Burberry's
distributers in Taiwan.

In line with its risk management policy, Burberry has continued to
hedge its principal foreign currency transaction exposures arising in
respect of Yen denominated royalty income and Euro denominated
product purchases and sales.

In connection with share option awards, tpe Group sold £2.4m
(2004/05: £1.8m) of equity from its Employee Share Ownership Plans
and received £3.7m {2004/05: £4.4m) from the issue of new shares
following the exercise of share based options.

Consistent with the £250m share repurch[ase programme announced
in November 2004, Burberry commenceq the repurchase of shares in
January 2005. In the year to 31 March 2006 the Group repurchased
45.9m shares for a total cost of £191.6m! Total purchases under the
repurchase programme since January 2005 amounted to £250m.

The Group paid an interim dividend of 2.5p per share on 2 February
2006. A final dividend of 5.5p per share i proposed, payable in August
2006. As proposed the total dividend for 2005/06 would increase 23%
to 8.0p per share (£35.6m aggregate ameunt).
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PUSINESS AND
FINANCIAL REVIEW
RISKS

The managemeant of the business and the execution of the Group’s
growth strategies are subject to a number of risks, the occurrence of
any one of which may adversely affect the management of the Group
and the execution of growth strategies.

The key business risks affecting the Group are set out below. The
steps the Company takes to address these risks, where they are
matters within its control, are also described. Such steps will mitigate
but not eliminate the risks. Some of the risks relate to external factors
which are beyond the Company’s control. The order of the risks is in
no way an indication of their relative importance, and each of the risks
should be considered independentiy. If more than one of the events
contemplated by the risks set below occurs, it is possible that the
overall effect of such events would compound the possible adverse
effects on the Group.

Risks are formally reviewed by a Risk Committee of executive
management including the Chief Executive and Chief Financial Officer
and also by the Audit Committee at least twice a year. Key business
risks are also considered generally as part of the Group’s strategy
development and ongoing business review processes.

We face intense competition We are faced with intense competition
in most of our product categeries and markets. We compete with
international luxury goods groups. These groups control a number of
luxury and upscale brands and may have greater financial resources
and bargaining power with suppliers, wholesale accounts and
landlords than we do. If we are unable to compste successfully, our
operating results and growth may be adversely impacted.

The inability to anticipate and respond to changes in consumer
demand and fashion trends on a timely basis could adversely
impact sales Our business depends, in part, on our ability to shape,
stimulate and anticipate consumer demand by producing innovative,
fashionable and functional products. The Burberry check has been
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brand. We plan to continue to vary the manner in which we use the
Burberry check as a design feature and to develop marketing initiatives
to minimise its risk of over exposure.

Our operating results are subject to seasonal fluctuations and
vary based on the weather Our business, particularly with respect to
apparel, broadly operates on a seasonal basis (spring/summer and
autumn/winter) and we have experienced, and expect to continue to
experience, substantial seasonal fluctuations in sales and operating
results. In particular, our results vary based on the weather because of
the large proportion of outerwear products we offer and the effect of
the weather on retail markets generally. As a resuilt of these
fluctuations, comparisons of sales and operating results between

_different periods within a single financial year are not necessarily

meaningful. In addition, these comparisons cannot be relied on as
indicators of our future performance.

An economic downturn could affect consumers’ purchases

of discretionary luxury items which could adversely affect
Burberry’s sales In common with all our competitors, there are many
factors which affect the level of consumer spending on discretionary
luxury items. During recessionary periods, when disposable income is
lower, a downturn in our key markets may adversely affect Burberry’s
sales.

A significant amount of our sales are generated by customers, (in
particular Japanese, Chinese and other Asian customers) who
purchase our products while travelling either overseas or domestically.
As a result, shifts in travel patterns or a decline in travel volumes could
materially affect our trading results.

Burberry is exposed to foreign currency fluctuations We derive a
significant percentage of our profits from our Japanese licensing
arrangements. As a consequence, we are exposed to a significant risk
associated with the Yen to Sterling exchange rate. We manage a
significant proportion of these exposures by the use of forward
exchange contracts. Currency fluctuations affecting the Yen will
nevertheless affect our results and profitability.

We also engage in foreign exchange hedging designed to reduce the
impact of currency fluctuations on the trading transactions of some of
our international operations.

Terrorism A maijor terrorist attack, particularly in central London, New
York, Barcelona or Tokyo could severely impact the operation of our
businesses. In such circumstances we cannot ensure uninterrupted
operation of the business, particularly in the short term, and in the
longer term the operation of the business may be hindered if the
effects of a terrorist attack have a more prolonged effect.

We are dependent on the strength of our trademarks and other
intellectual property rights We believe that our trademarks and other
proprietary rights are fundamentally important to our success and
competitive position. Unauthorised use of the “Burberry” name, the
Burberry check and the Prorsum horse logo as well as the distribution
of counterfeit products damage the Burberry brand image and profits.
If a third party registers our trademarks or similar trademark, in a
country where we do not currently trade, this would create a barrier to
our commencing trade under those marks in that country. In addition, if
a third party publishes harmful material using our trademarks,
Burberry’s brand image could suffer.

We have a dedicated team operating internationally to establish

and protect our trademarks and other intellectual property rights.
Where infringements are identified, we resolve these through a mixture
of criminal and civil legal action and negotiated settiement.

Nevertheless, we cannot guarantee that the actions we have taken to
establish and protect our trademarks and other proprietary rights will
be adeguate to prevent imitation of our products by others.
Trademarks and intellectual property rights, while subject to
international- treaties, are largely driven by national law and the
protection of intellectual property rights varies from one jurisdiction to




another. We cannot therefore necessarily be as effective in all
jurisdictions in addressing counterfeit products. In many territories we
are dependent upon the vigitance and responsiveness of law
enforcement bodies whose priorities may differ from our own. They are
also subject to budgetary constraints and prioritise their actions
accardingly. Whilst we work closely with customs and cther law
enforcement bodies, ultimately we cannot direct their actions.

There is a risk of over-reliance on key product manufacturers In a
number of key product categories Burberry is reliant on a small number
of suppliers. Where suitable alternatives exist, the Group has reduced
volumes with key suppliers on whom the Group is over-reliant and
continues to look for suitable additional suppliers to further reduce
such over-reliance.

A lack of flexibility in our supply chain would limit our ability to
respond efficiently to changing circumstances and fashion trends,
hindering the Group’s ability to take advantage of growth
opportunities and enabling competitors to take market share {f our
suppliers do not have sufficient manufacturing capacity or fail to deliver
products on time and/or to the appropriate quality standards, sales for
an entire season could be significantly adversely affected. Further, such
a failure could affect wholesale customers’ confidence which could
adversely affect subsequent seasons.

The Project Atlas programme is designed to deliver both business
process improvements and the technology to provide better visibility
over the supply chain. In addition, we are strengthening resource
internally in this area to provide better management of key aspects of
our supply chain.

Burberry could suffer if its manufacturers are unable to produce
goods at a competitive price, on time and to our specification
Burberry continues to evalve its sourcing strategy, refining its selection
of suppliers to maintain and ennhance product quality whilst improving
sourcing efficiency. There are opportunities to develop more robust
supplier management processes and these will help ensure that we
continue to produce merchandise of the right quality, in accordance
with our ethical policy, and delivered in accordance with our
requirements. This process may adversely affect relationships with
existing suppliers during the transition period. If our suppliers fail to
ship product on time, or guality is substandard, this could lead to us
missing delivery dates to our customers, potentially resutting in
cancelled orders or price reductions.

There is a substantial change programme (Project Atlas) being
rolled out throughout the business to improve the infrastructure
and business efficiency Whilst Project Atlas is designed to dsliver
significant business benefits, if it is not effectively managed and
resourced the benefits may fail to be delivered and it could
compromise business operations. A governance framework has been
established involving Board level sponsorship and a Steering
Committee. External consultants are being used to supplement internal
skills where required.

If Burberry foses key management or is unable to attract and
retain the talent required for its business, its operating results
could suffer Burberry’s performance depends largely on its senior
managets and design teams. The resignation of key individuals and the
inability to recruit people with the right experience and skills to facilitate
future business growth could adversely impact Burberry’s resufts. 70
mitigate these issues the Remuneration Committee has implemented a
number of schemes linked to Burberry’s results that are designed to
retain key individuals. There is an ongoing recruitment programme
overseen by the Human Resources Director and Chief Executive to
ensure people of the right calibre are retained or are brought into the
business.

|
|

A substantial proportion of Group revenue and profits is reliant on
business in Japan and key global licensq’es A significant source of
profit is derived from the royalties received from licensees, specifically
our licensee partners in Japan, and our fraérance licensee InterParfums
S A, We rely on licensees, among other thihgs, 10 maintain operational
and financial contral over their businesses. Should our licensees fail to
effectively manage their operations our income from royalties would
decline. !
Failure to manage these key relationships s%}ﬁectlvely could have a
material impact on the sales, profitability and reputation of the Group.
To minimise the risks in Japan, we have established our own offices
and operations in Tokyo. [
A number of our licences have been renegotiated to give us improved
control over the brand, and more active pﬁoduct development is being
undertaken with our key licensess. We regularly implement royalty
reviews of our licensees, but we cannot guarantee that they will reveal
any non-compliance with the terms of the; refevant licence.

\
We may be unable to control our wholesale and licence
distribution channels satisfactorily We rely on our ability to control
our distribution networks and licensees to ensure that our products are
sold in environments consistent with our luxury image. An action by
any significant wholesale customer or licensee, such as presenting
Burberry products in a manner inconsistent with our preferred
positioning, would be damaging to our bfand image. If, due to
regulatory, legal or other constraints, we are in any way unable to
control our wholesale distribution networks and licensses, the Burberry
brand image, and therefore our results and profitability, may be
adversely affected. |

In key emerging markets, particularly ,)China, we are dependent
upon third party operators with the agsociated lack of direct
control and transparency In key emerging markets, we operate
through third-party franchisees. In particular, a third-party retail
operation has been developed in China.! We depend upon the
expertise of these franchisees given ourirelative lack of experience in
this region. At an operational level, regufar meetings take place with the
management of our business partners a,md franchisees.

We have a number of key customers whose business represents a
substantial portion of our sales We dedicate resources 1o these
customers and maintain close relationships with such customers so we
can understand and respond to their n;'eeds.

We rely upon our flicensees, suppliers, franchisees, distributors
and agents to comply with laws We fexpect our licensees, suppliers,
franchisees, distributors and agents tolcomply with employment and
other laws refating to their country of oberation and to operate to good
etnical standards. We are, however, unable to guarantee that this is the
case, alithough we are improving our processes to gain assurance that
our licences, suppliers, franchisess, distributors and agents comply
with our terms and conditions and refevant local legislation and good

practice. !
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THE BOARD OF DIRECTORS

Chairman

John Peace
John Peace was appointed Chairman of Burberry in June 2002. He is the Group Chief Executive of GUS plc, a position he has held since January 2000.
He served as Chief Executive of Experian from 1896 to 2000 and currently serves as Chairman of the Board of Governors of Nottingham Trent University.

Executive directors

Rose Marie Bravo — Chief Executive {until 1 July 2008, and thereafter, Vice-Chairman)

Rose Marie Bravo was appointed Chief Executive of Burberry in 1897, Prior to her appointment at Burberr